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Because of recent statutory changes, Massachusetts cities, towns, and regional school districts can now purchase health insurance for their employees from the Group Insurance Commission (GIC), the state agency responsible for procuring health insurance benefits for state employees. Over the past 15 years, rising health insurance costs and slowing revenue growth have put a fiscal strain on local budgets. This trend is having a particular impact on municipal and regional school districts, with health insurance spending crowding out expenditures for direct services to students. Statewide districts are now spending $259 million more on health insurance benefits than they would have if the share of health insurance spending held constant between 2002 and 2014. Historically, the GIC has seen lower costs per employee and slower growth in per employee health insurance costs than municipalities and regional districts.

This brief will look at the impact that joining the GIC had on health insurance costs for the municipalities and regional school districts that opted to join compared with those that did not. It will also explore the flexibilities afforded by the law that allowed municipalities to renegotiate aspects of their health insurance benefits short of joining GIC, as well as featuring three case studies of districts that chose to join GIC.
[bookmark: _Toc416339964][bookmark: _Toc426559953][bookmark: _Toc429470436]Rising costs
Rapidly rising health insurance costs are a national trend affecting both the private and public sectors over the last 15 years. Among Massachusetts school districts, health insurance expenditures for active employees rose by $698 million or 110 percent in nominal dollars between fiscal years 2002 and 2014.[footnoteRef:1] Even accounting for inflation, expenditures still rose by $405 million or 44 percent. Figure 1 shows that actual health insurance spending grew rapidly between 2002 and 2010, increasing at an average annual rate of 8.8 percent per year, which outpaced annual growth in total operating expenditures by 5.8 percentage points. Since 2010, growth has slowed to 1.7 percent per year, but active employee health insurance now makes up a greater share of district budgets than it did 15 years ago, a reality that is not likely to change in the near future. By comparison, the rate of increase in health insurance spending was faster in school districts than it was for private sector employers in Massachusetts more generally over the same period.[footnoteRef:2] [1:  	We are focusing on insurance for active employees because district reporting on insurance for retired employees is inconsistent. Also, since we rely on per pupil spending as our basis of comparison, spending on active employees correlates more closely with current enrollment.]  [2:  	Medical Expenditure Panel Survey Table II.D.1: 2002, 2010, and 2014] 


Health insurance for active employees now consumes 9.4 percent of total school district operating expenditures, up from 6.3 percent in fiscal year 2002, see figure 2. If health insurance spending had held constant as a share total spending between 2002 and 2014, districts would have spent $259 million less in 2014. Providing health benefits is a necessary cost to attract and retain staff, but the pace of growth over the last 13 years is making it difficult for districts to sustain while still being able to invest in other areas that directly affect student learning. The additional money that districts are spending on health insurance above 2002 levels equates to approximately 3,200 classroom and specialist teaching positions statewide.[footnoteRef:3] Even if districts did not use this money exclusively to hire staff, these funds represent deferred investments in educational programs and strategic priorities. Positive signs, however, indicate that districts are beginning to control growth in health insurance spending. Slower growth in recent years suggests that districts are starting to benefit from positive trends in health care costs overall or that steps that they are taking, either by joining GIC or making local changes to their health care plans, are beginning to pay off. [3:  	Based on the fiscal year 2013 average teacher salary of $71,620 plus an average GIC cost of $9,874 per enrollee.] 



Starting in 2008, Massachusetts responded to rising health care costs by making it easier for municipalities and regional school districts to join the GIC. The GIC is the state agency that purchases health insurance coverage for state employees, and historically it has been able to control health insurance costs better than cities and towns due to the size of its insurance pool. In fiscal year 2014, the GIC enrolled 231,000 current and retired employees and 409,000 total enrollees counting eligible dependents.[footnoteRef:4] This affords the Commonwealth significant purchasing power to drive down costs. Also, the Commonwealth does not negotiate employee and retiree health insurance benefits with its unions, giving it more flexibility to make plan design changes than municipalities. [4:  	GIC fiscal year 2014 enrollment count by plan: http://www.mass.gov/anf/docs/gic/annual-report/fy2014-enrollment-count-by-plan.xls] 


In fiscal year 2014, the Commonwealth paid $9,874 per enrollee on average, not including dependents. While this is certainly less than what some municipal and regional school districts are paying, we do not have data on the number of school district employees enrolled in municipal and regional school district health insurance plans to determine a comparative cost per employee. Because of the difficulty of making comparisons per enrolled employee, our analysis relies on per pupil health insurance spending to assess the impact that health insurance reform is having on district spending.
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Municipalities gained access to joining the GIC in two phases. The first was the 2007 Act to Reduce the Reliance on Property Taxes through Municipal Health Care, which amended MGL Chapter 32B Section 19 to give cities and towns the option to join GIC. 

