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Bu rea" Of for Fiseal Services
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for Legal Services
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for Research Services

Memorandum

TO: Representative Mike Kenney, Chairman, House Education Committee
Senator Jim Argue, Chairman, Senate Education Committee

FROM: Bureau of Legislative Research (BLR) Staff
Employee Benefits Division (EBD)

DATE: September 22, 2008

SUBJECT: Requested Health Insurance and Retirement Information for Arkansas Public School and
State Employees

The purpose of this memo is to provide the House and Senate Education committees with the
information that has been requested pertaining to Arkansas Public School (PSE) and State Employee
(ASE) health insurance and retirement benefits. We have restated some of the questions from
compmittee members in the list below, along with the information and additional reports that are listed
and found in the attached exhibits:

1. (Exhibit A) What would the cost be to close the funding disparity between employee
contribution rates for ASE and PSE assuming they are still two separate groups? (EBD)

a. Cost if we use the same percentage of employee contribution for PSE and ASE?
b. Cost if we fund the PSE based on eligibles, not participants (using the same contribution
rate?

2. (Exhibit A) Under 1.a and 1.b, what would the cost be if the two groups are pooled together?
(EBD) _

3. (Exhibit A) What would be the cost associated with converting the public school employees’
insurance program to a High Deductible Health Plan (HDHP) + Health Savings Account if:
(EBD)

a. Werequired every eligible to participate and it is funded accordingly; or
b. Itis the only option and is based on current participation rates?

4. (Exhibit B & C) Comparison of ASE and PSE active and retiree benefits (BLR).
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5. (Exhibit D) Comparison of basic insurance and retirement benefits of an active Arkansas
Teacher and an Arkansas State Employee (BLR).

6. (Exhibit E) Comparison of Arkansas' surrounding states PSE and ASE health insurance plans

{BLR).
7. (Exhibit F) Sources of funding for health insurance benefit expenditures {BLR).
8. (Exhibit G) Memo regarding the impact of combining the ASE and PSE insurance pools

(EBD).
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EXHIBIT D

Benefit Comparison for School District Employees and State Employees

Teacher

Non Certified Employee

State Employee

Days per contract year

9 mos contract = 190 days

9 mos contract = 178 days

12 mos = 260 days

Annual Leave / Sick Leave

N/A: School districts vary on
the number of personal days or
paid days off for {eachers.
Hewever, each teacher is
guaranieed 1 day off per
contract month per A.C.A 6-17-
1204

Min PDO fday X9 mos=9
days

180 Days - 9 PDO = 181 Days

N/A: School districts vary on the
number of personal days or
paid days off for employees.
However, each employee is
guaranteed 1 day off per
contract month per A.C.A 6-17-
1204

MinPDO1day X9mos=9
days

178 Days - 9 PDO = 169 Days

Sick Leave = 8 hours per month
Annual Leave = Minimum of 8
hours per month and a Maximum of
15 hours based on years of service
Max Sick + Annual Total = 34.5
Days

Holidays = 12 per Sec of State

260 Days - (34.5+12) = 213.5

Salary per Contract Day

$30,000 salary / 181 days =

$30,000 salary / 213.5 days =
$140.52 per day

$165.75 per day

Maximum Insurance Costs fo

Effective 10/1/2007 to

Eifective 10/1/2007 to

employee per month 9/30/2008 9/30/2008 Effective 1/1/2008 to 12/31/2008

Employee Only $ 152.02 | $ 152.02 | $ 98.00
Employee and Spouse $ 700.06 | $ 70006 | § 367.20
Employee and Children $ 391.98 | $ 30198 | 3% 195.66
Employee and Family $ 701.10 | § 70110 | § 416.84

Entry Level Salary 07 - 08

Teacher Entry Level

Non Certified Employee

State Employee Entry Level |

28,897.00

Bachelor's State Min 0 yrs exp $ NA Grade 19 = $28,182.00
Bachelor's State Min 165 yrsexp | $ 35,647.00 NA Grade 22 = $34,021.00
Masters State Min O yrs exp $ 33,231.00 NA Grade 21 = $31,966.00
Masters State Min 15 yrs exp % 40,731.00 NA Grade 24 = $38,507.00
Maximum Salary Paid 07 - 08 |* Teacher Max Salary Paid State Employee Level IV

