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MINUTES OF STATE BUDGET AND CONTROL BOARD MEETING


August 14, 2008             10:00 A. M.
The Budget and Control Board (Board) met at 10:00 a.m. on Thursday, August 14, 2008, in the Governor's conference room in the Wade Hampton Office Building, with the following members in attendance:

Governor Mark Sanford, Chairman;

Mr. Converse A. Chellis, III, State Treasurer; and 
Mr. Richard Eckstrom, Comptroller General.
Senator Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee, and Representative Daniel T. Cooper, Chairman, Ways and Means Committee, participated in the meeting via telephone.  

Also attending were Budget and Control Board Executive Director Frank Fusco, Chief of Staff William E. Gunn and General Counsel Edwin E. Evans; Grant Gillespie with the Governor’s Office; Deputy State Treasurer Frank Rainwater; Comptroller General’s Chief of Staff Nathan Kaminski, Jr.; Senate Finance Committee Budget Director Mike Shealy; Ways and Means Committee Chief of Staff Beverly Smith; Board Secretary Delbert H. Singleton, Jr., and other Budget and Control Board staff.  Rob Tester, Director of the Employee Insurance Program participated in the meeting via telephone.
[Secretary’s Note:  A meeting for Friday, August 15, 2008, was announced at the Board’s Tuesday, August 12, 2008,  meeting to consider changes to the State Health Plan that that had to be made by August 15, 2008.  However, due to scheduling conflicts this meeting was scheduled for Thursday, August 14, 2008.]
Adoption of Agenda for Budget and Control Board
The Board adopted the proposed agenda.
Division of Insurance and Grant Services – Employee Insurance Program:  State Health Plan Effective January 1, 2009 (Regular Session Item 1)

Governor Sanford called the meeting to order.  Mr. Fusco advised the Board that the requirements for a public meeting had been met and he noted that the meeting was an emergency meeting.  He said that the Board is being asked to consider how to deal with an amendment to the State Health Plan regarding smoking.  


Governor Sanford said that what needs to be done is to move to some kind of baseline where people can be appropriately rewarded for healthy behavior that betters their lives and longevity and also, in time, impact the pricing of their healthcare, healthcare insurance, and the future liability of the State that goes with that.  He said that this is a small step in that direction that will involve a $25 surcharge for premiums for all policyholders who smoke or who have a family member that is covered who smokes.  He said this gets at the liability that the taxpayers are due and it begins to more equitably distribute the cost of smoking among both smokers and non-smokers.  He said that is what the amendment is about and that the implementation date has changed to April 1, 2009.  He said that they have checked and about 10 other states across the country are already doing this type of thing and it is increasingly the type of thing the corporate world as well is moving to.  He said that there is a real need not just to treat after the fact the different illnesses that come our way, but to be as proactive as possible both on an individual level and the state level when trying to avoid things that are tremendously costly and personal.  


Senator Leatherman said that he applauds Governor Sanford for this effort because it is something that needs to be looked at and it will have an impact on the cost of the State system.  He said that his thought is that instead of starting the surcharge on April 1, 2009, to start it on July 1, 2009, to give the employee insurance program staff the opportunity to get the word out that starting next July there is going to be a $25 surcharge if that is the number.  He stated that that way they would not be changing the plan on those participants in the year.  Senator Leatherman said that he is supportive of the idea and feels that it is long over due. 
Mr. Chellis said that after listening to his staff and some of the things the Board has said his biggest concern is that it could be an administrative nightmare to rush into this in terms of getting signed affidavits.  He said that this is a great idea and asked when the next plan year was to which Mr. Tester responded that it is January 1, 2010.  Mr. Chellis asked whether the plan would have to be in place by July 1 to implement by January 1.  Mr. Fusco stated that the plan year is on a calendar year.  Senator Leatherman stated that he did not realize the plan year was January 1 and that this should not be done mid-year.  He stated that it should go into effect at the beginning of a plan year and that for that reason he would withdraw his comment about July 1.   
Mr. Eckstrom asked what is the downside of implementing the change half-way during the plan year on July 1.  Mr. Tester stated that the plan operates on a calendar year and that participants sign up for that discrete period of time.  He said historically plan changes are made with an effective date of January 1.  Governor Sanford said that his understanding was that from a staff standpoint January was a little bit aggressive and that the plan could be implemented by April and not January.  He said that everyone who is going to sign up for the plan would know about the plan well in advance of January and would know that change was pending and they would be able to make the choice of whether they would like to go under the plan or not.  Governor Sanford further stated that he understood there to be a $170 million annual cost to the health plan tied to smoking related illness.  Mr. Fusco said that the cost of smoking related illness tied to the health plan is $75 million.  Governor Sanford stated that the $25 surcharge is a very small fraction of that total $75 million liability.  He said that it is a small but meaningful step to begin to appropriately price based on cost.  He said that if that is not done then e next year there could be a premium borne by non-smokers tied to the cost that is not being addressed.  He said from an individual standpoint there is benefit in trying to incentivize certain behavior and there is benefit to everyone whether they are a smoker or non-smoker in the plan given the escalating cost of healthcare.  


