MAINTAIN THE PENSION SOLVENCY OF THE EMPLOYEES
RETIREMENT SYSTEM AND THE TEACHER RETIREMENT SYSTEM

A Mainiain solvency of ERS and
MRS by timplementing one of
three oprions: (1} Fully funding
hoth sysicing, (2) Maintaining
thie defined benefu plans while
implementing benelit diaoges
10 make current funding levels
sufhicient to fully hind them; or
(3} Creating a new hybid plan

Straciuge.

3 luclude a rider thae requiies
AL RS and TRS 1o perform a
PC“.‘\'i()” i)i:ﬂ‘ :%lli(ly i.l]ili CX]’J]{)I’CS

aptions lor solvency.

Recommendation 1 may require
stagntory change, depending
upon the option selecied. The
intreduaced 2012-13 General
Appropriations Bill includes a
rider implementing Recommen-

dation 2.

LBB RECOMMENDATIONS

The fiscal impact of the recommendations for the 2012-13 bicnnium would
depend on the aption selected. These recommendations would ensure the long-
term solvency of the ERS and TRS peusion plans while providing a secure

beneht that the state can afford to fund.

Texas has two major public pension systems at the state level, the Employces
Retirement System (ERS) for state employees and ithe Teacher Retirement System
(TRS) for employees of public school districts and public instiwtions ol higher
cducation. Unlike other states, Texas' two major systems are not in a state of funding
crisis, but both systems have long-term lunding challenges that need o be addressed
to maintain solveney. Figure 1 shows che membership profile of ERS and TRS.

FIGURE 1

ERS AND TRS MEMBERSHIP PROFILE, AUGUST 2010

EMDER WEORMANON RS oms
Active members 142,490 834,060
Average Annual Pay $41,022 $43,916
Average Years of Service 9.2 9.7
Average Age _ 43.8 a4.2

“Refired mombsrsBeneficlaies 79311 206491
Average Annual Benefit $18,372 $21,354
Average Years of Service 225 24.6
Average Age of Current Retirees 67.7 70.2
Average Age al Retirement 58.4 59.8

Sources: Legislalive Budget Board; Employees Relirement System, Teacher Retirement System.

In August 2010, both ERS and TRS had 2 funded ratio, of ratio of assets to liabilities,
grearcr than 80 percent, which cxperts generally consider an adequate level of
funding for a sustainable pension systenm. Though the two systems meer this
henclimark, cach system has experienced a dectine in funded ratio that began in
2001, As of August 2010, the funded eatio for ERS was 83.2 percent and for TRS it
was 82.9 percent. Best practices for pension systeims would be to maintain a funded
ratio of 100 percent or greatet to help systems weather downturns in the Anancial

market.

Due to stage constitutional requirements, Texas has made annual payments to ERS
and 'TRS. Foregoing annual contributions due to lean budget years or boom
vesement retans is one reason several other state pension systems are experiencing
major solvency issucs. Though the state has net missed annual contributions o ERS
and TRS, there have been multiple years when the systems have not received enough
state anid member contributions to cover normal casts, which ate the costs of pension
plan benehies and expenses for cach year. There were also multiple years when the
systems did not receive enough contributions to meet the actuarially sound
contiibution rate based on statutory requirements intended Lo provide a level of

funding that mects both normal costs and reduces a porcion of unfunded liabilidcs.

EXECUTIVE SUMMARY OF LEGISLATIVE BUDGET BOARD REPORTS — JAMUARY 2011
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FMAINTAIN THE PENSION SOLVENCY OF THE EMPLOYEES RETIREMENT SYSTEM AND THE TEACHER RETIREMENT SYSTEM

Figurc 2 shows the historical end of fiscal year funded ratio of the two plans.

FIGURE2
FUNDED-RATIO TREND FOR ERS AND TRS, FISCAL YEARS 1989 TO 2010

FUMDED RATIO

1i0% IR

145%

0% -

95%

§5%

80 | : e —t = t—rt — bt i ey S e

1989 1990 199 1992 1993 1994 1995 §99a 1997 1998 1999 2000 2001 2002 2003 2004 7005 2006 2007 72008 2609 2019

remfifimons ERS =i TRS
Sources: Legislative Budget Board; Employees Retirement System; Teacher Retirement System.

