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Senate Joint Resolution Number 66

Executive Summary

A discussion of retiree health insurance costs must distinguish between early retirees--those not
eligible for Medicare--and retirees eligible for Medicare. The reason is that Medicare is the primary
payer of health care services for its eligible population. In 1992, Medicare spent an average of
$3,391 per enrollee. Any insurance which supplements Medicare pays a relatively small amount.

An analysis of claims costs, the-incidence of morbidity, and actuarial data leads to the
‘conclusion that it is not feasible to offer a health insurance plan with meaningful benefits to early
retirees of VRS in the absence of a significant subsidy. A high percentage of Retirees cannot afford
the cost of coverage. The Department found n'o financially sound insurance plan which is the
primary payer for a broad range of health benefits for early retirees only.

Subsidies for insurance plans for retirees are virtually always derived from the employer’s
active employee group. This is illustrated by the state employee health benefits program, where
active employees pay higher than necessary premiums in order to provide coverage for early retirees
at the same rates active employees pay. (In the case of Medicare, costs are borne by the younger,
working population.) ‘

Many early retirees, including the retirees of most school jurisdictions in Virginia, have access
to health insurance through their former employers. Those who are without access have no coverage
because their employers have not followed the normal practice of other employers by making
provision for covering their retirees.

Those employers which have not provided coverage for their early retirees can provide such
coverage for their early retirees through their existing health insurance programs. It is not
uncommon to ask the retiree to pay the full premium for this coverage, but these premiums are

usually the same amount active employees pay. If the insurers of these programs are unwilling or



unable to provide coverage at reasonable rates, the employer group can be insured through the
program established by section 2.1-20.1:02 of the Code, popularly known as The Local Choice.

If it were desirable to create a new funding model for health insurance for early retirees, the
General Assembly could appropriate funds directly to the Department for this purpose. A subsidy
approximating one-half the expected premium would create an environment for a successful
program. The General Assembly, however, may wish to reflect upon the possible impact this would
have on the rﬁajority of employers which currently provide retiree coverage.

If the General Assembly determines that Medicare-eligible retirees have a need for
supplemental coverage, and further determines that Medicare-eligible retirees do not have access to
this coverage in the marketplace, the Depzirtment would be able to offer VRS Medicare-eligible

retirees a Medicare supplement package.



Summary of the Resolution

Senate Joint Resolution No. 66 (Appendix 1) requests the Department of Personnel and
Training, in conjunction with the Joint Commission on Health, to continue the study of establishing
a health care plan for the Virginia Retirement System beneficiaries who are not state retirees and
for retired state employees participating in optional retirement programs. The cost of this optional
health care plan would be borne by the participants. The resolution does not embrace retirees of
school jurisdictions and local governments who do not participate in VRS.

The study is a continuation of one requested in 1995 under House Joint Resolution No. 474.
This additional study was requested due to the complexity of the issues involved.

The resolution requested information be included on: (1) non-state employer health care
coverage for retirees, (2) retiree health care coverage before and after age 65, (3) the cost of retiree

health care coverage, and (4) the number of retirees covered by employer plans.

Retiree Health Coverage Prior to and after age 65

| Discussions of retiree coverage typically observe the distinction between Medicare-eligible
retirees and carly retirees. The reason for this distinction is based on cost. Plans covering Medicare-
eligible retirees may range from very inexpensive, because they provide few benefits, to moderately
expensive. Experience with the State plans suggest that supplements to Medicare cost an average
of 60% to 80% of the cost for an active employee. On the other hand, the cost of coverage for an
early retiree typically ranges from 210% to 250% of the cost of an active employee. The reason that
Medicare-eligible retirees cost an employer less than an early retiree is that Medicare is the primary

payer of health services for this population. In 1992, Medicare spent an average of $3,391 per



enrollee.! Any insurance which supplements Medicare pays a relatively small amount of the health
care claim expense.

As an important historical note, when the Medicare program was enacted in 1965, not everyone
had coverage as good as that provided to the elderly through Medicare. Large employers, however,
with labor union prodding, did provide coverages approximating Medicare. Medicare, in effect,
removed the highest risk, most costly segment of the employer risk group. Labor unions, delighted
with the new national health in3111;ance program which provided good universal coverage for this
population, next sought “maintenance of effort” from employers. -Thus, employers offered
supplemental Medicare policies which filled in the Medicare deductibles and coinsurance, features

which were designed into the program to help control utilization.

Background

Virginia Retirement System records as of July, 1995 indicate that there are 81,023 retirees and
survivors who receive a VRS benefit.2 Of these, 33,051 are state retirees or survivors who are
already eligible for post retirement health benefits under the Commonwealth’s plan for its
employees, retirees and their families. ‘Retirees and survivors of public school teacher or political
subdivisions number 47,972.

All State Retirees

Section 2.1 - 2.20 of the Code requires the Governor to establish a health insurance plan for

retired state employees. All retirees of the state who are eligible for a periodic payment from VRS
Vo

or any authorized Optional Retirement Plan are eligible to participate in the plan provided they

apply for coverage with in 31 days of separation for retirement and pay premiums for the coverage

they elect.