This law was passed after Springfield joined the GIC in January 2007 as part of its state-mandated restructuring. The Commonwealth enrolled all of Springfield’s employees in the GIC in a bid to lower health insurance spending and improve the city’s fiscal outlook, making it the first municipality to join. Prior to joining GIC, Springfield was experiencing double-digit annual increases in its health insurance costs. A study by the Collins Center at the University of Massachusetts Boston found that the move to GIC saved the city between $14 million and $18 million during fiscal years 2008 and 2009.[footnoteRef:5] Since then, growth in the city’s health insurance spending has slowed compared to what it was before; this is also true for the Springfield Public Schools, where spending on health insurance for active employees grew at an average annual rate of 4.9 percent between fiscal years 2008 and 2014. While this was 2.2 percentage points higher than the state average for school districts over the same period, it was 1.6 percentage points lower than it had been for Springfield between fiscal years 2002 and 2007. [5:  	Controlling the Cost of Municipal Health Insurance: Lessons from Springfield: https://www.umb.edu/editor_uploads/images/centers_institutes/center_collins_mgmt/SpringfieldCostStudy.pdf ] 


The 2007 reforms allowed municipalities and regional school districts to take advantage of GIC’s larger insurance pool and reduce variability in claims. Municipalities were required to negotiate with a public employee committee (PEC) representing the local collective bargaining units, including retirees, and required that 70 percent of the units agree to the shift before it could happen.[footnoteRef:6] Initially, only 23 districts, including Springfield plus 16 other municipal districts, 5 regional districts, and 1 regional vocational district, joined the GIC because the hurdle of negotiating with local PECs proved to be high. [6:  	MGL Chapter 32B Section 19: https://malegislature.gov/Laws/GeneralLaws/PartI/TitleIV/Chapter32B/Section19 ] 


Chapter 32B was amended again in 2011 through An Act Relative to Municipal Health Insurance to provide more flexibility for municipalities and regional school districts to make plan design changes or to join GIC.[footnoteRef:7] By “plan design changes,” the law refers to changes in the co-pays, deductibles, employer-employee splits, and other features of the health insurance plans that the municipality or regional school district offers to its employees. The law requires that a simple majority of the PEC approve any plan design changes or a move to GIC. It caps adjustments to co-pays, deductibles, and other fees made through plan design changes to the dollar amounts of the most subscribed plan in the GIC. It also requires municipalities and regional districts demonstrate that they would save at least 5 percent by moving to GIC than they would otherwise save through local plan design changes. In order to encourage PECs to endorse change, municipalities and regional school districts must share 25 percent of any savings with employees or retirees, leaving it up to municipalities and their bargaining units to agree on how to use these savings.[footnoteRef:8] Even if a municipality opts to join GIC, they still retain control over their deductibles, co-pays, and employee-employer splits, which are all still subject to local bargaining. Finally, municipalities need to bring all of their employees to GIC; they cannot pick and choose. As a result of the 2011 reforms, 26 additional districts, including, 25 municipal districts and 1 regional vocational district, opted to join GIC and 167 other districts took advantage of the law to negotiate plan design changes with their unions. [7:  	Chapter 67 of the Acts of 2007: https://malegislature.gov/Laws/SessionLaws/Acts/2007/Chapter67 and Chapter 69 of the Acts of 2011: https://malegislature.gov/Laws/SessionLaws/Acts/2011/Chapter69]  [8:  	Metropolitan Area Planning Council factsheet on Chapter 69 of the Acts of 2011: http://www.mapc.org/sites/default/files/images/Background%20On%20the%20New%20Law.pdf] 