Diclined benefit retirement plans such as ERS and TRS are dependent upon investmens earnings and {ull funding by employer

and employee contributions. If cither of these factors underperform, these plans incur unfunded liabilides. ERS and TRS

pension plans incur more liabilities than are funded by annual coneributions. As of August 2010, the unfunded liability was

$4.8 billion for ERS and $22.9 billion for TRS, the highest che unfunded liabilitics have ever been.

The full text of this report can be found in the Government Effectiveness and Efficiency report (Legislative Budget

Board, Janvary 2011), page 97.
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REDUCE THE STATE CONTRIBUTION FOR EMPLOYEE HEALTH
INSURANCE TO PRESERVE BENEFITS

LBB RECOMMENDATION
Amend Rider 6 in FRS bill
E, paticri 1o reduce the state
contriburion for group insuance
by wp o 10 pereent and yequire
ERS o develop a waiver process
for employees with a hiensehold
incove less chan 200 percent of

the federal poverty level.

The inroduced 2012-13
Geoeral Appropriations Bill
does not include any adjust-

ments as a result of this recom-

mendation.

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 TO 2016

PROBABLE SAVINGS/
(COST) TO GENERAL

FISCAL YEAR REVENUE FUNDS
12 584072653
2013 $84,972,653
2014 $84,972,653
2015 §84,972,653
2016 $84,972,663

Source: Legislative Budget Board,

This recominendation would result in a revenue gain of $298.1 million in All
Funds reducing FRS’s need for $187.8 million in General Revenue Funds and
Genesal Revenue-Dedicated Funds for the 2012-13 biennium, and preserve

benefits currently provided to state employces.

The Employees Retirement System (ERS) group insurance prograin healtheare
expenses in fiscal year 2010 were $2.3 billion in All Funds. ERS modified the health
heneht plan member cost shating for fiscal year 2011 o address 2 $140 million gap
between appropriations and expenses. The agency anticipates healtheare costs o
jncrease 9 percent in each fiscal year of the 201213 biennium and requested an

addirional $575.6 mitlion in All Funds (o cover cost increases.

There are two optiots for the state to contain cost, reduce the cost or use of healtheare
services or increase the members’ share of costs. Without changes to employee and
dependent premiums or increased funding, ERS would be required to significanily
modify benefirs by: paying docrors and hospirals less; encouraging plan members 10
use fower services; increasing copayments and coinsurance; establishing a medical
deductible; reducing the types of scrvices covered; or reducing the size of the

healchicare provider neiwork to achicve disconnts.,

In calendar year 2009, Texas was one of five states that offered a state employee
health plan that paid 100 percenc of all active state employees’ health insurance
premiums and did not require members o pay a deductible. ERS is the only Texas
state employee health plan thar doecs vort require active employees to pay a premium
or medical deductible. In fiscal year 2009, ¢he average full-time, classified state
cmployec’s base salary was $38.,461 and the state paid an average of $18.,423 for cach
employed’s benefits (e, health, retivement, Jeave). The recommendation would
increase the employed’s monthly premium cost by between $41 (employee only) and

$120 (employee and family) depending on the type of coverage they select.

The full text of this report can be found in the Governmental Effectiveness and
Efficiency report (Legislative Budget Board, January 2011}, page 117.

"PROBABLE GAIN/ " PROBABLE SAVINGS/  PROBABLE SAVINGS/
(LOSS5) TO GENERAL REVENUE- (COST) IN FEDERAL {COST) IN OTHER

DEDICATED FUNDS FUNDS FUNDS
$8,044,490 $29,814,966 $25,342,721
$8,944,490 $29,814,966 $25,342,721
$8,044 490 $29,814,966 $25,342,721
$8,944,490 $29,814,966 $25,342,721
$8,044 490 $29,814,966 $25,342,721
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IMPLEMENT A TOBACCO USER SURCHARGE ON EMPLOYEES
RETIREMENT SYSTEM HEALTH PREMIUMS

LBEB RECOMMENDATIONS
Amend starute to require ERS
1 to offer a more comprehensive
[()b}]CCl) cessation l_)l'()gl’l!ll]
that includes prescription drug

coverage.
o

2/\memi statute 1o require ERS
to apply a monthly premium
surcharge for all tobacco users
covered under the state healdh

plan,

Include a contingency rider
secting tie monthly surcharge

at $30 per tobacco user.