' U. S. Department of Health and Human Services. Health Care Financing Review, Medicarc and Medicaid Statistical
Supplement. Health Care Financing Administration: Baltimore. MD, February, 1995.
* Page 1. Scheil, Barbara V. and Associates. State. Public School. Political Subdivision Retiree Health Plan Feasibility Studv.
Dcpartment of Personnel and Training, Richmond. VA, August, 1993,
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The VRS administers a health insurance credit program which assists retirees in paying for
their premiums. These credits are based on lengtlm of service at retirement. Specifically, retirees
with 15 or more years of service at retirement receive credits of $2.50 per month per year of service,
up to a maximum of 30 years of service. Thus, credits range from $37.50 to $75.00 per month.
These credits can be applied to offset the cost of one of the State programs, or applied to purchase
private insurance,

There is no distinction in eligibility for coverage or for the health insurance credit based 6n the
retirement system from which the retiree is receiving periodic payments. Thus, retirees with
optional retirement plans are eligible for the state health insurance program and the health
insurance credit.

State Retirees Not. Eligible for Medicare

Retirees not eligible for Medicare have access to the same health plans which cover active
employees. These include Key Advantage, Cost Alliance and the HMOs. The total premiums for
retirees are the same as the total premiums for active employees, ranging from $172 to $574 per
month depending on the coverage selected and the number of persons covered. The claims costs for
retirees tend to be 2.1 to 2.5 times the claims cost of active employees. Thus, active employees
provide a significant subsidy to retired employees.

State Retirecs Eligible for Medicare

Retirees eligible for Medicare have a choice of Option I, the Medicare Complementary Plan, or
Option 11, the Medicare Supplementary Plan. Option I provides coverage for the Medicare Part A
deductible after the first $100, Part A copayment in full, 20 percent of approved charges for Part B
professional services after a $1,000 per year out-of-pocket (le(lylci;ible, outpatient prescription drugs
through a drug card with a mail order pharmacy option, vision care, and dental services. Option Il

provides coverage for the Medicare Part A deductible after the first $100, Part A copayment in full,




Part B in full, and Major Medical coverage ($200 annual deductible and 20% coinsurance) for
prescription drugs and other ancillary medical service.

The Department is currently investigating the desirability of replacing those two options with a
single plan for future retirees (and current retirees who may wish to select the new plan) which
combines the best features of the existing two plans. In addition to improving coverage, the
Department believes administrative costs would be lower with the new plan.

The premiums for Option 1 and Option Il are $100 and $150 per person per month,
respectively. These policies pay for services after Medicare discharges its obligations to the
policyholder. This coverage is rated separately from the employee group, and this group pays 100%
pf its claims costs.

Other VRS Retirees

Coverage for retirees of school jurisdictions and local governments varies widely. Some
employers provide no coverage, others pay 100 percent of the premimﬁ for the coverage they
provide. There is no one standard survey or report which adequately describes the range of
arrangements among Virginia public employers, but the Virginia Education Association conducts an
annual survey of school jurisdictions. The survey dated June 1996 discloses that 109 of 125

reporting districts allow retired teachers to remain in the district’s health plan, while 16 do not.

Retiree Coverage Among Non-State Empl'oyers

Ehgibility rules for post-retirement health care typically follow the employer’s pension plan
definition of retirement. Nearly all retiree medical plans extend coverage to the spouses and
children of retirees as those relationships are defined in the active employce plan. Some plans are
more restrictive, however, and may, for example, exclude the spouses of marriages that occur after

employees retire.



" Table 1. Percent of Employers Offering Insurance to Retirees?

Early Retirees Medicare-Eligibles

All Employers with 10+ Employees 13 12
Large Employers (500 +) 44 37
Southern States 37 31
Service Industry 48 36
Government ' 85 ' ' 72

These eligibility rules are quite libgeral, considering the value of lifetime inedical benefits and
the potentially short working careers of some covered retirees. Employers have bégun to re-
-examine their retiree health care beneﬁt programs with a view toward limiting costs. This activity
has been prompted both by benefit cost increases and by the Financial Accounting Standards Board
change in accounting rules (FAS‘ 106). Techni‘ques‘eml?loyers are using to reduce costs include
greater use of managed care, increases in retirée premiurﬁ contributions, iimits on the employer
pfemium contributions, revisions in covered expenses, and lafger patient deductibles, éoinsurance
_ and copayments.
The Foster Higgins surveys over the past five years have shown a gradual erosion in the
number of employers offering retiree coverage. The following summary is a(lapted from their 1995 .
Report. |
e The prevalepce of retiree health benefits continued to decline in 1995, particularly benefits for
Medicare-eligible retirees. The number of large employers offering coverage to retirees under age
G5 fell from 43 to 41 percent, while the number providing coverage to Medicare-eligible retirees
dropped sharply from 40 percent to 35 percent.

e The larger the organization, the more likely it is to offer retiree benefits. Among those with
5,000 or more employees, 66 percent offer coverage to retirees under age 65 and 59 percent offer

coverage to Medicare-eligible retirees. However these figures have dropped since 1993 from 71

3 Adapted from p. 46, Foster Higgins National Survev of Emplover Sponsored Health Plans. Tables. Foster Higgins; New
York, 1995.
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percent and 65 percent, respectively, as employers looking to cut cost and lower their FAS 106
liability discontinue retiree health coverage.

e In 1995, mofe employers dropped coverage for Medicare-eligible employees than for early
retirees. One reason may be changes in Federal legislation which limit how much providers can
bill Medicare participants. These changes have limited in an important way retirees’ out-of-
pocket costs. Employers, faced with a need to reduce liabilities, may find it less disruptive to
eliminate coverage for Medi@;jé;re-elligible_zvretirees than dropping coverage for retirees under age

65, a move which could also affect employees’ retirement decisions.

