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[In these minutes: University Employee Health Care Issues & Costs:  Past, Present, and Future (?)] 
 
 
University Employee Health Care Issues & Costs:  Past, Present, and Future (?) 
 
 Professor Luepker convened the meeting at 9:10 and noted that this was the second of two 
Committee retreats, this one devoted to health care.  Many are concerned about the implications of the 
University's budget situation for employee fringe benefits, and one of the more expensive benefits is 
health care.  He welcomed Committee guests Mr. Chapman, Professor Potthoff, and Mr. Watt and turned 
to Mr. Watt to being the discussion. 
 
 Mr. Watt said that the University's health-care plan began in 1962 and was administered by the 
State of Minnesota.  In 1992 a number of people were upset by a decision the State made, and 
dissatisfaction arose again in 1997, at which time the University appointed a task force.  It met for several 
years, asked for information from health plans, and in 2000 recommended the University separate from 
the State.  One problem for the University was that while it had 17,000 of the approximately 50,000 state 
employees covered by the plan, it had no representation at the table when the plan was negotiated.  
Another was that health-care consultants advised the University that it could do better than what the state 
was offering.  Separation also meant that the University would be able to cover domestic partners, 
something the State still does not do.  The University also wanted to improve the mental-health coverage 
and wanted to be sure that University physicians were included as an option (which the State plan could 
have eliminated at any time).   
 
 The administration created a working group and Professor Morrison became chair of a new 
employee committee, what is now the Benefits Advisory Committee (BAC).  It is a peculiar committee 
because it is one of the only ones with four faculty, four P&A staff, four civil-service staff, and two 
retirees sitting around the table.  With the chair, it has 15 voting members.  Also at the table are five non-
voting bargaining-unit representatives (one from each of the locals and one from the UEA, representing 
the Crookston and Duluth faculty), administrative members, and ex officio members.  They meet about 
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twice per month and have several tasks.  One, do reviews of health plans each year (BAC asks employees 
for comments on their health plans and then discusses the comments with the plan leaders).  Two, make 
University employees, through BAC, have their say when big decisions are made.  Three, BAC has seats 
on the administrative working group, created in 2001 and chaired by Senior Vice President Cerra, that 
advises the President on health plans; what it says is usually what happens.  The charge to BAC is to 
advise the administration about benefits issues:  health-care coverage, life insurance, dental insurance, 
long-term care insurance, and so on, but the biggest items it deals with are health-care and dental 
coverage.  They are excluded from discussion of the two retirement plans because there is a 
Subcommittee on the Faculty Retirement Plan and the civil-service and union employees deal with the 
Minnesota State Retirement System. 
 
 Professor Konstan inquired if there is a trade-off in cost for employees and savings to the 
University.  Does an increase in co-pays lead to greater savings for the University than just the increased 
revenue from the co-pays?  Mr. Watt said that at one point the University had zero-dollar coverage, but it 
is the belief by those who do research in health care that paying a co-pay reduces usage; in his view, 
however, co-pays are really imposed for financial reasons, to help pay the cost of the coverage.  Each 
dollar in co-pays generates a predictable amount of money.  The University provided employees with the 
option of the Health Savings Account (HSA), for which there was initial enthusiasm but which has now 
almost faded away because it requires a lot of attention by the employee (and because the University also 
now offers a competing plan).  His view is that co-pays are set to shift the revenue stream from the 
University to employees.  There are some exceptions; for example, they reduced the co-pay for generic 
drugs from $10 to $8. 
 
 Mr. Chapman said he did not disagree with what Mr. Watt said but noted one rule of thumb:  
Initial exposure to a co-pay (when there was none before) creates the highest leverage on behavior in 
terms of people thinking about whether to go to the doctor.  After a co-pay has been added, small 
increments in the amount do not have much effect on behavior.  There are no rules of thumb and it is 
difficult to predict the effect of a change in a co-pay. 
 
 Professor Potthoff clarified that there is an RFP process for the University's medical coverage; 
Mr. Chapman affirmed that it is every six years.  The pharmacy plan is being reviewed this year, with a 
new contract to be issued for January 1, 2011; the medical plans will be reviewed the following year, with 
new contracts to be issued for January 1, 2012.  RFPs are sent to the health plans, he affirmed.  Do they 
bid or is it limited to cost increases?  What does it mean if a plan is chosen?  Professor Morrison reported 
that one change that occurred when the University left the state plan is that it became self-insured.  The 
University pays the benefits while the health-care companies administer them.  Every six years the 
University issues an RFP to see who is interested in being the administrative service organization for the 
next six years.  Part of the money paid to them is their fee and part is the money that they send on to 
providers (doctors, hospitals, pharmacies).  Part of the RFP request is for them to set the administrative 
fee for themselves and part of the request is a consideration of the last two years of claims and asking 
what they would charge for those same services the next year.  The University then selects on quality, 
geographic coverage, administrative fee, and projection of costs.  The administrative fee is fixed for a 
couple of years and then there is a cap on any increases. 
 