[bookmark: _Toc416339966][bookmark: _Toc426559955][bookmark: _Toc429470438]Outcomes
In 2007, the Massachusetts Taxpayers Foundation projected that municipalities could save between $1.4 and $2.5 billion on health insurance by fiscal year 2018 if all municipalities enrolled in GIC.[footnoteRef:9] As stated earlier, however, only 42 municipalities and 7 regional school districts opted to join out of 440 eligible cities, towns, and regional school districts.[footnoteRef:10] Many more municipalities, 167 in all, elected to take advantage of the flexibility afforded by Municipal Health Reform to renegotiate elements of their plan designs with their collective bargaining units. GIC estimates that since 2011 municipalities have saved $250 million as a result of joining GIC or making plan design changes.[footnoteRef:11] [9:  	Massachusetts Taxpayers Foundation, Municipal Health Reform: Seizing the Moment: http://www.masstaxpayers.org/sites/masstaxpayers.org/files/BMRB%20MTF%20Joint%20Health%20Care%20Report.pdf]  [10:  List of participating municipalities, regional school districts, charter schools; and planning councils that have joined GIC: http://www.mass.gov/anf/employee-insurance-and-retirement-benefits/municipality-information/list-of-part-municipalities/participating-municipalities-regional-school.html]  [11:  Update on Municipal Health Reform Savings, GIC white paper ] 


How do these savings extend to school districts? Figure 3 shows that since 2008 growth in active employee health insurance costs per pupil were lower for districts that joined the GIC compared to districts that did not. For districts that joined GIC, health insurance spending grew by $118 per pupil or 9.1 percent compared with $289 per pupil or 23.6 percent for districts that did not join GIC. This is particularly notable because prior to reform, the GIC districts had higher per pupil health insurance costs than non-GIC districts and the state average.

Per pupil costs for GIC districts also grew at a slower rate than they did for districts that took advantage of the greater flexibility afforded by the law to renegotiate elements of their plans and for districts that made no changes, even though the two groups that did not join GIC started out at lower per pupil rates. Figure 4 shows that districts that instituted plan design changes saw their per pupil spending grow by $267 per pupil or 21.9 percent compared with $323 per pupil or 26.2 percent for districts that reported no changes. Districts that made local changes fared better than districts that made no changes, but their spending grew at more than twice the rate of growth experienced by GIC districts. Districts that made no changes now have the highest per pupil health insurance costs for active employees.

Figure 5 shows that the smallest districts saw the largest increase in per pupil health insurance costs as a group between 2008 and 2014, growing by $378 per pupil or 26.7 percent. Districts with between 1,000 and 10,000 students have the lowest overall costs, and districts with more than 10,000 students saw the lowest rate of growth. We divided districts into these enrollment groupings to assess the impact that increased health insurance costs and cost control strategies are having for very small and very large districts in the state compared to districts in the middle.

Breaking size differences down even further by district type (see Figure 6), municipal districts with between 1,000 and 10,000 students have the lowest per pupil costs, regional districts with less than 1,000 students have the highest per pupil costs, and municipal districts with less than 1,000 students had the highest rate of growth at 31.5 percent. District size is clearly a factor in terms of overall cost and a district’s ability to manage variations in claims.

Figure 7 groups districts by size based on the reform strategy that they chose; whether it was to join GIC, make local plan design changes, or no changes. As a group, GIC districts experienced the lowest rate of change, with districts with fewer than 1,000 students actually seeing a small decrease in per pupil spending. Between districts that made local changes or no changes, districts with fewer than 1,000 students have the highest per pupil rates among all districts, with districts that made local changes actually spending more per pupil in fiscal year 2014 than districts that made no changes. Among the largest districts, districts that made local changes held constant, while the single district with more than 10,000 students that made no changes saw their per pupil spending increase by 77 percent, suggesting a missed opportunity to hold down costs. Districts with between 1,000 and 10,000 students differed little whether they made local changes or no changes. Per pupil spending for these two groups grew by 23 and 20 percent respectively, with only $55 per pupil separating them. 
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We selected three districts representing different experiences with GIC to get a better understanding of the impact of municipal health reform. One district joined GIC and subsequently left to procure its own health insurance; another district joined GIC after a long negotiation process and is experiencing savings; and a third is also saving money through GIC but is guarded about future savings.

