
Minutes* 
 

Senate Committee on Finance and Planning  
Tuesday, May 7, 2013 

3:00 – 4:15 
238A Morrill Hall 

 
 
Present:  Will Durfee (chair), Gary Cohen, Dan Feeney, Catherine Fitch, Susan Hupp, Lincoln 

Kallsen, Kara Kersteter, Russell Luepker, Jill Merriam, Fred Morrison, Paul Olin, 
Richard Pfutzenreuter, Terry Roe, Michael Rollefson, Ann Sather, Aks Zaheer 

 
Absent:  Jahon Rafian, Gwen Rudney, Arturo Schultz, S. Charles Schulz, Thomas Stinson, 

Michael Volna, Pamela Wheelock 
 
Guests:  (members of the Senate Committee on Faculty Affairs:)  William Beeman, Ben 

Bornsztein, Kathryn Brown, Dann Chapman, Scott Lanyon, Theodore Litman, George 
Sell; Professor Sally Gregory Kohlstedt (chair, Faculty Consultative Committee) 

 
Other: none 
 
[In these minutes:  changes to UPlan health coverage] 
 
 
Changes to UPlan Health Coverage 
 
 Professor Durfee convened the meeting at 3:00, welcomed the members of the Senate Committee 
on Faculty Affairs (who had been invited to join the meeting), and said that Committee member Professor 
Morrison, who is also a member of the Benefits Advisory Committee, would lead the discussion.  Before 
Professor Morrison began, however, he called on Vice President Brown for opening remarks. 
 
 Vice President Brown said that the Administrative Working Group (on employee benefits) had 
appreciated the participation of Professor Morrison in the review of the options facing the University 
under the Affordable Care Act (ACA) and the development of recommendations to the president.  There 
has been significant discussion in the last few days, with the result that the administration is basically in 
agreement with Professor Morrison's analysis. 
 
 Professor Morrison began by recalling that he had been involved in the founding of the UPlan, 
which represents the University's commitment to the health of its employees.  The plan has evolved over 
time, but it still represents that commitment, and he expressed the hope that the commitment will 
continue.  He distributed copies of a set of slides and spoke from them. 
 
 The University faces a basic problem:  by 2018 the ACA establishes a "Cadillac tax," which is a 
40% tax on the value of employee health plans above a certain level.  Professor Morrison said he believes 
the University can avoid the tax by restructuring its health plan; the question is whether it can do so in a 
revenue-neutral way.  The restructuring will mean greater out-of-pocket costs for employees, but these 
will reduce the total cost of UPlan, so the necessary premiums for UPlan should go down, both for the 
University and for the employees.  That only means that the employees, as a group, should see offsets to 
their costs.  Individual employees, especially those who heavily use health care, will see increases. 

                                                 
* These minutes reflect discussion and debate at a meeting of a committee of the University of Minnesota 

Senate; none of the comments, conclusions, or actions reported in these minutes represents the views of, nor are they 
binding on, the Senate, the Administration, or the Board of Regents. 
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 The Cadillac tax is on the excess value of health insurance that exceed in value $10,200 for single 
coverage and $27,500 for any form of family coverage, Professor Morrison said.  The "value" of a plan is 
the employer share plus the employee share plus any flexible spending accounts.  Professor Zaheer 
inquired how much above those values the University plan is.  Professor Morrison said that it does not 
exceed the values now, but if one projects 6% inflation in medical costs, there will be various elements of 
the UPlan that will exceed the values by 2018. 
 
 Assuming inflation, Professor Morrison said, the Cadillac tax will hit several parts of the UPlan 
unless the University takes action.  The University cannot afford the tax either financially or politically.  
In the first five year, the tax could amount to about $40 million or more.  As a public institution, the 
University cannot go to the legislature and ask for money to pay the Cadillac tax bill.  So it must develop 
a strategy to keep the value of the plans below the ceilings set in the ACA.  And the University must act 
by 2016 at the very latest because there are provisions in the law that provide "safe harbor."  That means 
that, even if the University has excess expenses in 2018, it will not owe the tax for that year if it had a 
satisfactory expense level in 2016, and that level, multiplied by an inflation index provided by the 
government, is within the proper range. 
 
 Vice President Brown concurred; she said that the PeopleSoft upgrades will go live in 2015, and 
that is not the time to be making big changes to the UPlan.  She said that most other large employers are 
also making changes now and hope the health care inflation trends hold so they have time to make 
adjustments needed to establish a good baseline for the 2016 plan year.  
 
