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Office of Legislative Auditor

Executive Summary
Louisiana Employee

Compensation and Benefits
Staff Study

Our study of the employee compensation and
benefits in Louisiana state government found that for
most Louisiana state workers:

* Salaries are low and have fallen considerably
behind inflation.

* Annual and sick leave are generous for
employees under civil service, but not
necessarily for teachers.

* Holidays are average when compared with
other state governments.

* Medical insurance is expensive because the
state contributes a smaller portion towards it
than any other state in the nation.

* Death benefits are good for long-service
employees, but not for short-service ones.

* Long-term disability benefits are nonexistent
or poor except for extremely long-service
employees.

* Retirement benefits are good for long-service
employees.

Daniel G. Kyle, Ph.D., CPA, CFE, Legislative Auditor
Phone No. (504)339-3800



Glossary

Accrual Rate The percentage of retirement benefit earned for each year of service.

Actuarial The amount of money that should be on hand now so that, together with
Accrued the investment income that is expected to be earned on that amount, it
Liability will provide sufficient funds to pay retirement benefits attributable to the

service rendered by employees up to the date the estimate is made.

Actuarial A process by which an actuary calculates the benefit that would be
Reduction payable based on the participant's service and compensation to date, then

multiplies it by an early retirement factor. This factor reflects the fact
that benefit payments begin earlier than was originally contemplated and
therefore extend over a longer period of time. Also, the plan assets
supporting these benefits earn less investment income before payments
commence, and there will be no gain to the plan from participants dying
before that time.

Actuary

Amortization
Schedule

A professional who uses statistical and economic techniques to evaluate
the financial, economic, and business implications of future events.

Amortization means paying off long-term debts over a period of years
either through prepayment or the establishment of an account set aside
specifically for that purpose. An amortization schedule sets forth the
amount to be put aside each year to pay off the debt.

Annual Leave

Benefit
Formula

Leave with pay granted to an employee for the purpose of rehabilitation,
restoration, and maintenance of work efficiency, or transaction of
personal affairs.

In the retirement systems, this is generally Accrual Rate x Years of
Service x Final Average Salary. For example, a state employee retiring
at age 55 with 30 years of service using a 2.5% accrual rate and based
on final average earnings of $28,000 per year would receive a maximum
annual benefit of $21,000 (.025 x 30 x $28,000).
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Department of
State Civil

Service
(Civil Service)

Classified/
Unclassified

A state agency responsible for administration and regulation of the
state classified service. The department's responsibilities include
hiring and recruiting of classified employees, job classification and
compensation for classified employees, refereeing classified employee
disciplinary appeals, and recordkeeping for classified employees.
Civil Service also proposes personnel policies for classified employees
to the Civil Service Commission, which is responsible for overseeing
the state's merit system.

A classified employee is covered by civil service protections and
prohibitions. An unclassified employee is subject to the authority of
the employing agency as well as procedural and due process
protections of the federal and state constitutions.

Co-Insurance Insurance held jointly with another or others.

Cost-of-Living
Adjustment

(COLA)

Contributions

Consumer Price
Index (CPI)

An increase in salary or pension benefits to compensate for increases
in the cost of living. These increases may be an automatic
percentage, based on an index such as the CPI, or granted ad hoc as
funds are made available.

Payments made by the employer and the employee toward the funding
of the state and statewide retirement systems, medical plans, or other
benefit packages.

A commonly reported measure of inflation. This index is the product
of information compiled by the Bureau of Labor Statistics of the U.S.
Department of Labor.

Death Benefit

Defined Benefit
(DB)

An amount paid under an insurance contract on the death of an
insured.

A retirement plan that uses a predetermined formula to calculate a
retirement benefit and obligates the employer to provide those
benefits. Benefits generally are based on salary, years of service, or
both.

Defined
Contribution

(DC)

A retirement plan that typically specifies the level of employer and
employee contributions to a plan, but not the formula for determining
eventual benefits.
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Disability
Coverage

Deferred
Retirement

Option Plan
(DROP)

Dual Referral

Experience

Experience
Account

Final Average
Salary (FAS)

General Fund

Health
Maintenance
Organization

(HMO)

Indemnity

Louisiana State
Employees
Retirement

System
(LASERS)

Protection of employee income during short- and long-term illnesses.
Short-term illnesses may be covered by sick leave and sickness and
accident insurance. Illnesses that outlast sickness and accident
insurance and sick leave provisions require long-term disability
coverage, which typically replaces 60-67 percent of predisability
salary.

A program that allows a retiree to continue to work and earn a regular
salary while accumulating credits hi an account based on the amount
that would otherwise be received as a monthly retirement benefit if he
or she had retired.

A legislative requirement that a bill must be referred to two
committees before being sent to either house for a final vote.

In an actuarial context, statistics measuring what has occurred over a
given period.

Established by Acts 572 and 1031 of the 1992 Regular Legislative
Session to prefund future Cost-of Living Adjustment (COLA) benefits
in Louisiana State Employees' Retirement System and Teachers'
Retirement System of Louisiana, respectively, through the systems'
investment earnings.

The annual average of a retirement system member's highest
consecutive 36-month career earnings.

The principal operating fund of the state, through which the ordinary
expenses of state government are paid.

A healthcare organization providing a prescribed set of benefits to an
enrollee for a fixed payment, thus bearing the risk associated with
delivering care.

Security against or compensation for damage, loss, or hurt.

See "Retirement Systems."
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Legislative An individual who serves as the actuarial advisor to the legislature and
Actuary is a member of the legislative auditor's staff. The actuary provides a

variety of statutorily required actuarial and consulting services,
including preparing actuarial cost reports for proposed legislation,
reviewing actuarial valuations, preparing annual reports on public
retirement systems, certifying Cost-of-Living Adjustments, and serving
as a voting member of the Public Retirement Systems' Actuarial
Committee. The actuary also offers audit support to the audit staff of
the legislative auditor.

Medicaid A program, jointly funded by the states and the federal government,
that provides medical care for people whose income is below a certain
level.

Medicare A program under the Social Security Administration that provides
medical care for the aged.

Member An employee participating in a retirement or health plan. Membership
in a retirement plan is mandatory for most state employees. For the
state's health plans, membership is optional.

Mortality The frequency of number of deaths in proportion to a population.

Normal
Retirement Age

Normal Cost

One-Year Term
Cost (1 YRTC)

The age of the retirement plan participant at which the retirement
benefit is payable without being actuarially reduced for early
retirement. Under many plans, participants may retire under a wide
range of ages, with appropriate adjustments to their benefits.

The system's projected liability for benefits allocated to a certain year.
In other words, how much it should cost to fund all the benefits that all
the system employees will earn in one fiscal year.

An actuarial cost allocation method to measure the expected cost of
benefits to be paid out in the next year.

Optional
Retirement Plan

(ORP)

A defined contribution retirement plan provided by a private carrier
for academic and unclassified employees of Louisiana colleges and
universities.
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Preferred
Provider

Organization
(PPO)

Public
Retirement

Systems'
Actuarial

Committee
(PRSAC)

Qualified
Preretirement

Spousal
Annuity
(QPSA)

A healthcare organization providing participants with a higher benefit
for services rendered by designated health care providers, such as
hospitals and physicians who agree in advance to a given fee schedule,
although participants are free to choose other providers at a lower level
of reimbursement.

A committee charged by statute to make recommendations for general
actuarial policy with regard to funding, unfunded accrued liability
amortization, and actuarial assumptions. The committee also provides
system valuations and may comment on other matters as appropriate.
In addition, it advises the House and Senate legislative retirement
committees and recommends employer contribution rates to those
committees and the Joint Budget Committee. Members include the
state treasurer, the commissioner of administration, the president of the
Senate, the speaker of the House, the legislative actuary, two
retirement system actuaries, and an independent actuary.

A benefit available to a married participant from the time he or she
becomes vested in any accrued benefit until annuity starting date. This
benefit is reduced by an early retirement reduction factor and a joint
and survivor reduction factor. Payments are computed on the basis of
benefits accrued to date of death, but do not begin until the date the
participant would have reached his or her earliest retirement age.

Retirement Termination of active service, with a retirement allowance.

Retirement In Louisiana, the four state and nine statewide retirement systems.
Systems While the state is the plan sponsor for all 13, it acts as surety for the

four state systems. These four systems-Lousiana State Employees'
Retirement System (LASERS), Teachers' Retirement System of
Louisiana (TRSLA), School Employees' Retirement System, and State
Police Retirement System—are described on the following page.
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As of June 30,1994

System

LASERS

TRSLA

School

Employees

State Police

Number of

Members

68,966

85,262

15,141

664

Who Belongs

Most state employees including legislators, judges and

court officials, corrections officers, wildlife agents

School teachers, classroom personnel, lunchroom
workers, unclassified employees of state colleges

and universities

School workers other than classroom personnel

Sworn and commissioned law enforcement officers

Actuarial Asset

Size

$3,347,602,209

$5,699,644.766

$932,112,162

$76,131,007

Percent
Funded

61.95%

57.41%

119.4%

(fully funded)

30.6%

Service Credit
(creditable

service)

Sick Leave

Social Security

State Employees
Group Benefits

Program
(Group

Benefits)

State
Retirement

Systems

Statewide
Retirement

Systems

Prior service plus membership service for which credit is allowable.

Leave with pay granted an employee who is suffering with an illness
or disability that prevents him or her from performing usual duties
and responsibilities or who requires medical, dental, or optical
consultation or treatment.

A program established by the federal Social Security Act of 1935. It
includes Old-Age, Survivors, Disability (OASDI) and Medicare
insurance. State and local government employees are covered on an
elective basis. Generally, career Louisiana state government
employees are not covered unless they have also worked for an
employer who is covered under Social Security.

Offers accident and health, term life and dependent life coverages to
all full-time employees, retirees, employees of governing boards and
authorities who are under civil service, members of the legislature,
and eligible dependents. The employer (usually the state) contributes
approximately half of the premium for health and term life coverages.

The four retirement systems whose benefits are ftmded and guaranteed
by the state of Louisiana. State systems can present a warrant to the
state treasurer for any unpaid monies due the system.

The nine retirement systems whose benefits are funded by ad valorem
taxes or revenue sharing monies. Benefits for these systems are not
guaranteed by the state constitution.
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Survivor Benefit

TRSLA

Term Insurance

Unfunded
Accrued

Liability (UAL)

Valuation
Interest Rate

In the Louisiana State Employees' Retirement System (LASERS) and
Teachers' Retirement System of Louisiana (TRSLA), an annuity
payable to the qualifying spouse, minor children, and mentally
retarded children if certain conditions are met. The member must be
in state service, except in LASERS where a member is permanently
entitled to this benefit if he or she has 20 or more years of service.

Teachers' Retirement System of Louisiana (see "Retirement
Systems").

Life insurance protection for a limited number of years. The face
amount of the policy is paid only if death occurs during the stipulated
term; nothing is paid if the insured survives.

The portion of the accrued liabilities not covered by a system's assets.

The actuarially assumed interest rate used in the valuation of system
liabilities as of the valuation date.

Vested Benefits

Window

Years of Service
(YOS)

Accrued benefits of a member that have become nonforfeitable under
the vesting requirements adopted by his or her retirement system.

In this study, refers to a limited time period in which a prospective
retiree can participate in the Deferred Retirement Option Program
(DROP).

The number of years the member has been an active participant in the
retirement system.
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Chapter One: Introduction

Report
Conclusions

Generally, for most Louisiana state workers:

* Salaries are low and have fallen considerably behind
inflation. The salaries and salary ranges for certain
classified civil service jobs are low when compared
with other southeastern state governments and the
local private sector. If these comparisons hold for all
classified jobs, it would cost between $52 million and
$201 million annually to bring salaries up to these
levels. Louisiana classified state workers received
only a 4 percent across-the-board increase during the
period from 1985 to 1994, while the Consumer Price
Index rose nearly 38 percent.

* Annual and sick leave are generous for employees
under civil service, but not necessarily for teachers.
Louisiana state workers earn more sick leave than all
other states except for one. However, this generous
allotment may partially compensate for the lack of
disability insurance and Social Security. In contrast,
Louisiana teachers' sick leave is below average. The
annual leave state employees earn is also above
national norms. Even though we cannot identify
tangible savings for leave used, the higher annual and
sick leave earned equates to $40.3 million annually.

* Holidays are average. Louisiana grants its employees
11 holidays per year, which is the national average
for state governments.
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* Medical insurance is expensive. Louisiana ranks last
among all states in the percentage it contributes
toward its employees' medical insurance premiums
for single coverage. The state ranks near the bottom
in the percentage it contributes toward family
coverage. Bringing the state's contribution to an
average level for active employees in the indemnity
plan would cost $54 million per year, presuming
enrollment would not change.

* Death benefits are good for long-service employees, but
not for short-service ones. The state offers a group
life insurance policy, but premiums are high due to
the policy structure. Survivor benefits in the two
retirement systems we studied can replace as much as
75 percent of a deceased employee's income, but this
benefit is available only to employees who have been
members at least five to ten years. Replacing the
current benefit structures with a revised group life
insurance policy might save approximately $3 million
to $10.5 million per year initially, but may not be
equitable since state employees do not have Social
Security.