 To help control costs, Professor Morrison said, there are two plans that compete for base plan 
status, Medica and HealthPartners.  They charge on the basis of cost and the patient sees the difference in 
the bills.  That creates competition and creates a lower cost.  The same is not true of PPOs, which do not 
have enough people in them to create such pressure, and employees pay the difference in cost—but there 
is still some competition among PPOs as well, because if their charges get too high, they will lose 
employees. 
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 Professor Seashore noted that Committee members have raised questions about coverage for 
families versus coverage for individuals.  It seems like most employees with family coverage are younger 
and make less money.  The question of equity arises over and over in these discussions:  the balance in 
costs between the old, wealthy, and single versus those who are younger, poorer, and with dependents.  
That is not an issue related to the RFPs to the health-care providers. Mr. Chapman said; the University 
sets the rates based on experience with the plans.   They do not set choices about family tiers in 
relationship to plan offerings but in relationship to actual costs.  The change was made in 2005 from 
employee-only or family coverage to four tiers (employee only, employee plus spouse/partner, employee 
plus children, or employee plus spouse/partner plus children).  That change was made on a cost-neutral 
basis—it had no effect on University revenue from employees—but was a rebalancing of the family rate 
into three tiers.  The major reason for the change was because of competition in the marketplace.  Many 
other employers moved from 1- or 2-tiered coverage to multiple tiers, and one effect of that change was 
that risk was off-loaded to the University's plan:  When one member of a couple worked at the University, 
and the outside employer charged more because of the tier, it became cheaper to take the University's 
coverage.  They needed to protect the University from additional risk so it had to become more aligned 
with market forces. 
 
 Have they looked at the burden relative to salaries at the University, Professor Seashore inquired?  
At various levels?  At how much employees should have to pay at certain levels?  Or the proportion of 
salary going to health-care coverage?  The data are easy to get, Mr. Chapman said, but they have not 
made any philosophical determination that only a certain percentage of salary should have to go towards 
health-care costs.  Professor Seashore said she would like the Committee to see the data.  They have not 
systematically evaluated the data, Mr. Watt added.  It was an eye-opener when the University changed to 
four tiers:  The employee-and-child had a better rate than the employee-plus-spouse/partner, because 
older people are more expensive and "kids are cheap."  They use a scale to determine costs, with the 
employee alone set to 1.0; two adults equal 2.1 whereas an adult with children equal 1.8, and two adults 
with children equal 2.8.   
 
 Professor Seashore commented that the employees are getting older; as the workforce ages, 
health-care costs will go up.  There are two philosophical questions to be answered:  What is the 
University doing for less-well-paid employees, and how can the University get older employees to retire?  
Offer health-care benefits, Professor Konstan commented, in response to the second question.  But the 
bottom line makes that unlikely, Mr. Watt said. 
 
 In terms of equity for low-income employees, Mr. Watt said, when the University raised the 
amount of employee contributions, some low-income employees were given cash to offset the increased 
cost.  Professor Seashore is correct, he said:  In the case of family coverage, where the second adult has 
no other health-care coverage, the family is significantly affected.  The bargaining-unit representatives 
brought to BAC the idea that the fix for this effect is to set employee health-care premiums by income 
level.  The University has never done that but BAC has discussed it; some other Big Ten universities do 
so. 
 
 The myth when she came to the University, Professor Seashore related, was that it could pay 
employees lower salaries because they received great benefits (Regents scholarships, health care, etc.).  
Has anyone looked at the changing shape of the benefits that is occurring as a result of independent 
decisions, decisions that affect the decisions of talented people about whether to stay at the University?  
There is a broader set of human-resources issues that need to be faced and looked at in an over-arching 
way.  They do that, Mr. Chapman said; they are always thinking about changes in the context of the 
commitment to faculty and staff, historical precedent, the value of the benefits, how they fit in the 
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compensation strategy, and how to deal with them as the University moves forward in more difficult 
times.  In 2005-06 there was a purposeful shift in cost from the University to employees, and the most 
significant change was the increased contribution for family coverage (from 10 to 15% of cost).  That was 
done with a clear eye on how it was in line with market competition and peer institutions.  Professor 
Seashore said she was thinking more about the people who work at the University who could easily walk 
out the door and get a better job (or they could in better economic times).   
 
