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INTRODUCTION

The Honorable James E. “Pete’ Laney, Speaker of the Texas House of Representatives, appointed a
select committee to study and develop options for teacher hedlth insurance plans. The interim
committee was to be comprised of four members of the House Committee on Pensons and
Investments, two members of the House Committee on Appropriations, and two members of the
House Public Education Committee. Committee membership included the following: Rep. Sherri
Greenberg, Chair, Rep. Dennis Bonnen, Rep. Ron Clark, Rep. Kino Fores, Rep. Jm Pitts, Rep. Paul
Sadler, Rep. Todd Smith, and Rep. Barry Teford.

The interim committee has completed its hearings and investigations and has issued its report.

Finaly, the Committee wishes to express appreciation for the time and efforts dedicated to helping
address these charges by the Employees Retirement System, Teacher Retirement System, Legidétive
Budget Board, Texas Association of School Boards, Texas Association of School Adminigtrators,
Texas Classroom Teachers Association, Texas State Teachers Association, Texas Federation of
Teachers, Association of Texas Professiona Educators, Texas Retired Teachers Association, Texas
Department of Insurance, Texas Office of Public Insurance Council, Kathleen Gardiner from the House
Committee on Appropriations, Monty Wynn from the House Public Education Committee, Jmmy
Perez from the House Committee on Pensons and Investments, the saff of committee members, and
the many citizens who tetified and provided information on matters before the committee.




HOUSE SELECT COMMITTEE ON TEACHER HEALTH INSURANCE

CHARGE

INTERIM STUDY CHARGE

The Sdect Committee on Teacher Health Insurance shall develop options for teacher
health insurance plans. Options should be scalable to take account of available
resources, and any proposals should address the actuaria problems of TRS-Care.

Pensons & Investments Members
Sherri Greenberg, Chairman
Dennis Bonnen

Ron Clark

Barry Tdford

Appropriations Members
Jm Aitts
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Public Education Members
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SELECT COMMITTEE ON TEACHER HEALTH INSURANCE

BACKGROUND

In 1999, fallowing the 76th Legidature, Regular Session, the Select Committee on Teacher Hedlth
Insurance was created and charged with developing options for teacher hedlth insurance plans. The
Committee was ingtructed that options should be scalable to take account of available resources, and
that any proposals should address the actuaria problems of TRS-Care.

In order to address the charge before them, the Committee members held four meetings. Two
meetings were held in Augtin, onein South Texas, and another in North Texas. Some hearings were
scheduled during the summer monthsin order to alow teachers and other school personnel better
access to the Committee. In all, over seventy-five individuass presented testimony to the Committee,
and many more submitted written comments. These comments were instrumenta to the Committee
members as they developed the options for school employee health insurance detailed below.

In addition to presenting options, this report outlines some of the factors which affect the charge. These
factorsinclude: a history of state hedlth insurance plans; the coverage currently provided to active and
retired school personnel; and hedth care cost trends. Findly, in this report, the Committee makes
recommendations on key components of plan design.

Leqgidative History of State Health I nsurance Plans

Legidative interest in providing adequate heglth insurance to active and retired members of TRS has
exiged for many years. In fact, this Sdect Committee is one of many legidative committees to examine
the issue over the past three decades.

In 1975, the 64th Legidature enacted the Texas Employees Uniform Group Insurance Benefits Act,
which provided health insurance benefits to be made available to dl state employees, with a
contribution to be paid by the State for each employee. College and university employees were
specificaly excluded from the Act’s coverage.

In 1977, the 65th L egidature extended benefits to include higher education employees with the passage
of the Texas State College and Universty Employees Uniform Insurance Benefits Act. During that
same session, legidation was introduced to authorize a statewide group hedth insurance plan for
employees of public schools. The bill was not reported out of subcommittee, and legidators determined
that the subject needed further study.*

In 1981, the 67th Legidature passed a bill which would have created a satewide health insurance
program for active TRS members. The hill lacked funding, and as a result, was vetoed by Governor
Bill Clements. The 69th Legidature, in 1985, approved legidation to creste the Texas Public School
Retired Employees Group Insurance Program (TRS-Care) which began insuring Texas retired public
school personnel on September 1, 1986.




In 1991, the Legidature once again tackled the issue of teacher hedth insurance. Legidation was
passed which directed school didtricts to provide hedlth insurance coverage for their employeesthat is
comparable to the basic hedlth coverage provided to state employees under the Texas Employees
Uniform Group Insurance Program administered by the Employees Retirement System (ERS). Each
digtrict was required to certify the comparability of its plan annudly to ERS. A school digtrict had the
option of providing group hedth insurance for its employees, either on its own or by participating in a
gtatewide insurance program administered by ERS. If the digtrict participated in the program
administered by ERS, it would be required to pay the cost of employee-only coverage plus an
adminigrativefee. According to ERS, dlowing digtricts the option of participating in the plan would
likely drive up the cogts of adminigtering the program. This factor, combined with the lack of a
contingency reserve fund, prevented the establishment of a hedlth insurance program for public school
employees.

In 1997, the Legidature directed TRS to adopt rules to determine comparability with the state
employees hedth plan, including rules reaing to deductibility, co-insurance, and co-payment
comparisons. The Legidature dso directed TRS to certify didtricts compliance and provide a report of
the certifications to lavmakers, effective with the 1998-99 school yesr.

Since 1977, numerous legidative studies have been conducted on the subject, and nearly every sesson,
legidation has been introduced addressing the issue of health insurance for school personnd. The
complexity of the issue, the Sze of the population, the ingtability of the hedth care market, and the
disparitiesin the cost and qudity of local school didtrict plans make this adifficult, yet critical, problem
for the State to address.