* Long-term disability benefits are nonexistent
or poor except for extremely long-service employees.
The only disability coverage to which the state
contributes is found in the retirement systems.
However, many LASERS and TRSLA members are
not yet eligible for this benefit. Further, it takes the
typical LASERS member 26 years to achieve a
65 percent salary replacement. Instituting a plan to
provide this level of benefit for all LASERS and
TRSLA members would cost $11.5 million in the first
year,

* Retirement benefits are good for long-service
employees. As in most defined benefit plans, the
percentage of preretirement salary replaced grows
with each year spent on the job.
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Because retirement benefits were not adequately
funded for many years, the state in fiscal year 1994-1995
contributed more than $400 million toward current benefits
and paying off accumulated debt. We suggest to the
legislature a few ways to control retirement system expenses:

* A moderately revised plan for new members of
Louisiana State Employees' Retirement System
(LASERS) and Teachers' Retirement System of
Louisiana (TRSLA) could save up to $53 million
annually by the time it has been in effect for
10 years.

* Eliminating the conversion of sick and annual leave
to retirement credit may save as much as $33
million in the first year.

Study
Initiation

and
Objectives

This staff study of Louisiana employee compensation and
benefits was conducted as part of Phase Two of the Select
Council on Revenues and Expenditures in Louisiana's Future
(SECURE) project. The Office of Legislative Auditor and
SECURE contracted with an independent actuarial firm,
Milliman and Robertson Incorporated (M&R), for actuarial
studies. The legislative actuary also contributed to this effort.

The Louisiana Legislature established SECURE through
Senate Concurrent Resolution (SCR) 192 in the 1993 Regular
Legislative Session. The council was created to develop
recommendations to improve the financial future of the state and
the quality of life of its citizens. The resolution provided for the
council to be composed of 27 members representing state and
local government, private industry, education, labor, and special
interest groups. The legislature reauthorized SECURE through
SCR 17 in the Third Extraordinary Legislative Session of 1994
and expanded its membership to 30. This continuation of effort
is known as Phase Two of the SECURE project.

The SECURE Phase One report said that Louisiana does
not comprehensively evaluate employee compensation and
benefits. This study further explores some of the issues raised
in the SECURE Phase One report. The goal of the study is to
comment on the competitiveness of employee compensation and
benefits, pointing out where benefits are overly generous as well
as where improvements are needed with respect to the following:
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* Salaries

* Retirement benefits

* Non-retirement benefits
In this study, we examined alternatives for restructuring

benefits and present costs and savings associated with these
changes. The Office of Legislative Auditor does not advocate
any particular structure; rather, we present alternatives for
legislative consideration. In a few cases, we make
recommendations to agencies.

^ •̂̂ ^^ •̂•IH Where an employee of a private sector corporation might
Background have a complete compensation and benefits package provided

by his or her employer, compensation and benefits for a state
employee in Louisiana are administered by several different
entities. For each employee, this may include his or her
retirement system, a group insurance benefits organization, the
Department of Civil Service, and administrative policies of the
agency where he or she works.

Salary administration is developed by the Department
of Civil Service for classified employees and by individual
agencies for unclassified employees. Teachers' minimum salaries
are set in statute, but individual school boards are allowed to pay
more from their own funds.

Leave policies are developed by Civil Service for
classified employees. Most agencies generally follow civil
service rules for their unclassified employees as well. Some
leave policies for teachers are set in statute while others are set
by individual school boards.

life insurance is available through three sources. One
is a group term insurance policy through the State Employees
Group Benefits Program (SEGBP), a state agency that
administers the insurance for most of state government as well
as some political subdivisions. The cost of this policy is partially
paid by the state. Also, many private insurers are allowed to
offer life insurance policies to state employees through payroll
deduction, but the state does not share any of the cost. Finally,
long-term state employees are eligible for a survivor benefit
through the retirement systems. This benefit varies by retirement
system, but typically it pays an employee's spouse and/or
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children an annuity equal to 50-75 percent of the deceased
employee's salary. To qualify, a member must have been
working for the state for at least five to ten years at the
time of death, depending on family composition.

Health insurance is administered through SEGBP. Most
employees have a choice between a basic indemnity plan, which
is structured with a preferred provider organization (PPO), and
one of several health maintenance organizations (HMOs).
Under the PPO, the state contracts with numerous physicians,
pharmacies, hospitals, and other medical providers for lower
charges. HMOs are private organizations that negotiate fees
with providers, then charge whatever premium is necessary to
cover anticipated expenses and make a profit. While SEGBP
administers the PPO plan, it merely negotiates contracts and
collects premiums for the HMOs. Employees compare premiums
and benefits, then select the option that best suits their needs.

Disability coverage for disabilities of various lengths is
available through three means. The first of these is accrued sick
leave, which can cover short-term illness. The second is the
employee's retirement system, which provides a long-term
benefit computed like retirement benefits. Only system members
with at least ten years' service in LASERS or five years' service
in TRSLA are eligible. The third is individual disability policies
available through payroll deduction, but the state does not
contribute toward the premium. If the policy is short-term,
benefits may not be collected for more than just a few years.

Retirement is available to state employees and teachers
through one of four state retirement systems. This study focuses
on LASERS and TRSLA, which are by far the two largest
systems with approximately 69,000 and 85,000 active members,
respectively. Retirement system membership is mandatory for
employees of most state agencies and local school boards. Age
and years of service requirements for benefits vary. Louisiana is
one of a handful of states that does not contribute to Social
Security. Therefore, Louisiana state employees are ineligible for
Social Security benefits unless they have significant prior service
with an employer that contributes to it. Retirement system
members vest (have their benefits fully available) after
10 years, but if they leave state service before that time, they
receive only their own contributions with no interest.
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^™ This staff study was conducted under the provisions of
Title 24 of ^ Louisiana Revised Statutes of 1950, as amended.

and
Methodology Scope. Our work began in October 1994 and was

^^ completed in September 1995. Because of data limitations, we
used information from different sources to perform different
parts of the study. These limitations are listed below or are
clearly described within the body of the report.

Salaries and leave. We compared fiscal year 1994 pay
for Louisiana civil service employee classifications with pay of
other states in the southeast region and the Baton Rouge and
New Orleans private sector. We were not able to analyze pay
for medical employee classifications.

We compared civil service leave accrual rates and policies with
those of other state governments using 1994 data when available.
Our projections of leave are based on an analysis of the state's
classified population. Reliable data were not available on salary
and leave accrual for unclassified positions. We also compared
the leave and 1995 salaries of Louisiana elementary and
secondary school teachers with those of other states.

State Employees Group Benefits Program (SEGBP)
medical and life insurance benefits. With the assistance of our
contract actuary, Milliman and Robertson, we analyzed the
competitiveness of the program's medical and life insurance
rates and benefits. Data are from the 1994 and 1995 fiscal years.
Our analysis includes an assessment of the effectiveness of the
medical program's PPO, a review of SEGBP's medical rate
setting and financial analysis methods, and a summary of other
issues related to management of the group life insurance policy.

Retirement and ancillary benefits. The legislative
actuary planned and executed an actuarial study of the benefit
structure of two of the state's retirement systems, LASERS and
TRSLA, using an extensive demographic database on the
systems' members. These two systems were chosen because
they are both underfunded and are the largest, representing about
90 percent of the population and actuarial assets of the four state
systems. The other two state systems, Louisiana School
Employees' Retirement System and State Police Pension and
Retirement System, were excluded. The School Employees'
system is fiilly funded and the State Police system covers law
enforcement employees for whom eligibility requirements and
benefit provisions typically differ because of the nature of their
work. Also, all nine statewide systems were excluded since their
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funding is provided by sources other than state general fund
revenues. Most data are from the plan year ended
June 30, 1994.

We also studied funding alternatives, which could apply
to all four state retirement systems. Finally, we examined
various oversight methods which the legislature could implement
to monitor the systems.

Methodology. To analyze the competitiveness of
salary and benefits for Louisiana employees, we researched
and reviewed existing literature, studies, and data related to
employee benefits. We relied primarily on the studies listed in
Appendix A.

To understand and obtain data for specific study items
related to Louisiana's benefit structures and policies, we
contacted:

* 14 major Louisiana private sector employers

* 20 Louisiana school systems

* Louisiana Senate staff

* Louisiana State Treasury staff

* LASERS and TRSLA staff

* SEGBP and their consultants

* Louisiana Department of Civil Service staff

* Louisiana Department of Education staff

* Louisiana Division of Administration staff

* Representatives of other state governments

* National Council of State Legislatures (NCSL)

* Life Insurance Marketing Research Council (LIMRA)

* American Council on Life Insurance (ACLI)
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To understand the legal authorization, requirements, and
restrictions related to employee benefits, we reviewed state laws
pertaining to all areas of employee benefits. In addition, we
reviewed lawsuits related to specific benefit issues. We also
consulted with the general counsel of the Office of Legislative
Auditor on the legality of changing benefits in the retirement
system.

M&R performed most of the work related to the medical
and life insurance benefits. M&R's work on medical benefits,
contained in three reports, is included as Appendixes L, M,
and N.

M&R, along with the legislative actuary, also performed
the analyses relating to retirement benefits. M&R's contribution
on this subject is included as Appendix O.

Areas for
Further Study

During this study, we noted areas that warrant further
consideration. Time and resource constraints did not allow us
to pursue these issues.

Central Management of Benefits. Results of a preliminary
survey indicate that the majority of states have some form of
common benefits management among the personnel, group
insurance, and retirement benefit organizational structures. We
conducted this survey because the SECURE Council
recommended the formation of a Department of Human
Resources. This department would manage traditional human
resource functions in addition to developing a new compensation
and benefits plan. Under SECURE's recommendation, the new
plan would be administered by a single entity and would cover
employee pay, retirement, insurance, and other benefits. We
informally surveyed all 50 states to determine whether there is
common management among these functions. Although many
states appear to have common administrative management or
coordination among two or more of these functions, each state
may have a different interpretation of these relationships.
Therefore, it is impossible to make a precise or conclusive
comparison of management structures without extensive research
and verification. Further study should be done to determine
which states, if any, could serve as a role model for Louisiana if
the legislature decides to move toward the consolidation of
benefit management.
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Study of a Defined Contribution Plan. The SECURE
Council recommended the state study a defined contribution (DC)
plan to replace the current defined benefit (DB) plan in the
retirement systems. A DC plan designates a certain amount to be
contributed, with the eventual retirement benefit based on
whatever contributions and earnings have accumulated in the
individual's account. In contrast, a DB plan sets a certain
formula for eventual retirement benefits and attempts to provide
adequate funding in time to pay them.

Preliminary actuarial studies indicate it may be costly in
the early years to institute a DC plan. To clarify all the costs and
benefits would require extensive legal, financial, and actuarial
research. This subject is further discussed in Chapter Five.

Adoption of Social Security. One reason complex study
would be required when considering a DC plan is Louisiana is
one of six states that does not contribute to Social Security on
behalf of most of its employees. If the state's benefit structures
are significantly changed, adoption of Social Security may be
required. The current mandatory employer contribution to Social
Security is 7.65 percent of salary. Social Security provides
retirement, survivor, and disability benefits and could possibly
augment or substitute for other benefits currently in the
retirement systems.

Report
Organization

The remainder of this report is organized as follows:

* Chapter Two addresses employee salaries.

* Chapter Three addresses leave.

* Chapter Four addresses medical benefits and group
insurance.

* Chapter Five addresses retirement benefit issues.

* Appendix A lists the primary sources used.

* Appendix B provides a comparison of southeastern
public salaries to Louisiana civil service salaries.

* Appendix C provides a comparison of southeastern
public salary ranges to Louisiana civil service salary
ranges.
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* Appendix D provides a history of various state salary
increases.

* Appendix E addresses UAL contribution requirements
and who contributes.

* Appendix F addresses UAL amortization under three
types of schedules.

* Appendix G contains Texaco settlement applied to the
unfunded accrued liability.

* Appendix H discusses standard defined benefit
plan—new entrants.

* Appendix I lists current benefits in LASERS
and TRSLA.

* Appendix J contains survivor and disability
comparisons.

* Appendix K addresses deferred retirement option plan
(DROP).

* Appendix L contains M&R's analysis of state
employees group benefits program preferred provider
organization.

* Appendix M contains M&R's analysis of state
employees group benefits program competitiveness of
premium rates and benefits.

* Appendix N contains M&R's analysis of state
employees group benefits program rate setting methods
and financial analysis.

* Appendix O contains M&R's employee preretirement
death and disability benefit study for the state of
Louisiana.
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Chapter
Conclusions

Selected Louisiana civil service employee salaries are
lower than those of comparable government employees in
southeastern states, as well as those of private sector
employees in Baton Rouge and New Orleans. In addition,
the salary ranges for state civil service employees have not
kept pace with inflation. Finally, Louisiana teachers' salaries
are among the lowest in the southeast and the nation.