 Professor Konstan said the discussion sounds like they are trying to manage two disparate 
institutions with one plan.  The competition for a civil-service or bargaining-unit employee is likely 
Target, which is very different from that of a faculty member, where it is more likely to be Michigan.  
How do they balance those differences?  Would it be better if there were two different sets of structures, 
even if within the same plan?  Faculty might prefer a higher premium and a lower co-pay; staff might 
prefer a lower premium and higher co-pay.  Or vice-versa. 
 
 They have looked at that question, Mr. Chapman said, and employees have strongly supported the 
idea of one plan with the same benefits for everyone regardless of employment classification.  There is 
concern about setting up a class system in the benefits system.  The balancing is done in other parts of the 
compensation system.  Employee benefits staff look at total compensation. 
 
 Professor Luepker commented on Professor Seashore's observation.  He pointed out that he is 
older and highly-paid—but paying the same fringe-benefit rate even though his contribution covers his 
costs.  So he is contributing to the costs of others; the situation is similar to Medicare payments (which 
are not capped at a particular salary level) and dissimilar to Social Security payments (which are capped).   
 
 Professor Luepker asked where students fit in to health coverage and if the 9% increases in costs 
is the norm in the state and similar institutions.  Mr. Watt explained, in response to the first question, that 
undergraduate students are in their own plan; they buy and receive services from Boynton Health Service.  
Graduate students have their own plan.  It is run by the University, Professor Morrison added, and it does 
not involve faculty or staff. 
 
 Mr. Chapman said the average increases in costs is actually about 8% and said that studies they 
have done for the Board of Regents demonstrate that the University has maintained cost increases that are 
lower than the averages for health care, both for employees and for the University. 
 
 Mr. Chapman next spoke to two points.  One, broadly about health care, how the situation came 
to be and challenges in providing and paying for it, and two, the specific numbers on paying for the 
UPlan.  His comments on the first, he noted, are his take on what has happened. 
 
 The introduction of health care as part of an employer benefit plan goes back a ways, to a time 
when little money was spent on health care and there were not the riches of treatments now available.  It 
also was a time when employers could not raise salaries (because of World War II, when salaries were 
controlled, and employers wanted to give something of value to employees), and it was cheap.  Now it is 
very expensive, with higher cost increases, and has become a larger part of operating costs.  At the 
University, the more money that goes to health care, the less there is available for academic programs, a 
situation that has received the attention of the President and the Board of Regents. 
 
 The challenge in paying for health care in the United States is that it is paying for the wrong 
thing.  It is paying for acute care, not health care, for sickness, not wellness, for widgets and not for 
outcomes.  The perverse incentive in the system is that providers are paid more to provide more services 
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and paid more for higher-cost services, and there is no incentive to providers to provide health care more 
efficiently.   
 
 There was an experiment in the 1990s, the HMO movement, which provided a set amount to the 
provider, who had to deliver care with those funds.  It was perceived in a negative light:  One went from a 
system with incentives to provide more services to a system with incentives to provide fewer services so 
the provider could keep the money.   
 
 What is needed is a change to provide preventive care, Mr. Chapman said.  Health-care providers 
agree but they have no way to charge for it.  What is needed is a way to provide providers a way to be 
paid for preventive care, to help healthy people stay healthy, prevention, and health-care treatment if one 
is ill.  The goal is to pay for the right thing, at the right time, in the right amount.  The challenge even for 
the University, large though it is, is that it is in a larger health-care system that is hard to make inroads in.  
They think about how the University could be a catalyst for change, and that is part of their strategic 
planning, but it is very difficult, he concluded. 
 
 Mr. Chapman distributed two handouts, one a copy of the Regents policy "Employee  Health 
Benefits" and the other a table of data of UPlan program cost trends since its inception in 2002, both per-
employee and actual costs.  In 2002 the cost per employee per year was $6,531; in 2009 it was $11,167, 
and it is projected at $12,038 for 2010.  There were about 16,500 employees in 2002; in 2010 there are 
over 18,000.  These are data they present to the Regents every year.  He also affirmed that the number of 
dependents claimed has remained relatively stable.  The average increase in cost, as he said earlier, has 
been about 8%. 
 
 Mr. Klein asked if there are any benchmark targets, per employee or for the rate of change, that 
are established by the BAC.  And if so, are they close to meeting them?   They look at the experience of 
other employers, Mr. Chapman said.  They have a projection for 2010, but not a target.  Professor 
Morrison said there are no targets.  What the University can do is compare its results with national trends 
(and the University's costs and increases are mostly lower than the average).  They can only compare 
University experience with what happens elsewhere.  Mr. Klein said that seemed to be a loose end, just 
comparisons with others; if there is no target they are managing to, they will be less assertive about minor 
changes that might push them to achieve the target. 
 