Bachelor's $ 63,008.00 NA Grade 21 = $61,209.00
Masters 5 69,632.00 NA Grade 23 = $69,296.00

* Source for Teachers Max Salary Paid is the ADE Teacher Salary Schedule Analysis updated April 2008.
Notes: Salary ranges for teachers differ from district to district. ACA 6-17-2403 establishes minimum salaries paid to teachers,
however, it does not establish maximum limits. ACA 21-5-209 establishes both minimums and maximums for classified state employee

salaries.

Average Salary 06 -~ 07

Average Teacher

Average School Employee

Average State Employee

$ 44,493.00

$ 34,601.00

$ 34,139.00

Note: Average teacher salary provided from the 06-07 Annual Statistical Report per ADE. Average School Employee provided by ADE
includes, teachers, nan certified employees and administrators salaries for 06 - 07. The average salary far Non Certified employees for
06 - 07 was $18,307. State Employee salary includes all full time employees in the AASIS system as of June 30, 2007.

Retirement Benefits ATRS Yearly Annuity APERS Yearly Annuity

Final Avg Sal of $30,000 $ 18,060.00 $ 14,700.00
Final Avg Sal of $40,000 3 24,080.00 3 19,600.00
Final Avg Sal of $60,000 $ 37,020.00 $ 29,400.00

Note: As of July 1, 2005 (per ACA 24-4-401) all new members of the Arkansas Public Employee Retirement System have a mandatory
5% deducted from their salary for retirement contribution. As of July 1,2007 (per ACA 24-7-08) all new members of the Arkansas
Teacher Retirement System confracted for 181 or more days have a mandatory 6% deducted from their salary for retirement
contribution. All new members contracted for 180 days or less have the option of contributory or non contributory. Estimates were

generated based on data available in June 2008.

Prepared by Bureau of Legislative Research - September 2008.



EXHIBIT E

Health Insurance Benefits for State and Public School
. Employees in Arkansas and its Surrounding States:
A Comparative Report

The purpose of this report is to fake a detailed look at a Arkansas's surrounding
states to see how they fund for state and public school employees” health
insurance, what plans they offer to their employees, and compare these to
Arkansas's state plans. With the rising cost of health insurance, employers are

- constantly monitoring health insurance options to find to best coverage for the
best price. In the public sector, elected officials are continuously questioned
about what can be done to decrease the price of healthcare and make health
benefits available to everyone. For example, "despite the efforts of the Texas
Employment Retirement System (ERS) to contral the cost of state employee
health insurance, they have projected increases of six percent a year in each
year of the 2008-09 biennium. As a result, the monthly premium for an
employee, which is covered entirely by the state, will reach approximately
$400/month by the time the Texas Legislature reconvenes in 2009" (Stout, p.1,
2007). This report reviews the health insurance options in Arkansas's
surrounding states to see how they compare to our own, and to see If their
methods of funding state and public school employees health insurance exhibit
same information or system that might benefit Arkansas employees' as they
battle the rising cost of health insurance.

Arkansas is one of the many states in the nation having to address the high cost
of health care. Specifically, there is the need to look at insurance costs for our
public school employees. Over the past years, the rates have increased and
made it increasingly difficult for school employees to afford the benefit. Like
many other states, including Texas and Oklahoma, state employees and public
school employees have the same policies offered to them, but they are funded
differently. In Arkansas, there are two health plans and one high deductible

- health plan (HDHP}) that are offered to both state and school employees. As in
several states, state and school employees are offered the same plans, but
school employees are financially separate from the state employees in that the
amount of money that is funded from the state and the way it is distributed is
different, The Department of Finance and Administration Employee Benefits
Division {EBD) is the govemning body for the state employee health insurance
plan. EBD, along with Milliman and Associates and the State and Public School
Employees Life and Health Insurance Board make all the decisions and plan
evaluations concerning state and public school employee health insurance
options.