Current Health | nsurance Cover age Provided

Public School Employees

There are nearly 1,200 school digtricts, education service centers and charter schoolsin Texas.
Employees of these entities receive their insurance through their local employer.  Since 1991, locdl
digtricts have been required to provide headth insurance which is comparable to the UGIP provided to
state employees. In order for adigtrict’s plan to be deemed comparable by TRS, itsfull cost does not
have to be paid for by the didtrict, nor does it have to be affordable to the employee. Thedidrict is
merely required to offer a comparable plan. In addition, there are no pendties for school digtricts that
do not offer comparable insurance, and in fact, many do not. Asaresult, plansvary agreat ded from
digtrict to digtrict in terms of cost and coverage.

The Teacher Retirement System is mandated to complete a comparability study of the insurance
provided by loca school digtricts. Data collected by TRS for the 1999-2000 plan year indicates that:

. Over 2,600 coverage options were offered for employee consideration and
approximately 1/3 of the plans met comparability requirements under the law.




. Approximately 38 percent of employees participated in comparable plans —the rest
were ether enrolled in non-comparable plans or waived coverage atogether.

. The cost of employee-only coverage was approximately $174 per month, up over 10
percent from the 1998-1999 study of didtrict plans. Of this amount, the average digtrict
paid approximately $148.

. Thetota cost of employee-only coverage was $977 million. Generdly, didtricts paid
85 percent of the employee-only cost and employees paid the remaining 15 percent,
plus most of their dependent cost.

. Fifty-four percent of school districts offered at least one plan that was comparable to
the health coverage offered by the State to its employees. There is some correlaion
with digtrict Sze, with the largest digtricts having greater incidence of comparable plans.

. Seventeen school didtricts offered no health insurance to their employees.

. Of the reported 534,592 employees, 38 percent were in a comparable plan, 50
percent were in a non-comparable plan, and 12 percent waived coverage.

. Codts for dependent coverage totaled $321 million, dmost entirdly paid by the
employees -- district contributions for dependent coverage were rare.

Interestingly, a Legidative Budget Board andysis of the data published by TRS for the 1998-1999
Comparability Report found no clear pattern in the relationship between digtrict wealth and access to
health coverage or employee cost of hedlth insurance. Low-wedlth districts, such as' Ydetaand

Killeen, are more likely to offer low cogt, good quadlity hedlth insurance than high wedlth didtricts such as
Alamo Heights and Coppell. What the LBB andysis did find was a relaionship between didtrict size
and urban/rura characterigtics and the access to a comparable hedlth plan, aswell as the cost to digtrict
employees?

The disparity in coverage at the district level could be exacerbating the State' s teacher shortage.
Severd teachers organizations have noted that hedlth benefits are akey issue in the recruitment and
retention of teachers. The Texas State Teachers Association, in conjunction with Stephen F. Austin
State University, recently completed a survey of active teachers which found that 43 percent of the
profession is consdering leaving the classroom because of low pay, poor benefits, and stress. Texas
classrooms are dready feding the squeeze from the competition for qualified workers. Presently,
Texasisfacing a savere shortage in the number of available certified teachers. It is estimated that there
are currently over 40,000 public school teaching vacancies and that for FY 2000, only approximeately
13,000 new teachers will receive state certification.® Thereis dso the problem of a high turnover rate
among teachers as many public school teachers are being lured into the private sector by higher paying
jobs with increased benefits. 1n the 1997-98 school year aone, over 57,000 teachers, approximately
20 percent, |eft the teaching profession.*




Asthe Legidature consders various proposas for hedlth insurance to cover school employees, the
importance of this endeavor cannot be overstated. A qudity hedlth insurance plan can improve the
overal compensation package for teachers, and thereby help with recruitment and retention. On the
other hand, a poorly designed plan could further exacerbate the teacher shortage.

Retired School Per sonn€l

TRSCare

Crested by the Legidature in 1985, TRS-Care is the hedlth insurance coverage provided to retired
public school employees. TRS-Care is administered by the Teacher Retirement System. The program
began operation on September 1, 1986, with 60,000 participants. Since then, participation in the
program has more than doubled. TRS-Care currently serves agpproximately 108,000 retirees and
approximately 19,000 dependents. In order to be digible for coverage, aretired public school
employee must have at least ten years of service. Coverage is available to the retiree and his or her
dependents.

TRS-Care Program Design
TRS-Care covers expenses that are medically necessary, prescribed by a physician, and within

reasonable and customary fee limits or the TRS Coordinated Care Network fee alowances. Services
indude:

. Office vidgts (other than routine);

. Hospital semi-private room and board;
. Doctor fees,

. Lab work;

. Prescription drugs,

. Certain preventative services, and

. Menta/nervous condition.

TRS-Care participants can select from three different levels of coverage:

TRS-Care 1 provides catastrophic hedth coverage with a $4,500 deductible. TRS-Care 1isonly
available to retirees not covered by Medicare Part A. Thereisno premium cost for the retiree, but the
retiree does pay a premium for eigible dependents.

TRS-Care 2 provides catastrophic coverage with alower deductible of $1,800. Under this plan,
retirees who have Medicare Part A receive coverage at no codt. If anindividua is not covered by
Medicare Part A, the retiree pays a premium of $48. Theretiree isresponsible for paying the entire
premium for eigible dependents.

TRS-Care 3 is a comprehensive medical package which includes a $240 deductible. Retirees covered
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by Medicare Part A pay a premium of $67. Those without Medicare Part A Pay $162. The retiree

aso paysfor eigible dependents to participate under the coverage.

Most retirees elect the optional coverage provided under TRS-Care 3. A few waive participation in
the program, and the remainder of retirees are automatically enrolled in TRS-Care 1 or TRS-Care 2.