The Cost of Health Insurance Coverage for the Employer and the Retiree

The following conclusions summarize the data from the Table 2 below.

Early Retirees

e 21 percent of large employers provide free individual coverage, down from 24 percent in 1994.

e The percentage of large employers requiring retirees to pay the full cést of coverége rbse from 30
- to 34. The remainder (45 percent) share the cost with the retiree.

¢ Family coverage is provided fre.e by 14 percent of large employers.

¢ 36 percent of large employers require :tlle‘ retiree to pay the full cost of family coverage.

Retirees Eligible for Medicare

» 28 percent of large employers provide free individual coverage, and 28 percent require retirees
to pay the full cost.
« i number of large employers requiring retirees to pay full cost of family coverage held steady

21 30 percent. Free family coverage is provided by 20 percent.
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Table 2. Retiree Contribution to Health Plan4

2tirees Under Age 65 With Retiree Only Coverage

100% 100% Shared % Average
Employer Retiree Payment Contribution
All Employers with 10+ Employees 44 38 18 79
. Large Employers (500 +) 21 34 45 61
Southern States 20 47 33 72
Service Industry 26 49 55 49
Government 12 48 41 68
Retirees Over Age 65 With Retiree Only Coverage
100% 100% Shared % Average
‘ Employer Retiree Payment Contribution
All Employers with 10+ Employees 4. 39 17 ) 82
Large Employers (500 +) 28 28 44 57
Southern States 29 33 38 63
Service Industry 22 48 32 77
Gover: nent 21 49 30 71
Retirec  nder Age 65 With Dependent Coverage
100% 100% Shared % Average
Employer Retiree Payment Contribution
All Employers with 10+ Employees 40 40 21 79
Large Employers (500 +) 14 36 50 66
Southern States 11 52 37 75
Service Industry : 17 47 36 78
overnment 6 52 41 85
Retirees Over Age 65 With Dependent Coverage
100% 100% Shared % Average
Employer Retiree Payment Contribution
All Employers with 10+ Employees 46 35 19 78
Large Employers (500 +) 20° 30 50 60
Sou.he~n States 17 38 45 66
Serv . Industry 14 46 39 5

Gov ament 9 . 79 32 78

For a similar perspective among state and local government employers only, the following
conclusions are drawn fror . Table 3 below.
. ‘For early retirees, governments made coverage available in three cases out of four, but paid for
the coverage only one time in seven. Where coverage was made available, governments paid for

or shared the cost with retirees in four cases out of five.

* Adapted from p. 48. Foster Higgins National Survev of Emplover Sponsored Health Plans. Tables. Foster Higgins; New
York. 1995.
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* For Medicare-eligible retirees, the data are similar, but there is slightly less government
participation.

Table 3. Retiree Medical Benefits, State and Local Governments®

Early Retirees Retirees Eligible for Medicare
Retiree Coverage Available 75% 71%
Employer paid 14% 13%
Jointly paid 46% 42%
Retiree paid 8% 7%
Cost unknown 7% 8%
No Coverage Available 23% 26%
Not Determinable 3% ) 4%

The Number of Retirees Covered Under Employer Sponsored Health Plans

For ease of reference, Table 1 is reproduced here. This table shows the percentages of
employers who in 1994 provided health insurance to retirees. This table shows that nationally, 85
percent of government entities provide health care insurance to their retirees under age 65, and 72
percent provide coverage for their Medicare-eligible retirees. (The number for early retirees is
somewhat higher than that reported in the BLS survey.) Only 13% and 12% of all employers
provided health insurance for early and Medicare-eligible retirees, respectively. For large
employers in southern states, these percentages were 37 and 31, respectively.

Table 1. Percent of Employers Offering Insurance to Retirees?

% less than age 65 % greater than 65

All Employers with 10+ Employees 13 12
Large Employers (500 +) 44 37
Southern States 37 31
Service Industry 48 36
Government 85 72

17 S. Department of Labor. Emplovee Benefits in State and Local Governments. 1994. Burcau of Labor Statistics,
Washington, DC. May, 1996.
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The Current Problem

Early Retirees

VRS records indicate that a substantial number of the total non-state retirees are under age 65,
the usual age of Medicare eligibility. For all retirees combined, the average age at retirement of
present retirees is 60. The average age (at the time the survivor becomes qualified for benefits) of a
retiree’s survivor is 61.2 This data indicates that some early retirees and their survivors without
health care insurance could face several years with the need to purchase private insurance if the
employer did not provide the coverage. |

Many employers provide health insurance for early retirees through their employee health
benefits programs. Table 1 discloses that 44% of large employers and 85% of government employers
make such coverage available. The key to making such coverage affordable to early retirees is not
the percentage of the retiree premium which the employer pays, but rather, the key is the amount
of the premium itself. Early retirees are rated in the same pool as active employees, and both active
employees and early retirees pay the same total premium for the same coverage. The employer
typically then steps forward to pay a significant portion of that total premium for active employees,

-but does so less often for early retirees. Only 21% of large employers (12% of government
employers) pay 100% or the premiums for early retirees (retirce only), while 34% of larger
employers (48% of government employers) require early retirees to pay 100% of these premiums
(Table 2).