Mr. Chellis asked if the plan is implemented on a date differently from when it is normally implemented how would that affect anything else that is done in the future.  Mr. Tester stated that the sign up period is in October and that historically the plan benefits and the rates have been kept the same from January to December.  He said that rates have not been changed in mid-year.  Mr. Tester said that he does not know how changing the implementation date would affect things in the future.  


Senator Leatherman asked whether he heard correctly that the sign up period was in October to which Mr. Tester responded that it is.  Senator Leatherman stated that that means the people participating would have to make that decision in 60 days.  He asked how the information would be given to the plan participants.  Mr. Tester said that it would be very difficult to get the information out to the participants in that period of time.  Governor Sanford said that with all due respect that seems somewhat bureaucratic in that there is a 60 day window and given email and other forms of communication and with the press setting in the room information could be widely dispersed that there is a $25 surcharge for smokers.  He said that it does not seem to him to be impossible given the fact that the Board has the addresses and contact of the people who are currently signed up.


Mr. Fusco stated that staff wants to accomplish this, but that there are a lot of unknowns with regard to the implementation of the plan.  He said that the Board should hear from the legal side of the issue because there are a couple of things they were not aware of the day before that he just heard this morning that need to be considered with regard to how the amount of the surcharge is determined.  Mr. Evans stated that he has talked with Kelly Rainsford who handles the legal support for the program.  He said there are some concerns in initially looking at this issue, but none that cannot be managed.  He stated that the federal law does not allow a differential in the rates between smokers and non-smokers greater than 20%.  Mr. Evans said that as he understands Governor Sanford’s motion the $25 across the board surcharge would violate that on the lowest end of the rate scale, but that can be managed or modified.  Mr. Evans further stated that federal law also requires that smokers who participate in a qualified wellness program should get the benefit of the lower rate.  He said that the health plan has a smoking cessation program, but he did not know whether that qualifies under federal law as a qualified wellness program.  He said that state law does not allow for testing of nicotine use in any of the decisions made in managing or administering the program.  He said that the honor system would have to be used.  He noted that the most concerning thing identified so far is that the rate differential will have to be within that 20% parameter.  He stated again that the federal law does allow some rate differential between smokers and non-smokers.


Mr. Chellis asked whether under the honor system an affidavit would have to be received stating whether the participant smoked or not.  Ms. Rainsford said that affidavits would be needed from all 300,000 participants.  Mr. Tester said that if an affidavit was not received from someone that person would be considered a smoker.  He noted that it is his understanding that that is how it is done elsewhere.  Mr. Chellis said as a non-smoker he would be the one signing the affidavit rather than a smoker voluntarily signing that he is a smoker.  He said that there would not be any penalties at that point that would be applied to someone who is a smoker.  He said his question is how does one know if someone is a smoker and if they do not sign and then it is found that the person has health problems because they are a smoker.  He said that seems to have been solved by having the non-smokers sign up.  Mr. Chellis said that if one is a non-smoker and does not sign up one will receive a $20 hit.  


Senator Leatherman said that this is a wonderful idea and that he applauds Governor Sanford for bringing the matter to the Board’s attention.  He stated that after listening to all of the discussion there seems to be a lot of unknowns and that he would like to see the Board take action to give legal staff, Mr. Tester, or whomever involved an opportunity to work through the things the Board heard during the meeting and for the Board to go ahead and implement this on January 1, 2010.  Senator Leatherman said that would be the motion he would make.  Mr. Cooper seconded the motion.  

Mr. Chellis commented that his understanding is that all of the State employees have been told that there would not be any changes to the State Health Plan this year.  He asked whether that was true.  Mr. Tester said that is correct for the State Health Plan rates and that through their budget process that was said.  Mr. Chellis said that he was just pointing out that the Board would now be making a change.  Governor Sanford said that expectations are different from a vote.  He said the Board voted on this a couple of days ago and the only decision point was what the plan would or would not entail and what the rate would or would not be.  Governor Sanford further stated that this is an area of opportunity to jump on sooner rather than later.  Mr. Chellis stated that everyone is on board with the plan.  Governor Sanford stated that it is agonizing with the wheels of government that it will be a year and half out before taking a very modest step.

Upon a motion by Senator Leatherman, seconded by Mr. Cooper, the Board directed staff to develop an amendment to the State Health Plan that establishes a plan to implement rate differentials for smokers and non-smokers to be effective January 1, 2010.  Senator Leatherman, Mr. Cooper, and Mr. Chellis voted for the item.  Governor Sanford and Mr. Eckstrom voted against the item.

Information relating to this matter has been retained in these files and is identified as Exhibit 1.

Adjournment

The meeting was adjourned at 10:25 a.m.


[Secretary's Note:  In compliance with Code Section 30-4-80, public notice of and the agenda for this meeting were posted on bulletin boards in the office of the Governor's Press Secretary and in the Press Room, near the Board Secretary's office in the Wade Hampton Building, and in the lobby of the Wade Hampton Office Building at 4:30 p.m. on Wednesday, August 13, 2008.]