 Professor Morrison said that one strategy to deal with the Cadillac tax is to realign plans.  This 
realignment would involve three elements, all of which are necessary to achieve the desired result: 
 
1.  by shifting costs from the UPlan to out-of-pocket expenses paid by employees; 
 
2.  by merging Twin Cities, Duluth, and Greater Minnesota base plans, so the average value is below the 
ACA cutoff; and  
 
3.  by merging "family" and "couples" ["couples" is used here as shorthand for the "employee plus spouse 
or same-sex partner" tier] coverage, again, so the average is below the cutoff.  The University now has 
four coverage tiers and it is the value of the full family coverage tier that is most in danger of going above 
the ACA cutoff. 
 
 For #1, shifting costs from the UPlan:  at present, employees pay some out-of-pocket costs (office 
visit co-pays, pharmacy co-pays, etc.), but most of the cost is paid by UPlan.  It is the costs paid directly 
by UPlan that are the basis of the calculation for the tax. 
 
 Some costs would be shifted so that they will be directly paid by the employee, as out-of-pocket 
payments.  The proposed cost shifts (in the base plan) would happen in several ways.  There would be a 
deductible, $100 for single coverage and $200 for family coverage.  Office visit copays would increase 
from $15 to $25 for primary care and from $15 to $40 for specialists.  The Tier 3 pharmacy benefit copay 
would increase from $60 to $75.  The increases in Insights and Medica Choice plans would be greater.  
The average additional out-of-pocket cost would be about $200 per year per employee, although some 
will pay more and some will pay less; this change shifts costs to people who need medical care.  The 
Benefits Advisory Committee is not happy with this development but believes there is no choice. 
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 To avoid the Cadillac tax, some UPlan administrative costs (now paid by the UPlan) will be paid 
directly by an administrative budget.  That way they don’t count in the calculation of the tax.  The 
administrative costs will come out of the University's general budget; it can pay those costs because they 
are not considered medical costs. 
 
 There is also a shift of some administrative costs to the University.  If both cost shifts are taken 
into account, employees will pay $3.8 million in direct costs, offset by $1.9 million in premium 
reductions, for a net loss of about $1.9 million. 
 
 Professor Morrison summarized by saying that employees are being asked to accept higher out-
of-pocket expenses, about $3.8 million, and at the same time the University would gain $1.9 million from 
their sacrifice.  This violates the principle of cost neutrality because of how the books work.  This 
Committee has frequently heard about revenue neutrality; Professor Morrison said he wished to talk about 
"cost neutrality."  The University must make these changes but it can do so in a way that provides cost 
neutrality. 
 
 For #2, merging Twin Cities, Duluth, and Greater Minnesota base plans:  medical costs are much 
higher in Duluth and Greater Minnesota than in the Twin Cities; both the Duluth and Greater Minnesota 
plans would incur the Cadillac tax, Professor Morrison reported.  If they are merged into the Twin Cities 
plan, there should be no tax.  All employees would experience a slight increase in premium contribution 
for the base plan, but it would not be a significant increase because there are many more Twin Cities 
employees than outstate employees. 
 
 For #3, merger of the "family" and "couples" tiers:  the merger will bring the family tier under the 
cap and avoid the tax.  But the merger will cause increases of about 25% in premium costs for those in the 
couples category; the cost of the family tier will drop.  Until six years ago, Professor Morrison said, the 
University had two tiers:  single and more than single.  Then it introduced four tiers (single, single plus 
children, couples, couples plus children [family]), but now the University needs to back away from four 
categories.  As the various committees have looked at the options, they decided to recommend leaving the 
single-with-child tier and merge the couple and family tiers. 
 
 Professor Morrison pointed out that there will be other adjustments to allow for "trend" (inflation 
in medical costs) and for changes in the health plans, possibly including savings for other reasons. 
 
 Professor Morrison addressed possible solutions.  The most reasonable one to provide "revenue 
neutrality" or "cost neutrality" is by restoring the $1.9 million to employees.  This could be accomplished 
(1) by increasing the base pay for all employees by about $100, effective January 1—but this would be 
taxable—(2) by increasing the University's contribution by about 0.75% for all categories—which 
provides a greater subsidy for those with higher incomes and has other distorting effects—or (3) by 
targeting the rates of the groups most seriously affected by the changes.  Any adjustments should be 
recurring, he concluded, because the cost shift will be recurring.  A one-year adjustment does not address 
the source of the problem. 
 
