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State Insurance Contract and Related Issues
ISSUE
The rising cost to both State employees and agencies for the provision of insurance
AFFECTED AGENCIES
Department of Personnel, Executive Council, all agencies.
BACKGROUND
Health insurance costs have increased at a high rate over the past 30 years. According Dr.
Louis Sullivan, federal Secretary of Health and Human Services:

R
E
V
I
E
W

•

As a nation since 1970, health care expenditures have increased at a rate 30.0%
faster than the growth in the Gross National Product (GNP). Health care prices have
increased at a rate 60.0% faster than the growth in the GNP. This indicates that
while prices have increased, utilization has not increased as rapidly.

•

As a percent of GNP, the expenditures on health care are nearly 12.0% of the GNP,
compared with 5.3% 30 years ago. This compares to education, which has remained
nearly constant at 6.0% for the past 30 years.

General Trends--State of Iowa Insurance
The total salary and benefits for all Iowa employees, except Board of Regent and Department
of Transportation employees, is $631.4 million annually. The State of Iowa provides 4
insurance benefits to its employees (costs are the total contract premium for FY 1993, both
employer and employee share). The figures below do not include the Board of Regents.
•

Health Insurance ($106.4 million)

•

Dental Insurance ($6.1 million)

•

Life Insurance ($1.2 million)

•

Long Term Disability ($5.7 million)

The total cost of these benefits for FY 1993 is $119.4 million, of which $92.3 million is the
State share and $27.1 million is the employees' share. Health insurance is the largest share
of the costs, accounting for 89.1% of the total $119.4 million.
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The current health insurance contract with Blue Cross/Blue Shield takes effect in August 1992 and
will be in effect for 2 years. The State has the option of extending the contract for 2 additional 2year periods. The contract is a minimum premium contract where the State's maximum liability is
set at the cost of the contract. If claims are less than the total premium over the life of the contract,
then the State receives the excess funds. The administrative fee to Blue Cross/Blue Shield is set
at 3.5% of the maximum liability (contract premium less the terminal liability reserve).
Health insurance premiums have risen rapidly since 1982. Blue Cross/Blue Shield Plan 2 (currently
the most popular plan accounting for 67.0% of the total participants) family premiums have risen
282.2% over the past 11 years. This results in an average annual increase of 25.7% for a family
plan. Blue Cross/Blue Shield Plan 2 costs are listed below:

Year
1982

Table 1
Blue Cross/Blue Shield Plan 2 Monthly Premiums
Comparison 1982 to 1992
Employer
Employee
Total
Type of Plan
Share
Share
Premium
Single Plan
52.38
0.00
52.38

1992

Single Plan

195.94

0.00

195.94

1982

Family Plan

66.00

53.80

119.80

1992

Family Plan

311.98

145.92

457.90

Percent
Chg.
274.1%

282.2%

The most popular health maintenance organization (HMO) is Share (accounting for 44.0% of the
participation in HMO programs in 1992). The total premiums for Share have risen approximately
77.8% for a family plan since 1983. This results in an average annual increase of 7.8% for a family
plan. Share costs are listed below:

Year
1983

Table 2
SHARE Costs Monthly Premiums
Comparison 1983 to 1992
Employer
Employee
Total
Type of Plan
Share
Share
Premium
Single Plan
71.32
14.48
85.80

1992

Single Plan

157.16

0.00

157.16

1983

Family Plan

80.14

125.80

205.94

1992

Family Plan

303.28

62.90

366.18

Percent
Chg.
83.2%

77.8%

Costs for the period 1990 to 1992 have increased, but not as rapidly as the overall period of 1982
to 1992. The average annual increase in premiums for the majority of health plans for 1990 to
1992 has been in the range of 5.0% to 7.0%, as opposed to the 18.0% to 28.0% for the overall
period of 1982 to 1992. Please see attached charts for additional information.
For FY 1993, the Blue Cross/Blue Shield premiums have increased by 6.9%, but the State's overall
cost for insurance has increased by $437,612 (5.3%). According to the Department of Personnel,
the primary reason for the reduction in the anticipated increase is due to: (1) A total of 1,389 fewer
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active health contracts; and (2) Approximately 1,054 Iowa United Professionals Plan 2 employees
moved to the Blue Cross/Blue Shield Plan 3.
A review of literature in the field of health insurance would indicate that the cost increases the State
has experienced is not out of line with what the private sector has experienced. The State's cost
increases over the past 3 years are below the average cost of increases for the nation as a whole
(approximately 10.0% to 20.0% per year).
ALTERNATIVES
1. Continue with the current system.
The current system of purchasing all insurance from other carriers could be continued,
however using this years' historical costs as a basis, the costs can be expected to increase
between 5.0% and 15.0% each year. One cost saving step taken during FY 1993 was to
have employees absorb 50.0% of the increase in insurance costs. Another alternative is to
provide pricing and other incentives to move employees from the relatively more expensive
plans to less expensive ones.
2. Study whether the State would benefit in the long-term from changing its method of
insurance to some other form of insurance. Other forms could include:
•

Modified self-insurance. This system would use a self-insurance system that is selffunded but utilizes aggregate stop-loss or specific stop-loss. Aggregate stop-loss pays
if all claims from an institution exceed the anticipated amount by a certain percentage.
(For example, if the yearly claims for the State were 5.0% higher than expected,
aggregate stop-loss would pay the 5.0%. Specific stop-loss covers claims of an
individual exceeding a set amount, i.e., the State could self-insure itself for all claims
under $5,000. If an individual filed a claim for a covered procedure amounting to
$25,000, the stop-loss insurance would pay the State $20,000.

•

Complete self-insurance. This system would require that the State fund all covered
health care expenditures. No outside insurance premiums are paid to outside
companies, but premiums are collected from employees, along with the company's
contribution, into a fund set aside for the paying of insurance.

The State's potential benefits from self-insurance include: lower administration costs,
control of provided benefits, and negotiated discounts from local health care providers. The
control of benefits is unlikely to be available to the State because benefits are considered
part of Chapter 20 of the Code of Iowa and are a mandatory subject of bargaining. The
primary area of savings would likely be in the area of administration and profit. According to
the July 1992 issue of Personnel Journal, insurance companies generally operate at a profit
of 20.0% to 30.0%.
While there are areas of savings, there are also likely areas of increased costs. Employees
would have to be hired to administer the program, including administrators, processors, cost
control personnel, and customer service personnel. Computer equipment would also have
to be purchased to handle the processing, control, and payment of claims. Further, policies
would have to be developed and implemented and benefits would have to be defined.
These costs are of the ongoing type and could easily erase any savings due to selfinsurance. Finally, insurance companies, even though making a profit, are likely able to
take advantage of economies of scale in the provision of insurance that would be
unavailable to self-insuring employers, even large employers like the State of Iowa.
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BUDGET IMPACT
As discussed above, the total cost for all types of insurance (health, life, dental, and LTD) amounts
to approximately $119.4 million in FY 1993, of the total $92.3 million is the State's portion with
$27.1 million the employees' share.
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