


Worcester Regional Research Bureau

Executive Summary

The City of Worcester has faced severe budget pressure in the last three years. While part
of that pressure arises from changes in state aid and increased salary costs, the fastest-
growing area of municipal costs is employee and retiree health benefits. The Research
Bureau has examined national trends and health benefits data from 28 Massachusetts
cities, including 18 with populations over 40,000 and municipalities in the Worcester
region. The survey found that Worcester’s benefits structure is more costly when
compared with national averages, neighboring communities, and larger communities in
Massachusetts. Among its conclusions are the following:

e Worcester’s health insurance benefits are more generous to municipal employees and
more costly to the City than most other cities surveyed by the Research Bureau.

e Health insurance premiums for Worcester employees and retirees consume 15% of
the City’s budget. By contrast, major local private sector employers surveyed
dedicate 5% or less of their budgets to employee health insurance benefits. In other
words, Worcester taxpayers are paying to provide more generous health insurance to
municipal employees than they themselves receive.

e Worcester pays the highest percentage of premiums allowed by state law for HMO
plans—90%. This is a higher percentage than the average paid by the 28
municipalities surveyed (76%) or the average among cities in Massachusetts with a
population over 50,000 (82%).

e Worcester, Boston and Cambridge are the only cities surveyed that pay more than
80% toward Point Of Service (POS) health plan premiums—Worcester pays 87% for
individual and family POS premiums. (Only 33% of Massachusetts cities surveyed
offer a POS plan.)

e Worcester’s high premium and contribution rates result in the City paying more than
$1,200 more per employee each year than the average city surveyed—at least $6.6
million each year.

e 40% of City of Worcester retirees remain on the City’s HMO or POS plans. The city
pays the same contribution rate for these retirees and active employees (90% and
87%).

e By altering the co-payment structure, the City of Worcester could alter the way health
care is consumed, lowering demand and reducing premium amounts (or slowing their
increase) for the City and its employees.

e |f the City contributed 75% of the lowest cost health plan premiums, the savings of
over $15 million could be used to hire 250 employees and the services they provide,
or else return $260 to the average homeowner and $1300 to the average commercial
property owner.
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Condition Serious, Prognosis Uncertain:
The Impact of Municipal Employee Health Insurance in Massachusetts

l. Introduction

This report presents the results of a survey of employee health insurance benefits for 28
cities and towns in Massachusetts, an analysis of national and statewide data on private
employers, as well as data from other state and local governments. The report includes
data on premium amounts, employee contribution rates, and elements of plan design
including office visit and prescription drug co-payments.

Rapidly escalating health insurance costs are not simply a local phenomenon. Indeed,
medical costs and health insurance premiums nationwide have been climbing at double-
digit rates. Average premiums for a family of four have increased from $5,700 in 1999 to
$10,000 in 2004.' A primary reason for the increasing cost of health insurance
nationwide is the increase in the cost of health care. Advanced technology, medications,
and procedures have all extended life expectancy and improved the quality of life for
many. These advances are expensive and those costs are built into health insurance
premiums. In addition, many health plans are structured so that health care consumers are
not aware of the costs of their care. Indeed, this has been cited as another primary reason
for the rate of growth in health care costs since 1960.? For instance, surgical procedures
are generally more expensive if performed in a teaching hospital. Most patients in need of
surgery are not aware of the cost differences among providers and have no incentive to
choose a lower-cost provider. The additional costs are borne initially by the insurance
company, which then must build the costs into future premiums. Longer life expectancy
also contributes to higher costs of providing insurance to retirees, who live longer and use
more procedures and medications. Reforming health care and health insurance costs may
require reforms that make more of the costs of health care tangible to health care
consumers.®

A number of variables affect the overall cost of health insurance plans. Some plans have
larger provider networks than others, which may be more expensive to maintain (HMO’s
pay doctors or health care clinics or other HMOs to keep in-network doctors in-network;
hence, larger networks are more expensive to maintain). Also, some networks include
more higher-cost providers (prominent teaching hospitals, for instance) than others.
Insurance for large organizations (including municipalities) is often “experience rated:”
the insurance rates are based on the actual risk history of the people in the plan. The
claims from the organization are used to determine the risk involved, and the rates are
adjusted accordingly. As a result of these differences, the same plan may be priced
differently in different communities. (For example, the total annual family premiums for
Blue Cross Blue Choice POS for municipal employees are $16,000 in Framingham,
$14,000 in Worcester, and $12,000 in Brockton.)