 Vice President Brown said that the administration may have some differences with Professor 
Morrison's analysis but it does agree that $1.9 million is the amount at issue.  They also agree that it is the 
ACA that is driving these changes, that the University cannot afford to pay the Cadillac tax, and that this 
is not a way for the University to save money (by shifting funds to O&M accounts and creating a budget 
windfall).  There are no actual savings.  This is just tax avoidance.  But in reducing the value of the 
UPlan, in order to avoid the Cadillac tax, there are cost shifts that must be addressed.  She emphasized 
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that the administration wishes to disclose all of the information and has no intention of trying to 
accomplish anything under the table. 
 
 Mr. Chapman reviewed data on the costs of the UPlan for 2013 (projection) and 2014 (budget).  
The total costs are projected to increase by about $13 million, and with the proposed changes that 
Professor Morrison outlined, the employee cost changes will be about $1.9 million, as he suggested.  
Illustrative of the fact that the ACA is increasing costs to the UPlan, there is a total of about $5.25 
million—$2.5 million of that being new in 2014, of which the University picks up about 80%. 
 
 Mr. Chapman also provided copies of a memo from Professor Roger Feldman from the School of 
Public Health, an expert in health economics.  His analysis also agrees with that of Professor Morrison 
and the administration:  there will be a cost shift to employees of about $1.9 million.   
 
 Vice President Brown noted that Professor Morrison has offered suggestions to achieve 
neutrality; the administration will need to model a number of things and must consider the impact of the 
changes on lower-paid employees and members of bargaining units in order to develop a plan that makes 
sense.  She said she does not have a plan today because they need to do more homework. 
 
 Professor Sell asked what percentage $1.9 million is of the total health-care budget.  Vice 
President Brown said the total cost is about $234 million, so $1.9 million is less than one percent. 
 
 Professor Cohen asked about the threshold amount for the Cadillac tax in the future:  is there an 
inflation escalator in the law?  There is, but only for inflation after 2018, Professor Morrison said, and it is 
the rate of inflation of the general cost of living, not of the costs of medical care.  Use of that escalator is 
an attempt to keep medical costs down by pushing insurers to lean on medical providers.  Vice President 
Brown commented that the University has done a good job of keeping the trends down, below the 
average. 
 
 Professor Beeman pointed out that the flexible spending accounts are voluntary; why are they 
included?  Professor Morrison said the University will have to address them because the law says they 
must be counted.  His concern is that the flexible spending accounts may need to be limited or disappear 
completely if the University approaches the limit of plan value that provokes the Cadillac tax, but it does 
not have to contemplate that yet.  Professor Morrison said he very much favors health-care reform, but the 
ACA was pasted together "in the middle of the night" from three different bills and they don't fit well 
together. 
 
 Mr. Chapman explained that he and others have heard rumors in the industry that it will be the 
average of employee contributions to their health flexible spending account—but there is no federal 
guidance on that point yet.  The rationale for including the flexible spending accounts is that the federal 
government treats this as a sort of insurance plan, but one in which the employee cannot ordinarily get out 
more money than they put in, at least by the end of the year.  (Technically, employees do not put money 
into the accounts.  They agree to a salary reduction and the employer puts the money in, which makes it 
pre-tax.)  However, employees can get that full amount out early in the year if they have claims, and the 
employer has that risk of paying out money that isn’t contributed by the employee yet.  Furthermore, if 
the employee terminates employment during the year, the employer may have paid out the full election 
amount and can never 'recover' the rest of the employee's contributions.  On the other hand, the employee 
also has risk and may forfeit money in the account if there were not enough claims to submit for 
reimbursement.  Professor Morrison observed that this part of the ACA is administered by the IRS, not 
the Department of Health and Human Services, which says something about the objective of the 
provision. 
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 Professor Beeman asked whether the $1.9 million, if provided to employees for premium 
reductions, would count as a benefit.  It would not, Professor Morrison said.   
 
 Professor Luepker asked if the dental plans are included.  They are not, Professor Morrison said, 
because they are not medical (!). 
 