TRS-Care Participation Levels

Fiscal Year Ended August 31, 1999

Retirees | Dependents Total % of % of Eligible
Participants
TRSCarel 17,167 428 17,595 13.82%
TRSCare?2 20,469 1,318 21,787 17.11%
TRSCare3 70,727 17,210 87,936 69.07%
Total 108,363 18,956 127,318 100.00% 89.82%
Participation
Waived 14,427 14,427 10.18%
Participation
Total Eligible | 122,790 141,745
TRS-Care Benefit Levels
TRS-Care 1 TRS-Care 2 TRS-Care 3

Deductible

Per Person $4,500 $1,800 $240

Per Family $9,000 $3,600 $480
Payment Limit

Per Person $5,000 $5,000 $5,000

Per Family $10,000 $10,000 $10,000
Annual Out of Pocket Limit
(Deductible + Payment Limit)

Per Person $9,500 $6,800 $5,240

Family Maximum $19,000 $13,600 $10,480







M edicar e Eligibility

The vast mgjority of school digtrictsin Texas do not participate in Socid Security. Of the 1,043
digtrictsin Texas, 21 provide Socia Security for al of their employees and 26 provide Socia Security
for some of their employees. Because of the limited participation in the Social Security program by
schoal digtricts, many employees are not digible for Medicare benefits. Theissue of Medicare
eigibility affects the cogts of the TRS-Care program. Medicare becomes the primary insurance for
those who are éigible. Asaresult, Medicare-digible retirees are less expensve to insure.

In 1986, federd legidation mandated that any new public school employee hired or any employee
transferred after the effective date was required to pay a“Medicare tax” o that he or she would be
qudified for Medicare upon retirement. To be digible, the retiree must pay into Medicare for forty
quarters. Currently, approximately 60 percent of TRS-Care participants are eligible for Medicare. Of
those who are not digible, 67 percent are less than 65 years of age.

Funding of TRS-Care

TRS-Care funding comes from four sources: a state contribution, active TRS members contributions,
retiree premiums, and investment earnings on the hedlth care trust fund balance. The State contributes
.50 percent of public education covered payroll to the program. Active TRS members contribute .25
percent of their sdary to fund the program. Retirees pay premiums depending on which level of TRS
Carethey enrall in. Retirees on average pay approximately 33 percent of the total cost for retirees and
dependents.

TOTAL DOLLARS SPENT ON TRS-Care FY 2000
Source of Funds Structure Dollar Amount
State 50% of payroll $85,505,637
Active Employees .25% of sdlary $42,738,069
Retirees premiums for optiond $120,227,960
coverage
Investment Income $6,923,485
Funding Shortfall $75,375,194
TOTAL $330,770,345

TRS-Care wasinitidly funded by the Legidature to last for ten years. Through prudent fisca
management and strong investment returns, the program has outlived its origind funding period.
Nevertheless, program costs began to exceed the revenuesin FY 1996. Clamsareincreasing at arate
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of 12 - 18 percent annually, but the revenue is only increasing at about 5 percent per year. Asaresullt,
as of September 15, 2000, projections indicated that the program is only expected to maintain solvency
for claimsincurred through August 31, 2001 with an estimated balance of $7,800,000. This baance
represents gpproximately one week of incurred claims and expenses.®

In order for the program to remain solvent for the FY 2000 - 2001 biennium, the State appropriated an
additiond $76 million to TRS-Care and increased retiree premiums. If TRS-Care were to continue
unchanged, the State would have to appropriate an additiond $390 million in the FY 2002 - 2003
biennium for the program to remain solvernt.

In an effort to prolong the fund for TRS-Care, TRS did extensive research to determine if changesin
the design of the plan would extend the life of the fund. During the 75th Sesson interim, TRS reported
to legidative committees that changesin plan design would do little to prolong the life of the fund. Even
the most drastic changes to the plan design would only extend the life of the fund one or two years®

Key TRS-Care lnformation

. There are approximately 108,000 retirees and 19,000 dependents
participatingin TRS-Care.

. Retirees on average pay approximately 36% of the total cost for retirees and
dependents.

. TRS-Carefunding comes from four sources: a sate contribution, active TRS

member s contributions, retiree contributions, and investment ear nings on the
health caretrust fund balance.

. TRS-Careclaimsareincreasing at arate of 12 - 18 percent annually, but the
revenueisonly increasing at about 5 percent per year.

Health Care Cod Trends

Hedth care rates are driven by severd mgjor factors, including: the number of medica services used;
the cost of those services; and the expenses of adminigtration of a hedth care plan. Currently, akey
driver of medical cost increasesiis prescription drugs. Nationwide, drug costs are increasing by over
25 percent ayear.” Many school digtrict administrators and personnel have testified that these factors
have resulted in increased premiums and reduced benefits at the school didtrict levd.

Exigting statewide insurance plans have a so experienced these steep increasesin hedlth care costs. In
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fact, the UGIP plan for state employees had to implement benefit reductions in the middle of the FY
2000 - 2001 biennium. Despite these benefit reductions, the State till faces a $2.4 million shortfal for
FY 2001 and will need an additiona $391 million for the FY 2002 -2003 biennium to maintain the
program with a sixty day resarve®

Unlike public employers, private employers have, in many cases, avoided implementing benefit
reductions. In fact, due to the strong economy and low unemployment rates, many priveate companies
are enhancing their benefitsin order to attract and retain workers. A recent survey reveded that
despite a 10.5 percent increase in medical cogts from 1999, companies were improving their benefit
plans and providing medica coverage to part-time employees who work at least 20 hours a week.?
According to the survey reaults, in large part, companies have absorbed the risng medica costs without
passing on higher premiums to employees. Co-payments for prescription drugs, however, have
increased to offset the rising drug prices.