Some insurance companies offer individual policies. Open enrollments, a period when
msurance companies accept all applicants regardless of health status, are mandated in 12 states.
In states which do not have mandated open enrollment requirements, participants must pass the
insurer’s underwriting requirements (principally, health status) to buy a health policy, regardless of

how much money the retiree is willing to pay for the coverage.
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In Virginia, nonstock corporations licensed under section 38.2-4216 of the Code of Virginia are
required to offer comprehensive accident and sickness contracts to individuals and groups of fewer
than 49 enrolled members located within the plan’s service area. These contracts are issued
without imposition of any underwriting criteria under which coverage may be denied, canceled or
not renewed because of age, health, medical history employment status or industry or job
classification. These plans, however, may be expensive from the point of view of the individual (or
group) paying the premium, and they may require the out of pocket payment of significant
deductibles and coinsurance.

Association sponsored plans, from fraternal, professional or other organizations, are available to
pre-Medicare-eligible retirees who are members of the sponsoring group. The American Association
of Retired Persons (AARP) may be the most prominent provider in this category. It offers a hospital
indemnity plan to this age group, an important, but limited coverage, lgss inclusive than typical
employer sponsored plans.

Retirees Eligible for Medicare

Many retirees eligible for Medicare choose to buy Medicare supplements. In 1992, the federal
government standardized the Medicare supplement policies into ten plans. Plan A offers a basic
package of benefits. The other nine plans offer these basic benefits and add various other benefits.
All states must adopt Plan A and may choose to adopt the other plans. In addition, insurers must
offer Plan A and may choose among the other standardized plans approved by the various states in
which they operate. The standardization of Medicare supplement policies was designed to help
retirees compare policies and prices and to reduce, perhaps, the incidence of duplicate coverage.

It should be noted that neither of the current Medicare supplement. plans offered as part of the
employee health benefits program conform to a standard plan, nor does the new plan under

development as a replacement, to these plans. The reason is that adoption of any of the standard
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plans might appear to retirees as a taking back of current coverage. Inasmuch as the state plans
are self insured, its plans may deviate from the standard plans.

Associations sponsor individual policies for persons eligible for Medicare. Again, a principle
player is AARP, which offers all ten of the Medicare supplement plans in the 44 states that have
approved all the options. There is, however, great variability in the pricing structure of Medicare
supplement plans. For example, the 1993, AARP Prudential Medicare Supplement Plan A monthly
premium was $20 in Hawaii and $57.25 in Florida.

According to a June, 1996 article in the Richmond Times—bispatch,_ one-third or more of the
premiums for Medicare supplement insurance is retained by the insurer. Retention includes claims -
reserves, selling expenses, overhead and profit. (By way of comparison, the state plans used 76% of
premiums to pay claims, 7% for administrative expenses, and 17% was added to reserves.) While
generalizations are never completely accurate, many of the elderly know that prices for health care
have been increasing rapidly, and they fear out of pocket expenses, but they seem not to understand
how broad Medicare coverage is. This fear prompts older Americans to buy Medicare supplement
policies which may not be a good value, or which may not be needed at all.

There may be an argument for insuring expenses for prescription drugs because Medicare does
not cover prescription drugs and because prescription drug management companies pay far less
than retail for drugs and rebate part of their savings to the consumer in the form of lower
premiums. The other major expense for the elderly, long term care, is outside the scope of this
discussion.

A current trend is the movement of Medicare-eligible retirces into Medicare risk contract
HMOs. Currently, 7 percent of Medicare-eligible retirees are in HMOs. Under a Medicare risk
contract, the government agrees to pay a qualified HMO 95 percent of the estimated average
Medicare cost of coverage a Medicare beneficiary in a given geographic area. Enrollees assign their

benefits to the HMQ in exchange for more comprehensive coverage than Medicare provides.



Medicare HMOs are not well developed in the Virginia marketplace. Only 3 percent of the
Virginia Medicare population is enrolled in Medicare risk HMOs. It is possible that these plans will
eventually reduce the cost of supplemental Medicare coverage.

Since Medicare pays the greater proportion of health care costs for Medicare-eligible retirees, it
is possible to offer a Medicare supplement plan without the certainty of adverse risk selection. The
Medicare Complementary Plan (see Appendix 2) offered to State retirecs would provide desirable
coverage for -prescription. drugs. The new Medicare supplement plan will also contain such
coverage. The Department is willing and able to offer VRS retirees an appropriate Medicare
supplement plan if it is determined that its offering is sufficiently superior in terms of coverage,

premiums, or both to the plethora of Medicare supplemental plans available in the marketplace.

Efforts at Solutions

It is clear that HJR No. 474 (1995 session) and SJR No. GG, which requested this study,
recognize a problem in coverage and are laoking for a solution whose cost would “be born by suck
beneficiaries.” In the 1995 study (Appendix 3), the monthly cost of a program like Key Advantage
for retirees without Medicdre was estimated at $395 per month for single coverage, $790 for dual
coverage and $1,106 for family coverage. Although these premiums would be higher today, they
were reasonably competitive in the marketpiace for a population with the demographic and health
characteristics of the early retiree population. These premiums, however, are so high that the
Department expects the only people who would purchase this coverage are in very poor health and
expect to incur significant medical costs.\ Healthier retirees would purchase plans from other
vendors at lower rates, leaving the more costly retirees in the proposed program. In a typical “rate
spiral,” these very high premiums would shortly prove to be inadequate because the group retains

only the highest cost risks rather than the typical cross-section of risks on which the premium was
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based. Rates would need to be increased, marginally good risks would then leave the group, and
rates would need to be increased again.
« The report submitted in response to HJR No. 474 presented the following conclusions.