 Professor Luepker asked what the number of employees and dependents are who are covered by 
the UPlan.  Mr. Chapman said there are 17,930 employees and about 38,000 individuals covered in total 
(not all are employees and dependents; some are early retirees, for example).   
 
 Professor Luepker asked if the rates outside the Twin Cities are higher because of the age of the 
population or the usage rate.  The higher rates are a function of the monopoly of the provider, Mr. 
Chapman said.  Utilization is not higher but the providers can negotiate higher per-service fees. 
 
 Professor Luepker asked about the timeline for decisions.  Vice President Brown said that it is the 
unanimous recommendation of the Administrative Working Group that changes to the UPlan be made and 
she believes they will go forward.  With respect to cost neutrality, those decisions will be made in the 
next two-three weeks.  Will the Committee have time to comment on them, Professor Luepker asked?  
Vice President Brown pointed out that Professor Morrison has offered suggestions that they continue to 
review; she suggested Committee members share ideas with him.  There is no final answer on how 
implement cost neutrality but the president has indicated to her that he wishes to do so. 
 
 Professor Zaheer asked Professor Morrison which of the options he recommends; #1?  Professor 
Morrison said all three must be adopted in order to avoid the Cadillac tax.  They are not alternative 
options. 
 
 Professor Roe suggested that if dental insurance is not part of medical insurance, the $1.9 million 
could be allocated to improve dental insurance.  It would be a way to achieve equity.  Mr. Chapman said 
he did not see why the University would do that because it already offers among the best dental insurance 
that employers offer, and because the greatest concern of employees, as expressed to the Benefits 
Advisory Committee, is about the money going to the medical plan.  Vice President Brown expressed a 
preference for not changing the dental plan and said there are other ways to return the $1.9 million to 
employees.  Professor Zaheer said that if employees are paid back the money, it is taxable; if it is added to 
the dental plan, would it be taxed as much?  That would be a way to make it more cost-neutral.  Professor 
Morrison said that the problem is that there is much lower enrollment in the dental plan, so directing the 
money toward improvement of dental coverage would skew who would receive it.  It would be possible, 
instead, to shift the percentages within the medical plans, so that the University might contribute 
(hypothetically) 85.3% of the cost rather than 85.0% for employee-only coverage—but that increases the 
University's costs in the long run. 
 
 Professor Hupp asked about option #2 and the effect on the buy-up plans.  Mr. Chapman said 
buy-up plans would be affected in this way:  The employer contribution to the cost of coverage in any 
plan is the same amount it pays toward the base plan.  So when the merging of the base plans increases 
the base plan cost, the employer contribution to all plans is increased.  
 
 Another advantage to making the changes in 2014, Vice President Brown commented, is that 
people will see minimal premium increases—and might even see decreases if they do such things as 
participate in the Wellness plan. 
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 Mr. Chapman said he would distribute information about the impact of the changes on premiums.  
[After the meeting he distributed a table that showed the premium increase for base plan participants to be 
63 cents per pay period for single employee coverage, $1.68 for employee plus children; and $27.40 for 
those in the “couples” category.  There would be a premium reduction of $11.79 for those with family 
coverage.]  Except for the increase in the premium for the couples tier when it is merged with the family 
tier, the changes in premiums from 2013 to 2014 are extremely small. And participants in the current 
Family tier will see a significant reduction in their rates. But there will be increases outside the premiums 
(e.g., the increases in out-of-pocket expenses). 
 
 Is there no other strategy being considered, Professor Bornsztein asked?  Vice President Brown 
said they considered many different strategies over the last year, including with an outside consultant, and 
all of them have positives and negatives.  The Administrative Working Group has concluded that the 
options Professor Morrison outlined are the most palatable for employees and the University, while 
retaining quality, affordability, choice, and avoiding the ACA Cadillac tax. 
 

Professor Bornsztein asked, apropos of the merger of the couples and family tier, what would be 
the cost if part of the savings could be used to reduce the 25% increase in couples premiums.  Vice 
President Brown said that eliminating the couples tier is such a big factor in avoiding the tax that it is 
difficult to avoid.  If the tier were retained, then (for example), the employee-only deductible would have 
to be $500 single and $1000 family, rather than being set at $100 single and $200 family as proposed.  
Mr. Chapman said that in combining the two tiers, there is no gain or loss in the amount paid by 
employees, the University, or the UPlan on an aggregate basis, it simply re-averages the costs in a new 
way, and while there are winners and losers, there is no change in the totals.  If the University were to use 
part of the $1.9 million to cover the increased cost for those in the couples tier, doing so would be taking 
money from those who are paying out-of-pocket costs and giving it to people who may not be 
experiencing the higher out-of-pocket costs because they are well. 