Wachusett Regional School is a K–12 district located in the central part of the state that serves five communities: Holden, Paxton, Princeton, Rutland, and Sterling. Wachusett joined GIC in 2010 in response to rising health insurance costs, but decided to withdraw in July 2013 to join Blue Cross Blue Shield (BCBS). Wachusett originally joined GIC to take advantage of lower costs and greater predictability, and initially the district saw savings. Figure 7 shows that Wachusett’s health insurance spending for active employees increased between 2008 and 2010, growing from $5.7 million to $7.5 million, and then decreased to $6.8 million after the district joined GIC. These savings were short-lived, however, as health insurance spending quickly grew above pre-reform levels in 2012 and 2013. Wachusett exited GIC in 2013 to join BCBS and their spending subsequently decreased in fiscal year 2014, but whether these savings will hold into the future is uncertain.

Monson Public Schools is a small district located in the south central part of the state. Monson’s move to GIC was under discussion for years, but the town was unable to get the public employee committee (PEC) to approve the change. Pressure to join GIC grew when budget cuts forced the district to reduce teaching positions in 2011 and 2012, which made union leadership more sympathetic to change. In a rare convergence of events, the superintendent and the union president worked together to initiate the reform. The union leader educated and persuaded members about the benefits of being in GIC and the quality of its health plans. Although union members initially had doubts about the change, GIC staff came for open houses, and additional information helped to turn the tide.

One concession that was made to change the employer-employee split for individuals from 85 percent-15 percent to 70 percent-30 percent. The district also made a commitment not to lay off any staff, which was made possible by the health insurance savings. In the first year, Monson’s health insurance spending decreased from $1.5 million to less than $900,000, and continued savings in fiscal year 2014 made it possible for the district to add back positions that had been eliminated. According to the town’s finance director, GIC provides more insurance options than the previous BCBS plan that Monson purchased through the Massachusetts Interlocal Insurance Association, which is also helping to drive down costs. In Monson’s case, GIC savings created greater long-term stability for the district and allowed greater investment in core instructional services. 

Finally, the Arlington Public Schools, a suburban district located just north of Boston, made the move to the GIC in 2013 after earlier failed attempts and years of talking about the change. The town leveraged the municipal health reform law and the assistance of a facilitator to negotiate the move. Unions were still skeptical, but the law made it easier for them to accept because GIC set more acceptable thresholds. The law also allowed the town to make changes without having to negotiate each individual item; the employer-employee split is the only element that is still subject to negotiation. The local union president was crucial in communicating to her members about the design of the plans and gaining acceptance.

GIC offers lower deductibles and co-pays than the than Arlington’s previous insurance plans. Arlington also offered a one-time opt-out incentive of $2,000 to $4,000 for employees who moved off the town’s insurance on or before the transition. The opt-out provision allowed the town to continue to save money on health insurance despite hiring more staff. Arlington also used 25 percent of its savings to create a mitigation fund that reduces co-pays that are greater than $75, sets an out-of-pocket maximum, and provides subsidies to Medicare recipients to reduce premium costs. At present, they’ve been able to honor all requests and have continued to fund it annually. Arlington’s employees have largely accepted the change. 

After seeing its health insurance spending decline from close to $7 million in fiscal year 2012 to $5.4 million in 2013, spending increased to closer to $5.8 million in 2014, and the district is anticipating a 6.5 percent increase in 2015. Increasing costs for participation in Harvard Pilgrim plans, which are popular among municipal employees, are driving the recent increase. Arlington is committed to GIC through fiscal year 2018, but is guarded about whether there will be a return to lower growth rates that will allow them to carry the savings that they have achieved into future years.

[bookmark: _Toc426559957][bookmark: _Toc429470440]Summary
Rapid growth in health insurance spending, with nominal costs more than doubling to over $1.3 billion between fiscal years 2002 and 2014, made a lasting impact on school district budgets—one that will not be easily corrected. Growth has leveled off in recent years, however, because of slower growth in health insurance spending overall and as the result of reforms that made it easier for districts to make changes to their plans locally or to join GIC. 