» Comprehensive coverage, similar to that offered to employees of school jurisdictions and
local governments covered under the TLC program would likely not be affordable to most
early retirees. Although some administrative economies would reduce the cost of
providing coverage, these econox;lies are not sufficient to offset the underlying medical cost
drivers--age and health status--of the early retiree population.

» Although affordable plans can be designed, the scope of coverage provided would be very
limited and, consequently, would lack broad appeal.

« Since early retiree coverage is expensive, younger and healthier early retirees may elect to
purchase private insurance, rather than enroll in a State-sponsored plan.v This would
further increase rate requirements for the remaining early retirces.

e For retirees with Medicare, a supplemental plan would be reasonably affordable.
However, since many plans on the market (Blue Cross and Blue Shield, AARP and many
others) already cover large Medicare populations, the incremental economies of
administration in a State-sponsored alternative would be modest.

» Administration through the VRS system would be difficult. The current system allows
identification of plan codes and health insurance deductions. However, the plan code field
is limited to two characters and cannot fully describe the number of individuals covered
(single, dual or family) and their Medicare status. Furthermore, there is not presently an
automatic validation to assure that plan codes and health insurance deductions are
consistent. Thus, we suspect that a significant éystems effort would be needed to

administer the program.
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e Communications with retirees, especially early retirees, is another important issue. Since
post-retirement benefits would be different from pre-retirement benefits, thorough plan
materials and extensive plan service support would be needed.

In summary, that study concluded that the proposal, as written, was not -financially or
administratively viable. There have been no significant developments in the year since that study
was completed which would alter these conclusions. |

For the purpose of this resolution, the Department asked Trigon Blue Cross Blue Shield to
estimate the cost of offering Cost Alliance to early retirees. Cost Alli.ance is a managed care plan
offered to active state employees. It uses the same provider network as Key Advantage and offers
the same benefits, but copayments under Cost Alliance are higher (see Appendix 4 for a comparison
of benefits). The single rate was estimated at $326 per month, the retiree plus one coverage rate
was estimated at $652, and the family rate was estimated at $913.

Also for the purpose of this study, the Department asked its consulting actuary to estimate the
cost of providing Medicare type coverage to early retirees. Based on last year’s demographic dat
the cost of single coverage is estimated at $392, retiree plus one at $794, and family at $1,098.

Although early retiree cost could be reduced by offering less extensive coverage with significant
deductibles and coinsurance, the Department has not been able to find a level of benefits which can
be provided under a stand alone retiree plan with benefits which would be attractive to most early
retirees at rates comparable to those ol active workers. Retirces’ preference for more complete
coverage is illustrated in the State retiree health insurance program where 354 retiree families
elected to pay $482 per month for Key Advantage family coverage while only 27 elected to pay $257

for Cost Alliance coverage.



Conclusions

o It is not feasible to offer a health insurance plan with meaningful benefits to early retirees of
VRS in the absence of a significant subsidy.

o Many early retirees have access to health insurance through their former employers.

* Those employers which have not provided coverage for their early retirees can provide such
coverage for their early retirees through their existing health insurance programs. If these
programs are unwilling or unable to provide coverage at reasonable rates, the employer group
can be insured through the program established by section 2.1-20.1:02 of the Code, popularly
known as The Local Choice.

o The employer subsidy for retiree health insurance is entirely within the control of the local
employer. For example, state retirees pay 100% of the premium.

e If it were desirable to create a new funding model for health insurance for early retirees, the
(General Assembly could appropriate funds directly toAthe Department for this purpose. A
subsidy approximating one-half the expected premium would create an environment for a
successful program, where success is measured by affordability and risk selection.

e Another alternative is to rely on commercially available coverages.

o If the General Assembly determines that Medicare-eligible retirees have a need for
supplemental coverage, and further determine that Medicare-eligible retirees do not have access
to this coverage in the marketplace, the Department would be able to offer VRS Medicare-

eligible retirees a Medicare supplement package.
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SENATE JOINT RESOLUTION NO. 66

Requesting the Department of Personnel and Training, in conjunction with the Joint Commission on
Health Care, 10 continue to study the efficacy of establishing and administering a health care plan
for all beneficiaries of the Virginia Retirement System and for retired state employees
participating in optional retirement programs.

Agreed to by the Senate, February 27, 1996
Agreed to by the House of Delegates, February 23, 1996

WHEREAS, there are approximately 72,000 retired public employees of the Commonwealth

receiving benefits from the Virginia Retirement System; and
- WHEREAS, many of those retirees are not covered under an employer-sponsored health insurance
plan: and

WHEREAS, the cost of health care has risen steadily over the years; and

WHEREAS, for many. a group health insurance plan would make quality health care available and
enhance the quality of their lives; and. »

WHEREAS, the 1995 Sessicn of the General Assembly, pursuant to House Joint Resolution No.
474, requested the Department of Personnel and Training to study the efficacy of establishing and
administering a health care plan for all beneficiaries of the Virginia Retirement System and for retired
state employees participating in optional retirement programs; and

WHEREAS, due to the large quantity and complexity of the issues involved, another year of study
is necessary; now, therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That the Department of Personnel
and Training, in conjunction with the Joint Commission on Health Care, be requested to continue its
study of the efficacy of establishing and administering a health care plan for all beneficiaries of the
Virginia Retirement System and for retired state employees participating in optional retirement
programs. the cost of which will be bome by such beneficiaries. In the course of its study, the
department shall examine (i) whether non-State employers offer health insurance coverage to retired
employees, (ii) the types of health insurance coverage offered both prior to, and after, retirees attain
age 65, (iii) the cost of health insurance coverage to both the employer and the participating retirees,
and (iv) the number of retirees covered and not covered under an employer-sponsored health plan.
The Joint Commission on Health Care shall assist the department in the conduct of this study.