4!\11\(;111{ statute to permit the
University of Texas System,
the Texas A&M Universiyy
Sysrem, and the Teacher
Retirement System to apply a
tobacco user premium surcharge
within their health plans.

Recommendations 1, 2, and 4
require statutory change. The
introduced 2012-13 General
Appropriations Bill includes a
contingency rider implementing
Recommendation 3.

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 TO 2016

FISCAL PROBABLE SAVINGS/(COST) IN

YEAR GENERAL REVENUE FUNDS
2012 §8872134

2013 $3,308,201

2014 $13,308,201

2015 $13,308,201

2016 $13,308,201

Source: Legislalive Budget Board.

These recommendations would result in a net savings of $24.5 million in
General Revenue Funds and General Revenne-Dedicated Funds for the
2012-13 biennium, and provide incentives for employees and their covered
dependents to quit using tobacco, resulting in improved health.

Health insurance is a valuable benefic state employees receive as part of their
compensation package. To maintain this benefit and contain costs, the state continues
to look for opportunitics for appropriate employee cost sharing. In recent years,
private and public employers have increasingly used financial incentives 1o promote
wellness and motivate employees to change unhealthy behaviors. Tobacco use, which
is a contributing factor to many discases, is one atca where employers are applying
premium surcharges, higher deductibles, and other increased costs ro encourage
cmployees to change behavior. Tmplementing a comprchensive tobacco cessation
program with prescription drug coverage and a monthly tbacco user surcharge
within the Employees Retirement System (ERS) healch plan would sesule in a net
cost savings and encourage stare employces, retirecs, and chcir dependents o stop

using tobacco.

in 2010, che Centers for Discase Control and Prevention reported that an estimared
18.5 percent of Texans smoke. Applying this raze to the ERS health plan, an cstimated
77,409 adults enrolled in the health plan smoke. A patchwork of tobacco cessation
programs is available to state employces. Most emplayees can access telephone
coaching or an online tool, though these programs could be more comprehensive.
There are two tobacco cessation program pilots underway for state employees.
Through December 2011 employees can reccive cight weeks of free nicotine
replacement therapy via the quitline. Employees of the health and haman scrvices
agencies also have prescription drug coverage as part of a pilot tobacco cessation

program through the fall of 2011.

Iin September 2010, nine states had financial incentives for tobacco cessation, seven
of which were a monthly premium surcharge for tobacco users and one of which has
a wellness surcharge that includes tobacco use. The average monthly surcharge
among those states is $36 per tobacco user, with a range of $20 to $80.

The full text of this repert can be found in the Government Effectiveness and
Efficiency report (Legislative Budget Board, January 2011), page 121.

PROBADLE SAVINGS/(COST)
IN GENERAL REVEMUE~
DEDICATED FUNDS

PROBABLE SAVINGS/(COST)
iM FEDERAL FUNDS

PROBABLE SAVINGS/(COST)
IN OTHER FUNDS

§933,909 $3,113,029 $2,646,075
§1,400,863 $4,669,544 $3,969,112
$1,400,863 54,669,544 $3,969,112
$1,400,863 $4,669,544 $3,969,112
$1,400,863 §4,669,544 $3,969,112
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IMPLEMENT A TIERED COINSURANCE PLAN FOR STATE
EMPLOYEES

LBR RE"_GO MMEN@ AHQE;!S ' These recommendations would save $59.7 million in General Revenue Funds

. . and General Revenue -Dedicated Funds for the 208213 biennium, and increase
Inchude a rider requiring . . ) . ,
I i cost shating among plan participants thereby improving the plan’s cost
A ERS w implement a tiered