! Kaiser Family Foundation and Health Education Research Trust. Employer Health Benefits 2004 Survey,
1999 Survey.

2 Stuart H. Altman, et. al. “Escalating Health Care Spending: Is it Desirable or Inevitable?” Health Affairs:
The Policy Journal of the Health Sphere. Web exclusive. January 8, 2003. http://www.healthaffairs.org.

¥ Stuart H. Altman, et. al. ibid.
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In Worcester, employees who work over 20 hours per week are eligible for benefits,
including health insurance (this includes elected officials--city councilors and school
committee members). Health insurance costs are consuming more and more of the
municipal budget. In FY91, when the Research Bureau began expressing concern about
escalating health insurance costs, the City’s health insurance costs (approximately $23.4
million) accounted for approximately 8.5% percent of the budget. By FYO00, they had
climbed to $30 million, or 10% of the City budget. In FY05, health insurance consumes
15% percent of the city budget—$65 million and will grow in FY06.* In other words, for
every $100 that the City spends, $15 goes to pay for health insurance for the City’s
approximately 9,000 employees and retirees—making the provision of health insurance
to employees a major “function” of City government. In the private sector, by contrast,
percentages are much lower; Verizon estimates that it spends 5-6% of its total budget on
health benefits. Morgan Construction dedicates 4% of its budget to health benefits, and
Holy Cross dedicates 4% of its operating budget for health insurance. According to the
Employer Benefits and Research Institute, private employers spent 6.5% of their total
compensation® costs on health insurance in 2002.° The same Institute found that in 2003,
health insurance benefits account for 9% of total compensation costs for state and local
governments which means that health benefits are less than 9% of the total budget for
states and local governments nationally.” Based on this data, Worcester’s municipal
health insurance costs (15% of the total budget) are disproportionate.

While the City has seen dramatic increases in property values in recent years which
resulted in increased tax revenues, all new tax revenues have been absorbed by escalating
health insurance costs. Thus, these increased costs reduce the revenues available to
support other municipal functions and prevent tax reductions.

Much of the data contained in this report deals with the three primary types of health
insurance. Below are definitions of each type.

Health Maintenance Organization (HMO)
Health Maintenance Organizations (HMQOSs) provide health care from a network of health
care providers. HMOs either do not cover, or cover only on a limited basis, visits to
providers outside the network. They require enrollees to see a primary care physician
(PCP) who manages the enrollee’s health care, referring patients to specialists when
appropriate. Because of such management, HMO costs, and therefore premiums, are
typically lower than those for other types of plans.

* Worcester Regional Research Bureau. Cutting Worcester’s Health Insurance Costs, March 5, 1991;
Municipal Employee Health Benefits: A Comparison with Other Communities, April 28, 2001, Worcester
FY05 Budget: More Tough Questions, June 22, 2004.

® Emphasis added: this is a higher percentage than the heath insurance costs as a percentage of the total
budget. Health insurance costs as a percentage of total budgets nationally would have to be less than 6.5%
based on these figures

® Employer Benefits Research Institute. “Employer Spending on Benefits, 2002,” Facts from EBRI. May,
2004. www.ebri.org.

" Employer Benefit Research Institute. “Compensation Costs in State and Local Governments: March 1991
to March 2003. Facts from EBRI. September, 2003. www.ebri.org.
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Preferred Provider Organization (PPO)
The major difference between the Preferred Provider Organizations (PPO) and the HMO
is that PPO enrollees can see specialists without first consulting a primary care physician.
PPOs still operate with a network of providers, and care from in-network providers
requires lower co-payments than out-of-network providers.

Point Of Service (POS)
Point of Service Plans allow greater flexibility than an HMO, but still require a primary
care physician (PCP) to manage care. The PCP can refer patients to out-of-network
providers without any greater resultant co-payment.

I1. National Averages and Worcester

The charts below indicate the extent of the health insurance cost problem nationwide.?
All of the charts below are based on the premiums for a family of four. As figure 1
shows, average family premiums have increased from under $7,000 to nearly $10,000 per
year between 2000 and 2004. In Worcester, family premiums have increased from $6,000
in 2000 to a projected $16,000 for Blue Cross ($13,000 for Fallon Select) in 2006.

Figure 1
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Figure 2 shows the percent change in total premiums over the last four years as well as
the percentage increases for the City of Worcester employee benefits. With the exception
of Blue Cross in 2002, Worcester shows double-digit percentage increases in each year.

8 Kaiser Family Foundation and Health Education Research Trust. Employer Health Benefits 2004 Survey.
2004.
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In 2003, Blue Cross premiums increased by more than 40% for the City of Worcester,
more than triple the northeast average.