 Mr. Chapman said they are not hindered in any way and they are being aggressive in managing 
costs.  They have done a number of things focused on purchasing strategies that have benefited the 
University and its employees.  The "target" has been to be below national trends.  It is impossible to 
manage to a specific number without stepping over the line to more draconian steps.  It is easy for an 
employer to manage costs:  It can establish the amount it will spend and say that employees must pay the 
rest.  The University has tried not to take that approach. 
 
 The actual and total cost of the UPlan (University premium costs, employee premium costs, and 
employee out-of-pocket expenses) was $107.8 million in 2002 and $220 million in 2009, or a 104.1% 
increase, with a projected cost in 2010 of $237.8 million.  Of the $107.8 million, the University paid 
$91.5 million; of the $220 million cost in 2009, the University paid $170 million, or about 86%.  The cost 
has gone up over time in part because of additional employees.   
 
 In terms of where things stand for 2010 and 2011, the University made a commitment to 
employees to introduce some cost-savings in 2010, and that is where the plan will stay through 2011.  The 
next round of negotiations for new contracts will take place in 2012, which is when the next changes will 
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occur.  Work is underway already, and while he cannot provide any details at this point, Mr. Chapman 
said that everything is on the table. 
 
 Mr. Chapman referred Committee members to Section III of the Regents policy:  
 

(a) The University, in partnership with its employees, seeks to encourage a healthy and 
productive workforce. 
(b) The University is committed to providing employees, retirees, and their families a health plan 
that offers choice and high quality, comprehensive, and cost-effective care. 
(c) The University is committed to offering a health plan that is competitive with peer institutions 
as to its structure, coverage, and cost to employees.  
(d) The University encourages the use of programs provided through its health plan to improve 
the health and wellness of plan participants, with emphasis on programs that over time control 
health care costs for the University and its employees. 
(e) The University is committed to the consultation of covered employee groups in the design, 
implementation, and evaluation of the health plan. 

 
The BAC operates under the provisions of Section III(e).  Section III(a) means that both the University 
and the employee contribute to the cost.  Section III(b) includes the provision of choice, and also carries 
with it the sense of a social responsibility to provide coverage.   
 
 Professor Luepker asked Professor Potthoff for her thoughts.  She said that as she listened, she 
said she did not have the data for the health plans but wondered what the drivers of the cost are, what the 
utilization is, and what increases costs.  Are there good data and profiles?  Some organizations partner 
with providers and look at the drivers and profiles.  The per-employee cost per year is stunning, she said; 
that is more than the cost of Medicare per enrollee.  Professor Morrison said that the "per employee" cost 
in the statistics is the average cost for an employee plus any dependents, so it cannot be compared to the 
Medicare numbers. The cost of medical coverage for a single adult under the UPlan is in the range of 
$6,100 to $6,800 per year, including both the employer contribution and the employee's share. 
 
 The University is self-insured so it has all the data—and they look at it regularly to use the 
experience to make decisions, Mr. Chapman said.  In pharmacy, for example, they realized employees 
had a low rate of using generic drugs; by carving pharmacy out of the plan, they could achieve better 
management, and now more than 70% of prescriptions are generic drugs, which has resulted in huge 
savings to the University and to employees. 
 
 Professor Potthoff said that in terms of cost increases at the University versus other institutions, 
Minnesota tends to have more effective health care; how do the University's increases compare with other 
groups in the state?  Favorably, Mr. Chapman said, and below the average of the state.  One significant 
challenge to the University is because it is competing with organizations in different sectors:  The people 
who use health care the most are health-care employees, but higher-education institutions are a close 
second. 
 
 Following a break, Professor Luepker said to Mr. Chapman that he seemed to be saying that the 
plans are fixed for 2011 in terms of budget and planning.  It would be extraordinarily difficult to make 
fundamental changes in health-care benefits in 2011, Mr. Chapman said.  Benefits are based on the 
calendar year, so the period the plans are fixed stretches into the 2010-2011 academic year.  Professor 
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Luepker asked if it were hypothetically possible for the administration to say that fringe benefit costs have 
to be reduced by 1% and that the reduction would be taken from health care (he hastened to add that he 
had no indication the administration had any such plan).  It would be very difficult to do so, Mr. Chapman 
said, because health-care benefits are included in the contracts negotiated with bargaining-unit employees, 
and they would have no incentive to reopen negotiations on health-care coverage. 
 
 Professor Potthoff asked if they have a target they are shooting for, a goal for health-care costs for 
the University, over the next five years.  They have talked about one, Mr. Chapman said, and are 
providing a lot of information to the administration, but nothing has been decided. 
 