Hedth care trends are not likely to stabilize or decline in the near future. National demographic trends
are affecting the cost of hedth care ddlivery. Americans are aging, and medical advances areincreasing
life expectancy. The number of Americans over 65 is expected to double in the next thirty years, and
seniors over 85 is the fastest growing segment of our population.*®

PLAN DESIGNSREVIEWED BY THE COMMITTEE

StatusQuo:  The Committee examined the current TRS-Care program for public school
retirees and dependents and local school district coverage for active members
and dependents.

Plan Design

If the status quo were maintained, local school digtricts would continue to be respongible for providing
hedlth insurance benefits to their employees, and the statewide TRS-Care program would continue
unchanged.

As previoudy stated, the cost and qudity of the hedlth insurance coverage varies greatly from digtrict to
digrict. The table below summarizes the projected cogts for continuing the existing insurance programs
at the school digtrict level. The projections assume that the total costs will increase by 13 percent per
year. Membership is projected to increase by 3 percent per year and total expenses per capitaare
assumed to increase by 10 percent. (Costs per capitaincreased by about 10 percent in fiscal year
2000).
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Continue Local District Providing Health Insurance

Fiscal Year 2002 2003 2004 2005
Number of Active 635,871 654,947 675,595 694,833
Membersand

Dependents*

Funding Sourcesfor Local School District | nsurance

School Districts - $1,061,564,861 | $1,199,568,293 | $1,355,512,171 | $1,531,728,753
Active Share

School Districts - $17,480,761 $19,753,260 $22,321,184 $25,222,938
Dependent Share

Active Employee $185,367,573 $209,465,357 $236,695,854 $267,466,315
Premiums

Employee $392,245,803 $443,237,758 $500,858,666 $565,970,293
Premiums-
Dependent Share

$1,656,658,998 | $1,872,024,668 | $2,115,387,875 | $2,390,388,299

Source: Teacher Retirement System
* Assumes 3 percent/year growth

TRSCare

Regardless of which direction the Legidature chooses to take in the creetion of a Statewide plan for
active school digtrict employees, the retiree health care program will need to be addressed during the
next legidative sesson. The table below summarizes projected costs for TRS-Care through fiscd year
2005. Thetota costs for the 2002-2003 biennium are projected to be amost $1 billion. Sinceits
inception, the TRS-Care program has been funded through a framework that is not linked to the plan
participation. During the next biennium, revenue is expected to increase by gpproximately 4 percent
per year, while program expenditures are estimated to rise by about 18 percent per year. Asaresult,
supplementd funding of $390 million will be needed to keep the program solvent.




If TRS-Care were to continue unchanged in program design and funding, the table below outlines the
projected costs for the program over the next five years.

Projected Costsfor Continuing TRS-Care
Fiscal Year 2002 2003 2004 2005
Number of Retirees 141,099 147,308 153,789 160,555
and Dependents
Funding Sour ces
Retiree Premiums* $130,980,395 | $136,743,532 | $142,760,248 $149,041,699
State Contribution @ $95,717,460 | $102,130,530 | $108,973,276 $116,274,485
0.5%
Active Member $47,858,730 $51,065,265 $54,486,638 $58,137,242
Contribution @
0.25%
TRS-Care Fund $13,819,234
Balance
Supplemental State $157,860,358 | $231,930,658 | $300,111,560 $376,002,214
Funding Needed

TOTAL COST $446,236,177 | $521,869,985 | $606,331,722 $699,455,640

Source: Teacher Retirement System
* ASIUMES premium amounts remain congtant; includes retiree contribution for dependent coverage




The table below summarizes the costs to the state for continuing the TRS-Care program over the next 5

years.

TOTAL STATE DOLLARSNEEDED TO MAINTAIN TRS-CARE

Source: Teacher Retirement System

Fiscal Year

Total Cost for
Retiree Insurance
through TRS-Care

Total Cost for
School Digtrict
Insurance

Fisca Year 2002 2003 2004 2005
State Contribution $95,717,460 | $102,130,530 $108,973,276 $116,274,485
@ 0.5%

Supplemental State | $157,860,358 | $231,930,658 $300,111,560 $376,002,214
Funding Needed

TOTAL STATE $253,577,818 | $334,061,188 $409,084,836 $492,276,699
FUNDING

TOTAL COMBINED COST FOR MAINTAINING LOCAL DISTRICT

INSURANCE AND TRS-CARE
2002 2003 2004 2005
$446,236,177 $521,869,985 $606,331,722 $699,455,640
$1,656,658,998 | $1,872,024,668 | $2,115,387,875 | $2,390,388,299

Combined Total $2,102,895,175 | $2,393,894,653 | $2,721,719,597 | $3,089,843,939

Sour ce: Teacher Retirement System

Condgderations

This scenario would mean that the State would continue to operate under the status quo. The
Committee received testimony from school adminisirators that the present system is not working,
particularly for some of the small and rurd school digtricts. Many school adminigtrators testified to
being unable to obtain bids for coverage. For those who recelved bids, many digtricts testified to the
skyrocketing cost increases from year to year which the loca tax rolls are unable to absorb. Facing
tight budgets, school boards and school administrators often have to make cuts in other areasto
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continue to provide hedth insurance benefits.

For school digtrict employees, benefits provided by the loca school digtricts vary greetly from digtrict to
digrict and even from plan year to plan year. The Committee heard testimony from severa individuas
who work for schooal districts which are paying substantial sums of money to insure their employees, but
gl faced the possibility of thousands of dollarsin medical bills that were not covered under their
insurance plans.

