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Executive Sum
m

ary 

•
The U

niversity currently spends approxim
ately $300 m

illion per year on retiree health benefits for 43,000 U
C

 retirees and 
survivors.  The R

etiree H
ealth B

enefit P
rogram

 has a $21.2 billion unfunded liability as of July 1, 2016. 

•
For 2018, the U

C
 contribution w

ill increase by 7.2%
, or $19.6 m

illion dollars 

•
The current and projected cost increases are greater than inflation and are grow

ing faster than the U
niversity’s budget 

•
The R

egents policy im
plem

ented in 2010 helped slow
 anticipated grow

th of U
niversity pay-as-you-go costs, w

hich have been 
held nearly flat for the past five years; how

ever, a new
 policy is needed to address future U

C
 cost grow

th 

•
The current policy steadily reduced the U

niversity’s contribution to 70%
 of aggregate prem

ium
s. The 70%

 level for the 
U

niversity’s share w
as reached for pre-M

edicare in 2015 and w
ill be reached for M

edicare retirees in 2018. 

•
A budget target for U

niversity contributions to the R
etiree H

ealth B
enefit P

rogram
 w

ill provide cost predictability for the 
U

niversity’s operating budget.  There is currently a budget target for the U
niversity contributions for the active health and 

w
elfare program

. 

•
A budget target, com

bined w
ith program

m
atic changes, could slow

 the grow
th in operating costs and w

ould significantly 
reduce the unfunded liability, thus helping sustain the program

 w
ell into the future 

•
W

hile a budget target and adjustm
ent to the floor w

ill provide cost certainty to the U
niversity, w

e realize that this w
ill result in 

greater cost uncertainty for our retirees, w
ith greater year to year fluctuations.   

•
W

e know
 how

 im
portant health benefits are to our retirees, and although U

C
 retiree health benefits are not a vested or 

guaranteed benefit, w
e are sensitive to the potential im

pacts on retirees as a result of cost and plan changes.  U
C

 H
um

an 
R

esources, in partnership w
ith U

C
 H

ealth, w
ill continue to m

anage the program
 and plan design to keep costs dow

n and to 
deliver a choice of quality benefits that are also affordable.  
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The U
niversity “Pay-A

s-You-G
o” cash contributions 

are expected to increase as a percent of payroll 
•

The U
niversity “Pay-As-You-G

o” cash contribution requirem
ents are expected to escalate m

ore quickly than price inflation  

•
Increase is driven by U

C
’s retiree health costs, w

hich are projected to grow
 at the m

edical trend rate (currently at ~7%
) 

•
Increase is also driven by our grow

ing retiree population 

•
C

om
bined im

pact of these tw
o drivers could cause a greater portion of annual budget grow

th to be diverted to fund 
retiree health costs rather than to fulfill the m

ission of the U
niversity 

 *B
ased on total payroll projections provided by S

egal (includes 0.7%
 em

ployee headcount grow
th) 

$308 
$329 

$363 
$401 

$440 
$481 

$525 
$570 

$616 
$665 

$714 
$764 

$814 
$864 

$914 
$964 

2.9%
3.0%

3.2%
3.4%

3.6%
3.8%

4.0%
4.2%

4.4%
4.6%

4.7%
4.9%

5.0%
5.2%

5.3%
5.4%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

 $-

 $200

 $400

 $600

 $800

 $1,000

 $1,200

 $1,400

 $1,600

 $1,800

 $2,000

2017
2018

2019
2020

2021
2022

2023
2024

2025
2026

2027
2028

2029
2030

2031
2032

Projected Pay-As-You-Go Costs ($ M
illions)*

U
niversity Cash Contributions

%
 of Payroll



M
edical trend is expected to be notably higher 

than price inflation 

�
P

lan costs are expected to increase over tim
e due to grow

ing retiree health population and expected 
future m

edical inflation (trend)  

–
M

edical trend is a significant driver of future pay-as-you-go costs 

–
M

edical trend is expected to be notably higher than price inflation 

�
The chart below

 illustrates the current assum
ption for m

edical trend com
pared to price inflation 

     

   �
S

ince m
edical trend is higher than the anticipated grow

th of revenue, the retiree health program
 could 

divert m
onies from

 other operational needs if additional efforts are not m
ade to m

anage costs 
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N
ew

 accounting standards have highlighted the 
long-term

 costs of retiree health benefits 
C

hanges in how
 R

etiree H
ealthcare (O

P
E

B
) liabilities need to be reported on financial statem

ents has highlighted the size of the 
unfunded obligation. 