The are two health plans offered, they are Health Advantage and NovaSys. Both
of these plans are Point of Sale (POS) plans. There are currently no Health
Maintenance Organization (HMO} plans available, NovaSys does offer an
additional high deductible Preferred Provider Organizatioin (PPO) plan and a



EXHIBIT F

DRAFT

Sources of anciiﬁg for Health Insurance Benefit Expenditures

The Bureau of Legislative Research in cooperation with the Arkansas Public School Computer
Network (APSCN) has identified the sources of funding used by school districts to pay the
employer contribution for health insurance benefits provided to district employees. According to
data retrieved from the APSCN Data Warchouse, $82,481,585.34 was expended by school
districts on health benefits. The table below illustrates the source of funding for this $82.5
million expenditure,

2007-08 Health Benefit Expenditures

~ Amount of

Source of Funding Expenditure Percentage of Total
Unrestricted State & Local Funds $ 66,183,015 80.2 %
Categorical Funds ' 4,162,391 5.1 %
Other Restricted Funds 897,692 1.1 %
Federal Grants Fund 6,127,435 7.4 %
Activity Fund 31,034 .04%
Food Service Fund ' 5,080,018 6.2 %

Total $82,481,585 100.0 %

Note: The expenditure amounts shown above are not inclusive of the $35 million in State
funding allocated each year beginning with FY2005-06 to the Public School Fund for
Public School Employees' health insurance costs. This funding is distributed by the
Department of Education directly to the Department of Finance and Administration's
Employee Benefits Division.

According to APSCN, the category "Unrestricted State and Local Funds” includes the state
foundation funding school districts receive, which includes state foundation funding aid
distributed by the Department of Education and state foundation funding from the uniform rate
of tax, "Categorical funds" include the four additional education categories of alternative -
learning environment, English language learners, professional development, and national school
lunch students.

As the House and Senate Education Committees consider proposals for allocating additional
state funds for health insurance benefits, and specifically increasing the per ADM state
foundation funding amount allocated to health insurance, it is important for the Committees to
consider that almost 20% of the most recent total expenditures for health insurance was funded
by sources other than state foundation funding. As changes in funding for health insurance
benefits are evaluated and projected for the future, an important consideration is the amount the
Categorical Funds, Other Restricted Funds, Federal Grants Fund, Activity Fund, and the Food
Service Fund should contribute to the increase.



EXHIBIT G

STATE OF ARKANSAS EMPLO¥EE BEI\STEFIgg DIV;ISI?{]}%
N 515 West treet, Sui
Department of Finance o post Office Box 15610

. » . . Little Rock, Arkansas 7223§-5610

and Administration Phone! (501) 682-9636
Toll Free; {877} 815-1017

. Fax: (501) 682-2366
hitp/fwww.state.arus/dfa

September 17, 2008

Senator Argue
Representative Kenny
Education Committee
State Capitol

Little Rock, AR 72201

Senator Argue and Representative Kenny:

I have been asked to give my opinion regarding merging the state employee insurance group with the
public school employee insuzance group. In my opinion this would not benefit the school employee group
as the state employee group is a higher utilizing group and a little older group. If the groups were merged
the cost would not be divided evenly. The school group would bear the brunt of taking some of the risk
that at this time is borne by the state employees. .

In the Legislative Committee on Education held in August 2008, John Bauerlein, Actuary for the
Arkansas State and Public Employees Insurance Group, stated that he would not recommend merging the
two groups, specifically due to the state employees higher utilization and the age difference. The state
employee tofal premium rates, for each benefit plan option, are higher than corresponding school
employee total premium rates. By combining the groups and creating pooled premium rates, the school
employees will incur an increase to their current rates, thereby creating a hidden subsidy from the school
employees to state employees. Mr. Bauerlein stated that until the funding is the same for each group the
school group is better off remaining separate from the state group.