For retirees, the vast mgjority of plan participants are satisfied with the current plan and services
according to an independent evauation of the program. However, the TRS-Care 3 benefits are not
comparable to the UGIP program. It isworth noting that the State requires local schoal digtricts to
offer comparable benefits to the active employees, but the program offered by the State to retireesis
not comparable.

Furthermore, the Legidature has previoudy questioned the merits of the funding mechanism for TRS
Care. Only one other large state uses contributions from active members to fund its health coverage.
With the aging of the workforce, the contributions do not keep up with the demand on the system. A
1996 audit of the TRS-Care system recommended that long-term funding of TRS-Care be a state
priority.! Continuing the pay-as-you-go funding for TRS-Careis only a temporary solution which will
get increasingly expensive. By FY 2011, the TRS-Care program would require a state contribution of
$1.1 billion to remain solvent for that fisca year.

1 The Committee examined creating a UGI P look-alike plan for TRSretireesand
dependents. Active school personnel would continue to be covered under their local
school district plans.

Plan Design

This scenario would leave active employees a their current benefit levels. Retirees would receive
coverage under a plan design based on the UGIP program which currently provides hedlth benefits to
gate employees. The UGIPisagood mode for a statewide plan for retirees because it currently has a
statewide network of providers. Under the UGIP, the State operates a self-funded plan, which
includes HedlthSdlect and HeathSelect Plus. In addition, HMOs bid to provide coverage to sate
employeesin various regions of the sate. HMOs must offer smilar coverage to the HeathSdlect
programs & a competitive rate in order to be selected. Employees can then choose between the self-
funded plan and HMOs in their region. The employee pays no premium for their own coverage and
pays 50 percent of the cost of dependent coverage.

Condderations

The current loca expenditures for hedth insurance were itemized above. The limitations from the
district and active employee perspectives were a so discussed above.
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Under this scenario, the retiree would receive comparable benefits to those enjoyed by higher
education and state employee retirees. The benefits provided to the retirees would be more substantial
with lower premiums and lower out-of-pocket expenditures. In addition, 50 percent of their dependent
coverage would be paid for by the State.

The table below (Table 2a) outlines the cost of such aplan. It isimportant to note that the State could
not amply place the TRS retiress into the existing ERS plan because that would have a dramatic impact
on the cost and rates in the UGIP program. In the state health insurance plan, there are currently
521,630 participants. Adding the nearly 130,000 TRS-Care participants into the UGIP pool would
dramaticaly change the demographics of the group and result in higher rates. Asaresult, Sate
employees would have to pay significantly higher rates for dependent coverage. Therefore, the
Committee believes that digible retired school personnd would have to be in a separate plan, asthey
are now.

Createa Program for TRS RetireesIdentical to UGIP

Fiscal Year 2002* 2003 2004 2005

Cost to State - $583,000,000 $654,500,000 $737,000,000 $832,000,000
(Retiree + 1/2
Dependent
Premium

Cost tothe $60,000,000 $67,500,000 $76,000,000 $86,000,000
Retiree
(Dependent
Premiums

TOTAL Cost $643,000,000 $722,000,000 $813,000,000 $918,000,000

Source: Teacher Retirement System
*Does not include costs associated with start-up.




The table below demonstrates the combined cost for continuing to administer two separate programs.

Combined Cost Local School District Plan and UGIP - L ook-A-Like Plan for TRS Retirees
Fiscal Year 2002 2003 2004 2005
Total Cost - $643,000,000 $722,000,000 $813,000,000 $918,000,000
UGIP for

Retir ees*

Total Cost $1,656,658,998 | $1,872,024,668 | $2,115,387,875| $2,390,388,299
School Digtrict

| nsurance*

COMBINED $2,299,658,998 | $2,594,024,668 | $2,928,387,875 | $3,308,388,299
TOTAL Cost

Source: Teacher Retirement System

* Includes cost of dependent coverage

2. Create a plan that mirrorsthe UGIP for active and retired school personnd and their
dependents. Aswith the UGIP plan, the total employee and retiree premium and 50
per cent of dependent coverage would be paid for by the State.

Plan Design

This plan design is based on the UGIP program which currently provides health benefits to sate
employees. Because this program currently provides statewide coverage, it isagood mode for a new
datewide plan. The State operates a self-funded plan that includes HedthSdlect and HeathSdlect Plus.
In addition, HMOs bid to provide coverage to state employeesin various regions of the sate. HMOs
must offer amilar coverage to the HedthSelect programs at a competitive rate in order to be selected.
Employees can then choose between the self-funded plan and HMOsin their region. The employee
pays no premium for their own coverage and pays 50 percent of the cost of dependent coverage.




The estimated cost for this option is outlined in Table 3 below:?

Total Cost to State of UGIP Look-Alike Plan for Active and Retired
School Personnel
Fiscal Year Total Cost to the State
2002 ($12,000,000)*
2003 ($3,282,000,000)
2004 ($3,758,000,000)
2005 ($4,314,000,000)
2006 ($4,969,000,000)

Source: Legidative Budget Board
*adminidrative expenses for establishing the program

Condderations

This plan would relieve schoal digtricts of the respongbility of providing hedth insurance. It would
equaize benefits for school digtrict personnel throughout the state. In addition, by centrdizing the
adminigtrative functions, loca schoal districts would be relieved of the responsibility and expense of
bidding out hedlth insurance plans every year.

Funds currently spent by the school district on hedlth insurance could be redirected to increase teacher
sdaries, to hire additiona teachersin order to reduce class Size, to provide locd property tax reief, or

to fund any other local priority. Furthermore, this benefit plan desgn may help with the recruitment and
retention of teachers.