In general, the 49 districts that joined GIC are experiencing slower growth in their health insurance expenditures for active employees than other districts, but individual results vary. Even though GIC enrollment has been low, municipal health reform prompted many cities and towns to look at their existing plan designs and make changes that appear to be having a positive impact. It will be important to watch how GIC districts fare in the future to see if they continue to experience slower growth or if more cities and towns and regional districts decide to leave GIC for the promise of lower costs with other providers. District size is also a factor, and vocational and small regional school districts that are experiencing the highest per pupil costs need to find long term solutions to control their health care spending.

These trends are a key issue for the Foundation Budget Review Commission (FBRC), which will propose changes to the foundation budget formula. The FBRC was established by the legislature to review the assumptions and factors used to set annual minimum spending levels and state aid allotments for every school district in the Commonwealth. A preliminary report recently issued by the commission proposes increasing the employee benefits rate in the foundation budget formula to reflect the average GIC rate; adding a new expenditure category to capture the cost of retired employee health insurance; and using a health care cost inflation factor to adjust the employee health insurance component of the employee benefits rate each year.[footnoteRef:12] If enacted by the legislature, these changes could generate additional state aid for districts to offset health insurance expenditures, but they will not eliminate the need for local officials to continue to find ways to control costs. [12:  Foundation Budget Review Commission Preliminary Report: https://www.mma.org/images/stories/Advocacy/foundation_budget/fbrc_preliminary_report_6-29-15.pdf] 


As a companion to this brief, ESE has created a supplemental Excel workbook that includes health insurance expenditure trends at the district level, indicating whether the district joined GIC, took advantage of the health reform law to make changes to their existing plans, or made no changes as a result of the municipal health reform law. 
Figure 1: Actual versus inflation adjusted health insurance expenditures for active employees, 2002–2014 (millions of dollars)
Actual	
2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	636.50173500000005	734.47440400000005	824.08820000000003	898.14265299999749	980.36089799999797	1062.7214429999931	1138.7524143799935	1227.2024214240002	1245.7073437400011	1306.4441755999999	1325.5982693200001	1302.0888814000011	1334.902096648	FY14 Constant Dollars	
2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	929.77385341426361	1037.5751020768698	1092.1123505042658	1129.1613201822393	1181.7097171982111	1215.1844972761589	1256.3230230384593	1354.8743274749756	1331.9830408614048	1365.6401596443859	1365.4165128338102	1317.5984155935498	1334.902096648	


Figure 2: Total health insurance spending for active employees as a share of total operating expenditures, 2004–2014 (millions of dollars)
Total health insurance	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	636.50173500000005	734.47440400000005	824.08820000000003	898.14265299999749	980.36089799999797	1062.7214429999931	1138.7524143799935	1227.2024214240002	1245.7073437400011	1306.4441755999999	1325.5982693200001	1302.0888814000011	1334.902096648	Total expenditures	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	9510.9612495100009	9821.0547650000008	9374.364352999999	9782.2036420000168	10299.558677999989	10793.300778999999	11203.439484608209	11605.950244051626	11634.082096926177	11849.045040727297	12036.809776288021	12473.940543226992	12936.338376522792	Health insurance as a share of total	
2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	6.2725208849898434E-2	6.9581959581622943E-2	8.0805219783817522E-2	8.4093027341301196E-2	8.6912046792061298E-2	8.9635581234658743E-2	9.2265006386212559E-2	9.5627508953859033E-2	9.6717989799340168E-2	9.9307912774431226E-2	9.9203546605935153E-2	9.4518445138648433E-2	9.3537916283980768E-2	



Figure 3: Average health insurance costs per pupil for active employees GIC versus non-GIC, 2008 and 2014
Fiscal year 2008	
GIC 	Non-GIC	All districts	1297.6891836734699	1223.9775000000011	1235.2294392523315	Fiscal year 2014	
GIC 	Non-GIC	All districts	1468.6197829543478	1513.3341874478522	1506.5086241451061	
Health insurance per pupil