Overall
Louisiana Civil

Service
Salaries Below

Market

Salaries and salary ranges of workers in Louisiana state
civil service are generally lower than their regional state
government and local private sector counterparts. To measure
the competitiveness of state compensation, we compared
Louisiana civil service pay with that of southeastern state
governments and with the private sector in-state. We conducted
our comparisons in two ways: actual salaries and salary ranges.
A salary is the amount that an individual employee currently
makes within a specific salary range. A salary range denotes the
minimum and maximum that an employer pays for a specific job
classification. In Louisiana, pay ranges for classified employees
are determined by the state Civil Service Commission.

While most of the surveyed salaries and salary ranges
were below regional state government and the local private
sector, a few were above. Therefore, any adjustments should be
considered on a case-by-case basis rather than across the board.

We analyzed only comparable jobs for which data were
available rather than a random sample of all Louisiana civil
service job classifications. As a result, our projections of
possible costs to the state if it paid salaries at market levels are
not statistically valid. However, these projections do provide an
indication of the potential costs if the state chooses to bring civil
service pay up to market with other southeastern states or the
Louisiana private sector.
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Louisiana State Government Employees Earned Less
Than the Average of Southeastern States

We compared salaries and salary ranges of 71 Louisiana
civil service job classifications with similar job classifications in
southeastern states. These 71 classifications represent 11,800
state employees, or 18 percent of the state classified workforce.
The 14 states included in the comparison are:

Alabama Louisiana South Carolina

Arkansas Mississippi Tennessee

Florida Missouri Virginia

Georgia North Carolina West Virginia

Kentucky Oklahoma

Louisiana ranks llth out of these 14 states in 1993 per
capita income.

Salaries. For state employees in the southeast region,
salaries averaged 3.57 percent higher than those of Louisiana's
civil service employees. For workers in the 71 job classes we
studied, bringing Louisiana salaries up to the level of the
southeastern states would have cost $7.9 million in fiscal year
1993-1994. If the same 3.57 percent difference were to hold true
for all Louisiana civil service workers, it would have cost
approximately $52 million to bring Louisiana salaries up to the
regional average. Exhibit 2-1 on the following page contains
projections of potential costs to the state for raising salaries to the
southeastern averages.

Appendix B provides detailed information on salaries we
examined including the difference between the Louisiana and
southeastern averages and the amount that the state would have
paid to employees based on the southeastern average.
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Exhibit 2-1
Potential Cost of Raising All 1994 Louisiana Civil Service

Salaries to Southeastern Governmental Average

Total Amount These Employees Would Have
Made in Average Southeastern State

What They Actually Made in Louisiana Civil
Service

Difference or Cost to Bring These Salaries to
Southeastern Market

^DiTference as a % of Actual Civil Servke Salaries

What ALL Civil Service Employees Would Have
Made in the Average Southeastern State, Based
on this Difference

What ALL Civil Service Employees Actually
Made in 1993-94

Difference, or Cost to Bring ALL Civil Service
Salaries to Southeastern Average

$228.6 million

$220.7 million

$7.9 million

$1.52 billion

$1.46 billion

$52 million

Source: Created by legislative auditor's employees from survey data
supplied by the Department of Civil Service, including the
Southeastern States Salary Conference Salary Survey Report, 1994.

Note: Based on differences in total pay of 11,805 employees in 71 job
classes. Extrapolations are based on the only 71 jobs having
common descriptions. Because of this limitation, this sample is not
random and projections are therefore not statistically valid.

Salary ranges. For comparable job classifications, salary
ranges in the southeast region averaged 8.9 percent higher than
Louisiana civil service ranges. One reason salaries are low is
salary ranges are low. Once an employee in a given position
reaches the top of a range, he or she is ineligible for another
salary increase unless there is a promotion or range adjustment.
Approximately 28 to 33 percent of Louisiana civil service
employees have reached the top of their salary range. To bring
certain salaries to market levels, the state must first bring the
salary range for the job classification to the market level.
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For each of the 71 job classifications we examined,
Appendix C lists the Louisiana salary range at the midpoint, the
regional average, and the percentage difference between the two.
Exhibit 2-2 on the following page shows the high and low
extremes for the southeastern region comparison. For 55 of the
71 classifications, Louisiana ranges were below the regional
average. However, the pay ranges for some Louisiana jobs were
above the average.
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Civil Service Salaries Below Private Industry

State employees in the surveyed job classifications
earned less than their private sector counterparts in Baton Rouge
and New Orleans. We compared salaries and salary ranges of
selected Louisiana civil service job classifications with similar
job classifications in private industry. We chose the Baton Rouge
and New Orleans areas because they represent the two largest
employment markets in the state for both private industry and
state government: over 25,000 civil service employees
(39 percent of the total) work in these metropolitan areas. We
compared salaries and salary ranges of 69 Louisiana civil service
job classifications with similar classifications in Baton Rouge.
We also compared 45 classifications with similar ones in New
Orleans.

Salaries. Private sector employees in the jobs we studied
in Baton Rouge and New Orleans earned 13.7 percent and
10 percent more, respectively, than similar workers in state civil
service. This calculation is based on the average salary for each
job. Because we were trying to match private sector jobs with
civil service jobs, the jobs we studied in Baton Rouge were
different, in many cases, from those we studied in New Orleans.

If the state had paid salaries for the 16,089 employees
in the 69 positions we studied at the Baton Rouge average, it
would have cost an additional $39 million. The cost to bring
salaries for the 12,996 employees in the 45 positions in the New
Orleans market would have been $22 million. If the percentage
differences in total pay are projected to the entire Louisiana civil
service population, bringing salaries up to private sector levels
would annually require between $201 million (based on the Baton
Rouge difference) and $147 million (based on the New Orleans
difference). Exhibit 2-3 on the following page further explains
these costs.
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Exhibit 2-3
Potential Cost of Raising All 1994 Louisiana Civil Service

Salaries to Local Private Sector Averages

Baton Rouge New Orleans

Classes Where Matches Found

Number of Civil Service
Employees in These Classes

Total Amount These Employees
Would Have Made in Private
Sector

What They Actually Made in
Louisiana Civil Service

Difference or Cost to Bring
These Salaries to Private
Sector Market

Difference as a % of Actual Civil
Service Salaries .. ~ - ,- •' -^xr-; •*;

What ALL Civil Service
Employees Would Have Made in
the Private Sector* Based on this
Difference

What ALL Civil Service
Employees Actually Made in
1993-94

Difference or Cost to Bring ALL
Civil Service Salaries to Private
Sector Market

69

16,089

$325.3 million

$286.1 million

$39.2 million

,;,.': >;?$•-' '-v"- .>* *» -<wit\ttt:̂ ,vf - .13.70%

$1.66 billion

$1.46 billion

$201 million

45
12,996

$245. 3 million

$222.9 million

$22.4 million

IS^WSK

$1.61 billion

$1.46 billion

$147 million

Source: Created by legislative auditor's staff from survey data
supplied by the Department of Civil Service and William M.
Mercer, Incorporated.

Note: Based on differences in the total pay of employees in job classes
studied. These extrapolations are based on the only jobs having
common descriptions in Louisiana state civil service as well as the
New Orleans and Baton Rouge private sectors. Because of this
limitation, this sample is not random and projections are therefore
not statistically valid. __

Salary ranges. In Baton Rouge and New Orleans,
respectively, salary ranges averaged 21 and 22 percent higher
than those for comparable Louisiana civil service job classifica-
tions. Exhibits 2-4 and 2-5 on the following pages show the high
and low extremes in the private sector comparisons. These
exhibits show that there were only three classes for which the
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civil service salary ranges exceeded the Baton Rouge market.
Further, there were no classes for which civil service ranges
exceeded the New Orleans market. In several cases, business
and industry ranges were above civil service ranges by as much
as 70 percent. The variation by individual employee and
classification indicates that any adjustments need to be made on
a case-by-case basis.
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Pay Has Not
Kept Pace

With Inflation

Louisiana has not regularly granted across-the-board pay
increases to keep pace with inflation. While the Consumer Price
Index (CPI) rose 38 percent from 1985 to 1994, Louisiana
granted only one 4 percent increase since 1985. In contrast,
some other states tend to make such adjustments more frequently.
Eight states for which we have information in a comparable
format averaged seven increases from 1985 to 1994. These
eight states, including Arkansas, Colorado, Idaho, Kansas,
Minnesota, Texas, Utah and Wisconsin, averaged a cumulative
22.5 percent increase from 1985 to 1994, compared with the
4 percent increase for Louisiana.

Exhibit 2-6 shows the cumulative pay range adjustments
for Louisiana, the Consumer Price Index, and the average
cumulative pay range adjustments for these eight states from
1985 to 1994. Details on salary adjustments for 17 states,
including these eight that provided historical percentage
adjustments, are contained in Appendix D.

Exhibit 2-6
Salary Range Increases - 1986-1994

37.82%

Louisiana Average
Increase-

Central
States

Consumer
Price Index

Source: Prepared by legislative auditor's staff from 1994 Central States
Salary and Benefit Survey, U.S. Department of Labor.
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Louisiana
Teachers'

Salaries Are
Below SREB
and National

Average

Salaries for Louisiana teachers are below the Southern
Regional Educational Board (SREB) and national averages. We
compared salaries of Louisiana teachers with those of teachers in
the SREB states and the nation. Even after adjusting for the
differences in the cost of living, salaries for Louisiana's 47,500
teachers are still behind these groups. The 15 SREB states
include:

Alabama
Arkansas

Florida

Georgia

Kentucky

Louisiana

Maryland

Mississippi

North Carolina

Oklahoma

South Carolina

Tennessee

Texas

Virginia

West Virginia

SREB Average. The average teacher's salary for
the SREB states is over 17 percent higher than the average
teacher's salary in Louisiana. Even when adjusted to account
for cost-of-Uving differences, the SREB average is 12 percent
higher. Louisiana ranks last among the SREB states in teachers'
salaries and second to last when these salaries are adjusted for the
cost of living.

In fiscal year 1994-1995, the estimated average salary for
Louisiana teachers was $26,574, according to the SREB. In
comparison, the average teacher's salary for the SREB states was
$31,266 (not adjusted for the cost-of-living difference). Exhibit
2-7 on the following page lists the SREB states' average teachers'
salaries.
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Exhibit 2-7

Southern Regional Educational Board Average Teachers'
Salaries Estimated for Fiscal Year 1994-1995

SREB States
Alabama
Arkansas

Florida
Georgia
Kentucky

Louisiana
Maryland
Mississippi
North Carolina
Oklahoma
South Carolina
Tennessee
Texas
Virginia
West Virginia

SREB Average
Percent SREB is above
Louisiana average

Average
Salary

$31,144
28,409
32,588
32,828
32,257

26,574
40,636
26,910
31,079
27,971
30,341
31,270
31,310
33,753
31,923
31,266

17.66%

Average Salary
Adjusted for the Cost

of Living
$33,018
32,944
35,049
32,797
36,416
30,322
38,336
29,509
33,609
32,058
33,757
34,717
34,680
36,674
35,714
33,973

12.04%
Source: Prepared by legislative auditor's staff from Teachers Salary

Trends During a Decade of Reform published by the SREB.

Note: Although salary figures are based on National Education Association
estimates for 1994-1995, the cost-of-living adjustment percentages
were supplied by the American Federation of Teachers in 1994.

National Average. The average salary for teachers
nationwide is 39 percent higher than Louisiana's. When adjusted
for the cost of living, the national average is still over 21 percent
higher. Nationally, the average salary estimated by the National
Education Association for fiscal year 1994-1995 was $36,933.
According to this estimate, Louisiana ranks 49th compared with
the 50 states and the District of Columbia.
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Adjusting Louisiana teachers' salaries to regional and
national norms. Although Louisiana teachers are employees of
parish school boards rather than the state, their salaries are
partially funded by the state through the Minimum Foundation
Program. The state and parish governments would have paid an
estimated $223 million to bring Louisiana's 47,500 teachers'
salaries up to the 1994-1995 SREB average. Likewise, if
Louisiana teachers were paid at the national level, it would have
cost an additional $492 million in the same fiscal year. These
costs are detailed in Exhibit 2-8 below.

Exhibit 2-8
Potential Cost of Increasing Teachers' Salaries

to SREB and National Averages
'"

Average salary

Annual salary costs*

Louisiana

$26,910

$1.20
billion

Additional annual cost to bring
Louisiana salaries to these averages*

SREB

$31,266

$1.41
billion

$223
million

National

$36,933

$1.66
billion

$492
million

* Based on estimated average salaries for 47,500 Louisiana teachers
in fiscal year 1994-1995.

Source: Prepared by legislative auditor's staff from Teachers Salary Trends
During a Decade of Reform published by the SREB.

Matters for Legislative Consideration

The legislature may wish to consider:

1. Funding pay increases for state civil service
employees to bring salaries and salary ranges for state
employees into a more competitive position with
southeastern states and private industry.
Consideration should be given to each individual job
classification before any adjustments are made.
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2. Funding pay increases for teachers to bring salaries
for teachers into a more competitive position with
SREB states and nationally. Consideration should be
given to years of experience and level of education
before adjustments are made.