 
Professor Morrison suggested that perhaps the merger of the tiers could be phased in over two or 

three years.  Vice President Brown said they would need to explore the options; she did not want to make 
any promises yet. 

 
Professor Cohen expressed admiration for the ability of Human Resources and Professor 

Morrison to deal with all the moving parts in the ACA.  He asked if there is any consensus at this meeting 
on first principles about the $1.9 million.  He said he accepted the arguments about the necessity of 
avoiding the Cadillac tax; Vice President Brown has indicated the president would like not to shift the 
$1.9 million to employees.  Is there agreement that something should be done to avoid the shift, 
recognizing that complicated discussions would follow about how to implement the decision and also 
avoid the Cadillac tax. 

 
Vice President Brown said that the cost shift to employees must occur to avoid the tax; the 

question is how to mitigate the shift; she said she believes the president is willing to look at options.  He 
asked that options be modeled so she cannot speak to what decision might be made. It is worth reiterating 
that there are no savings here.  The $1.9 million won't be sitting in an account somewhere waiting to be 
spent on employees.  Costs are going up in 2014 for both employees and for the University, and any 
money spent to mitigate the cost shift is new money that will have to be found somewhere. 
 

Dr. Fitch asked how many employees will be affected by the merger of the two tiers—how many 
are there in the couples tier?  About 2,700, Mr. Chapman reported, and said that they options.  It may be 
that a spouse or partner can pick up coverage from another employer (which works to the UPlan's 
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benefit), or they can pay for the family coverage but earn Wellness points and reduce the cost by $300-
400.   

 
Professor Feeney asked what the average additional costs would be for those in the couples tier.  

Mr. Chapman estimated about $800.  Professor Morrison said that the out-of-pocket cost increase is 
derived by dividing the projected increased revenue from copays by the number of employees and that it 
had nothing to do with premiums.  That number is about $200.  The only significant increase in premium 
cost will be for those currently in the couples tier.  For the basic plan that would be about $700 for the 
year.  The total would be $900. 

 
Professor Beeman said that the proposed changes assume there will be inflation in costs and that 

the University would incur the Cadillac tax.  What if that does not happen and the University is not at the 
limit in 2018 and the problem does not materialize?   Then the University will not have to pay the tax, 
Vice President Brown said.  So it would not have to collect more money from employees, Professor 
Beeman pointed out.  Vice President Brown said that was not accurate; if the tax is avoided, it is to the 
benefit of the institution and employees and will allow the University to make adjustments over time.  
The real risk is incurring the tax, she said.  Professor Beeman said he would like to see the strategy 
outlined so that employees can see that the increased costs would be returned to them if the funds are not 
needed.  Vice President Brown said the University makes adjustments each year as best it can—but there 
is no accumulation of funds that could be returned.  There are no savings, Mr. Chapman affirmed; the 
University is only avoiding potential tax exposure. 

 
Where does the money from the increased copays go, Professor Beeman asked?  Vice President 

Brown said that it brings down the cost of the UPlan and that has contributed to a reduction in the 
premiums which otherwise would have increased.  So there is no premium increase, Professor Morrison 
added.  Vice President Brown said the University makes changes only one year at a time and the changes 
will depend on trends and plan costs that will be reviewed each year, as always.  She cannot promise that 
rates will be flat in the future; the University is only taking these steps to avoid the tax, she repeated, and 
they hope not to have to make any substantial adjustments to the plan in the near future. 

 
Professor Beeman said that people will strategize and put more money in their flexible spending 

accounts.  Mr. Chapman said that Congress did not want to allow a shifting of pre-tax dollars from one 
place to another—it wanted some of those dollars to be taxable.  Dr. Fitch asked if the accounts will 
disappear or be limited; Professor Morrison said they may have to disappear.  Is it a local decision to limit 
flexible spending accounts, Professor Beeman asked?  There is a federal maximum of $2,500, Professor 
Morrison said. 

 
Professor Durfee thanked Professor Morrison, Vice President Brown, and Mr. Chapman for their 

report.  He adjourned the meeting at 4:15.  
 
      -- Gary Engstrand 
 
University of Minnesota 