The Department of Personnel and Training, in conjunction with the Joint Commission on Health
Care. shall submit a report of its findings to the Governor and the General Assembly on or before
September 15, 1996, as provided in the procedures of the Division of Legislative Automated Systems
for the processing of legislative documents.
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‘OPTION 1 MEDICARE COMPLEMENTARY PLAN: -

Administered by Trigon Blue Cross Blue Shield

Service Area

herever State retirees live within the United States. Option I provides services only in

areas where Medicare provides coverage. In most cases, neither Medicare nor Option i
provides services outside the United States.

General Description

The Option I Medicare Complementary Plan provides retirees enrolled in Medicare the
opportunity to select unique benefits to help with the following costs:

* Medicare Part A deductible after you pay the first $100 each benefit period

* Part A copayment amounts in full

* 20% of approved charges for Part B doctors’ care and medical services once you meet a $1,000
calendar vear out-of-pocket expense limit

¢ Outpatient prescription drugs (new program - see page 65)

* Other medical expenses such as vision care, dental services, and Medicare-approved charges
for chiropractic services

If You Enroll In Option I:
* You must also be enrolled in both Medicare Parts A and B.
* Your family members not eligible for Medicare who wish to enroll in the Commonwealth

of Virginia Health Benefits Program may enroll in either the Key Advantage or Cost
Alliance plan.

To Help Save On Your Out-Of-Pocket Medical Expenses
* Whenever possible, use doctors who participate in the Medicare program.
* Choose a dentist who contracts with Trigon Blue Cross Blue Shield.

* Have vour prescriptions filled at participating pharmacies in vour networks or use the mail
service program.



Appendix 3: Retiree Health Plan Feasibility Study (1995)
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L EXECUTIVE SUMMARY

We have been engaged by the Department of Personnel and Training (DPT) to evaluate
the “efficacy of establishing and administering a health care plan for all beneficiaries of
the [Virginia Retirement] System and for retired state employees participating in
optional retirement programs, the cost of which will be borne by such beneficiaries.” !

Virginia Retirement System records as of July, 1995, indicate that there are 81,023
retirees and survivors who would be eligible for such a plan. 2 Of these, 33,051 are State
retirees or survivors who are already eligible for post-retirement health benefits under
the Commonwealth’s plan for its employees, retirees and their families; approximately
23,500 have elected this coverage. The remaining 47,972 are retirees or survivors of
public school teacher or political subdivisions groups. Relatively few of these -

approximately, 3,000 - have post-retirement health insurance administered through the

VRS system.?

House Joint Resolution No. 474, which requested the study of this issue, proposed that
the cost of such a program “be borne by such beneficiaries.” This proposal would have
serious implications for the State’s own retirees since they currently receive “Health
Insurance Credits” to offset the premiums for post-retirement health insurance. These
credits are based on length of service at retirement. Specifically, retirees with 15 or

more years of service at retirement receive credits of $2.50 per month per year of

! See Appendix A for House Joint Resolution No. 474 which requested this study. Note the term
“beneficiaries” refers to all participants in a health care plan including retirees, their eligible family
members and survivors. The Virginia Retirement System (VRS) uses the term “beneficiary” for retirees’
survivors only. To avoid confusion, this report will use as applicable the more definitive terms “retiree,
survivor, family” in lieu of the term “beneficiary.”

2 The potential number of covered persons exceeds the number of retirees and survivors since many
might elect to cover other family members.

> We understand, however, that some Teacher and Political Subdivision groups whose retirement
benefits are administered by VRS offer health coverage to early retirees that is administered in
conjunction with their health plans for active employees.
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service, up to a maximum of 30 years of service.* Thus, credits range from $37.50 to
$75.00 per month. These credits can be applied to offset the cost of one of the State
programs, dr applied to purchase private insurance (an Alternative Health Plan). In
addition, a few localities provide health insurance credits under a similar formula but at

the rate of $1.50 per month per year of service.

For purposes of our evaluation, we considered retirees not yet eligible for Medicare
separately from retirees with Medicare because access to private insurance coverage and
costs differ substantially. For example, we estimate the monthly cost of a program like
Key Advantage for retirees without Medicare at $395 per month for Single coverage,
$790 for Dual coverage, and $1,106 for Family coverage.> Although we believe that
these rates  are reasonably competitive in the marketplace for a population with the
demographic and health characteristics of the early retiree population, their amount
makes adverse selection against an employee-pay-all program a very real possibility. We
believe that the younger and healthier retirees could (and would) purchase plans at
lower rates, leaving older and uninsurable retirees in the proposed program at
increasingly higher rates. Although eafly retiree cost could be reduced by offering less
extensive coverage with significant deductibles and coinsurance, we do not believe that
the level of benefits that can be provided under a stand-alone retiree plan, at rates

comparable to those for active workers, would be attractive to most early retirees.