One possible consequence of implementing this option isthat it could potentialy make al children of
school digtrict employeesindigible for the children’s hedlth insurance program, CHIP. Other states
have reported that a Sgnificant amount of their enrollment for CHIP has been the children of school
digrict employees. Asaresult, thisis an issue that needs to be examined thoroughly.

CHIP Eligibility

The Balanced Budget Act of 1997 created a new children’s health insurance program to expand hedlth
insurance for uninsured children whose families cannot afford private hedth insurance and do not quaify
for Medicaid coverage. In Texas, families a or below 200 percent of the federa poverty leve qudify
for CHIP. For afamily of four, an annud income of approximately $33,000 or below qudifiesthe
family for CHIP. The proposed federd regulations for the CHIP program, as published in the
November 8, 1999 Federd Regidter, note that children who are digible for certain state hedth benefit
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coverages are ineligible for CHIP. 1t would gppear that this would include children of school personne
if astate plan were created and dependent coverage was subsidized at more than anomina rate
(defined in regulations as $10). A definitive opinion from the federd government may be necessary if
this option is pursued further.

Because of this provison in CHIP regulations, during the 76th Legidature, legidators authorized a
CHIP look-dike program for the children of digible state employees. This program, State Kids
Insurance Program (SKI1P), is one hundred percent state-funded, as opposed to the CHIP program
which receives federd government contributions of nearly 75 percent of program costs. Obvioudy,
removing the children of school digtrict personnel from CHIP digibility and creating a state-funded
look-alike program would increase the costs of the program subgtantidly. It is difficult to determine the
exact codt, but the Legidative Budget Board estimates that to cover a child in FY 2003, would cost
$1,335 annudly. Under the design of the SKIP program, the State would be responsible for 80
percent of thetotal cost. The average UGIP enrollee with children has two children, and as aresult, the
LBB edimatesthat for the average eigible family, the annual cost between FY 2003 - FY 2007 would
be: FY2003 - $2,670; FY 2004 - $2,937; FY 2005 - $3,230; FY 2006 - $3,553; and FY 2007 -
$3,909. Asdated previoudy, under the design of the SKIP program, the State would be responsible
for 80 percent of the total cost.

Income data from TEA shows that 217,000 full-time school district employees make $34,100 or less
annudly - the upper limit for CHIP digibility for afamily of four. While this gives us an indication of
how many school employees may qudify for CHIP, we do not know if those households have other
income sources - such as spousa income, and therefore, the exact number of digible employees cannot
be determined.’®

3. The Committee examined creating a statewide health insurance plan for active and
retired school employeesthat mirrorsthe UGIP for state employees. The cost of the
employee premium would be shared by the school district and the State. The cost of
theretiree premium would be shared by theretiree and the State.

Plan Design

This plan design divides the responsibility of funding a hedlth insurance plan for active school employees
between the State and loca schoal digtricts. The school district would pay approximately 40 percent
of the employee premium and the State would pay approximately 60 percent. School employees
would not be charged for their individua premium, but they would be responsible for the full cost of
dependent coverage.

Responsbility for funding retirees insurance is split between the State and the retiree, depending upon
their years of service. Retirees with 30 years of service or more would pay no premium; retirees with
20 - 30 years of service would pay 25 percent of the premium; retirees with 10 - 20 years of service
would pay 50 percent of the premium. Retirees would be responsible for the full cost of dependent
coverage.
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Didtrict participation is not mandated, and therefore digtricts could choose to continue to offer their
current health plans. If they chose not to participate in the State plan, there would be no state
contribution. The issue of adverse sdection is avoided because the State pays the mgority of the
premium. Asaresult, most districts would likely choose to participate. This would not be the case if
the State contribution falls below approximately 60 percent. Adverse sdlection would aso be averted
by including a freeze-out provison to discourage digtricts from opting in and out of the plan each yesr.

The cogt for this type of program, assuming participation of al school didtricts, is outlined in the table

below:

Fiscal Year 2003 2004 2005 2006 2007
State $1,624,000,000 | $1,853,000,000 | $2,115,000,000 | $2,415,000,000 | $2,759,000,000
Contribution
School $768,000,000 $866,000,000 $976,000,000 | $1,100,000,000 | $1,240,000,000
Digtrict
Contribution
Retiree $143,100,000 $170,400,000 $202,800,000 $241,300,000 $287,200,000
Contribution
TOTAL $2,535,100,000 | $2,889,400,000 | $3,293,800,000 | $3,756,300,000 | $4,286,200,000
COosSsT*

Source: Legidative Budget Board
* These estimates use per-member cost estimates devel oped by the Employees Retirement

System, and do not include the cost of dependent coverage. Additionally, thereisno

reserve level included in these estimates.

Consderations

Andyss of the TRS comparability sudy indicates that didtrict wedth is not a Sgnificant factor in the
quality or cost of hedth insurance offered. The Size of the digtrict and whether it is urban or rura
gopears to have a greater influence in determining the quality and cost of hedth insurance. This
indicates that for many didricts, the issue is access to affordable coverage. This plan desgn would
dlow dl didricts to have access to affordable coverage.

A key component of this plan isthe levd of state funding that must be provided. A sgnificant portion of
the premium, approximately 60 percent, must be funded by the State. If lessthan thisamount is
contributed by the State, digtricts that have access to health care and have low-claims could obtain less
expendgve insurance independently of the State plan; leaving only those that are more expensive to
insureinthe pool. Thisisreferred to as adverse selection. If the State does not fund the plan at aleve
of gpproximately 60 percent, the only way to avoid adverse selection would be to mandate local digtrict
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participation. Mandating participation is viewed by some didtricts as an unfunded mandate which isin
violation of the spirit of loca control.