) . ) effectiveness,
coinsurance plag tor medical
cxpenditures to reduce plan costs FEmployees currenily pay 20 percent coibsurance on medical procedures up 1o
and increase participants’ cost $10,000. Under tiered coinsurance additional tiers of coinsurance would be added
sharing, at lower rates; 5 percent on cxpendirures between $10,001 and $50,000 and 2

g - percent on cxpcnchturcs up to $100,000. This requires cost sharing on high COSE
~ Include a rider requiring . : . ’ .
ERE to ol ; - medical proceduies while not overburdening employces. A small reduction in
Ko o mplement a . 5 ’
) ] i . wilization for affected procedures would save much more than the dircer savings of
ticred coinsurance plan for . )
. _ the plan change, so the plan saves more without passing all the costs on to cmployees.
pharmaccutical expenditures. . ) o o o
Tiered coinsurance for high cost prescription drugs would work similarly, bur only

Include a rider requiring apply to high cost specialty prescription drugs.

RS to change the Medicare
. - “ . ~ - a g "
soardinationol lim,ﬁ[\ ‘o Due ro the way the Employees Redrement System (ERS) coordinares henefits with
i . ) Medicare, Medicare cligible retirees and dependenis have no share in almost all
Medicare eligible retirces pay . i . i i ) e .
) " . medical costs alier their deductible is met. ERS should change this coordination of
coinsurance for most medical ) ) o . L : .
. benelits so these retirees participate in the costs of their care, as do active employees
procedures, as do other retirecs ) . . . .
. and other retivees. This proposal could also have a signihcant additional impact on
and active coaployecs. e ;
phan costs due 1o utilization reductions.

The full text of this report can be found in the Government Effectiveness and
The introduced 2012-13 Efficiency report (Legislative Budget Board, January 2011}, page 127.

General Appropriatrions Bill
includes a vider implementing
Becommendation 1. Recom-
mendations 2 and 3 require

ridiers.

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 102006
PROBABLE SAVINGS/ PROBARLE SAVlNGS,"(CQST]

(COST) I GENERAL N GEMER AL REVENUE- PROBABLE SAVINGS/(CO5T)  PROBABLE SAVINGS/(COST)
FISCAL YEAR REVENUE FUNDS DEDICATED FUNDS 1IN FEDERAL FUNDS IN OTHER FUNDS
o T Tweaorwo sedosga siazarrs | s78essi0
2013 $28,850,560 $2,205,157 $7,765,322 $8.603,239
2014 $32,009,029 52,653,583 $8,639.669 $9,671,932
2015 $35,761,856 $2,844,973 $9,625,544 $10,664,168
2016 $39,895,711 $3,173.835 $10,738,199 511,896,903

Source: Legislative Budget Board.
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ESTABLISH PILL-SPLITTING PROGRAMS TO REDUCE OUT-OF-
POCKET EXPENSES FOR STATE EMPLOYEES

i LBB RECOMMENDATIONS

Amend statute (o require that

1 the Employees Retirement
System, Teacher Retirement
System, UT Systern and Texas
A& M System cach establish a
voluntary pillsplitting program
with a copay reduction as a

participation incentive.

Amend stagute to require that

the Texas Board of Pharmacy
establish an advisory committee
1o develop a list of medications
that are appropriate for splitting
and cducation materials for

participants.
f k

These recommendations require
statutory action. The introduced
201213 General Appropria-
tions Bill does not indude any

adjustiments as a result of these

1’ecmnmcndali0us.

These recommendations would save $710,190 in General Revenue Funds for the
2012-13 biennium, A 50 percent copay reduction participation incentive would
result in more than $1 million in cut-of-pocket savings for state employees.