Matter for Departmental Consideration

1. The state Civil Service Commission should consider
adjusting pay ranges to be more competitive with
southeastern states and private industry.
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Chapter Three: Leave

Chapter
Conclusions

Compared with other states, Louisiana's classified
employees earn above-average amounts of annual and sick
leave. Louisiana is one of only three states that allows
employees to carry unlimited amounts of annual leave
forward at year-end. Similarly, Louisiana is one of only four
states that grants employees increasing amounts of sick leave
based on years of service. However, Louisiana is the only
state that does not allow employees to use sick leave to attend
to an ill family member. Louisiana's generous leave policies
may partially compensate for the state's lack of disability
insurance.

Louisiana teachers earn slightly less sick and personal
leave than other teachers in the nation. Like approximately
half of teachers nationwide, Louisiana teachers can
accumulate unlimited sick leave.

Louisiana grants its employees 11 paid holidays per
year, which is the national average.

Louisiana
Grants

Higher-Than-
Average Leave

Accruals
and

Accumulation

Louisiana's classified employees earn above-average
amounts of annual and sick leave. The state grants both annual
and sick leave based on an employee's years of service. Tying
the amount of annual leave to employees' years of service is
common practice for state governments. However, for sick
leave, Louisiana is one of only four states that grants all of its
employees increasing amounts of sick leave based on their years
of service. The leave accrual rates for classified employees are
shown in Exhibit 3-1 on the following page.
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Exhibit 3-1
Louisiana's Yearly Accrual Rates

Length of Service

Up to 3 Years

3 to 5 Years

5 to 10 Years

10 to 15 Years

15 Years and Above

Annual Leave

12 days

15 days

18 days

21 days

24 days

Sick Leave

12 days

15 days

18 days

21 days

24 days
Source: Prepared by legislative auditor's staff using information provided

by the Department of Civil Service.

Louisiana's Annual Leave Accrual Rates Exceed the
National Average for States

The amount of annual leave Louisiana grants its classified
employees exceeds national norms. Exhibit 3-2 below compares
Louisiana's accrual rates with other states. The only interval
where Louisiana does not exceed the national average is during
the first year of service.

Exhibit 3-2
Louisiana's Annual Leave Accrual Rates

Compared With National Average

25 T 24

I National Average Louisiana Average

Source: Prepared by legislative auditor's staff using information obtained
from the 1994 State Employee Benefits Survey published by
Workplace Economics, Inc., and from the Department of Civil
Service.
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Louisiana is one of only three states that allows an
unlimited amount of annual leave to be carried forward into
succeeding years. In the remaining 47 states, annual leave that
an employee earns over the maximum accruable amount must be
used during the year it is earned.

States that limit annual leave carry-over use one of three
methods:

* Setting a uniform number of days that can be carried
over for all employees;

* Limiting days carried forward to either one, two, or
three times the employee's accrual rate; or

* Tying the limit to the employee's length of service.

Regardless of which method a state uses, the maximum
amount of annual leave an employee is allowed to carry over
generally falls within the range of 20 and 60 days.

Louisiana's Sick Leave Accrual Rates Exceed the
National Average for States

Exhibit 3-3 on the following page illustrates the number
of sick leave days that other states grant. Most other states grant
employees between 12 and 15 days, with the average number of
days being 13.5 per year. To create a basis for comparison, we
determined the average number of days Louisiana grants its
classified employees. Currently, the state is granting the
equivalent of approximately 19 sick leave days per employee per
year. Only one other state grants employees 19 or more days of
sick leave annually. Further, examining Louisiana's classified
employees by accrual category reveals that over 70 percent have
been employees for over five years and therefore receive between
18 and 24 days per year.

While Louisiana grants more sick leave days than almost
any other state, it is the only state that does not allow employees
to use sick leave to attend to an ill family member.
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Exhibit 3-3
Louisiana's Sick Leave Accrual Rates

Compared With National Average

Accrual Per Year

9 Days

10 Days

12 Days

13 Days

14 Days

15 Days

18 Days

!$&($$ :

22 Days

": I3J Days

Number of States

l
1

17

7

1

14

2

* Derived Average for
Louisiana

1

Weighted Arnnge of
Comparison States, Not

Induding Louisiana

* Four states, including Louisiana, vary sick leave accrual
according to the employee's length of service and therefore could
not be factored into the average. For two additional states, data
were not available.

Source: Prepared by legislative auditor's staff using information obtained
from the 1994 State Employee Benefits Survey published by
Workplace Economics, Inc., and from the Department of Civil
Service.

Incentives for Not Using Sick Leave. Louisiana, like
38 other states, does not limit the amount of sick leave an
employee may accumulate and carry over. However, many other
states provide incentives for not using sick leave, including:

* Crediting unused sick leave towards calculating
retirement benefits (Louisiana currently allows this).

* Applying a portion of the value of unused sick leave
towards the cost of life or accident and health
insurance.
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* Paying some of the value of unused sick leave to the
employee in cash. Recently enacted legislation allows
Louisiana school boards to do this for teachers.

* Paying the cash value of unused sick leave to the
employee in the event of disability.

* Paying the value of unused sick leave to an employee
beneficiary in the event of death.

Reducing
Leave Accruals

Could Cause
Problems in
Other Areas

Before the state considers reducing sick and annual leave
accruals, some implications of doing so should also be
considered. First, the generous leave policies may have been
designed to compensate for the lack of disability insurance.
Also, agency schedules and staffing policies may cause problems
for employees who are forced to "use or lose" leave.

Leave May Substitute for Disability Insurance. Other
states may have lower leave accrual rates, but many also provide
disability insurance, which replaces part of an employee's salary
if he or she is unable to work. Twenty-two percent of state and
local government employees nationwide have short-term
disability insurance and 28 percent have long-term disability
insurance. Louisiana does not contribute toward traditional
disability insurance for its employees.

Some long-service employees in Louisiana have a
disability retirement provision through the retirement systems.
However, many state employees have not accumulated enough
years of service to be eligible for disability retirement should they
become disabled. Approximately 57 percent of LASERS
members and 27 percent of TRSLA members were not eligible
for the disability retirement benefit as of June 30, 1994.
Accumulated leave may be the only protection these employees
have in the event of catastrophic illness or disability. Further,
Louisiana is one of six states that does not pay Social Security;
therefore, many state employees would not be eligible for Social
Security disability benefits.
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Scheduling Leave May Be Difficult. If the state limits
leave accrual, its agencies and departments should consider and
modify any scheduling and staffing policies that could create
conflicts. For example, most state employers compensate
overtime hours worked as compensatory time earned instead of
cash payment. Departments may require employees to use
accumulated compensatory time before using annual leave.
Therefore, an employee might have difficulty scheduling all his
or her compensatory leave in addition to annual leave. In
particular, 24-hour facilities or departments with critical staffing
shortages may have difficulty in scheduling employees if state
policy forced all employees to "use or lose" leave.

Louisiana
Cannot Know
True Cost of

Granting
Above-Average

Leave

The Department of Civil Service does not have reliable
data on annual or sick leave usage. As a result, we were not able
to determine if or to what extent Louisiana's above-average
accrual rates result in excessive usage of leave by its employees.
We were also unable to project the actual cost savings, if any,
which might result from adjustments to leave accrual and usage
policies. Therefore, we based our annual and sick leave cost
calculations on earned rather than used leave. Although our
calculations do not represent the amount the state is actually
spending on leave each year, they do indicate the potential
liability to the state if employees were to use all the leave granted
to them in a year. The actual cost may be less because an
employee may not use or receive payment for all accrued leave.

Tangible savings may not occur simply by reducing leave
accrual rates. However, if Louisiana's classified employees have
excessive leave usage, then lowering leave accrual may reduce
absenteeism. If employees are at work more often, the state
might be able to reduce the size of its workforce and thus achieve
savings.

Louisiana Grants 106,500 Days of Annual Leave
Above National Norms Per Year

Louisiana is currently granting approximately 106,500
days of annual leave per year above the national norm for
classified employees with one to 25 years of service.
The value of this excess leave is $9.9 million. Because some
employees may not actually use all of their annual leave, the
cost incurred by the state may be less than this amount.
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When classified employees terminate state service because
of separation, resignation, or retirement, they receive a cash
payment for up to 300 hours of annual leave at their current
hourly rate of pay. If an employee is eligible for retirement,
he or she can convert the remaining annual leave into retirement
credit or receive an actuarially reduced lump-sum payment.
(The cost associated with applying leave towards retirement
system credit is discussed further in Chapter Five.) Classified
employees who leave service without retiring lose annual leave
over 300 hours. The state does not incur a cost for the leave
that is lost.

Louisiana Grants 300,000 Days of Sick Leave Days
Above National Norms Per Year

Louisiana is currently granting approximately 300,000
sick leave days above the national norm for sick leave for all
classified employees per year. The value of this leave is $30.4
million. We calculated this value using a norm of 15 days,
which 14 other states grant, rather than 13.5 as shown in
Exhibit 3-3 on page 30 to be conservative in formulating this
estimate. The conservative approach is warranted because
Louisiana government employees have no social security or
employer-provided long-term disability insurance like employees
of many other states. Therefore, they use sick leave as a
substitute.

Particularly in the case of sick leave, the state may not be
actually incurring a cost equal to the dollar value of this excess
leave. Large sums of sick leave may go unused because sick
leave is only taken in the event of personal illness or injury.
Further, civil service rules prohibit employees from being paid
for any unused sick leave upon separation; consequently, the state
never incurs a cost for some sick leave. At retirement, an
employee may also convert unused sick leave into service credit,
subject to the rules of his or her retirement system.
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Louisiana
Grants
Average

Number of
State Holidays

Louisiana grants its employees 11 paid holidays per year.
According to the 1994 Workplace Economics Survey, the average
number of paid holidays granted to state employees nationwide is
11 days. Election days, which do not occur each year, and
holidays granted only to employees in a specific location, such as
Inauguration Day in Baton Rouge, are not included in this
average. The greatest number of paid holidays granted by any
state is 14, the least is 9.

The state observes eight legal holidays: New Year's Day,
Mardi Gras Day, Good Friday, Independence Day, Labor Day,
Veteran's Day, Thanksgiving Day, and Christmas Day. In
addition to the eight legal holidays, the governor may proclaim
two other holidays each year plus Acadian Day (the day after
Thanksgiving). The eight legal days with the two days pro-
claimed by the governor plus Acadian Day yield 11 holidays for
state employees in Louisiana, not including Election Day.

Louisiana
Teachers Earn

Less Leave
Than Others,

But Can
Accumulate It

Louisiana teachers earn a minimum of 10 days sick leave
per year, compared with an average of 12 days nationwide. State
law requires that all Louisiana school boards provide teachers at
least 10 days of sick leave per year. This sick leave can be
accumulated. Of the 16 Louisiana school boards we surveyed,
all provide the minimum number of days required by state law.
These 16 boards represent 24 percent of the total.

Teachers do not earn annual leave, but instead earn
personal leave to cover absences because of circumstances other
than illness. Fifteen of the 16 school boards we surveyed provide
teachers two personal days per year, with one providing three
personal days per year. In addition, state law allows Louisiana
teachers to use at least two days of sick leave per year for
personal needs. Nationwide, teachers receive an average of
four personal days per year. Thirty-two percent of school
systems nationwide charge personal leave to sick leave. Eight
percent are similar to Louisiana and charge some personal leave
to sick leave. The rest generally provide personal leave separate
from sick leave.
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State law allows Louisiana teachers to accumulate un-
limited sick leave, as do approximately half the school systems
nationwide. In Louisiana, sick leave can be applied to retirement
credit only if it was earned before June 30, 1990 (see Chapter
Five). Thirty-five percent of school systems nationwide allow
partial or full credit of accumulated sick leave toward retirement
service credit.

Matter for Legislative Consideration

The legislature may wish to consider:

1. Amending LSA-R.S. 17:1201 to increase the
minimum number of sick days provided to Louisiana
teachers.

Recommendations

The Civil Service Commission should consider the
following amendments to leave policies:

1. Adjust leave accruals to be more consistent with the
national averages. However, this should only be done
in conjunction with the state instituting an adequate
disability policy for all employees. This would
include allowing a set number of sick leave days per
year regardless of an employee's length of service.

2. Limit the amount of annual leave that an employee can
accumulate.

3. Allow sick leave to be used to care for ill family
members.

4. Explore the feasibility of implementing incentives to
keep sick leave usage down.

5. Institute a tracking system for leave usage.
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All Louisiana school boards should consider the following
amendment to leave policies:

1. Grant additional days of leave to teachers for sick and
personal leave.



Chapter Four: Medical and Other
Group Insurance

Louisiana state employees and retirees pay a higher
Chapter percentage of medical insurance premiums, particularly for

Conclusions single coverage, than other government employees nationwide
and the local private sector. Nevertheless, the total premiums
collected from the state and its employees are still insufficient
to cover ail claims and expenses. Bringing the state into a
competitive position for medical insurance would be costly
and would require a change in state law. The program's best
savings opportunity is to negotiate lower providers' fees, but
state law limits SEGBP's ability to do so.

SEGBP's claims and expenses exceed total indemnity
plan premiums. Allocating claims to the month they were
incurred would help management determine income
requirements to cover these claims.