 Mr. Klein said he was impressed with the discussions and the University's innovation in shifting 
to being self-insured, the change in pharmacy benefits to obtain more efficient use, and so on.  What's the 
next big move?  Will it be a calculated risk?  Will they find an innovative way to address costs, including 
a concern for equity?  He said his interest in a target number is that it creates a willingness to consider big 
changes and so the discussion is not handcuffed.  One question is whether the University can be 
innovative, Professor Luepker said.  It can, Mr. Klein said, and has demonstrated that it can be. 
 
 Professor Seashore suggested looking at Section III(a) of the Regents policy; that gets at the nub 
of Mr. Klein's dilemma, she said.  The policy recognizes a partnership between the University and its 
employees, but there is a third party not covered by the policy:  the providers.  The focus is on changing 
them, not the University or its employees.  The University is big and can say that it needs innovative 
proposals from them.  That is part of their strategic work as they do planning for the future, Mr. Chapman 
said, and how to get elements of payment reform requires a new relationship with providers 
(HealthPartners and Medica).  They deal with the providers.  Employee Benefits has no shortcut, and has 
talked about more involvement with providers because they are interested in doing better for patients; that 
implies more efficiency and better outcomes.  He pointed out that he had noted earlier the difficulties of 
being a catalyst within the system. 
 
 Most providers don't know what the costs of providing care are, Professor Potthoff said.  For-
profit providers know, but not-for-profits don't think that way.  Every couple of years providers and 
insurers meet to see what the rate increase could be, but there is no real understanding of the cost to 
provide services.  When providers reduce costs, they do not get more patients, so there is no incentive to 
increase efficiency.  It is not a real market and it is difficult to affect.  That is perverse, Professor Seashore 
said.  Even more, it occurs without attention to cost-benefit analysis.  Everyone has a story about being 
the subject of a very expensive diagnostic procedure that had no significant benefit. 
 
 Professor Konstan said there is an issue that the only mechanism to measure is the annual 
feedback to the BAC.  It is fragmented and parts of the system don't know about others (e.g., doctors don't 
know about the drugs that are covered by a plan).  A lot could be done to make the system more 
transparent and easier (e.g., automatically link co-pays and reimbursement accounts).   
 
 One question is what value is added for the University for doing this at all, Professor Konstan 
asked?  Does anyone know about the cost changes to the state?  What about internal administrative costs, 
including faculty and staff time?  Is there a net benefit?  (There could be other reasons the University 
would want to do this.)  Is there a way to exploit the immense talent of health-care employees at the 
University by structuring a plan that provides an advantage to the University?  They carved out the 
pharmacy benefit, Mr. Watt explained, because it was more manageable than the medical side.  One can 
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see it more clearly and on a unit-cost basis.  Where they have made small changes to keep costs down, 
they were invaluably assisted by School of Pharmacy Professor Schondelmeyer and they also relied on 
faculty from Health Management and Policy.  If they could do on the medical side what they did with 
pharmacy benefits, it would perhaps be possible to save a lot of money, Mr. Watt said.  But the medical 
side is much more complicated:  The plan administrators deliver a set of benefits the University tells them 
to deliver, and the benefits have their origins in what the University had from the state—and one powerful 
force affecting the benefits is the unions. 
 
 Professor Morrison observed that the UPlan introduced co-pays for MRIs.  It was a shift in cost to 
employees, but that was because there was no incentive not to get one (the amount set for the co-pays 
may be wrong but it can be changed).  There used to be a co-pay for lab tests but they got rid of that.  It is 
a balancing act.  One place costs are getting out of line is in testing; the tests may be for good reasons or 
because that is a way for clinics and hospitals to make more money. 
 
 Professor Seashore asked if it is possible, in the future, to pull a high-cost benefit (e.g., medical 
imaging) out and do something with it along the lines of what was done with the pharmacy benefit.  Yes 
and no, Mr. Chapman said.  It is addressable, but more difficult.  When someone moves to generic drugs, 
both the employee and the University save money.  If the plan were to bring pressure on imaging, it could 
be successful—but it is like pushing on a balloon:  The providers want a certain level of revenues, so they 
would increase prices elsewhere to make up for decreases in imaging.  Cannot the University, as a large 
client, have an influence on that, Professor Seashore asked?  The way to accomplish that is payment 
reform and to change the incentives, Mr. Chapman said, so providers stop thinking the way to make more 
money is to be sure physicians are ordering more tests.  The providers need to be told they are responsible 
for efficient outcomes.  That would require a change in the Regents policy, Professor Seashore said, so 
that rather than being bilateral it is a three-way agreement.   
 
