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October 4, 2016 
 
 
MEMO TO: Board of Selectmen 
FROM:  Blythe C. Robinson 
  Town Manager 
RE:  Health Insurance Options – FY 2018 
 
 
A significant portion of the Town’s budget each year is the purchase of health insurance for the Town’s 
employees, families and retired employees.  In the current budget the Town’s contribution to premium 
is $721,916 that reflects a 12.8% increase in cost of the plans over FY16.  This increase appeared high, 
though it was less than surrounding towns the bids we received from other companies.  Prior to the 
budget process beginning for FY18, I wanted to discuss with you what direction you’d like to go to 
manage this cost for next year.   
 
Included in your packet is the Town’s experience data over the past eight years we have been a member 
of the MIIA Health Benefits Trust.  A key factor in the pricing of plans is the Town’s loss ratio or put 
another way, the amount of claims paid on the Town’s behalf relative to premium contribution.  
Insurance companies would like to see a loss ratio under 90% (for every $1.00 of premium the claims 
paid was .90 cents).  MIIA looks at a rolling 24-month average as part of the renewal.  As you will note, 
Upton’s loss ratio in most years has been well above this, reaching as high as 161%.  However, in FY16 
we had our best year ever with a loss ratio of 86.29%, and FY 17 has gotten off to a good start.  Despite 
this good news, our renewal for FY18 will average the last two years which currently stands at 124.39%, 
which will likely equate to an increase again next year.  MIIA believes that medical trend is running at 
about 9%/year and prescription drugs as much as 17%, which will also negatively affect their pricing.    
 
Last year we spent an extensive amount of time reviewing health insurance with the Insurance Advisory 
Committee (IAC).  We put the plans out to bid, receiving pricing as high as a 20% increase.  We also 
looked at various plan design changes to introduce plans that matched those offered by the Group 
Insurance Commission (GIC) and which implemented deductibles.  Furthermore, with those GIC-like 
plans, MIIA also offered a limited doctor/hospital network that employees could choose, and those 
would have further reduced costs by 5%.  At the end of the day, the IAC was resistant to changing to 
deductible plans, even with an offer by the Board of Selectmen to share the plans first year of savings 
with those employees without being required to do so.    The Town does have an option to implement 
such changes through a process allowed under Massachusetts G.L. c32B, §21/22.  Below are the options 
that could be considered, which I would like to discuss with you at Tuesday’s meeting.   The options 
available to the Town are: 
 
1.  Keep the status quo – The cost of the plans has gone up, but improved experience in the last year has 
improved our loss ratio, and hopefully the rate range from MIIA will also be lower.  Employees’ 



preference would be to keep the plan they have rather than make changes.  At this point I would plan a 
10% increase in health insurance costs for next year, which will also result in Federal Affordable Care Act 
Cadillac taxes in 2020. 
 
2.  Change Carriers – as mentioned earlier we brought in an outside insurance consultant who bid out 
our plans to other carriers last year resulting in two bids, the highest at a 20% increase.  With an 
improved loss ratio we might receive more competitive rates if we bid it again to have a comparison to 
MIIA.  The Cadillac Tax will still be an issue here. 
 
3.  Make Plan Design Changes - plan design changes that result in meaningful premium cost reductions 
are done by instituting deductibles.  Besides co-pays, plans call for employees paying a deductible for 
some services before insurance picks up the balance of a bill.  The deductibles offered last year range 
from as low as $250/ind and $750/family to $1,000/$2,000.  No doubt this is essentially cost shifting to 
the employee, but the premium deduction was at least 4.1% and higher depending on the deductible 
threshold.  The limited hospital/doctor network meant a further 7% reduction.   Plan design changes 
give the Town the best case for cost avoiding the impact of the Cadillac tax.  Employees are naturally not 
very happy about this option, although they realize that it is a reality, and that we will have to institute 
these at some point.  This is the option I recommend. 
 
So how do we get there?  There are several options to do that, and if you agree that we should make 
plan design changes, then the method is important and somewhat a political decision.  The options for 
this are: 
 
1. Insurance Advisory Votes Willingly to Change:  Since we instituted this several years ago the IAC has 
made two plan design changes cooperatively.  The IAC is made up of 7 members, 4 – each from a union, 
and 3 non-union. I’m not on the committee, but I staff and lead it.  This group voted last year not to 
make the changes outlined above.   The other options are: 
 
2.  IAC agrees to a change, but Town offers an HRA:  An HRA account is federal law option by which the 
Town puts the value of the deductibles into an account and pays the employee back the deductible 
amount they incur.  Both Mendon and MURSD have done this.  It does save some money but it is a 
yearly gamble about how much will be spent, and eliminates the incentive employees have to change 
their behavior by shopping smarter for services in order to avoid the deductible where possible.  The 
Town would have to budget $27,000 to meet the obligation whereas the premium savings would be 
about $37,000 thus would only save about $10,000 next year and potentially annually.  I don’t 
recommend this option. 
 
3.  Selectmen adopt G.L. c 23B, § 21/22:  The state law changed in 2011 to allow Towns to make plan 
design changes in health insurance without negotiations as long as they followed a prescribed process.  
It enables us to make cost saving changes as long as we share 25% of the first year’s savings with 
employees.  This is typically done with premium holidays for the employees up to that threshold.  If the 
savings is about $10,000 the average employee would save 2 weeks of premium which would be about 
$100/individual and $300/family plan.  This is the least friendly option, but it gives the Town the ability 
manage its cost and once the mitigation is made in the first year, the Town can make future changes as 
it sees fit with no sharing. 
 



4.  Ask IAC to agree to Plan Design Changes and Offer Mitigation without the Law:  This was what we 
offered last year which was not accepted - offering the 25% mitigation for the plan design change 
without implementing the law or an HRA.   The pros and cons of this are: 

• Most friendly option to the employee – would cost Town about $9,700 (more if employees 
choose limited network) 

• Eliminates forcing the change on employees  
• Creates expectation by employees that anytime we make a change we’ll give them something 
• No HRA – once we put one in we’d likely never be able to eliminate it and there would be an 

expectation that as deductibles increase in the future so would the HRA contribution.  HRA 
contribution is factored into the calculation for the Cadillac tax. 

 
Thank you for reviewing this before the meeting so that you have a good overview of the issues and we 
can discuss how to approach this.   
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