 G
A

SB
 C

hanges – R
eporting B

enefit Liabilities 

•
Effective FYE June 30, 2017, the U

niversity w
ill report retiree health liability under G

ASB 75 

•
Sim

ilar to recent accounting changes for pensions, under G
ASB 75 the entire net O

PEB liability m
ust be reported on the face of the 

financial statem
ents rather than in the footnotes 

•
The new

 G
ASB 75 standard requires the discount rate for pay-as-you-go plans to be determ

ined based on the index rates for a 20-
year G

eneral O
bligation Bond, w

hich w
ere at historically low

 levels at 6/30/2016 

•
The index rate at 6/30/2016 w

as 165 basis points low
er than the assum

ed return on the U
niversity’s assets, w

hich w
as the basis for 

discounting liabilities under the prior accounting standard 

•
The decrease in discount rate increased the G

ASB liability by $5.0B* 

•
The liability is highly sensitive to the index rate; as noted in the table below

, the index has increased 73 basis points as of 6/30/2017, 
w

hich w
ould have reduced the 6/30/2016 G

ASB 75 liability by $2.4B
 

•
G

ASB changes have no im
pact on the U

niversity “Pay-A
s-You-G

o” cash contribution requirem
ents 

Liability reflects Cam
pus, M

edical Centers, Hastings and O
ther (CM

CHO
) 

D
iscount 
R

ate 
2.85%

 
3.58%

 
4.50%

 

B
asis 

Index R
ate 

– 6/30/16 
Index R

ate 
– 6/30/17 

S
TIP

/TR
IP

 
return 

6/30/16 
Liability 

$21.2B
 

$18.8B
 

$16.0B
 

1%
 increase in discount rate decreases liability $3.3B
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R
egents policy im

plem
ented in 2010 and recent 

program
 changes have slow

ed grow
th in costs 

•
R

ecent program
 changes have helped slow

 anticipated grow
th of pay-as-you-go costs w

hich have been held nearly flat for the 
past five years 

•
B

elow
 is a graph com

paring ongoing U
niversity “pay-as-you-go” cash costs to the projected costs of the program

 as it existed 
before the 2010 P

E
B

 Task Force R
ecom

m
endations 

 K
ey C

hanges 
Im

pact on U
niversity “Pay-A

s-You-G
o” C

ash C
osts 

•
Per R

egents policy, beginning in 2010 
m

axim
um

 U
niversity contributions 

decreased 3 percentage points per year 
to a floor of 70%

 of total prem
ium

s (pre-
M

edicare floor reached in 2015; M
edicare 

floor reached in 2018); changes to 
graduated eligibility for retirees w

ho leave 
prior to age 65 for the 2013 tier of 
U

niversity hires 

•
Beginning in 2014, M

edicare retirees 
outside of C

alifornia enrolled in M
edicare 

Exchange/C
oordinator w

ith a $250 per 
m

onth H
R

A subsidy 

•
Im

plem
ented Em

ployer G
roup W

aiver 
Plans for M

edicare retirees 

•
Im

plem
ented custom

 netw
ork H

M
O

 (Blue 
& G

old) and rem
oved certain high cost 

plan options for pre-M
edicare retirees 
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D
espite recent changes, there is still a long tail for the future cash requirem

ents of the program
 driven prim

arily by the 
M

edicare eligible population.     



7 

Im
plem

enting a 3%
 budget target is consistent w

ith 
the U

niversity’s long-term
 price inflation assum

ption  
•

B
aseline U

niversity “P
ay-A

s-You-G
o” cash contribution is expected to grow

 m
ore quickly than payroll 

•
M

edical trend and retiree headcount grow
th is expected to outpace w

age and em
ployee headcount grow

th 

•
In 2032, cash contributions are projected to be 5.4%

 of projected payroll (~85%
 higher than current %

 of payroll) 

•
Im

plem
enting a 3%

 budget target is projected to keep U
niversity cash contributions closer to current levels as a percent of 

payroll 

•
In 2032, cash contributions are projected to be 3.7%

 of projected payroll (~30%
 higher than current %

 of payroll) 

   

*Based on total payroll projections provided by Segal (includes 0.7%
 em

ployee headcount grow
th) 
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Projected U
niversity “Pay-A

s-You-G
o” C

ash 
C

ontributions – Im
pact of 4%

 B
udget Target 

•
B

aseline U
niversity “P

ay-A
s-You-G

o” cash contributions are expected to grow
 m

ore quickly than payroll 

•
M

edical trend and retiree headcount grow
th is expected to outpace w

age and em
ployee headcount grow

th 

•
In 2032, cash contributions are projected to be 5.4%

 of projected payroll (~85%
 higher than current %

 of payroll) 

