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Summary of Findings

The paper that follows is a review and analysis of Michigan House Speaker Dillon®s proposal o
change how health benefits are provided to all 500,000-plus public employees, retirees and their
dependents at every level of government in Michigan, from cities, counties, townships, villages,
special authorities, and local school districts, to the state, community colleges, and universities.
Speaker Dillon issued a white paper in support of his proposal on July 16, with a subsequent
revision on September 9. A bill creating the framework for governance of the plan, HB 5345,
was introduced on September 10." 1t is expected that additional legislation will be needed for

full development of the proposal.

B The analysis that follows finds that the plan savings as claimed under the proposal are largely

illusory, especially those claimed for administrative efficiencies and economies-of-scale.

B The proposal’s idea of capturing additional savings by creating a “super pool” of an
estimated 500,000 active and retired public employees is based on two critical errors of
assumption: assuming that large pools do not already exist in the market (they do) and that
the market is served by thousands of totally different insurance plans (it is not: the market is

largely made up of slight modifications of common insurance programs).

B Actual administrative costs will far exceed those disclosed in the original white paper, likely
in the range of $295 1o $370 million based on comparisons to the commercial insurance

market and the pool experience in other states.

B The desired underwriting model, whether self-funded or insured, is not clear from the white

papers or legislation. In either case, costs that currently have not been accounted for in the

' A third version of the white paper was issued as this analysis was being finalized. The original release of the
paper, labeled “Preliminary Draft,” on July 16, 2009, was titled *Opportunities to Save Cost (sic) on Public Sector
Health Care Benefits.” A very slightly revised paper was released on July 27, 2009, still bearing the original title
and preliminary draft identification, with the use of the singular “cost,” but adding another title and subtitle: “The
Dillan Preseription for Public Sector Healtheare Reform: How consolidating healthcare plans can save the State of
Michigan $900 million a year,” For case of reference, this analysis will simply refer to this as the “original white
paper.”
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proponents’ estimated savings will be incurred: either an appropriation to set aside a startup

reserve of S400 to $3500 million or costs for re-insurance.

B “Standardization™ of benefits is nothing more than a poor synonym for reduced benefils
and/or increased employee cost sharing. [t is not necessary to assert false cost savings from
alleged administrative efficiencies and dubious economies-of-scale to have a discussion with
employees about cutting benefits: that happens through negotiations today. A large and

expensive new state bureaucracy is not needed.

B Benefit costs are already being addressed to a significant degree, and for public schools
benefit costs actually declined in the 2007-2008 school year. These savings are oceurring in
the market today due to the real impact of market forces, and further savings are virtually

certain without HB 5345,

B The proposed structure of the Office of the State Employer and its duties cannot sustain a
true collective bargaining system as has been suggested, At best, HB 5345 suggests that
employee groups would be limited to selecting from a small number of predetermined

options. That is simply not collective bargaining.

B Claims of further savings cannot be estimated without knowing what the benefits offered by
the proposed “super-pool™ will be. Proponents of the idea say that benefit levels will not be
reduced. The analysis finds that the only opportunity for obtaining savings in the plan as
proposed is by reducing benefits and/or increasing employee costs, and while the sponsor has
repeatedly stated that benefits will not be reduced, there can be no other purpose for
benchmarking against average costs in the other 49 states without comparing the actual

benefit package contents.

Other findings are noted below, and each is discussed in more detail in the analysis that follows.
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