Figure 2
Source: Kaiser Family Foundation and Health Education Research Trust. Employer
. Northe_ast Average . Health Benefits 2004 Survey . Worcester Office of Human Resources.
Percent Change in premiums, All Plans, All Industries
2000 to 2004 Prepared by Worcester Regional Research Bureau.
45.0%
40.0%
35.0%
@ Northeast Average % Change
30.0% -
B Worcester Blue Cross
25.0% —
[ Worcester Fallon
20.0% -
15.0% T —
10.0% ~ —
5.0% - —
0.0% -

2000 2001 2002 2003 2004

I11. Contribution Rates Comparison
A. Regional and National Averages

Figure 3 shows the 2004 northeast averages for employer contributions to HMO and POS
plans as well as the City of Worcester. Contribution rates from the northeast average
show a substantial drop-off for family plans suggesting that many employers have lower
contribution rates for family plans than for individual plans. The City of Worcester pays
nearly9 10% more than the average for single and 12% more than the average for family
plans.

° The data from the Kaiser Family Foundation Employer Health Benefits 2004 survey includes responses
from both private employers and state and local governments. State and local governments are 1.5% of the
weighted total for the survey.
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Table 4
Medicare Supplemental Plans Monthly Individual Contribution Rates
Population City Pays Retiree Individual
Brockton 94,304 90% $376 10% $42
Quincy 88,025 90% $289 10% $32
Framingham 66,910 90% $242 10% $27
Waltham 59,226 90% $189 10% $21
Brockton 94,304 85% $294 15% $52
Worcester (Fallon) 172,648 84% $166 16% $32
Newton 83,829 80% $213 20% $53
Newton 83,829 80% $168 20% $42
Lowell 105,167 75% $313 25% $104
Framingham 66,910 75% $305 25% $102
Fall River 91,938 75% $289 25% $96
Quincy 88,025 75% $272 25% $91
Lynn 89,050 75% $263 25% $88
Haverhill 58,969 75% $253 25% $84
Worcester (Blue Cross) | 172,648 75% $240 25% $80
Medford 55,765 75% $236 25% $79
Lowell 105,167 75% $230 25% $77
Medford 55,765 75% $158 25% $53
Lynn 89,050 75% $95 25% $32
26 Community Average 76% $231 24% $75

Average includes 19 cities with population over 35,000, 6 towns in the Worcester region,
and the Commonwealth of Massachusetts.

5. Medicare savings for municipalities

When an employee retires and elects to enroll in Medicare and elects a Medicare
supplemental plan (or is required to enroll in Medicare by Section 18 mentioned below),
municipalities benefit in three ways:

e Municipalities are no longer obligated for the high premium costs of the
conventional plan and pay a much lower premium for the Medicare supplemental
plan.

e Most municipalities pay a lower percentage of the premium for retiree plans; as a
result, they pay a lower percentage of a lower amount for Medicare supplemental
plans.

e When retirees are removed from the risk pool of insured employees, premiums for
conventional plans may decline.

Worcester and half of the communities surveyed have not adopted Section 18 of

Massachusetts General Laws Chapter 32B, which allows municipalities to require
employees to enroll in Medicare as soon as they are eligible. Section 18 also requires the
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municipality to pay for Medicare penalties associated with late enrollment in Medicare
that employees incur as a result of being required to enroll.'®

Approximately 40% of Worcester retirees remain on the more expensive conventional
plans. The City pays the same rates for these retirees as it does for active employees
(90% for HMO and 87% for POS), resulting in high retiree health insurance costs for the
City.” The City’s costs for retirees who remain on conventional plans are more than
double the cost of retirees who elect a Medicare supplemental plan. Without adopting
section 18 (and incurring the Medicare penalty costs) the City may be able change the
contribution rate for retirees without collective bargaining (as retirees are no longer part
of a collective bargaining unit) and create an incentive for retirees to enroll in the
Medicare supplemental plans, which are less expensive.?’ At 75%, Worcester is at the
average contribution rate of the municipalities surveyed for Blue Cross Medicare
supplemental plans. Worcester pays 84% of the Fallon Medicare supplemental plans.