Figure 4: Average health insurance costs per pupil for active employees by reform strategy, 2008 and 2014  
Fiscal year 2008	
GIC	Local	No changes	All districts	1297.6891836734699	1219.510598802395	1231.0819999999999	1235.229439252332	Fiscal year 2014	
GIC	Local	No changes	All districts	1468.6197829543478	1487.4537536264161	1554.4964012400433	1506.5086241451061	
Health insurance per pupil


Figure 5: Average health insurance costs per pupil for active employees by district size, 2008 and 2014
Fiscal Year 2008	
Less than 1,000	1,000 to 10,000	More than 10,000	All districts	1415.0897777777811	1154.6244594594548	1424.8822222222198	1235.2294392523318	Fiscal Year 2014	
Less than 1,000	1,000 to 10,000	More than 10,000	All districts	1793.3979916439373	1389.6498508695936	1520.1313566194094	1506.5086241451061	
Health insurance per pupil


Figure 6: Average health insurance costs per pupil for active employees by district type and size, 2008 and 2014
Fiscal year 2014	
Less than 1,000	1,000 to 10,000	More than 10,000	Less than 1,000	1,000 to 10,000	Less than 1,000	1,000 to 10,000	Municipal	Regional	Vocational	1653.6779690216351	1341.2849210014558	1520.1313566194094	2145.063427616532	1392.3617768557478	2024.6877764032181	2053.0107234174502	Fiscal year 2008	
Less than 1,000	1,000 to 10,000	More than 10,000	Less than 1,000	1,000 to 10,000	Less than 1,000	1,000 to 10,000	Municipal	Regional	Vocational	1257.5838333333277	1102.6924550898198	1424.8822222222198	1829.7050000000011	1166.4293023255809	1663.6994444444385	1835.0441666666666	
Health insurance per pupil


Figure 7: Average health insurance costs per pupil for active employees by reform strategy and size, 2008 and 2014
Fiscal year 2014	
Less than 1,000	1,000 to 10,000	More than 10,000	Less than 1,000	1,000 to 10,000	More than 10,000	Less than 1,000	1,000 to 10,000	More than 10,000	GIC	Local	No changes	1525.2410594669561	1472.1376569624915	1361.5756456583597	1833.6832475151305	1351.393664329112	1651.6523148219896	1770.8844925322576	1405.5064795545491	1338.1936984896879	Fiscal year 2008	
Less than 1,000	1,000 to 10,000	More than 10,000	Less than 1,000	1,000 to 10,000	More than 10,000	Less than 1,000	1,000 to 10,000	More than 10,000	GIC	Local	No changes	1568.5600000000002	1280.2690697674461	1276.5066666666717	1491.6399999999996	1099.8994915254198	1647.5939999999998	1326.052093023256	1171.9167213114761	756.44999999999948	
Health insurance per pupil


Wachusett Regional School District total and per pupil health insurance spending for active employees, 2008–2014
Total	2008	2009	2010	2011	2012	2013	2014	5699456.1599999992	6417274.4700000044	7463337.8199999994	6749898.8900000006	8913457.8700000029	9569400.669999985	8777818.5599999931	$ per pupil	2008	2009	2010	2011	2012	2013	2014	782.61	874.32731989312617	1003.9599671773901	902.22404897479294	1192.7549672153048	1287.6982358640348	1188.7136979808511	
Total

$ per pupil


Monson Public Schools total and per pupil health insurance spending for active employees, 2008–2014
Total	2008	2009	2010	2011	2012	2013	2014	1086144	1099051	1170146	1273008	1479999	855680	956598	$ per pupil	2008	2009	2010	2011	2012	2013	2014	713.3	749.57101156700355	834.7453274361535	954.99474868717425	1133.4040434982387	687.79037054899561	812.6044852191676	
Total

$ per pupil


Arlington Public Schools total and per pupil health insurance spending for active employees, 2008–2014
Total	2008	2009	2010	2011	2012	2013	2014	4618667	4976141	7393481	7243491	6969479	5410898	5756133	$ per pupil	2008	2009	2010	2011	2012	2013	2014	997.93999999999949	1053.5551184686631	1528.3365718538116	1631.1229958565998	1428.7574825748218	1091.8534213128253	1133.0747426231758	
Total

$ per pupil
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