Another factor to consider is that dependent coverage is not funded in this option, and as aresullt,
CHIP digibility would not be placed in jeopardy. It isadso worth noting that the UGIP program for
state employees evolved over the yearsto provide the coverage it doestoday. While the program was
created in 1975, the State contribution of 50 percent towards the cost of dependent coverage was not
provided until 1993. In 1990, the State paid $20 towards dependent coverage In 1992, the State paid
40 percent of dependent coverage.

4, The Committee examined creating a uniform group health insurance plan for school
district employees which provides basic coverage. Local school districts would have
the option of providing supplemental plansthrough the state pool with the district
paying the cost of additional premiums.

Plan Design

In an additional option presented to the Committee by the Texas Association of School Boards
(TASB) and the Texas Association of School Adminigtrators (TASA), the State could establish and
fund a basic statewide hedth insurance program for active public school employees. TASB and TASA
presented a few options for the State to consider in designing abasic plan.

The most basic plan design would festure a $1,500 in-network deductible and a $3,000 out of network
deductible. The deductible would apply to dl expenses, including those for office visits and prescription
drugs. The deductibles would have to be satisfied each year before benefits were payable. After the
deductible was met, the plan would pay 80 percent of expenditures in-network and 60 percent of
expenditures out-of-network. The plan does not include a prescription drug co-pay benefit.

Under this basic plan, employees would have no premium for individua coverage, but would be
responsible for the full cost of dependent coverage. Loca school digtricts would have the option to
enhance these benefits by purchasing supplementa plans through the state pooal.

This plan was estimated by TASB and TASA to cost an average of $200 per enrolleg, for atota cost
of approximately $1.3 billion to cover active school employeesin FY03. It isimportant to note thet this
average cost does not include retirees, who are more expensive to insure and would likely drive up the
average cost. TASA and TASB estimate that retirees could be included in the plan at an additional
cost of 30 - 35 percent per year. In addition, it is sgnificant to note that the cost estimates used to
develop this plan cannot accurately be compared to the other plansin this report because the sourceis
not the same.

In order for this plan to be successful, the following features would be necessary components:

. A didtrict opting to purchase coverage outside the program would not receive the state
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contribution for hedth coverage.

. In order to avoid problems related to salf-sdlection, each district must select the same plan of
supplementa coverage for dl of itsemployees. In addition, adigtrict which sdlectsaplan that is
more expensve than the base plan must pay the full cost of employee coverage in excess of the
Sate contribution.

. A didtrict which declines participation in the program is not alowed to re-enter the program for
two years.

. The program would be largdly self-funded, athough fully-insured commercid HMO contracts
may also be used in certain areas. Due to the Size of the program, salf-funding would be the
most codt effective financing arrangement due to the sSize and nature of the program.

. The program would be administered as a satewide pool with centralized administration.

Retiree insurance is not addressed specificaly under this option. The State could continue to fund the
TRS-Care program in addition to this plan or retirees could be rolled into the basic coverage. Cost
esimates provided to Committee estimate that retirees could be included in the basic hedth insurance
plan at an additional cost of 30-35 percent per year.*

Condderations

This option does not resolve the actuarid problems of TRS-Care. If retirees are rolled into the basic
plan, the coverage offered would be significantly below the coverage the mgority of retirees currently
receive under TRS-Care 3. Notably absent would be the prescription drug benefits.  Furthermore, if
individud retirees are alowed to purchase enhanced hedth benefits, it islikely that adverse sdection
will occur.

SUMMARY OF PLANS EXAMINED

The State has numerous options with regard to hedlth care coverage for active and retired school
personnel. The Committee cautions that the numbers aone do not tell the whole story. For example,
some of these options include contributions to dependent coverage and others do not. In addition, the
levels of coverage in the scenarios vary greetly. It is apparent that regardless of which option is
selected, the total cost of providing insurance to active and retired school personnd is substantial.
What varies greatly between the plans is who bears the responsbility for those costs.

RECOMMENDATIONS

Regardless of how the plan considered by the Legidature is structured, the Committee believes that any
plan should meet some generd criteria
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The Committee recommends that retirees and employees of Texas public school districts who
aredigiblefor TRS member ship options should be pooled into one statewide health insurance
program. All public school employees should be dligible for coverage under the plan.

Plans reviewed that meet this recommendation:  plans2 and 3. Could be incorporated in the

Rationale:

design of plan 4.

A gatewide hedlth insurance plan should be devel oped to provide coverageto dl

school personne and retirees. Teachers should not be singled out to receive hedth
coverage under a state plan because doing so would make the situation worse for
support staff, such as bus drivers, cafeteriaworkers, and janitors. These positions are
vital to the day-to-day operations of a school, but they are typicaly low-wage jobs. As
areault, these are the individuals who may need hedth insurance the mogt. If the State
crested a plan that excluded them from coverage, many didtricts might be forced to

gtop offering insurance to these individuds.

A singleinsurance pool for active and retired public school districts would provide
taxpayers with the greatest return on their dollar. The benefits of alarge insurance pool
include potentialy lower hedth care codts. It is aso feasible that large group plans can
obtain more comprehengve benefits a relatively lower rates than smdler groups. A
study conducted by the Lewin Group on behdf of the Nationa Education Association
and the American Federation of Teachers concluded that savings could beredlized in a
large plan based on the following factors:

In recent years, large groups had lower premium growth compared to smal and mid-
Sze groups.

Sdf-insured plans had lower premium increases relative to fully-funded plans between
1998 and 1999, regardless of plan design. (Most large groups self-insure their hedlth
plans).

Use of Pharmaceutical Benefits Management (PBM) can provide substantid savings on
pharmaceutical costs. Typicaly, large groups can secure more favorable contracts with
PBMs.

