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To: FSBC Members @ﬂ/ ﬂ\
From: FSBC Medical Benefits Task Force

Subject: Medical Plan Changes

Date: September 10, 2005

Dear Colleagues—

This is an update regarding the ongoing discussions regarding medical costs with the administration. The crux of the
issue under discussion is whether employees should bear a higher proportion of the risk of escalating health costs, and,
if so, how this risk can-be shifted by reallocating total compensation rather than by decreasing overall compensation.

Let us outline briefly the background, purpose, plan, and progress of our special task force and the two special summer
FSBC meetings have addressed. Below we will attempt to respond to member’s questions and suggestions.

Background—Health Care Costs Have Gone Ballistic .

Health care costs have, over the Jast five years, increased at a rate roughly double that of the preceding ten years. To
meet these costs, the university has reallocated our total compensation. While total compensation has increased af
about 4% each year, increasing amounts have been devoted to health care benefits rather thar appearing as salary
increases. Proportionally, salaries have decreased, while health care benefits have increased.

The administration is asking university employees to assume more of their health care costs and thereby adjust the ratio
between salary and benefits. :

The administeation's propesal recommends a cost shift phase-in over the next three years. The shift from the cutrent
Tealth care cost proportions, would be from where the wwiversity currently pays 97% and employees pay 3% of health
care costs, to a ratio where the umiversity would pay %0% and employees would pay 10%. This would result in faculty
and staff paying an additional 1.5 million doltars (in 2006 dollars) if no compensatory increase in salary occurs. If
health care costs continue 10 rise disproportionately, the amount of the increase passed on to employees wottld increase

each year.

It is important that both the administration and university employees \mderstand that FSBC is agreeing that employees
should bear a higher proportion of the risk of additional mcreases in health care costs. Moreover, we recognize that if
health care costs continue to increase at rates disproportionate to other costs, the adoption of the 90710 model will mean
that employees bear a higher portion of these increased costs. FSBC agrees that employees need to assume some of the
cost. We regard this as an important concession. We ask that the shift be made in such a way that total compensation

does not decrease while the shift is being made.

FSBC’s Goal: The proportion of health care costs borne by employees can be shifted without decreasing overall
compensation

FSBC has sought a solution that keeps compensation constant by offsetting the shift in health care costs with a
correction in salary, 2 matter that we estinate would initially cost about 1.5 million dollars. FSBC is not asking for
any special increase in compensation, but it is asking that the balance between salary and health care costs be adjusted

in a manner that avoids a decrease iRl overall compensation.

FSBC’s Plan—Can Cost Shifting Be Budget Neutral?

Tn the winter of 2005 FSBC requested of the Provost an additional 3% salary adjustment over the regular salary
increase to make up for the anticipated loss 1o net wages that would be caused by shifting hezlth care costs. The
administration did not view this as viable. This summer the speciat task force attempted to produce ant alternative
proposal, and FSBC proposed that a one-year shift to & 90/10 balance on health care costs be accompanied by a

special, compensatory, salary adjustment (approximately $900 pex plan participant).

What is the Administration s Proposed Plan?

The administration’s plan involves two sinmultaneous considerations.

Premium Adjustments
Fuman Resources has proposed raising the participant contribution. At current rates, shifting from 97/3t0 90/10 i3

estimated to increase participant costs by an average of $600 per person.



Plar Coverage Adiustments
The second, and more complex, part, involves changes in plan coverage. These shifts are referred to as co-insurance

changes. For example, a particular service covered at 100%, would, in the new plan, be covered at a lesser rate, such as
90%. These co-insurance changes are estimated to cost about $300 per plan participant in 2006. Like the other costs,

they will Iikely increase annually.

Risks in an uncapped benefits structure. :
Medical benefits at GVSU are excellent. One reason is because the costs of benefits have been capped, in that

individnal costs have not risen on an annual basis proportionally to the increases experienced by the nniversity
annually. This fact is key to understanding the first aspect of the plan changes--we’re moving to an incapped system.
Each year whatever amount costs go-up, we’ 1l all share proportionally in that increase by paying 10% of whatever the
total ill is. This is a significant change, because a larger portion of the share of the risk of fuiture cost mereases will be

shifted to employees.

Introducing co-insurance changes will also shift costs and risks. FSBC has not yet been able to address this concern in
informed depth, because neither the specific university demographic effects of these proposed co-insurance shifls, nor
the logic behind how particular plan services were selected for changes in coverage, has been provided to FSBC.

At this point, FSBC has determined that if'a 90/10 cost sharing shift must occur, the least regressive implementation
will be a one vear shift.

FSBC requests that HR vigorously establish a systematized program aimed at setting goals for tmproving health and
reducing medical costs tailored as appropriate for our specific circnmstances at GVSU.

FSBC’s Progress—dA Work In Progress )
Both the administration and faculty governance have put considerable effort into resolving a serious problem regarding

salary and health care cost ratios related to total compensation. FSBC has realistically considered overall university
budget constraints in seeking a solution to this challenge. FSBC has been willing to agree that employees should beara
higher portion of the risks of future incredses in health care ¢osts, bat FSBC also believes this shift should be madeina

manner that does not initially reduce overall compensation.

FSBC received a formal rmponée from the Provost on Thursday September 8th which offered $450 to offset the shift to

the 90/10 split with the caveat that we may be required to accept somewhat less than 3% raises over the next two years.
On Thursday September 15th the Provost further clarified her position by formally indicating that her objective is to
follow FSBC’s recommendation with the partial offset. The Provost expressed a clear objective and preference for
fiinding salaries as close as possible to 3% in successive years, but she still cautioned that budget constraints may
require salary decreases of .5%, in each of the next two years.

FSBC in recognizing the current lean state and national economic circumstances acknowledges the possibility of salary
raises of less than 3% in the next few years. However, FSBC would also like the administration, reciprocally, to agree
likewise to pass any improved GF circumstances back to all employees in the form of proportiopally improved salary

and benefits.

The Provost has included faculty governance in working to meet the challenge of rising health care costs. FSBC
remains clearly committed to seeking a solution that shifts the portion of risks but which does not include any initial

decrease in overall compensation.
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