 Is there any way the University could collaborate with the state to move in parallel directions, 
Professor Seashore next asked?  They work collaboratively with all large purchasers of health care 
through the Buyers Health Care Action Group, Mr. Chapman said, but they have not looked at linking 
with the state.  It has clearly been to the University's advantage to be on its own, for financial and other 
reasons.  It is more and more difficult to draw comparisons between the University and the state plan 
because the two have become more and more different.  Professor Luepker noted that many doctors 
complain about cuts in Medicare payments, and some do not take Medicare patients; the University is a 
small purchaser by comparison to Medicare, so one can question how much influence it can have. 
 
 Professor Luepker returned to Mr. Chapman's point about offering choice.  He noted that the 
University's employees are high users of health care, American society loves choice, and this institution 
has employees who love choice.  How would it work to constrain choice?  That is a significant challenge, 
Mr. Chapman said.  The University is already restricting choice to some extent; it has a base plan 
(HealthPartners) that is limited access and has restricted networks.  If an employee wants more access, he 
or she can buy a more expensive plan.  The University provides an incentive to use more efficient plans 
but it also provides choice.  What must be on the table is that even the base plan has offerings that are 
broad in the selection of doctor and rich in benefits and it does not make significant demands on 
employees.  They have talked about offering a plan that has a more limited set of providers (those the data 
demonstrate are more efficient) and more restrictions on the parties (including a financial incentive as 
well as requirements for an annual wellness assessment and participation in approved wellness plans). 
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 Professor Luepker now turned to Professor Morrison, who has thought about the future and 
health-care reform. 
 
 Professor Morrison began by saying he has two speeches about health care.  One is "thank you 
for your attention, there is nothing to be said because the health reform hasn’t passed and may not pass, 
and he has said everything that can be said."  The other is about how the health-care bills will or could 
affect the University. 
 

He envisions the situation like a window.  The top is under pressure from the federal government 
to cap per-capita spending (e.g., the "Cadillac" tax).  The University does not have a Cadillac plan, it has 
a Buick Regal with all the accessories—it is right at the edge of being a Cadillac.  The federal definition 
of a Cadillac plan (about $8000) counts medical and dental coverage and flexible-spending accounts.  The 
University's plan is just over the limit for individuals and just under it for families.  The proposed federal 
plan also has kickers in it:  There would be no inflation in the amount considered a Cadillac plan until 
2014, and then it would be increased annually at 1% more than the CPI, so it would increase at a slower 
rate than medical costs have been rising.  That would mean the University's plan would become a 
Cadillac because its costs would increase faster than the limit.  If it exceeds the amount, that additional 
tax will add further to its costs, so the University will need to shy away from a plan that adds costs.  And 
that is the idea behind the legislation:  Watch out for and keep costs down.  It is likely that the Cadillac 
limit will be the University's maximum for the foreseeable future. 

 
At the bottom of the window frame is a minimum:  The Senate had a provision that if the 

payment required by the employer was more than 9.6% of an employee's income, the employee could 
choose to go into a state exchange plan, which would bill the employer for failing to provide an adequate 
health-care plan.  The University may be looking at the possibility that the amount that employees can be 
charged may be individually limited (e.g., to 10% of income).  There are a lot of complications:  Does it 
apply to family coverage?  The impact hits at salaries of about $30,000. 

 
So the University could be squeezed at both the top and the bottom. 
 
There is also pressure on the sides.  The federal government may say that employers cannot 

exclude individuals with pre-existing conditions.  The University already does not.  The law may also 
prohibit lifetime maximums.  The University has lifetime maximums—but every time someone gets close 
to it, the University raises the limit.  It is needed, however, for accounting reasons, but it is unlikely the 
ban on lifetime maximums would have much effect on the University.  There may be a requirement for 
automatic enrollment; the University does not have it but could start it and that would not be difficult or 
problematic.  It also may need to start coverage on the first day of employment, which would be messy 
but not a big problem. 

 
The biggest problems are at the top and bottom, Professor Morrison concluded.  The University 

will face the Cadillac-plan question even without the federal legislation simply because of the budget.  He 
said he is pessimistic enough to believe that employees will be asked how they can cut the costs to the 
University.  There have been some incremental changes but there is no quick fix.  The University will 
also be pressed by low-income groups, which will argue that health care should not cost an employee 
more than 10% of wages.  That will be a problem primarily because of the cost of family coverage.  
Historically, the University has had high benefits at the lowest cost, and it has a number of employees 
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who are carrying family coverage even though they may have a partner who is earning more because the 
University is cheaper.  Will the University focus on this or ignore it? 