Additiona benefitsto combining individud digtricts and retirees into one statewide plan include:

Combining digtricts and retirees into one statewide plan promotes uniformity of benefits
and equity of coverage among public school employees.

Adminigrative efficiencies would be achieved by alowing one agency to handle hedth
benefits purchasing and adminitration for al digricts. Thiswould relieve didricts of the
reponsbility for heglth benefits adminigtration.
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Sophigticated and cost effective techniques for managing hedth benefits could be more
eadly utilized with a statewide plan.™

The Committee recommendsthat benefits should be compar ableto those provided to state
employees through the Uniform Group Insurance Program.

Plans reviewed that meet thisrecommendation: plans1, 2and 3. (Note: plan 1 includes

Rationale:

retirees only).

The State currently requires that school districts offer employees access to a plan with
benefit levels comparable to those offered to state employeesin the UGIP. In order to
provide comprehensive hedlth insurance coverage to al school district employees, that
level of coverage should remain the standard.

This does not mean that the State must bear the entire cost of the program; nor does it
mean that the funding levels have to be the same. The current UGIP program has
evolved over time. A gatewide plan for public school employees should have the goa
of providing a contribution to dependent coverage, but it may not be redistic to expect
this a the program’sinception. Thefirst god of the State should be to provide public
school employees with quality, affordable hedth insurance coverage.

There has been some discussion of expanding the TRS-Care 3 program to active public
school employees. While this plan may be somewhat less expensive for the State
and/or school digtricts to implement, the benefit levels are not comparable. In addition,
under the TRS-Care 3 program, an individua faces out-of-pocket expenses of up to
$5,240 per year. For afamily, that amount increases to $10,480. With the
HedthSdect plan, out-of-pocket expenses are limited to office visit co-pays and
prescription drug co-pays plus a deductible of $500 per person for in-network services
or $1,500 per person for out-of-network services. The higher out-of-pocket expenses
under the TRS-Care 3 plan could be a substantia financia burden.

The Committee recommends that the plan should be administered separ ately from the
Uniform Group Insurance Program for state employees.

Plans reviewed that meet thisrecommendation: plans1, 2, 3, and 4.

Rationale;

The poal of active and retired school personnd is estimated to cost 10.5 percent more
to insure than the pool of active and retired state employees. The higher cost of
insurance for the public school employees (PSEs) is due to avariety of factors,
including: a grester proportion of PSEs are female, with heslth care codis that average
about 25 percent more than males; active PSEs are dightly more than one year older on
average; and a greater proportion of PSEs are not digible for Medicare®® Asaresult,
adding public school employees into the current UGIP program would increase the
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costs of dependent coverage for state employees, but would not bring any efficiencies
or codt savingsinto the current system.*” In other words, the total cost to the State is
the same whether the systems are operated together or independently of each other.

Furthermore, a combination of the two pools should only be considered if al aspects of
both programs are uniform, including: benefits, contribution srategy, state and
employee cost sharing, and mandatory participation of districts® If dl aspects of the
program are not identicd, different utilization paiterns could emerge which would have
additiona implications on cos.

The Committee recommends that the plan be structured in such a way to avoid adver se
selection by the school districts. In this case, adverse selection is defined asthe tendency of
a school district to recognize their ability to negotiate rates on their own and then to select the
most cost effective option. Thistendsto leave only the school districts with high utilization
and bad experiencein the pool, which drivesup rates.

Plans reviewed that meet thisrecommendation: plans1, 2, 3, and 4.

Rationale: ~ The Committee received testimony from health insurance experts who noted that any
voluntary plan which pools risk eventually is subject to the influence of adverse
selection. One way to overcome that problem is to mandate participation of al school
didricts. Another way isto provide a Sgnificant financid incentive for school districtsto
participate in the plan.

The Committee recommends that the plan should have a designated trustee with the authority
and responsibility to design, implement, supervise and manage the plan. Because school
districts currently submit paymentsto the Teacher Retirement System (TRS), the Committee
believesthey arethe appropriate agency to administer the plan.

Plans reviewed that meet thisrecommendation: ~ Could be incorporated in design of plans 1, 2,
3and 4.

Rationale:  TRS currently administers the retirement system for public school employees. In
addition, it currently administers the hedlth insurance plan for retirees. A relationship
has been established. The Committee recognizes that a hedth plan of this sze would be
anew undertaking for the agency. Furthermore, the Committee recognizes that in
operating the UGIP program, ERS has developed expertisein thisarea. Asaresult, it
isimportant that the two agencies work together.

The Committee recommendsthat if a new statewide plan is created, the plan should have a
oneyear start-up timeprior to paying claims, including appropriated fundsto cover first-year,
start-up costs.
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Plans reviewed that meet thisrecommendation:  Could be incorporated in design of plans 1, 2,
3and 4.

Rationale:  Although many school didricts are currently facing sharp reductions in benefits or are
having difficulty in obtaining coverage & dl, it would be unwise to rush to implement a
program and then have it fall. Therefore, it isimportant to dlow the agency
adminigtering the program adeguate time to design and implement the details of the
plan.

The Committee recommends that because health insuranceis a benefit, and part of the
overall compensation package for school personnd, any state plan should offer all school
districts the same health insurance cover age.

Plans reviewed that meet thisrecommendation: ~ Could be incorporated in design of plans 1, 2,
3and 4.

Rationale: A school employee should not receive reduced benefits because of the wedlth of the
digrict in which he or sheisemployed. Aswith the sdary increasse that was given to
teachers during the last sesson, hedlth insurance is part of the overal compensation
package, and therefore al school districts, regardless of their property wedlth per
student, should be offered the same hedlth insurance benefits from the State.
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