SECURE's Phase I Performance Audit of Personnel
and Benefits found that the SEGBP's group life insurance
program is uncompeiitive in cost and benefit provisions.
The benefit design results in a higher cost to the state because
younger employees can purchase age-rated coverage at a
lower cost outside SEGBP's program.

Further, the cost of SEGBP's life insurance has been
consistently inflated. Each year, there are excess payments
into the life insurance program that are used to subsidize the
medical program. This subsidy disguises the true cost of the
medical and life insurance programs. Even if the state
redesigned this benefit to provide adequate coverage to
employees and sound underwriting, the current bid
requirements for future contracts may prohibit competitive
bidding.
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Background
SEGBP offers two options for health insurance to state

employees: several HMOs and an indemnity plan structured
with a PPO. SEGBP designs, pays claims, and collects
premiums for the PPO plan, but merely negotiates contracts and
collects premiums for the HMOs. Employees compare premiums
and benefits, then select the option that best suits their needs.
The employer, usually the state or a local school board, pays a
portion of the premium cost for the coverage selected, while
the employee pays the rest.

Milliman and Robertson (M&R) was asked to determine if
benefits in these plans are competitive, the plan is cost-effective,
and rates are reasonable. They found that SEGBP's indemnity
plan has most of the significant benefits usually included in
benefit plans and does not include any unusual or overly generous
benefits that should be eliminated. However, they suggest
including a well child examination for children aged 8 through
15, which might cost the plan only $120,000 per year (see
Appendix M).

State's Share
of Medical
Insurance
at or Near

Bottom

Louisiana ranks at or near the bottom compared with
other states and the local private sector in the percentage of
employee health insurance premium it pays. However,
increasing this percentage to cover a higher portion of the
premium would be expensive, particularly if program
participation increases from its current low levels.

The state can pay a higher percentage only if an existing
law is changed. LSA-R.S. 42:851(C) prohibits the state from
paying more man 50 percent of the medical insurance premiums
for active employees and retirees. Increasing the percentage
paid by the state would require a change in the law.

Compared with other state governments in percentage
of health insurance paid, Louisiana is:

* Last in the nation for active employees who elect to
cover only themselves with medical insurance (single
coverage),

* Forty-sixth for family health coverage for active
employees,
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* Thirty-second for single coverage for retirees who
are covered by Medicare, and

* Twenty-fifth for family coverage for retirees who
are covered by Medicare.

Eight states pay the entire premium for active single and
family coverage. Sixteen additional states (or state plans) pay
the entire premium for active single coverage; eight of these also
pay the same dollar amount toward family coverage.

For retirees with Medicare, Louisiana ranks near the
middle when compared with all states. However, 14 states do
not pay any of the premium. The average contribution for states
that do share part of the premium for retirees with Medicare and
retiree/spouse coverage with Medicare is 89 percent and 74
percent, respectively.

For retirees without Medicare, we were unable to find
statistics to make comparisons with other state governments.
State law provides that retirees without Medicare coverage
shall not pay more than the premium charged to active
participants. However, their insurance costs more. Since the
state must make up the difference, its contributions are nearly
four times higher for this group than the others. Approximately
10,000 of Louisiana's 27,000 retirees (37 percent) do not
participate in Medicare.

Exhibit 4-1 on the following page shows the state's rank
and percentage of premium paid compared with other states for
each type of coverage.
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Exhibit 4-1
Louisiana's Employer Contribution to Medical Premiums

Compared With Other States

"" '"• " /-..- *

--Co^fcfage^T^e
~" ~~

Active Single

Active Family

Retiree
(Medicare)

Retiree and Spouse
(Medicare)

Retiree
(No Medicare)

Retiree and Spouse
(No Medicare)

Percent
Paid by

s ^

45%

47%

40%

45%

75%

77%

Average
Percent
Paid By
Slate

Governments

90%

74%

89%*

74%*

N/A

N/A

Louisiana
Rank vs. All

State
"€to¥t$iffl&eiite
' '

50

46

32

25

N/A

N/A

The numbers marked by an asterisk (*) are weighted averages
calculated by legislative auditor's staff from this database.

Source: Prepared by legislative auditor's staff from State Employees Group
Benefits Program, Comparison to Other State Health Care Plans.
1994, The Segal Company,

Compared with 11 major Louisiana private sector
employers in percentage of health insurance paid, Louisiana
is:

* Last for active employees with single coverage,

* Ninth for family health coverage for active employees
(however, the three employers who paid less than the
state paid 100 percent of the premium for single
coverage), and

* Behind six out of nine respondents for all coverages
for retirees who are covered by Medicare (the others
do not pay any portion of the premium).
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Five of the 11 private-sector employers paid 100 percent
for active single coverage. Many private sector employers also
provided the same dollar amount toward active dependent or
family coverages. For retirees not on Medicare, five of the nine
companies that responded to the retiree question contributed at
approximately the same rate as the state.

Relatively High Premiums for Single Coverage May
Be Subsidizing Family and Dependent Coverages

Employees electing single coverage not only pay a
high percentage of their health insurance costs, but they also pay
more than considered normal when compared with dependent and
family coverages. Therefore, employees electing single coverage
may be subsidizing other coverage types.

Based on M&R's healthcare cost experience with other
plans around the country, premiums for single coverage should
be a certain percentage of dependent and family coverage.
Louisiana's premiums for single coverage exceed that percentage,
as shown in Exhibit 4-2. After the 1995 rate changes, the
subsidy is slightly less because rates for other coverages rose
more than for single coverage. These cost relationships suggest
that SEGBP is charging higher rates for single coverage and
using the difference to offset dependent-plus-one and family
coverages.

Exhibit 4-2
1995 Single Coverage Premiums as a Percent

of Other Coverage Premiums*

Coverage Category

Participant + One Dependent

Family Coverage

SEGBP Single
Coverage Premiums

59.17%

48.54%

M&R Expected Single
Coverage Premiums

49.26%

42.19%

* Although M&R factored plan participants' average age and gender
distribution into these expectations, they did not analyze SEGBP's
actual costs in each coverage type.

Source: Calculated by legislative auditor's staff from M&R Report titled
Competitiveness of Premium Rates and Benefits, page 9.
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Because the level of employer contributions is low and
premiums are high for certain coverages, state employees may
be discouraged from participating in the program. We estimate
that approximately 59 percent of eligible active LASERS and
TRSLA members participate in SEGBP's medical plan or con-
tracted HMOs. In comparison, approximately 94 percent
of eligible active employees participate in the medical insurance
programs of the 11 Louisiana private sector employers we
surveyed. We have no comparable data for other state
governments.

Increasing the State's Share Would Be Expensive

If the state paid a greater share, more employees might
participate in the health insurance program. However, paying a
higher percentage of active employee medical insurance
premiums would be expensive for Louisiana. Further, an
increase in the percentage the state pays toward premiums might
encourage additional employees to join the program, resulting in
even greater expense. Exhibit 4-3 on the following page projects
what these costs might be for active members in the indemnity
plan under different hypothetical scenarios. Costs under
additional scenarios are contained in the M&R Report on
Competitiveness of Premium Rates and Benefits (Appendix M).
If HMOs and retiree insurance premiums were considered, the
costs would be even greater. For instance, if the state were to
absorb all the costs for single coverage, its HMO premium costs
would increase by 39 percent, or $18 million. If the state simply
increased its cost share to 60 percent for all categories of HMO
coverage, its HMO premium costs would rise by 37 percent, or
$17 million.
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Exhibit 4-3
Costs to Increase State's Share of Active-Only 1995

Premiums in the Indemnity Plan Under Different Scenarios

<:* ' , ' '

''

What State
Would Pay Toward

Active Coverage Scenario

100% of Single-Only,
pay same dollar amount
toward other coverages

100% of Single-Only,
leave dependent
cost-sharing at current level

Increase cost-sharing so
that Louisiana ranks 25th
among states in percent of
premiums for all coverages

If There Is
No Change in
Enrollment

Dollar
Change
in State
Cost

$26,471,676

$20,547,540

$54,621,804

Percent
Change
in State

Cost

37%

29%

76%

If There Is A
25% Increase in

Enrollment

Dollar
Change
in State

Cost

$51,021,480

$43,616,316

$86,208,852

Percent
Change
in State

Cost

71%

61%

120%

Does not include retiree health insurance premiums or HMOs.

Source: M&R report on Competitiveness of Premium Rates and Benefits,
pp. 10-11, and Exhibit B, Scenarios 2, 3, and 7.

Shifting Costs
to Providers

and Non-PPO
Participants

Would Produce
Savings

According to M&R, the cost structure of the medical plan
is well designed because SEGBP's costs for preferred provider
and non-preferred provider services differ by little. This means
the employee, not the state, absorbs most of the additional costs
of going outside the preferred provider network. Nevertheless,
the program could potentially reduce costs in two ways. One,
which was suggested by SECURE, is to shift costs to employees
by increasing participants' deductibles and out-of-pocket
maximums and by lowering co-insurance reimbursements.
However, participants' costs are already high. The second is to
negotiate lower physicians' fees, but state law limits SEGBP's
ability to do so.
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Increasing Deductibles and Out-of-Pocket Maximums
Would Further Burden Employees

SEGBP may lower medical program costs by increasing
deductibles and out-of-pocket maximums and by lowering co-
insurance reimbursements. However, among state governments,
Louisiana's indemnity program had the fourth highest deductibles
in the nation in 1994. The state ranked near the middle in co-
insurance and out-of-pocket maximums.

In contrast to state governments, the 11 private sector
employers we surveyed typically had higher out-of-pocket maxi-
mums than the state. On the other hand, they paid a greater
share of premiums. We did not make further comparisons
because the data we have are incomplete.

Alternative to Cost-Shifting to Employees. In our
preliminary report issued in February 1995, we recommended
that SEGBP could decrease costs by lowering the non-preferred
provider co-insurance below the 70 percent level then in force.
This means that the plan reimbursed members at 70 percent
of the maximum fee schedule when they chose to use a provider
who was not in the preferred provider network. In the same
month, SEGBP's Board of Trustees voted to lower the non-
preferred provider co-insurance reimbursement to 50 percent.
SEGBP projects this change will save $9.5 million in fiscal year
1995-1996. The board also increased SEGBP's non-preferred
provider out-of-pocket maximum from $1,800 to $2,800.

Shifting Costs to Providers Would Produce Savings,
But SEGBP Is Restricted in Its Ability to Do So

SEGBP could reduce costs by shifting them to providers
through negotiating greater discounts with PPO physicians.
However, state law currently limits SEGBP's ability to do so.

Changing two statutes would give SEGBP more flexibility
to generate even greater cost savings in its PPO. LSA-R.S.
42:851.5 requires SEGBP to adopt the schedule of maximum fees
for medical services, which must be limited to "usual and
customary" charges. According to SEGBP staff, this law limits
SEGBP's ability to use capitation agreements. Under a capitation
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agreement, providers receive a fixed amount per person
independent of the actual services patients receive. Capitation
agreements provide an incentive to providers to limit services,
which shift the health care risk from SEGBP to the provider.

LSA-R.S. 40:2202 prohibits the signing of exclusive
contracts with preferred providers. The law requires that no
licensed provider, other than hospitals, be excluded from be-
coming a preferred provider. This limits SEGBP's ability to
negotiate lower preferred providers' fees. According to SEGBP
staff, exclusive contracts would allow SEGBP to negotiate deeper
discounts with preferred providers by guaranteeing more patients
per provider.

SEGBFs
Premium
Income

Inadequate to
Pay Claims

The indemnity plan's claims and expenses have generally
exceeded its total premiums. M&R estimated that claims and
expenses in SEGBP's indemnity plan would exceed its premiums
by $32.5 million on an incurral basis and $40.4 million on a cash
basis in fiscal year 1995. M&R's estimate is based on assigning
all claims to the month in which the covered services were
performed, or incurred. Other revenues including interest
earnings, HMO administrative fees, and excess life insurance
premiums are not included in these estimates. The numbers also
reflect a 10 percent increase in claims costs over fiscal year 1994.
If other revenues available to SEGBP are considered in M&R's
calculations, these amounts become $25.6 million on an incurral
basis and $33.6 million on a cash basis.

Currently, it is difficult for SEGBP to project its pre-
mium needs because they have not allocated claims to the month
in which the claims were incurred. M&R recommends SEGBP
maintain a complete claims experience report showing all paid
claims through all incurral months. Currently, SEGBP reports
experience on a "paid" basis. M&R recommends using an
incurred basis because claims are matched to the number of
participants generating them in a given month. M&R's report
on this subject is presented in this study as Appendix N.

SEGBP's Board of Trustees recommended and received a
10 percent increase in rates to generate approximately $24.6
million in fiscal year 1996. Additional rate relief might come
from the maintenance of complete incurral data, which would
allow better forecasting of rates adequate to finance the program.



Page 46 Louisiana jmployee Compensation and Benefits Staff Study

Group Life
Insurance

Uncompetitive

In addition to health benefits, the state offers a group life
insurance policy through SEGBP. The policy's premiums are
inflated. Further, it attracts an older group of participants
than one might expect, which drives up its costs. Because the
policy duration is limited, few insurance carriers may be willing
to bid on replacing it.