 
There are also caps in the federal legislation on annual out-of-pocket costs.  The University could 

solve the Cadillac tax problem by shifting more out-of-pocket costs to employees, thus lowering the cost 
of the plan, but there could be a limit on out-of-pocket costs as well.  The University, however, has tried 
to maintain an INSURANCE program that covers everyone, not one that says if you are sick, you pay 
more. 

 
Professor Konstan asked what would happen if the University tried to provide health-care 

insurance versus an overall health-care plan; if it tried to show prices were going down (such as not 
paying for the first doctor visit), and it negotiated discounts so employees could pay reasonable rates for 
those expenses.  Alternatively, what would it take to create a University health-care group, with 2000 
employees, doctors, specialists, no paperwork, and do it the way the University believes health care 
should be in the future, not compensating for delivering health-care services.  Would it be allowed to do 
so, legally? 

 
The health-care reform legislation would create Accountable Care Organizations, Professor 

Morrison said, that are paid not only on a capitation basis but primarily for outcomes.  Some of them may 
emerge in Minnesota in the next 1-2 years.  Would it help the University?  What would be needed for 
access?  Is the University able to do it itself?  Through carriers?  He said he did not know.  He said that if 
one were to ask him if the University could do it more cheaply, he would say that the University has 
learned that it is good at its core business but not at managing health-care organizations.  So he would say 
the University should not manage it but it could define a plan and look for carriers to offer and manage it.  
The Accountable Care Organizations and HMOs are remarkably alike.  Perhaps lessons have been 
learned, but he said he was not optimistic about the Accountable Care Organizations, given the reaction to 
HMOs in the past. 

 
Professor Seashore said it is not clear why they disappeared.  She related her experience with an 

HMO when she was at Harvard that worked extremely well.  Professor Potthoff said that a managed-care 
organization with a good payment system was ahead of its time.  Now, with information technology, it is 
possible to stay within the system and use the team.  She said she is also seeing the notion of a team of 
providers, and instead of office visits, the talk is about "touches," which could be a telephone 
conversation with a nurse, and incentive is to providers to provide the best care.   

 
What has not been talked about, Professor Potthoff said, is a small part of the cost:  the 

administrative fee to providers.  Are they from a best-practice perspective?  Mr. Chapman said they know 
precisely how much they spend on administrative fees because the University is self-insured, and the fees 
are kept at a reasonable level.  They negotiate aggressively on fees and the University has significantly 
better fee levels than most employers.  He has not seen the use of best practices.  There is room to 
improve the systems (e.g., electronic medical records) but it is not clear there are incentives to do so.  He 
said he had not thought about what it would take to create incentives but it is worth considering. 

 
Professor Martin asked if it is possible to get alignment between user groups and employer 

groups.  It would be, Mr. Chapman said, if the right forces were behind the effort.  In his experience, 
health plans have shifted perspective from "we are best, we can do all you need, we can control your 
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costs" to "we will do what you hold us accountable for in the contract."  There is still talk about value 
added, but he doesn't see much. 

 
Professor Morrison said, about the pharmacy benefit, that when the University was making the 

change four years ago, it had choices.  It could go with one of the big players (which were comparable) or 
go with a new, little player (which said that the University needed to move to generic drugs).   It was 
about the only one willing to do the things necessary to increase generic utilization and decrease costs.  
There were bumps, but things got worked out—and since then the little player has been bought out by one 
of the big players. 

 
Professor Luepker asked Professor Rudney if there are issues at the Morris campus.  Professor 

Rudney said the providers for Morris do a good job and changes on the Twin Cities campus do not affect 
them.  People have generally been happy with their care and the providers.   

 
Professor Rudney posed another question.  If a bigger share of costs is shifted to employees, how 

much can one rely on employees to have to make decisions?  If a doctor says a patient needs an MRI, to 
what extent is the employee responsible for determining the appropriate number and kind of tests?  Could 
that fall on the employee?   That is difficult, Mr. Chapman said.  Part of the problem is that the system is 
so complex—or rather, he said, it is not a system that functions together, it is a conglomerate of things 
only loosely related.  Employees are all squeezed by the system, and more and more over time the patient 
must be his or her own advocate (or have someone who will play that role)—and the worse one's health 
is, and the more access to the system is needed, the more that advocacy role is needed.  It used to be that 
physician watched out for the patient.  They have not found a way to pay for advocates who could 
navigate the system for patients.  There are stopgap measures (e.g., a nurse line one can call), and they 
cannot afford not to bring cost pressures on employees because there are not enough places to put 
pressure on the system to cut institutional costs.  (In the case of the MRI, for example, if there is an 
additional cost to the employee, the hope is that the employee will say "I must pay more, so will a simple 
x-ray do instead?")  At least one hopes the question will be asked.  Another pressure is that when new 
clinics are built, they are built around the imaging machine, which is a profit center, so providers have an 
incentive to keep it busy.  Industry is savvier about restricting costs than universities. 