IV. Plan Designs
A. Co-payments for Office Visits

In response to escalating costs, employers (both public and private) have typically
changed how they structure employee health benefits, increasing employee contribution
rates for premiums and/or changing plan designs to include higher co-payments (which
can lower total premium amounts or slow the rate of increase). The 2004 Kaiser Family
Foundation report observed a trend of increasing co-payments for office visits and
prescription drugs. In contrast with national trends and local practices in the private
sector, Worcester employees incur only $5 office visit co-payments for the HMO or POS
plans, and the plan design has not changed in recent years or been adjusted for
inflation.* This low co-payment would seem to be an insignificant deterrent to the use of
doctors for trivial reasons. According to the Kaiser study, only 3% of employers have co-
payments as low as $5, and 62% of firms surveyed nationally have $15 or $20 office visit
co-pays (see Figure 5).%

Co-payments are a critical element in controlling health care costs because they give
consumers a stake in controlling their use of medical facilities thus putting some check on

'8 Medicare charges a penalty for enrolling after the first year of eligibility. The penalty increases for each
year that an eligible person is not enrolled. As a result, the longer a retiree has been eligible for but not
enrolled in Medicare, the more expensive Medicare will be for that retiree. Section 18 requires cities and
towns to pay the penalty for retirees who have been eligible but are not enrolled. Section 18 savings to a
municipality are therefore diminished by the amount that it must pay in penalties. If a community has not
adopted section 18, municipalities pay no penalties when retirees elect to enroll in Medicare on their own.
19 Some retirees are not 65 and therefore not eligible for Medicare, others choose to remain on conventional
plans for other reasons.

20 Bargaining units may attempt to bargain on behalf of their members as they are future retirees.

21 Worcester’s plans include a $50 co-pay for Emergency Room visits which is waived if the enrollee is
admitted.

K aiser Family Foundation and Health Education Research Trust. Employer Health Benefits 2004 Survey.
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premium cost for employers and employees. As consumers perceive the costs from their
health care decisions, they may choose to alter their behavior, lowering their costs and
potentially lowering premium costs or reducing their rate of growth. For instance with a
$10 co-pay, an individual may reconsider visiting a physician in the early stages of a cold
or for other minor concerns when a phone call to the physician’s office or a nurse’s help
line may suffice. Individuals may also choose to live healthier lifestyles when they are
more aware of the costs of treatment for preventable health problems.

Figure 5

National Percentage of Employees with HMO
office-visit co-pays of $15 or $20: 1996 to 2004
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B. Co-payments for Prescription Drugs

Table 5 lists the plans and the associated co-payments in each Massachusetts
municipality we surveyed with a population over 50,000. Each plan type is listed, so
cities may appear more than once on the table. Most plans offer tiered benefits for
prescription drugs. Tier 1 is the co-payment charged for generic drugs, tier 2 is for brand-
name drugs, and tier 3 is for non-preferred brand-name drugs (when two or more
medications are available for treating the same problem, the lower cost medication may
be designated as “preferred” and the other “non-preferred”).?® Through this tier system,
insurers create an incentive for enrollees to select lower cost drugs. The average
prescription drug co-payment structure based on a national survey is $10, $21, and $33.%
But Worcester has only two tiers for its plans, $5 and $10. If an employee wants a third
tier drug, he still pays only $10. As a result, for instance, Worcester public employees,
both current and retired, would pay only $10 for four Viagra pills, a third-tier “non-

2% Drugs that fall into the category of lifestyle enhancement may also be designated “non-preferred”.
2 Kaiser Family Foundation and Health Education Research Trust. Employer Health Benefits 2004 Survey.
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preferred” drug, whereas employees of most other communities and businesses surveyed
would pay $35 or more for the same supply. For the City of Worcester, insurance
companies must build the extra cost of those third-tier prescriptions into premiums.
Therefore, the premiums Worcester pays are higher as a consequence.

It is apparent from Table 5 that Worcester has one of the lowest co-payment structures
found among the plans surveyed. It is also worth noting that while no cities reported a
hospital co-payment, they are found in 50% of HMO plans nationally and are a part of
HMO plan design for the Commonwealth of Massachusetts.?®

Table5  Plan Design:
Cities surveyed with population of more than 50,000. Cities are listed from highest to

lowest office visit and ER co-payments. Those with the same co-payments are listed from
largest to smallest population