Pill splitting is a straegy for containing prescription drug costs. Tt allows users of a
qualificd medication to buy half as many pills ac twice the dose and splie them in half
1o achicve the prescribed dose. This strategy is safe and effective with medicadions
that split casily, meet pricing criteria, and have a low risk of toxicity. These
characteristics limit any pill-splitting program o a shott, discrete medication

formulary,

Prescription drug spending for the Texas employee health plans exceeded $1.5 billion
in All Funds for the 2007-08 biennium. Out-of-pocker costs for state employees
were over $1.1 billion. Creading an optional pill-splicing program in the state
employee health plans has the potential to save approximately $710,190 in General
Revenue Funds for the 2012-13 biennium. A 50 percene copay reduction
participation incentive would result in over $1 million in out-of-pocket savings for

state employees.
The full text of this report can be found in the Gevermnent Effectiveness and

Efficiency report (Legislative Budget Board, January 2011), page 133.

/E-YEAR FISCAL IMPACT, FISCAL YEARS, 2012 TO 2016

PROBABLE

PROBABLE SAVINGS/ PROBABLE PROBABLE
PROBABLE SAVINGS/  (COST) IN GENERAL  SAVINGS/(COST) SAVINGS/(COST) PROBABLE COMBINED
FISCAL (COST) IN GENERAL  REVENUE-DEDICATED IN FEDERAL iN OTHER SAVINGS/(COST)  SAVINGS/{COST)
YEAR  REVENUEFUNDS FUNDS FUNDS FUNDS INLOCAL FUNDS  IN ALL FUNDS
2012 $226,249 $10,481 $35,984 $28,473 $116,564 $417,750
2013 $452,498 $20,962 §71,968 $56,946 $233,128 $835,501
2014 $452,498 $20,962 $71,968 $56,946 $233,128 $835,501
2015 $452,498 $20,962 $71,968 $56,946 $233,128 $835,501
2016 $452,498 $20,962 $71,968 $56,946 $233,128 $835,501

Source: Legistalive Budgel Board.
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HEALTH INSURANCE COST TO PRESERVE BENEFITS

LEB_REQ@MMEMDATIQNT&? } These recommendations would result in a revenue gain of $95.5 million in All

Funds reduciog ERS’s need for $60.1 million in General Revenue Funds and

"é Amend Rider 6 in ERSs bill
B pateern o require retirecs

we pay a portion of their health
insurance preminm based on yeats

of service.

Amend Rider 6 in ERSs

Ceneral Revenue—Dedicated Funds for the 2012-13 biennium and would
preserve benefits currently provided o state retirees.

The cost of providing retirce health benefits continues to increase as both the cost of
the program and the number of retivees increases. Monthily healch insurance
premiums for the Em ployees Retirement System (ERS) health insurance increased
From $216 to $4 11 a month [rom fiscal years 2000 to 207 1-—a net increase ol $195

hill patiern 1o reduce the a month, or 90.7 percent. From fiscal years 2000 to 2010, the number of ERS
seate contribution lor retirces retirees increased from 47,310 1o approximately 78,619, Texas does not require ERS
dependents from 50 percent to 40 healih plan menthers to pay a monthly premium and the state pays 50 percent of a

percent of the premium retirees dependent’s premiun.
{0 fiscal year 2009, retirees’ healtheare elaims were approximartcly $402.8 million but
they ase not the most expensive group. According to ERS, the group with the highest

The introduced 2012-13 claims is dependent spouses. In fiscal year 2009, the average annual claim cost for

General Appropriations Bill retirees” dependent spouscs’ age 50 1o 04 was approximatcly $6,400, and 26 percent

does not include any adjust- of ERS health plan participants report that their dependent has access to other health

ments as a result of these recom coverage but entolled in the ERS health plan instcac.
- e », ot o

mendations. The Governmental Accounting Standards Board's rules require public employers to
I identify and report the cosi of the Tability ol retiree health benclits and cither
continne 1o “pay-as-you-go” or begin w prefund the costs {as they prefund costs
associated with pension plans). In 2007, the Texas Legistature autharized government
retiree health plans 1o continue o pay-as-you-go and required them to fully disclose
(o members that employers’ are not abligated to provide insurance beyond the two

year appropriation cycle.