The program offers a basic death benefit of $5,000. The
supplemental program allows additional insurance up to a maxi-
mum of $40,000, as well as dependent coverage. Employees
who choose to participate must pay 50 percent of the SEGBP
basic and supplemental stated premium cost and 100 percent for
dependent coverage. In contrast, most state governments and
private employers pay the full cost of basic life insurance
coverage, as shown in Appendix J.

Group Life Attracts Mostly Older Employees

Younger employees are able to purchase age-rated
coverage outside SEGBP for a lower out-of-pocket cost even
without the state contribution. The result has been a gradual
erosion of the program's risk base and an increase in the average
age of all participants to 53. The average age of active LASERS
and TRSLA members, who comprise approximately
83 percent of all active SEGBP life insurance participants, is 42.

The age of the population increases the cost of SEGBP's
life insurance program. SEGBP charges $.88 per thousand
dollars of coverage, which is nearly three times higher than the
average of $.32 reported by 32 states in a study by Workplace
Economics, Inc. Forty-four state governments pay the full cost
of basic life insurance coverage, while employees in SEGBP pay
half the stated premium cost. If the full cost for a basic level of
life insurance was paid by the state, younger employees would
join the program, which would decrease premium rates.
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SEGBP Consistently Inflates Life Insurance
Premiums

Premiums charged by SEGBP to life insurance partici-
pants have historically exceeded premiums paid to the carrier.
SEGBP currently charges participants $.88 per thousand of
coverage. However, SEGBP remits only $.71 per thousand to
the carrier, resulting in excess charges of $. 17, or 24 percent.
The remainder is being used to subsidize the medical plan. When
this excess is factored in, employees actually pay 62 percent,
not half, for their life insurance coverage. LSA-R.S. 42:821
allows the employer to pay up to 50 percent for this coverage.

The plan's actuaries stated in 1993 that this subsidy
historically represented between $8 and $10 million per year, or
approximately 6 to 8 percent of SEGBPfs total income. Because
of increases in the premium rates charged by the carrier and a
rate reduction for plan members implemented by the SEGBP
Board in 1986, the actuaries projected a reduction by 1996 to
approximately $2 million per year. Though it has decreased, the
subsidy still disguises the true costs of the medical and life
insurance programs.

Two-Year Limit on Insurance Procurement
Discourages Other Insurers From Bidding

Making the statutorily required contract period longer
than the current two-year limit would likely result in a more
favorable rate structure. This is because it takes an insurance
carrier at least three years to amortize the acquisition
costs for a life insurance contract. So that they may amortize
these costs, carriers may charge higher premiums and increase
premiums frequently if they are at risk of losing a contract after
two years. Changing the maximum period to at least three
years, preferably five, would make the contract more attractive
for other carriers to bid.

The current contract holder, Continental Assurance
Company (CNA), has held the contract since 1973. During this
period, SEGBP has not placed the contract out for bid. With the
exception of an increase in basic coverage from $2,000 to $5,000
in 1991, provisions have remained basically unchanged.
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LSA-R.S. 42:821(4)(b) requires that all future SEGBP
insurance contracts be for no longer than two years. According
to experts from Life Insurance Marketing and Research Council
(LIMRA) and the American Council of Life Insurance (ACLI),
this period is not adequate. Although no firm guidelines for
contract length exist, industry experts we interviewed advise
that employers contract with a carrier for a minimum of three
years, but preferably five years. Not only are rates likely to be
lower, but frequent carrier changes may also result in benefit
inconsistency, changes in enrollment and data systems, and
disruptions in administrative services.

Matters for Legislative Consideration

The legislature may wish to consider:

1. Funding a larger portion of the cost of SEGBP's medical
insurance premiums.

2. Modifying LSA-R.S. 42:851, which limits the state's
contributions and that requires retirees' share of
premiums not to exceed the premium paid by active
indemnity plan members for similar coverage.

3. Modifying LSA-R.S. 40:2202 and 42:851.5, which limit
SEGBP's ability to negotiate lower preferred provider
fees.

4. Amending LSA-R.S, 42:821 to increase the maximum
term for insurance contracts.

5. Funding a basic level of life insurance for all employees.
This could be studied in conjunction with restructuring
survivor benefits for new employees under the retirement
systems.
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Recommendations to Agency

1. SEGBP and the Board of Trustees should ensure that
the medical program has an adequate cost structure to
cover expenses, including incurred but unpaid claims.

2. SEGBP should perform claims analyses and two-year
financial projections on a regular basis for the purposes
of rate-setting, budgeting and planning.

3. SEGBP should negotiate deeper discounts with
preferred providers.

4. SEGBP, if state law is modified, should consider the
use of capitation agreements for its PPO.

5. SEGBP should set life insurance premiums
approximately equal to what SEGBP pays to the carrier
or to actual claims and administrative cost if
self-insured.

6. SEGBP should modify the existing life insurance
contract, rebid the contract, or self-insure life
insurance benefits. Supplemental coverage offered
under any new benefit should be age rated.

7. SEGBP should consider providing a well child
examination for children aged 8 through 15.
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Chapter Five: Retirement Benefit Issues

™"^^^^^ LASERS and TRSLA have a combined unfunded
Chapter accrued liability (UAL) of $6,285 billion as of June 30, 1994.

Conclusions UAL amortization for the LASERS and TRSLA debt is
about $235 million from the general fund for fiscal year
1994-1995. Although the state is now on a legislatively
mandated amortization schedule, the UAL might be paid out
more quickly and with reduced interest payments under other
payment plans.

The law is not clear whether the benefits of current
retirement system members can be changed. Because
modifications to benefits for current retirement system
members would very likely result in costly litigation for the
state, changes should be considered for new entrants only.
A proposed revised retirement plan for new LASERS and
TRSLA entrants could save $53 million annually by fiscal
year 2003-2004. The plan would be based on the current
retirement plan, with changes in a few key provisions:

* Normal retirement at age 65

* Reduced benefits for early retirement

* Minimum early retirement age

* Final average salary (FAS) of five years

Another benefit change that would produce savings is
to limit or eliminate the amount of unused sick and annual
leave credit convertible at retirement. If the conversion of
future sick and annual leave were capped at one year, the
state could save approximately $3.6 million in the first year,
all of it in LASERS. TRSLA has such a cap. If all future
conversion of sick and annual leave credit were eliminated
for LASERS and TRSLA, the state could save approximately
$33.3 million in the first year.
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The legislative actuary also studied three other changes
proposed in the SECURE Phase I report:

* The state would save almost $10.5 million in the
first year for a revised death benefit for current
LASERS and TRSLA members, but it would
spend over $11 million for an improved disability
program for the same group.

* An automatic cost-of-living adjustment for
LASERS and TRSLA members based on a
variant of the Consumer Price Index would cost
about $198 million in the first year and over
$5.4 billion over an 11-year period.

* Because no reliable experience measurements are
available, the state cannot know the extent of its
liability for the Deferred Retirement Option Plan
(DROP). Because the program is so new and also
unique to Louisiana, it is difficult to measure
actuarially. However, there are several factors that
can control the cost of this program.

Finally, complete and timely descriptions of the
potential cost of proposed retirement legislation are essential.
These cost studies can help legislators consider retirement
Legislation in terms of whether the state can afford it.

^^^^•^^^•^" Louisiana pays large sums annually toward retirement
Background system benefits and debt. The state's general fund provided

about $400 million toward LASERS and TRSLA in fiscal year
1994-1995.

The retirement systems are funded partially by the
members and partially by the governmental entity that employs
them. The member's contribution equals a percentage of his or
her salary that is fixed by statute. The employer's contribution
varies each year, depending on what the retirement systems cost
for that year. Two components are included in this cost: the
normal cost and debt amortization. The normal cost is the cost
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of retirement benefits for one year. All of the member's contri-
bution goes toward it. The employer's contribution includes
what is left of the normal cost plus all the cost of amortizing the
system's debt, known as the unfunded accrued liability (UAL).

The UAL is the shortfall in the amount of money the
retirement systems should have on hand so that, together with
the investment income expected to be earned on that amount,
they will have enough to pay benefits their members have earned.
Put another way, it is a retirement system's accrued liabilities
minus its actuarial assets. The UAL as of June 30, 1994, for
LASERS and TRSLA, the two largest underfunded state
retirement systems, is shown below.

Exhibit 5-1
Unfunded Accrued Liability in the State's Two Largest

Retirement Systems as of June 30,1994

I
2

3

4

Accrued Liabilities

Actuarial Assets

UAL (1 - 2)

Funded Ratio (2/1)

LASERS

$5,403,394,552

$3,347,602,209

$2,055,792,343

61.95%

TRSLA

$9,928,474,127

$5,699,644,766

$4,228,829,361

57.41%

Source: Prepared by legislative auditor's staff from data supplied by the
legislative actuary.

The state's constitution requires that employer contri-
butions to the retirement systems, including the normal cost and
the UAL amortization, not fall below a certain percentage of
payroll. That way, a certain level of funding toward this debt is
guaranteed. Since nearly 70 percent of the employer contri-
butions used to fund LASERS and TRSLA comes from the
general fund, any change in the employer contribution rate has a
direct and substantial effect on the state's budget. There are
three ways the state can impact the employer contribution rates:

* choosing the optimal UAL payment option;

* enacting benefit reforms that save costs while providing
equitable benefits; and

* ensuring sound monitoring of proposed retirement
legislation.
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Current UAL employer contribution requirements and the
types of employers that contribute to the systems are further
explained in Appendix E.

UAL Payment Schedules. The UAL is now on a
constitutionally mandated payment schedule, which has evolved
over the past decade. The state addressed the question of this
massive debt in three stages:

* Ad hoc JUnding prior to 1988. Until the passage of Act
81 of the 1988 Regular Session, systems were funded
on a non-actuarial basis. Simply put, whatever money
was available at the time was used to fund the systems.
The funding supplied was not adequate to cover accrued
liabilities.

* Constitutional provision of1987 [Article 10, Sec. 29
E(2)J. This mandated that the UALs established as of
June 30, 1988 be actuarially funded by the year 2029.
Act 81 of 1988 was the enabling legislation that set
forth the amortization schedule to accomplish this
funding.

* Act 257 of the 1992 Regular Session. The Act 257
amortization schedule superseded the Act 81 schedule.
The new schedule has lower payments in the early years
of the schedule and higher payments at the end.

Important features of the Act 81 and Act 257 schedules
are further explained and compared in Appendix F.

Several other options are available to the state for
Other Payment modifying the amortization of the UAL. Whether any option
Options Exist is advantageous depends on several variables, including the

for UAL state's financial situation and available interest rates. Periodic
evaluations of available payment options would help determine
the benefit of changing the state's UAL payment method at any
given time. A few UAL payment options include:
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Percentage of Payroll. The state could adopt a schedule
requiring annual employer contributions to be equal to a stated
percentage of payroll. One advantage of this type of schedule is
that each generation of taxpayers pays the same proportion of
state payroll. A disadvantage is the variability in payments
caused by payroll fluctuations. In periods of high payroll
growth, payments would be higher; in periods of low payroll
growth, payments would be lower.

Pension Obligation Bonds (POBs). These are bonds the
state would issue at an interest rate lower than the valuation
interest rate the actuaries assume the system will earn. The
difference between the bond rate the state pays and the valuation
interest rate would represent a savings to the state in interest
payments. This option is viable only when available interest rates
are lower than the actuarial valuation rate,

Shorter Amortization Period. Shortening the
amortization period by five years would result in interest payment
savings of $1.283 billion for LASERS and $2.621 billion for
TRSLA, based on current actuarial assumptions. Although debt
would be paid more quickly, shorter amortization periods mean
larger annual payments.

New Increase Factor. The current amortization schedule
requires that principal payments increase annually by a specified
percentage. A change in the rate of increase to require higher
payments at the early part of the schedule would result in larger
payments initially and interest savings eventually.

Additional Payments to Principal. In the spring of
1994, Texaco and the State of Louisiana reached a settlement
concerning disputed payments of oil and gas revenues for
production on state property. About $205 million of this money
is being applied directly to the UAL of the state's three
underfunded retirement systems as additional payments.
Consequently, the legislative actuary estimates that Louisiana is
saving $2.5 billion in interest payments over the remaining
35-year amortization period and is retiring the debt two years
earlier than originally projected. Although such windfall
payments aid greatly in reducing the UAL, this source is not
predictable. The effect of the application of the Texaco
payments is explained in Appendix G.
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State May Not
Be Able to

Change
Benefits for

Current
Employees

State law is not clear regarding whether the benefits of
current retirement system members can legally be changed.
Consequently, modifications to benefits for current retirement
system members could result in costly litigation.

Article 10 of the Louisiana Constitution provides for the
establishment of LASERS and TRSLA. The article states that
the accrued benefits of members of any state or statewide public
retirement system shall not be diminished or impaired. Future
benefit provisions for members of the state and statewide public
retirement systems shall only be altered by legislative enactment.