 
How much do employees understand the model, Professor Konstan asked?  An MRI is like 

Lipitor:  It creates an incentive to have independent input, something like a medication management 
pharmacist.  Is there an equivalent, a patient XXX counselor, who can sit down with a patient and talk to 
the doctor about the patient?  Mr. Chapman said the University has not found a viable service that is 
capable of increasing awareness of how to negotiate all the incentives in the system.  Professor Morrison 
said that in the case of Lipitor, one purchases it off-premises so there is time to decide.  In the case of an 
MRI, one is asked to go across the hall and do it, and people cannot easily say they want to call first to 
check with their counselor. 

 
Professor Seashore commented that this meeting is not about reforming the entire health-care 

system, but if the Committee thinks about what can be done to improve the University system, most 
people would like contact with someone they trust.  Online interaction or calls do not attract parents and 
others, they want to talk with someone how knows them or their child.  There needs to be a redesign of 
professional staffing in order to reduce the costs of simple health transactions (children's earaches; yeast 
infections), while increasing trust (more permanent relationships with a primary provider—whether 
physician or other). 
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Professor Luepker observed that he was the only one at the meeting who had actually practiced 

medicine, and he agreed with Professor Seashore that the relationship is important.  In northern 
California, at boutique practices, one pays $10,000 and can call or see doctors at any time.  That cost is 
out-of-pocket but they meet a need that the system does not.   

 
People at the University are knowledgeable and know what needs to be done.  He had a practice 

here and a lot of University professors did what he told them to.  They did not say they needed to go to 
the web, they assumed he knew what he was doing.  The pressure to generate revenues is understood:  
Orange County, CA, does more MRIs than the United Kingdom; what is the implication?  That it is a 
money-maker, not that the people of the UK receive worse care than the people of Orange County. 

 
What conversations about these issues take place during medical education, Professor Martin 

asked?  Not many, Professor Luepker said.  The dynamic is that on average students leave medical school 
with hundreds of thousands of dollars of debt, they want a good income and a nice life, a family and a 
medical practice, and pediatrics or family medicine does not provide the necessary income so they 
gravitate to the specialties that pay more.  Those are the incentives.  Some students are in their early 30s, 
may have a spouse and two kids, and debt, so they make decisions before they know it and are part of the 
system.  The European countries have a different system of education and don't have students leaving 
school with enormous debts. 

 
Professor Konstan recalled hearing a piece on Minnesota Public Radio about MRIs in Japan, 

where they cost $160, for a number of reasons.  What would stop the University from opening a low-cost 
MRI clinic?  It could use an older machine and require no co-pay.  There could be 50 MRI-like 
procedures delivered cheaply elsewhere in the world.  Maybe the University would not provide it but it 
could arrange it.  That is an interesting idea, Mr. Chapman said, but he didn't know if it was achievable—
that is beyond the scope of his understanding.   

 
If not-for-profit health-care organizations do not understand their costs, Mr. Erikson said, there 

must be a model change so they understand their business.  They cannot control what they do not 
understand, and the problem will not be solved until they do.  The issue is cost containment versus health 
promotion, Professor Seashore said.   

 
Ms. Kersteter asked if the insurance companies have any incentive to play ball with the 

University or providers.  They have a huge incentive, Mr. Chapman said, because the University is a huge 
organization, so there is a financial incentive, and there is also reputational influence (it is significant for a 
company to say that it is the plan administrator for the University, and that allows the University to 
negotiate tighter cost margins). 

 
Professor Potthoff said that with respect to the short-term versus the long-term, the situation is 

similar to when HMOs first came into the market.  The length of stays in hospitals then were very long.  
Changing that was, like the pharmacy benefit, a no-brainer that one can see in the data.  What is next?  
When the fat is marbled in the meat, rather than around the edge, it is more difficult to get it out.  It would 
help the University to start looking at how it can get meaningful data, easily displayed visually to people, 
so they have an idea of what is going on.  What story are the data telling?  Each incremental level of 
saving is harder to squeeze out.  Professor Morrison said they look at that issue every year.   
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Mr. Chapman said, in concluding his remarks, that one thing is clear to him:  There are no silver 
bullets, no one big thing, that can be done to make a difference.  They are looking for little items that add 
up to something substantial.  But they are just tinkering around the edges, not changing the system so it 
functions more efficiently.  That must be done at the societal level. 

 
Professor Luepker thanked the guests and said they may be asked to comment about health-care 

options again in the future.  He adjourned the meeting at12:05. 
 
      -- Gary Engstrand 
 
University of Minnesota 
 