Tn calendar year 2008, at feast 10 states varied retiree premiuim contributions based
on years ol service. Texas can reduce its expense for retiree health henefits by reducing
the state contribution for retirees” dependents and requiring, retirees to contribute
roward their health insurance premium based on years of service. Requiting persons
who work {or the state for 10 years to pay a 20 percent premim {$82 a month), and
reducing preminms as service increases until those with 30 years or more pay nothing,
would reward retiree who have given the longest service to the state with the greaicst
benefir,

The fuli text of this report can be found in the Government Effectiveness and

Efficiency report (Legislative Budget Board, January 201 1), page 137.

[FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012TO 2016

PROBABLE GAIN/(LOSS) TO
GENERAL REVEMNUE- PROBABLE SAVINGS/(COST)

PROBABLE SAVINGS/

(COST) TO GENERAL PROBABLE SAVINGS/(COST)

Bcal ¥EAE REVENUEFUNDS  DEDICATEDFUNDS  INFEDERALFUNDS ek e ...
vz meeosess 2821967 9,406,556 7,995,573
2013 27,807,229 2,906,024 9,686,747 8,233,735
2014 28,444,707 2,993,864 9,979,546 8,482,614
2015 29,313,737 3,085,656 10,285,522 8,742,693
2016 30,225,007 3,181,580 10,605,266 9,014,476

Source: Legislative Budget Board.

CyECUTIVE SUMMARY OF LEGISLATIVE BUDGET BOARD REPORTS — JANUARY 2011 21



PROVIDE COMMUTER CHOICE

EMPLOYEES

E; Amend statute w require,

establish a starewide Qualilied
Transportation Benefit Program

l‘O T ostate CH'IPI()YL‘CS.

agencies o designate an
amployee transporiation

coordinator.

ERS and other state agencies
3511011[(1 aticinpt to negotiate
emp[oycc discount options with
apartments within wafl-zing and
biking distance of state oflice
buildings.

Recommendations 1 and 2

require statutory change. The
introduced 2012-13 General
Appropriations Bill does not

inclade any adjustinents as a

rather than authorize, ERS 1o

: 2 Al'ﬂCHLl sgafute o l'quiil'Q stare

result of these recommendations.

LBB RECOMMENDATIONS

INCENTIVES FOR STATE

These recommendations would save $82,590 in All Funds for the 2012-13
biennium and provide state employees a tax incentive to use alternative

commuting options.

Commuter benefits are an environmentally responsible way Texas could help state
employees while encouraging transportation options that reduce congestion and
pollution from motor vehicles. The Transic Benefic Program established by the
federal government allows employers to subsidize employees’ cost of commuting ro
work by mass transic and allows employees to use pre-tax dollars to pay for mass
transit passes. The federal government also offersa bicycle commuting reimbursement,
which allows employers to reimburse employees for ceriain costs associated with
bicycling to work and exclude these reimbutscments from gross wages so they are
nontaxable. Incentives can be offered to encourage employees to live near their

workplace so that walking and bicycling are commuting options.
Y £ OF

The Employce Retirement Syscem (ERS) is statutorily authorized to offer a Qualified
Transit Benefir Program but has currendy chosen not to offer this benefit. As a
result, state employees using alternative commuting options are unable to rake
advantage of federal rax incentives, the state misses our on savings realized from a
reduction in payroll taxcs, and the state does not incentivize stale employees to
consider alternative commuting options thar reduce congestion and pollution.
Additionally, a 2010 survey of almost 37,000 cmployees across all state agencies
conducted by Legislative Budger Board staff found that forry-three percent of state
employees would consider joining a carpool if the stare were to assist with finding a
marching ride. Implementing the recommendadions in chis repore would provide an
employee benefie that also reduces vehicle emissions, waflic congestion, and the

stare’s share of payroll taxes.

The full text of this repert can be found in the Government Effectiveness and
Efficiercy report (Legislative Budget Board, January 2011), page 143.

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 TO 2016

FISCAL YEAR

PROBABLE SAVINGS/(COST) IN ALL FUNDS

Source: Legislalive Budgel Board.

$41,295 T e
$41,295
$41,295
$41,295
$41,295
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