For retirees with Medicare, projected plan costs are much lower: $150 per month for
Single coverage and $300 for Retiree and Spouse coverage. These premiums are
relatively low because Medicare pays a high proportion of medical expenses. Many plans
in this pﬁée range are already available in the commercial marketplace. Although

* These credits are available only to retirees; survivors of the retiree may continue coverage at their own
expense.

> Gross FY96 Key Advantage rates are $188, $376, and $526, for Single, Dual and Family coverage,
respectively. Our analysis of early retiree experience and demographics indicates that the cost for early
retirees is approximately 2.1 times this average cost. '
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Medicare HMOs are not well developed in the Virginia marketplace, it is possible that
they will eventually reduce the cost of supplemental Medicare coverage. However, this

will never be a solution for all retirement system beneficiaries since some relocate

outside of Virginia.

We also briefly considered two administrative implications. First, the capacity of the
existing staff and systems to handle a wider range of benefits and larger number of
covered persons, and the communications needed to explain differences between pre-
retirement and post-retirement benefits to early retirees. We believe both of these are
significant issues that would need to be addressed before any implementation.

In summary, we do not believe that economies of state administration and sponsorship
can overcome the significant cost obstacles created by the age and health status of the

retiree population.

.Our observations and conclusions should be considered in the context of the data and
methods we used and the assumptions we made. These are described in the remainder

of this report.
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. BACKGROUND

The State currently sponsors a benefit plan for State employees and retirees and their
families. Under this plan, retirees (and their family members) who are not eligible for
Medicare can elect from the same menu of benefit options available to active employees
and their families. Retirees (and family members) eligible for Medicare can elect one of
two Medicare-related plans: - Medicare Complementary and Medicare Supplementary.
With the exception of differentiation based on Medicare eligibility, all family members

must enroll in the same plan.

Employee contributions are usually deducted from pension payments made by the
Virginia Retirement System (VRS). However, some employees pay the plan
administrator (for self-funded benefits) or carrier (for HMO benefits) directly; these
retirees are classified as “Pay Direct.” ¢ Finally, retirees are permitted to use the State
contribution toward their coverage (“Health Insurance Credit”) to purchase coverage in

the commercial market; this practice is known as “Alternative Health Credit.”

Rates for employees without Medicare-related benefits are established jointly with rates
for active employees (ie., the claims experience of active and early retired employees is
combined for rate setting purposes). Rates for Medicare-related coverages are

established separately, based on the claims experience of retirees with those coverages.

The distribution of State retirees and survivors as of July, 1995, is indicated below:

Health Benefits Retirees Survivors
VRS - No Medicare 6,259 187
VRS - Some or All Medicare 13,336 867
Alternative Health Credit 882 0
.4 Pay Direct 1,714 167
Not Enrolled 8,198 1,441
Total 30,389 2,662

® We understand that these are generally retirees whose monthly retirement benefits are less than the
monthly health insurance premiums. '
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Relatively little post-retirement coverage for Teachers and Political Subdivision retirees
is administered through VRS. Key statistics from the VRS system as of July, 1995, are

shown in the table.
Political
Health Benefits Teachers Subdivisions
VRS Administered Plans 2,569 416
Other * 29,160 15,817
Total 31,729 16,233

A health benefit participation database for non-VRS administered plans is not readily
available. Based on anecdotal reports, however, relatively few Political Subdivisions or
Teachers provide access to Medicare-related benefits. A larger number allow early
retirees to continue coverage under their employee plans, but require significant

contributions.

VRS records indicate that a substantial number of retirees are under 65, the usual age of
Medicare eligibility.® For the State, Teachers, and Political Subdivisions combined, the
average age at retirement of present retirees is 60. The average age of survivors of
retirees, at the time of the event that qualified them for VRS benefits,’ is 61. As Chart 1,
Average Age at Retirement, in Appendix B shows, however, many employees retire even
earlier. This means that some early retirees and their survivors face a significant period
where private insurance is expensive and, depending on health status, may be difficult to
purchase.

7 Includes those with coverage administered in connection with active employee plans and those without
coverage.

® Some disabled workers may become entitled to Medicare benefits at an earlier age.
? Usually the employee’s death.

C:ACUENTS\CVA\RET_HLTH\REPORT.DOC -5- ADP-WTIR/BYS




ll. BENEFITS

We considered four potential benefit designs for early retirees: Key Advantage, Cost

Alliance, the Comprehensive indemnity plan offered The Local Choice (TLC)'

participants, and a catastrophic plan whose rates would be comparable to Medicare

Supplement rates. . '

e Key Advantage is the managed care, point-of-service plan offered state employees.
Patients who use provider networks and receive primary care physician referrals
receive a higher level of benefits than those who do not.

e Cost Alliance is an HMO plan offered to state employees. It is also a managed care
plan, but without the out-of-network benefits available to Key Advantage
participants. Costs are signiﬁcantly lower than Key Advantage, but the provider
network is more limited and patient co-payments are higher.

¢ The TLC Comprehensive plan has lower benefits but greater choice of providers than

Key Advantage. No network or referral limitations apply. It’s costs are roughly
comparable to Key Advantage. |

e The Catastrophic plan has a $15,000 annual deductible, 50% coinsurance and a
$50,000 out-of-pocket expense- limit. Its cost is considerably below Key Advantage
and is comparable to the cost of more comprehensive coverage for a typical active
employee group.