•
Im

plem
enting a 4%

 budget target is projected to steadily increase U
niversity cash contributions as a percent of payroll 

•
In 2032, cash contributions are projected to be 4.3%

 of projected payroll (~50%
 higher than current %

 of payroll) 

    

*Based on total payroll projections provided by Segal (includes 0.7%
 em

ployee headcount grow
th) 
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A budget target w
ill provide cost predictability for 

U
C

 and shift costs above the target to retirees 
•

A 3%
 or 4%

 annual budget target of per capita U
niversity contributions is a m

eans of controlling cash contribution 
requirem

ents and obligations by directly addressing the rising costs associated w
ith m

edical trend.  

H
ow

 a 3%
 or 4%

 B
udget Target W

ould W
ork 

•
The U

niversity w
ill share in the paym

ent of rate increases up to the 3%
/4%

 budget target. R
ate increases above the budget target w

ill be 
borne by the retirees. 

•
In years w

here m
edical trend is greater than the budget target, and barring other plan changes, retirees w

ould pay an increasing portion 
of plan costs. 

•
H

R
 w

ould be responsible for im
plem

enting plan changes designed to achieve the budget target w
hile m

itigating the adverse im
pact on 

retirees. 

•
The U

niversity w
ould need to determ

ine if there w
ould be any exceptions to those im

pacted by the budget target (e.g., retirees over 65 
not eligible for M

edicare) 

•
The graph below

 provides an illustrative projection of the share of M
edicare prem

ium
s paid by U

C
 and retirees assum

ing a 3%
 budget 

target is im
plem

ented in 2018 w
ithout any plan changes and m

edical trend grow
s at the rates previously noted. 

This chart projects the aggregate portion of prem
ium

s paid by M
edicare retirees receiving the full U

niversity contribution (i.e. 100%
 graduated eligibility). 
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Pre-M
edicare R

etiree C
ontributions w

ith 3%
 or 4%

 
B

udget Target 
Pre-M

edicare R
etiree Im

pact 

K
ey A

ssum
ptions 

The follow
ing assum

ptions w
ere m

ade in projecting costs for this illustration: 

•
P

rem
ium

s applicable for C
alendar Year 2017 

•
P

articipant has single coverage 

•
E

ligible for 100%
 of the m

axim
um

 U
niversity contribution 

•
M

edical trend is projected at a low
 (3.5%

), m
edium

 (6.0%
) and high (8.5%

) annual increase levels 

The table illustrates how
 a 3%

 or 4%
 budget target could im

pact pre-M
edicare retirees five years after 

im
plem

entation (2022) under a range of rate increase environm
ents.  This exam

ple com
pares m

onthly 
rates for pre-M

edicare retirees w
ith and w

ithout a budget target for the m
ost affordable (K

aiser) and m
ost 

expensive (U
C

 C
are) plans. 

A
ctive vs. Pre-M

edicare 
R

etiree (M
onthly R

ates - 
Single C

overage) 

2017 
2022  

Low
 - 3.5%

 
2022  

M
edium

 – 6.0%
 

2022  
H

igh – 8.5%
 

P
rem

ium
s 

C
ontributions 

P
rem

ium
s 

C
ontributions 

P
rem

ium
s 

C
ontributions 

P
rem

ium
s 

C
ontributions 

M
edical 
P

lan 
B

udget Target 
U

niversity  M
em

ber  
U

niversity  M
em

ber  
U

niversity  M
em

ber  
U

niversity  M
em

ber  

U
C

C
are N

o Budget Target  $      754   $       476   $    278   $      895   $       566   $    329   $   1,009   $       638   $    371   $   1,134   $        715   $    419  
4%

 Budget Target 
 $       566   $    329 

 $       579   $    430  
 $        579   $    555  

3%
 Budget Target   

  
  

 $       551   $    344  
 $       551   $    458 

 $        551   $    583  

K
aiser N

o Budget Target  $      604   $       476   $    128   $      717   $       566   $    151   $      808   $       638   $    170   $      908   $        715   $    193  
4%

 Budget Target 
 $       566   $    151  

 $       579   $    229  
 $        579   $    329  

3%
 Budget Target   

  
  

 $       551   $    166 
 $       551  $    257  

 $        551   $    357  



M
edicare R

etiree Im
pact 

 K
ey A

ssum
ptions 

The follow
ing assum

ptions w
ere m

ade in projecting costs for this illustration: 