The term "accrued benefits" is not defined in Louisiana
law. The article also states that the legislature may alter benefits
to ensure the systems' actuarial integrity, even though employees
may be adversely affected. Again, neither the article nor state
law clearly define what benefits may be altered and to whom the
changes could apply.

Further, the article states that a contractual relationship
exists between the state of Louisiana and retirement system
members. Federal and state constitutions prohibit the impairment
of contracts. These "contract clause" prohibitions could be
interpreted to mean that current or future benefits cannot be
eliminated or reduced for any system members, including those
who are not vested.

The legislative auditor's general counsel has opined that
because so much is not defined and a reasonable argument can be
made on either side, there is no definitive answer whether
retirement benefits may be constitutionally altered, reduced, or
eliminated. To avoid potentially costly litigation, the state should
consider making the benefit changes studied in this report for new
employees only.
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Revised
Retirement

Plan for New
Entrants

Would Produce
Future Savings

A revised retirement plan for new state employees could
save as much as $53 million annually by fiscal year 2003-2004.
We evaluated a standard plan, which would apply to all new
members entering LASERS and TRSLA systems. Contribution
rates would be standardized for all members (7.5 percent) as
would accrual rates (2.5 percent).

The plan would be a defined benefit (DB) plan like the
existing plan, with a few key alterations. A DB plan offers
retirement benefits based on a member's final pay and total
service.

The revised DB plan for new entrants only includes
altered benefit structures in certain key areas, including:

* Normal retirement at age 65

* Reduced benefits for early retirement

* Minimum early retirement age

* Final average salary (FAS) of five years (60 months)

A complete description of the revised benefits is in
Appendix H. A description of current benefit structures is in
Appendix I.

Normal Retirement Age. Unlike most other pension
plans, LASERS and TRSLA currently lack a normal retirement
age and a minimum early retirement age. The normal retirement
age is the earliest age at which a member can retire without an
economic penalty, which takes the form of an actuarial or annual
percentage reduction. The reduction is designed to reflect the
fact that a younger person will live longer; therefore, his or her
benefits will be paid for a longer period of time. An early
retirement provision sets the minimum age at which a member
can retire and obtain a pension, even though it may be actuarially
reduced.

Current Social Security provisions allow normal retire-
ment at age 65, but this will increase to age 67 by the year 2022.
Under Social Security, 62 is the minimum early retirement age.
At the state level, a 1994 report issued by the Wisconsin
Retirement Research Committee shows that nine systems are
restricted to the age 65 normal retirement now found under
Social Security.
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In contrast, LASERS and TRSLA do not have a normal
retirement age. Both systems allow retirement with full benefits
as follows:

* age 55 with 25 years of service

* any age with 30 years of service

In addition, TRSLA allows retirement at age 65 with 20
years of service. TRSLA also allows for retirement at any age
with 20 years of service or age 60 with 10 years of service, with
a reduced benefit calculated using a reduced accrual rate.
LASERS allows retirement at age 60 with 10 years of service at
the regular rate.

Legislation passed in 1995 allows LASERS members to
retire with 20 years of service at any age; however, benefits
would be actuarially reduced from the date the member first
becomes eligible. System benefits are more fully explained in
Appendix I.

Early Retirement. Under the revised plan for Louisiana,
the state would set the normal retirement age at 65 and the
minimum early retirement age at 55. Setting the early retirement
age at 10 years before the normal retirement age is a standard
practice in pension plan design. At this point, most actuarial
reductions would result in less than half the normal accrued
benefit under any actuarially reduced scale. The two principal
methods for reducing benefits for early retirement are:

* Annual percentage reduction of the normal retirement
benefit. Social Security uses a percentage reduction for
early retirement. According to the Wisconsin report,
64 percent of the state plans surveyed also employ this
method to reduce benefits for those who retire early.

* Actuarial reduction, which is an age-related benefit
reduction, calculated according to an actuarial
mortality table. Under this method, the benefit is
based on the expected future lifetime of the member and
the expected return on plan investments. According to
the Wisconsin report, 20 percent of the state plans
surveyed employ this method.
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The revised plan would employ the annual percentage
reduction method. The benefit amount payable at age 65 would
be permanently reduced by 7.2 percent per year for each year of
early retirement up to five years and 3.6 percent thereafter.
Exhibit 5-2 below shows by what percent retirement pension
payments would be reduced at each age for those who retire
earlier than 65. The resulting benefit is much more generous to
the retiree than most actuarially reduced benefits would be.

Exhibit 5-2
Effect of Graduated Annual Reduction

for Early Retirement

Age at
Retirement

64

63

62

61

60

Reduction of
Benefit

07.2%

14.4%

21.6%

28.8%

36.0%

Age at
Retirement

59

58

57

56

55

Reduction of
Benefit

39.6%

43.2%

46.8%

50.4%

54.0%

Source: Prepared by legislative auditor's staff from data supplied by
the legislative actuary.

Final Average Salary (FAS). Another feature of the
revised plan that would reduce benefit costs is to switch from a
three-year to a five-year FAS for new employees. Since salaries
normally rise over time, the average of the five highest years
would be lower than the average of the three highest years.
According to the Wisconsin report, state pension systems
normally compute retirement based on the average of two to five
years of salary. Although the majority (65 percent) of the plans
use a three-year average, a significant portion (21 percent) use
five years. Virtually all the rest use two or four years.
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Currently, retirement benefits in LASERS and TRSLA are
computed by the following formula for most members:

Years of Service x 2 1/2 percent x FAS

The FAS is the average of a member's highest 36
consecutive months (three years) of salary. Based on the existing
pattern of salary increases, long-service retirees now replace a
significant portion of their income with their retirement pension,
as shown in Exhibit 5-3 below. Increasing the averaging period
to 60 months (five years) would decrease their FAS. The
average of the five highest years is lower than the average of
three highest years because most employees' salaries rise over
time because of merit increases or promotions. Therefore,
adding two more years to the FAS decreases average payouts as
follows:

Exhibit 5-3
Retirement Benefit As a Percent

of Pre-Retirement Income
, , ,

Number of
Years at

Retirement

10

20

30

40

LASERS

Three-
Year
FAS

23.5%

48.0%

72.0%

95.9%

Five-
Year
FAS

22.0%

46.1%

69.1%

92.1%

Percent
Reduced
by Using

Five-Year

6.4%

4.0%

4.0%

4.0%

TRSLA

Three-
Year
FAS

23.3%

47.3%

70.8%

94.4%

Five-
Year
FAS

21.8%

44.9%

67.0%

89.4%

Percent
Reduced
by Using
Five-Year

6.4%

5.1%

5.4%

5.3%
Source: Prepared by legislative actuary based on projected salaries,

assuming a new entrant.

Ten Years From Inception, These Changes May Save
As Much As $53 Million Per Year

The state would realize cost savings under the revised
plan gradually in terms of reduced contributions from the
general fund. Exhibit 5-4 on the following page projects how
implementing the new plan for new employees might gradually
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decrease the employer contribution the state must pay. As time
passes and new employees enter the system, the effect of the
revised plan would become more apparent. By 2004, the total
savings from the revised program may reach $53 million
annually, assuming the state had implemented the changes in
fiscal year 1994.

Exhibit 5-4
Savings From Revised Plan

for New Entrants

Fiscal Year

1993-1994

1994-1995

1995-1996

1996-1997

1997-1998

1998-1999

1999-2000

2000-2001

2001-2002

2002-2003

2003-2004

Reduction in
Employer

Contribution

$0

0
5,094,588

10,164,873

15,446,342

20,940,602

26,648,769

32,186,157

38,637,415

45,768,293

53,402,217

Savings from
General Fund

$0

0
3,489,793

6,962,938

10,580,744

14,344,312

18,254,407

22,047,517

26,466,629

31,351,280

36,580,519
Source: Prepared by legislative auditor's staff from data supplied by

legislative actuary.
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Defined
Contribution
Plan Requires

Additional
Study

If the state wants to consider changing any part of its
retirement system to a defined contribution (DC) plan, additional
study would be required. Therefore, projections for the revised
plan are based on a modification of the existing defined benefit
(DB) plan.

Whereas a DB plan offers retirement benefits based on
a specified formula, a DC plan provides for a fixed level of
contributions and a benefit based on the accumulated value in a
retiree's account. Since DB plans are designed to reward
long-term employees, Louisiana state employees who leave state
service after a short time have a small accrued benefit compared
to what they would have in a DC plan. They generally receive
only what they contributed to the system, without interest. A DC
plan, on the other hand, offers employees who terminate early
greater benefits because retirement account values earn interest in
the employee's individual account. However, no one knows in
advance how much these benefits will be because the amount
depends on the investment performance of the employee's
account.

We did not pursue a DC plan because making projections
regarding such a plan involves a well-designed actuarial study.
Such a study would require adequate tune to identify all
associated costs and select proper actuarial assumptions. Certain
critical issues must be considered before adopting a DC plan:

* There are many options regarding who would be
included and how much the employer should contribute.
To identify plan parameters, preliminary legal research
as well as investment and demographic analysis should
be done before commencing the actuarial study.

* It is generally more expensive in the initial years to
switch to a DC plan because of demographic changes.
The new entrants who would go into a DC plan would
be younger than the rest of the member population.
Their benefits would therefore cost less. The existing
DB plan would be left with an older population whose
benefits would cost more. Consequently, the state
would be paying more per employee to fund the old DB
plan. Meanwhile, it would also have to pay a fixed
amount into the new DC system, which may be greater
initially than funding the DB plan benefits for younger
employees. As the population in the new plan ages, the
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financial gains from fixing all employer contributions
at a certain percent would outweigh the losses, but only a
complex actuarial model could predict when this would occur.

* Since a DC plan may not provide a predictable or adequate
benefit, the state may need to consider integrating benefits under
Social Security as a minimum protection for these employees.
Determining whether
it is necessary to adopt Social Security involves significant legal
research. Social Security would also entail added cost to
employee and employer: the employer contribution is 6.20
percent for Old Age, Survivor, and Disability Insurance
(OASDI) protection.

* Because accrued benefits of current employees are
constitutionally protected, it may be difficult to terminate the
existing DB plans. The UAL in these plans, which consumes
the bulk of the employer contribution, would still have to be
amortized. The constitutional requirement that total
contributions not fall below a certain percentage of payroll
would reduce any potential savings until the UAL is fully paid
off.

In summary, actuarial modeling for any proposed DC
plan should include not only the employer contribution toward
retirement benefits but also Social Security contributions. Since
survivor and disability benefits are provided by the DB system,
the cost of replacing such protection should be studied as well.

Defined Contribution Plan Has Been in State's
Colleges and Universities Since 1990

The Optional Retirement Plan (ORP) was created in 1990
by LSA-R.S. 11:921 et. seq. for academic and administrative
employees of Louisiana public institutions of higher education
who are eligible to join TRSLA. ORP allows participants to
direct their retirement accounts in investment options offered by
the plan.

ORP's advantage to participants is its portability: while a
regular TRSLA member who leaves state employment without
serving 10 years has no retirement benefits, an ORP member may
continue the retirement plan at another college or university.
Further, the regular TRSLA member is entitled only to a return
of his or her contributions without interest, whereas an ORP
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member is entitled to all the interest earned on these contri-
butions. Consequently, a plan member who anticipates changing
employers may be better served by choosing ORP. Such
members tend to be younger. As shown in Exhibit 5-5 below,
the college and university membership in the regular TRSLA plan
has grown older during the five years ORP has been offered,
while each year new and existing TRSLA members join ORP. A
member who chooses to participate hi ORP may not go back to
the regular TRSLA plan.

State law provides that ORP participants must contribute
the same percentage of salary as other TRSLA members, as
described in Appendix I. Their employer must contribute the
normal cost of the regular TRSLA system on behalf of that
participant. Because the normal cost is calculated based on the
existing plan population, this cost has steadily risen over the five
years of ORP's existence. Generally, the older the population,
the higher the cost of their benefits. Thus, ORP participants have
enjoyed an increase in employer contribution as the average age
of the population remaining in TRSLA has grown.

Exhibit 5-5
Regular and ORP Participation

in Louisiana Colleges and Universities

TRSLA Regular
Members in
Colleges and
Universities

Average Age

Average Service

Total Members

Members Joining

TRSLA Normal
Cost (employer
contribution)

1990

44.62

11.1

9314

&

6.47%

1991

46.59

13.27

7420

2761

6.57%

1992

47.42

14.07

7113

877

6.78%

1993

48.04

14.77

6616

1257

6.81%

1994

48.14

14.92

6278

$43

6.87%

1995

47.68

14.5

5967

1033

7.09%

Source: Created by legislative auditor's staff from data supplied by the
legislative actuary and from the annual financial reports of TRSLA.
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Limiting
Sick and

Annual Leave
Conversion

Could Reduce
Benefit Costs

By limiting or eliminating the amount of unused sick and
annual leave credit a member can convert at retirement, the state
could reduce the amount it contributes to the retirement systems.
If the conversion ofjuture sick and annual leave were capped at
one year, the state could save approximately $3.6 million in the
first year, all of it in LASERS. TRSLA currently has such a cap.
If all future conversion of sick and annual leave credit were
eliminated for LASERS and TRSLA, the state could save
approximately $33.3 million in the first year.