Sincerely,

Sharon Dickerson, RN, BS, CCM, FAHM, Executive Director
Employee Benefits Division - DF&A



Exhibit H

) Ml"!man 945 E. Paces Ferry Road NE
o Suifs 2500
Alfanta, GA 30326-1362

usa

Tel +1 404 237 7060
Fax +1 404 237 6964

September 18, 2008 miliman.com

Ms. Sharon Dickerson

Executive Director

Employee Benefits Division

Department of Finance & Administration
501 Woodlane, Suite 500

Little Rock, AR 72201

Re: High Deductible Plan Savings for the State of Arkansas Public School Employees
Dear Sharon:

We were asked to analyze the impact of eliminating all health benefit plans except the High
Deductible (“HD*) PPO Plan for the State of Arkansas Public School Employees (“PSE”). This
letter outlines the results of our analysis and the methodology and assumptions used to determine
the impact of such a migration.

Results

Employees currently have a choice of 3 plan options. The lowest cost option is a high deductible
plan with a health savings account feature. The current employer contribution is the same
regardless of plan option selected. Premium savings under the HD PPO Plan are fully passed on
to employees.

If all employees migrated to the HD PPO Plan, there would be significant overall program cost
savings. Assuming current enrollment remains constant, Milliman estimates that a migration of
all PSE contracts to the HD PPO Plan will result in the following decreases in annual cost and
employee contributions through 2015.

Annual Program Savings
(S millions)
Projected

Year _ Savings

2009 $53,306,470
2010 $58,054,077
2011 $63,234,832
2012 $68,888,618
2013 375,060,385
2014  §81,798,591
2015 389,156,513

KACLIENTS\VAEBVAEB200RAEBS Mnterim Swdy'CotrespondenceFinding Altemeives vé.doe
Offices In Principal Cies Worldwide



Ms. Sharon Dickerson

M i I l ima l"l September 18, 2008

Page 2

You should be aware that although a portion of the savings is due to reduced utilization of
services, the rnajonty of savings are achieved through greater employee out-of-pocket costs
when medical services are provided.

Exhibit 1 shows 2009 expected PSE rates and contributions based on enrollment in the existing
plan options. Exhibit 2 shows 2009 expected PSE rates and contributions assuming all PSE
contracts migrate to the HD PPO plan.

Methodology and Assumptions

. Calculate annual cost for PSE contracts enrolled in Health Advantage POS, NovaSys
PQS, and NovaSys HD PPO

« Calculate annual cost for PSE contracts assuming all contracts migrate to NovaSys HD
PPO

+ Assume annual cost trend:

o Medical - 8%
o Rx-11%

» Assume employer contributions are based on 2009 PSE approved funding of $131 per
budgeted position plus $35M from Act 1842, $8M allocated from reserves, and $2.5M
from interest income

« Assume no changes to current funding

. Assume Employee contributions are not reduced to reflect Lifestyle credit ($20/40 for
employces/spouses) or supplemental district contributions

Limitations and Caveats

In performing this analysis, we relied on data and other information provided by the Employee
Benefits Division of the Department of Finance and Administration of the State of Arkansas.
We have not audited or verified this data and other information. If the underlying data or
information is inaccurate or incomplete, the results of our analysis may likewise be inaccurate or
incomplete. :

Differences between our projections and actual amounts depend on the extent to which future
experience conforms to the assumptions made for this analysis. It is certain that actual
experience will not conform exactly to the assumptions used in this analysis. Actual amounts
will differ from projected amounts to the extent that actual experience deviates from expected
experience.

KACLIENTS\AEBAER2008\WWEBIS\aterim Study\CorrespondencetFunling Allermatives vé6.doc




i “ T— Ms. Sharon Dickerson
E M | I l iman September 18, 2008

Page 3

This report has been prepared for the sole use of the State and Public School Employee Health
Benefits Program. We understand that a copy of this report may be provided to other interested
parties. As a result of releasing this report to these parties, we understand that this report may be
considered a public document and, as such, may be subject to disclosure to third parties.
However, we do not intend to benefit, and assume no liability to, any third party who receives
the report in this fashion.

Feel free to calf Liz or myself if you have any questions regarding the information contained
herein.

Sincerely,
173 -

John W. Bauerlein, FSA, MAAA
Consulting Actuary

ce: Liz Myers

KACLIENTSAEA EBIU08A EBSuaterim Study\CorreapondenceiFunding Alleraatives vé.doe
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