•
P

rem
ium

s applicable for C
alendar Year 2017 w

ith standard P
art B

 prem
ium

 ($121.80) 

•
P

articipant has single coverage 

•
E

ligible for 100%
 of the m

axim
um

 U
niversity contribution 

•
M

edical trend is projected at a low
 (3.5%

), m
edium

 (6.0%
) and high (8.5%

) annual increase levels 

The table illustrates how
 a 3%

 or 4%
 budget target could im

pact M
edicare retirees five years after 

im
plem

entation (2022) under a range of rate increase environm
ents.  This exam

ple com
pares m

onthly 
rates for M

edicare retirees w
ith and w

ithout a budget target for the m
ost affordable (K

aiser) and m
ost 

expensive (H
igh O

ption) plans. 

A
ctive vs. M

edicare R
etiree 

(M
onthly R

ates - Single 
C

overage) 

2017 
2022  

Low
 - 3.5%

 
2022  

M
edium

 – 6.0%
 

2022  
H

igh – 8.5%
 

P
rem

ium
s 

C
ontributions 

P
rem

ium
s 

C
ontributions 

P
rem

ium
s 

C
ontributions 

P
rem

ium
s 

C
ontributions 

M
edical 
P

lan 
B

udget Target 
U

niversity  M
em

ber  
U

niversity  M
em

ber  
U

niversity  M
em

ber  
U

niversity  M
em

ber  

H
igh 

O
ption N

o Budget Target  $      539   $       328   $    211   $      640   $       389   $    251   $      721   $       439   $    282   $      811   $       493   $    318  
4%

 Budget Target 
 $       389   $    251  

 $       399   $    322  
 $       399   $    412  

3%
 Budget Target   

  
  

 $       380   $    260 
 $       380   $    341 

 $       380   $    431 

K
aiser N

o Budget Target  $      374   $       328   $      46  $      444   $       389   $      55   $      500   $       439   $      61   $      563   $       493   $      70  
4%

 Budget Target 
 $       389   $      55  

 $       399   $    101  
 $       399   $    164  

3%
 Budget Target   

  
  

 $       380   $      64  
 $       380   $    120  

 $       380   $    183  

M
edicare R

etiree C
ontributions w

ith 3%
 or 4%

 
B

udget Target 
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Program
 D

esign O
ptions 
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Potential D
esign C

hange O
ptions 

D
escription 

Potential U
niversity Im

pact 1 

P
o

te
n

tia
l ch

a
n

g
e
s to

 P
ro

g
ra

m
 D

e
sig

n
 

Increase contributions for non-M
edicare, over 65 retirees

2 
<

2%
 

$200-$400M
 

Im
plem

ent 70%
 cost sharing for retiree dental benefits 

2%
 

$500M
 

G
roup M

edicare A
dvantage PPO

 replacem
ent for M

edicare PPO
 and H

igh O
ption 

retirees 
2%

 
$500M

 

Include H
ealth N

et M
edicare retirees in G

roup M
edicare A

dvantage PPO
 plan  

2-5%
 

$500M
-$1.0B

 

Elim
inate 50%

 of benefits for spouses and dependents
 

9%
-14%

 
$2-$3B

 

1. These figures are rough estim
ates; actual savings w

ill require additional actuarial analysis and w
ill depend on final plan design. U

nless 
otherw

ise noted, all inform
ation presented in this docum

ent are based on the census, assum
ptions, m

ethods and plan provisions used in the 
6/30/2016 G

A
S

B
 75 actuarial valuation.  

2. Increased contributions for non-M
edicare retirees over 65 to the sam

e level of  average M
edicare eligible retiree. 
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O
verview

 

•
N

on-M
edicare retirees over age 65 represent $3.1B

 of liability ($2.7B
 attributed to current retirees) 

•
N

on-M
edicare retirees pay less for coverage than M

edicare retirees 

•
N

on-M
edicare retirees have not contributed tow

ards M
edicare in the past and they also saved U

C
 from

 having to 
contribute to M

edicare during their careers 

 

C
ost Sharing 

Increase C
ontributions for N

on-M
edicare R

etirees over 65 

Potential U
niversity Im

pact 
R

etiree C
onsiderations 

•
E

ach $1,000 increase in retiree contributions for non-
M

edicare retirees w
ill reduce the liability by $0.2B

 (less 
than 1%

) 

•
Availability of coverage outside of group plan for those 
w

ho choose coverage on a public exchange versus 
paying a higher contribution 

N
on-M

edicare over 65 
M

edicare (C
alifornia) 

R
etiree C

ontribution (Including Part B
) 