All Plans Plan Design: Employee Co-payments
Community | Population | Type | Office | ER [Hospital]l  Prescriptions
State of MA* - HMO  $15 $75 $250 $5 $20  $60
State of MA** - POS $15 $50 $0 $10 $20  $40
Lowell 105,167 PPO $15 $50 $0 $10 $20 $35
Newton 83,829 POS $15 $50 $0 $5 $20  $30
Newton 83,829 HMO  $15 $50 $0 $5 $20 $30
Framingham 66,910 PPO  $15  $50 $0 $10 $25 $45
Cambridge 101,355 POS $10 $50 $0 $10 $25 $45
Cambridge 101,355 HMO  $10 $50 $0 $10 $25  $45
Westfield 40,072 PPO $15 $50 $0 $10 $15 $30
Medford 55,765 PPO $10 $50 $0 $5 $10 $10
Medford 55,765 HMO  $10 $50 $0 $5 $10 $25
Boston 589,141 POS $10 $30 $0 $5 $10 $25
Boston 589,141 HMO  $10 $30 $0 $5 $10 $25
Haverhill 58,969 PPO $10 $25 $0 $10 $20 $35
Worcester 172,648 POS $5 $50 $0 $5  $10 310
Lynn 89,050 HMO $5 $30 $0 $5 $10 $25
Quincy 88025 HMO $5 $30  $0 $5 $10 $25
Worcester 172,648 HMO  $5 $25 $0 $5 310 $10
Lowell 105,167 HMO $5 $25 $0 $5 $10 $10
Brockton 94,304 HMO $5 $25 $0 $5 $10 $10
Fall River 91,938 POS $5 $25 $0 $3 $4 $4
Fall River 91,938 HMO $5 $25 $0 $3 $4 $4
Framingham 66,910 HMO  $5 $25 $0 $5 310 310
Waltham 59,226 HMO $5 $25 $0 $5 $10 $10
Haverhill 58,969 HMO $5 $25 $0 $10 $20 $35

*Employees hired after June 30, 2003
**Employees hired before June 30, 2003

% Kaiser Family Foundation. 2004 Employee Health Benefits Survey.
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C. Comparison with Worcester’s Neighbors

Comparing HMO plans in cities and towns surrounding Worcester (Table 6, below), we
find that Worcester, Shrewsbury, and West Boylston pay 90% of family premiums, while
all other communities pay less. The average of the local communities is the same as the
statewide average, with 76% of premium costs paid by municipalities. On average,
employees in neighboring communities pay 24%, and the average amount that they pay
($234) is more than twice what Worcester employees pay ($103) for an HMO. More than
half of the nearby municipalities have $10 or higher office visit co-pays, while Worcester
has $5. (According to one local health plan surveyed, only 1.5% of non-municipal
members have a $5 office visit co-payment.) Worcester is one of only two area towns
surveyed that has no additional cost for third-tier prescription drugs (Worcester
employees pay $10 for 2" and 3" tier drugs).

Table 6

Neighboring Cities and Town:  Monthly Contribution Rates Plan Design: Employee Co-payments
HMO Plans City Pays Employee Pays | Office |ER Hospital Prescriptions
West Boylston 90% $831 | 10% $92 $5 $25 $0 $5 | $15 | $35
Worcester 90% $927 | 10% | $103 $5 $25 $0 $5 | $10 | $10
West Boylston 90% $852 | 10% $95 $10 | $50 $0 $5 | $15 | $35
Shrewsbury 81% $809 | 19% | $190 $5 $25 $0 $5 $10 | $10
Millbury 80% $762 | 20% | $190 $10 $50 $0 $5 $15 | $35
Westborough 78% $736 | 22% | $208 $5 $25 $0 $5 | $15 | $35
State of MA* 75% $602 | 25% | $201 $15 $75 $250 $5 $20 | $60
Northborough 71% $744 | 29% | $304 $10 $50 $0 $5 | $15 | $35
Sutton 70% $634 | 30% | $272 $10 $50 $0 $5 $15 | $35
Clinton 65% $666 | 35% | $359 $10 $50 $0 $5 $15 | $35
Average 76% $735 | 24% | $234 $9 $39 $23 $5 | $15 | $33

Average includes plans from 7 neighboring towns and the Commonwealth of Massachusetts.
*Employees hired after June 30, 2003. Employees hired before that date and make less than 35,000 pay 15% of
premiums and those making more than 35,000 pay 20%.

V. Conclusions and Recommendations:

Worcester’s employee benefits are costly when compared with some of the larger
communities in the Worcester region, in the Commonwealth as a whole, and when
compared with state and national averages. Worcester and other communities struggle
each year to meet their financial obligations for health insurance. This report has showed
that Worcester’s contribution rates for its HMO and POS plans (90% and 87%) are higher
than those of other Massachusetts municipalities surveyed (which average 76% and 74%
contributions) and out of the mainstream when compared with national averages of
private employers (71% and 72%). Worcester needs to reform the structure of its
employee health benefits in order to achieve the fiscal stability required to better provide
services to residents.
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