A more complete description of benefits is in Appendix C.

For retirees with Medicare, we used the Medicare Supplementary (Option 2) plan
offered State retirees. This plan provides coverage of Medicare Part B deductibles and
coinsurance, and Major Medical coverage for prescription drugs and other ancillary

medical services.

1 Political Subdivisions and Public School Divisions can elect to participate in The Local Choice (TLC), a
state-administered health benefit program. .
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IV. DATA

Our evaluation is based on eligibility and participation data provided by VRS, current
State program rates, and plan design relationships derived from claims data for the

current State program.

ELIGIBILITY DATA
VRS provided a data file containing records for the 81,023 who would be eligible for the

proposed plan. The record for each eligible contained:

s Annuitant type (retiree or ;urvivor),

o Employer code (state agency, school board, or political subdivision),

e Geographic location, ’

o Retirement type (e.g., service, disability),

e Status (e.g., active, inactive but eligible for health insurance, deferred),

e Year of birth,

e Year of retirement,

e Gender,

e Health insurance type (plan code or reason for no coverage),

e Health insurance deduction, and '

¢ Health insurance credit.
"o determine the type of insurance coverage currently elected by eligible State
employees, we used a combination of “Health Insurance Type” and “Health Insurance
Deduction.” During this matching, we noted that certain plan codes or deductions were
invalid. We corrected for this by assuming that the deduction, if a valid amount, was
correct. If the deduction amount did not match any value in the rate tables, we assigned
an “Unknown” plan code. We also used the Type/Deduction combination to establish

the enrollment category (Single, Dual or Family).

STARTING RATES
We based our cost estimates on current (FY96) gross rates for the State plans.

Representative monthly rates for the most common benefit options are shown below.
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Key Advantage Medicare Opti
. ption 2
(without Expanded (Medicare Supplement)

Benefits or “Buy-Down”)
Single $188 $150
Dual $376 *

Family $526 *

* Medicare-eligible dependent rates are $150 per unit.
CLAIMS DATA o
We developed benefit adjustment factors for other benefit designs from a combination
of: "

e Claims Analysis Reporting System (“CARS”) reports obtained for our
evaluation of Key Advantage, ' and

e FY94 claims distributions by member (participant) and employee (contract)
obtained for our analysis of Medical Spending Accounts. 12

RETIREE COSTS
We developed retiree costs using a combination of:

e Trigon BlueCross BlueShield Data Trend reports for FY92, FY93, and FY94.
These reports show the relative cost per participant for active and early retired
employees covered under the State self-funded plans, and

e Demographic and enrollment type distribution of active employees (from State
plan enrollment data) and retirees (from VRS records).

We did not audit the data other than tc perfoﬁn general tests of reasonableness. During
this process, as we noted earlier, certain adjustments were made to the VRS eligibility

- files with respect to current health plan enrollment and deductions.

1! See Commonwealth of Virginia Key Advantage Evaluation, June 8, 1994.
12 gee Commonwealth of Virginia Medical Spending Account Actuarial Analysis, July 27, 1995.
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V. METHODS

Our general approach relied primarily on experience under the State plan because its
design and administration closely parallel the proposal of the Joint Resolution.
Spedifically, we developed Key Advantage rates for retirees (and their families) not
eligible for Medicare, and Medicare Supplement rates for retirees (and thelr families)
with Medicare. For early retirees, we adjusted the resulting Key Advantage rate for
alternate benefit designs, generally based on our previous rate analyses for the State and |
TLC plans. |

In developing the early retiree rates; we considered:

* Key Advantage early retiree experience as published in Data Trend reporté for FY92,
FY93, and FY94, |

¢ The -demographic composition and enrollment status of the State’s early retired
eligible population, and

o The reasonableness of the resulting rates as compared to prices available in the
marketplace for individuals of the same age.
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VI. ASSUMPTIONS

RATE DERIVATION
We used the rate for the for the State self-funded program as a benchmark to estimate

costs for a retiree program. Those rates consist of two components, an expected claims
component and an administrative expense cdmponent. For purposes of our evaluation,
we assumed that the FY96 gross rates will exactly cover FY96 claims and administrative

charges.

- To derive separate rates for early retirees without Medicare, we analyzed State early
retiree experience and demographics. Based on FY92, FY93, and FY94 claims
experience, the cost of early retirees is 2.1 - 2.2 times the cost. of the combined active
and early retiree populations. Based on demographic composition, the expected cost is
1.9 times the combined populations. We attribute the difference between the claims-
based and demographic factors to health status, since some early retirements are due to

disability. The claims and demographic analyses are in Appendix D.

We used a factor of 2.1 times the corresponding Key Advantage rate to estimate early
retiree rates for a Key Ad\}antage plan design. We derived rates for other plan designs by
computing the ratio of their actuarial value to that of Key Advantage. The actuarial
relationships were derived using data from the State Key Advantage plan. Our rate
derivations for these other early retiree plans are also in Appendix D.

PARTICIPATION
We based our participation estimates on the number of State retirees and survivors who

elect coverage under the current plan. We made separate estimates by gender and age
group. We also made separate estimates for retirees and survivors. Our estimates
predict the number who will elect coverage and the type of membership (single, dual, or
family) they will choose. Eligibility and participation analyses for State retirees and
survivors is included in Appendix D.
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SELECTION
We did not make any adjustment for adverse selection. However, since the rates we

derived for the en