$1,108  
$1,786  

Im
plicit S

ubsidy 
$12,380  

N
/A

 
Explicit S

ubsidy 
$7,104  

$3,687  

A
verage Plan C

osts 
$

2
0

,5
9

2
  

$
5

,4
7

3
  

A
verage A

ge 
73 

75 
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O
verview

 

•
The U

niversity currently contributes 100%
 tow

ards dental, subject to graduated eligibility 

•
The table below

 illustrates retiree contributions assum
ing U

C
 contributes 70%

 tow
ards dental in 2017, assum

ing 100%
 

graduated eligibility: 

   

C
ost Sharing 

Im
plem

ent 70%
 C

ost Sharing for D
ental Benefits 

Potential U
niversity Im

pact 
R

etiree C
onsiderations 

•
D

ental accounts for $1.8B
 in liability, having retirees pay 

for 30%
 of dental costs w

ould reduce liability by $0.5B
 

(2%
) 

•
The m

ajority of retirees are enrolled in D
ental P

P
O

 and 
w

ould have had to contribute $12.82 per m
onth in 2017 

tow
ards dental costs. 

M
onthly Single R

ates 
D

PPO
 

D
H

M
O

 

a) 
2017 Prem

ium
 

$42.75 
$20.03 

b) 
U

C
 Share 

70%
 

70%
 

c) 
M

axim
um

 U
niversity C

ontribution 
(a) * (b) 

$29.93 
$14.02 

d) 
R

etiree C
ontribution 

(a) – (c) 
$12.82 

$6.01 
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O
verview

 

•
Transition retirees from

 the M
edicare P

P
O

 and H
igh O

ption plans to a fully insured group M
edicare A

dvantage plan 
structure; actions for the netw

ork M
edicare A

dvantage H
M

O
 plan (currently H

ealth N
et) – m

ay depend on the outcom
e 

of the current H
M

O
 bid process 

•
P

lan sponsors m
ay replicate the current plan design  

•
M

edicare A
dvantage P

P
O

 plans typically reduce costs through tw
o principal m

echanism
s: 

‒
C

apture of increm
ental C

M
S revenues 

‒
Introduction of m

edical m
anagem

ent 

Plan Structure and D
elivery 

R
eplace M

edicare PPO
 and H

igh O
ption Plans w

ith G
roup M

edicare 
Advantage (M

A) PPO
 

Potential U
niversity Im

pact 
R

etiree C
onsiderations 

•
C

ould deliver m
eaningful reduction to “pay as you go” 

cost and reduce liability by $0.5B
 (2%

) 
�

N
o change to adm

inistrative process 

�
P

roducts fully insured 

�
C

urrent retirees can default into coverage 

•
W

ith current contribution approach, low
ering plan cost in 

one plan im
pacts w

hat retirees pay in all plans 

•
P

lan designs m
ay not be exact m

atch 

•
M

edical m
anagem

ent m
ay be view

ed as disruptive, 
particularly by older m

em
bers 

•
Lim

ited potential for disruption as a few
 providers (<5%

) 
m

ay not accept M
edicare 
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Plan Structure and D
elivery 

R
e-bid / R

e-design H
ealth N

et Seniority Plus Plan 
O

verview
 

•
H

ealth N
et P

lan is a G
roup M

edicare A
dvantage product, but has relatively high costs (higher than M

edicare P
P

O
) 

•
H

ealth N
et plan represents the highest liability and cash expense of all M

edicare plans due to high enrollm
ent and cost 

•
M

ultiple carriers in C
alifornia offer sim

ilar products, current com
petitive bid process could low

er rates 

•
A

lthough it m
ay not align w

ith the active H
ealth N

et plan, it m
ay be preferable to transition S

eniority P
lus m

em
bers to 

G
roup M

edicare A
dvantage P

P
O

 solution along w
ith M

edicare P
P

O
 and H

igh O
ption m

em
bers   

Potential U
niversity Im

pact 
R

etiree C
onsiderations 

•
15 percent reduction in costs of H

ealth N
et alone w

ould 
reduce liability by $0.5B

 (2%
) 

•
P

resum
ably this w

ould not be done alone, and w
ould be 

com
bined w

ith the transition of the M
edicare P

P
O

 and 
H

igh O
ption plans to G

roup M
edicare A

dvantage $1.0B
  

(5%
) 

 

•
S

avings w
ould be shared w

ith H
ealth N

et retirees, w
hile 

retirees in other plans w
ould pay m

ore 

•
R

etirees m
ay be subject to plan designs changes 