LASERS and TRSLA members' leave accumulation is
explained in Chapter Three. Currently, some unused sick and
annual leave may be converted to retirement credit at the point of
retirement as follows:

LASERS

* There is no limit to the amount of unused sick and
annual leave that can be converted to retirement credit
at no additional cost to the member.

TRSLA

* Up to one year of sick leave earned after June 30, 1990,
and unused may be converted to retirement credit at no
additional cost to the member.

* Sick leave over that amount earned after June 30, 1990,
may be purchased on an actuarial basis for conversion
to retirement credit. Purchasing such leave on an
actuarial basis means there is no cost to the system for
funding it.

* Although most TRSLA members do not earn annual
leave, those who do may purchase unused annual leave
on an actuarial basis for retirement conversion.

* Sick or annual leave earned before June 30, 1990, can
be converted to retirement credit.

Conversion May be Incentive Not to Use Leave. Before
completely eliminating leave conversion, the state should
consider that the ability to convert leave to retirement credit may
be an incentive to a potential retiree not to use that leave just
before retirement. Whether the state could make this change for
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employees other than new hires might also depend on legal
ramifications, although leave conversion in TRSLA was changed
in 1990. We did not make separate projections for new hires, but
making similar changes for them would also yield savings.

Complete Elimination and One-Year Cap Studied

The legislative actuary studied two options for restricting
conversion of sick and annual leave, both of which would reduce
the state's contributions toward providing benefits for future
retirees. Sick and annual leave accrued up to the point the
provision becomes active would not be affected.

Option 1: Completely eliminate the amount of future
unused sick and annual leave that can be
converted to service credit at retirement.
New hires would receive no sick and annual
leave conversions at retirement.

Option 2: Limit the amount of future convertible leave
to one year.

The legislative actuary calculated the employer's annual
cost of funding the unused sick and annual leave conversions
under each option, then compared it with the annual cost of
unused sick and annual leave conversions under current rules.

Data on the current cost of leave conversion are from the
fiscal year ended June 30, 1993. Therefore, we assume for the
purposes of this illustration that the options presented became
active for that fiscal year. Any accrued leave from that date
forward is not counted under Option 1 or capped at one year
under Option 2. The savings under each option represent the
difference between the current costs of funding this benefit and
the costs the employer would pay if leave conversions were
capped or eliminated. The state should achieve similar savings
in subsequent years. Results of the computations are shown in
Exhibit 5-6 on the following page.
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Exhibit 5-6
1993 Sayings From Capping or Eliminating

Sick and Annual Leave Conversion

'

LASERS

TRSLA

TOTAL

1

Employer Normal
Cost of All

Current Benefit
Provisions

$79,013,870

$164,457,232

$243,471,102

2

Cost Under
Option 1 -Eliminate

Conversions

$70,040,710

$140,141,953

$210,182,663

3

Savings Under
Option 1

(Column 1
minus

Column 2)

$8,973,160

$24,315,279

$33,288,439

4

Cost Under
Option 2-Cap
Conversions at

One Year

$75,376,415

$164,457,232

$239,833,647

5

Savings Under
Option 2

(Column 1
minus

Column 4)

$3,637,455

$0

$3,637,455

Source: Prepared by legislative auditor's staff from data supplied by the legislative actuary.

Revised
Survivor/Death
Benefit Yields
Savings, But

May Be
Inequitable

Louisiana would save approximately $3 million in the
first year by adopting a revised in-service survivor benefit for
current LASERS and TRSLA members. Currently, the
in-service survivor benefit pays the spouse and/or dependents
of retirement plan members with five to ten years of service a
specified amount if the member dies before retirement. A group
life insurance policy, which most full-time state employees can
purchase through SEGBP, also pays a death benefit to an
employee's survivors. The state provides partial funding for this
policy, as discussed in Chapter Four. If the state no longer had
to pay its share of life insurance premiums for LASERS and
TRSLA members, the total savings would be almost $10.5
million.

Equity Issues Should Be Considered

The revised benefit would cover more employees, but at
a reduced level for many. The LASERS and TRSLA survivor
benefit would be replaced with a lump-sum death benefit
available to all members regardless of service. Survivors of
deceased members would no longer be eligible for a monthly
payment. Currently, survivor benefits provide monthly
payments for survivors of employees with five to ten years'
service, depending on family composition.
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Since Louisiana employees are normally not eligible for
Social Security, there would be no monthly income to replace the
survivor benefit. In contrast, the private sector and all but six
states are Social Security participants, which means their
employees' survivors are eligible for monthly survivor benefits
under Social Security. Appendix I contains a detailed description
of the current survivor and death benefit provisions for each
system.

For these reasons, it may not be equitable or legally
advisable to change benefits for current system members.
Nevertheless, comparing the death benefit revision with the
current survivor and death benefits illustrates the potential
economic advantage in developing a consolidated death benefit
plan covering all employees.

Louisiana Survivor Benefits More Generous Than
Other States and the Private Sector

We compared LASERS and TRSLA survivor/death
benefits with other state and local governments and the private
sector. Exhibit 5-7 on the following page highlights these
comparisons. A more complete discussion can be found in
Appendix O. The charts in Appendix J summarize these benefits
for Louisiana state employees in LASERS and TRSLA,
employees of state and local governments, and employees of
medium to large private sector companies. Most of the statistics
were originally compiled by the U.S. Department of Labor.
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Exhibit 5-7
Current LASERS and TRSLA Survivor Benefits

Compared With Other State Governments
and the Private Sector (Appendix J)

* Like LASERS and TRSLA members, most government employees in
defined benefit plans have annuities payable to the spouse if a member
dies before retiring.

* Louisiana is one of a few employers that pays a survivor annuity equal
to either a flat (unreduced) percentage of salary or service projected to
the retirement date. Most other plans have Qualified Preretirement
Survivor Annuities (QPSAs), which reduce benefits when death
occurs before retirement age. QPSAs are required in the private
sector. Consequently, M&R recommends the adoption of a provision
reducing payments to a spouse that begin before the employee would
have turned 65.

* Louisiana has one of the rare plans that offers survivor benefits to
children.

* Louisiana is one of the six states whose employees are not covered for
Social Security, which pays survivor benefits to spouses and children.

* Louisiana's group life insurance benefit is typical for a government
employee life insurance plan in that it is a flat dollar amount.

* However, all but six states and virtually all the private sector pay the
total cost of employee group life insurance; Louisiana pays only half

Source: Created by legislative auditor's staff from Appendix J.

Revision Results in Savings in LASERS, But Would
Increase Death Benefit Costs for TRSLA

Based on the SECURE Council's Phase I recommen-
dations, we investigated the cost implications of revised death
benefits to replace the survivor benefit in LASERS and TRSLA.
Under this revision, costs would decrease for the death benefit in
LASERS but increase for the death benefit in TRSLA. If
eliminating what the state pays for the SEGBP group life policy
is considered, the net savings in making changes in the death
benefit are over $10 million in the first year for both systems.

The benefit revision assumes that funding would be
through a self-insured fund outside the pension plan with
contributions provided by the employer. The employee's
contributions toward the retirement system, which are fixed in
statute, would remain level from year to year as they are now
but would be equal for all employees covered. Current employee
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contributions are displayed in Appendix I. Nationally, most
public employee pension plans require employee contributions for
their primary pension as follows:

Exhibit 5-8
Employee Contributions Required by Major Public Plans

Employee Contributions

0-5 %

Over 5%

Rate varies by age or group

Plan is noncontributory

Number of plans

29 plans

37 plans*

8 plans

11 plans

* Includes LASERS and TRSLA

Source: 1994 Comparative Study of Major Public Retirement Systems, State
of Wisconsin Retirement Research Committee.

For 68 of the 85 plans, social security coverage is also
provided.

Significant elements of the revision include the following:

Revised In-Service Death Benefit

In self-insured fund outside pension plan

* lump sum of two times pay

* immediate eligibility for all active members

In pension plan

* liable only for return of employee contributions if
active member dies

The costs of the revised and current benefits are com-
pared using an actuarial method called one-year term cost
(1 YRTC). This method measures what the actuaries expect the
plan to pay in benefits in the next plan year. The costs shown in
the following exhibits are stated as one-year term costs for the
current and revised benefits for the plan year ended
June 30, 1994.

In Exhibit 5-9 on the following page, it is clear that the
initial one-year term cost of the revised in-service death benefit
would be almost $3.8 million less in LASERS than the cost of the
present benefit. However, the one-year term cost of the revised
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death benefit would be about $725,000 more than the current
benefit in TRSLA. This is because the current LASERS
in-service death benefit is more generous than TRSLA1 s.

In addition to its retirement contributions, the employer
(the state and its political subdivisions) pays half the stated
premium for a life insurance policy available to most LASERS
and TRSLA employees. The program is available to more than
70 percent of LASERS and TRSLA members through the
SEGBP. Generally, a full-time employee or retiree may choose
to purchase term life insurance in face amounts up to a maximum
of $40,000, based on salary. The policy is discussed in detail in
Chapter Four.

Exhibit 5-9
Initial Savings from Revised Death Benefit
Based on Plan Year Ended June 30,1994

Current
Plan Revision

(Savings)
Cost of Replacing

Current Plan
with Revision

LASERS

Total One- Year Term Cost

Cost Per Member

Percent of Pay

$12,910,000

$193

0.83%

$9,117,000

$136

0.59%

($3,793,000)

($57)

(0.24%)

TRSLA

Total One-Year Term Cost

Cost Per Member

Percent of Pay

$13,293,000

$157

0.59%

$14,018,000

$166

0.62%

$725,000

$9

0.03%

Total Savings for Both ($3,068,000)

Source: Prepared by legislative auditor's staff from data supplied by M&R.

The revised death benefit plan would provide coverage
that would essentially duplicate the SEGBP policy. Therefore,
if the premiums were eliminated for active LASERS and TRSLA
members, the employer(s) might save an additional $7.4 million
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per year. Considering the costs and savings in each system, this
would produce a potential total savings of almost $10.5 million
in the initial year, as shown in Exhibit 5-10 below.

Exhibit 5-10
Potential Total One-Year Term Cost Savings

in Revised Death Benefits in Initial Year,
Based on Plan Year Ended June 30, 1994

Item

(Savings) Cost in LASERS of Revised Death
Benefit

(Savings) Cost in TRSLA of Revised Death Benefit

Annual Employer Contribution to Life Insurance for
LASERS and TRSLA Members-Saved

Total Savings Impact

Survivor/Death
Benefit

($3,793,000)

725,000

(7,399,776)

($10,467,776)

Source: Prepared by legislative auditor's staff from data supplied by the
legislative actuary and SEGBP.

Revised Death Benefit Costs 10 Years Later. Finally,
we considered the costs of the revision 10 years from now
compared with the costs of the current survivor benefit. The
effect of removing the SEGBP group life premiums is not
considered in this illustration. This is because the current and
revised death benefits and the SEGBP life insurance plan were
developed using different actuarial assumptions.

The revision will save $4.5 million annually over the
current benefit by fiscal year 2003-2004 if the LASERS and
TRSLA populations do not increase. These savings would be
$6 million if the populations increase by only one percent.
Assuming the state had adopted the revision in 1993, the total
savings over the 10-year period from 1993-2003 would be $41.1
million for no population increase and $44.4 million for a one
percent increase. Of these amounts, $28.2 million and $30.5
million, respectively, would be savings to the state general fund.
Summaries of annual and cumulative costs and savings, along
with the portion of the total costs/savings that would come from
the state's general fund, are shown in Exhibits 5-11 and 5-12 on
the following page.
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Exhibit 5-11
Annual Cost (Savings) of Revised Death Benefit

in Fiscal Years 1994 and 2004

System

LASERS

TRSLA

Total

1994 Savings

($3.8)

$0.7

($3.1)

2004 Savings
No Population Growth

($5.6)

$1.1

($4.5)

2004 Savings
1% Population Growth

($7.2)

$1.2

($6.0)
Amounts shown in millions; savings in parentheses.

Source: Prepared by legislative auditor's star! from data supplied by the legislative actuary.

Exhibit 5-12
Cumulative Total Cost (Savings) of Revised Death Benefit

Over the Ten-Year Period From 1994 to 2004

pw^iiipv«^«c->yswî :;-̂ :i«-;w
Mii!slM§8

System

LASERS

TRSLA

Total

No Population Growth

Total

($51.2)

$10.1

($41.1)

From General Fund

($35.1)

$6.9

($28.2)

1% Population Growth

Total

($55.0)

$10.6

($44.4)

From General Fund

($37.7)

$7.2

($30.5)

Amounts shown in millions; savings in parentheses.

Source: Prepared by legislative auditor's staff from data supplied by the legislative actuary.

Revised
Disability

Benefit Would
Be Costly, But

Would
Enhance
Coverage

Louisiana would spend approximately $11.5 million
more in the first year by going to a revised in-service disability
benefit. The disability revision would extend disability coverage
to all LASERS and TRSLA members at a standard level of
income replacement. According to the Bureau of Labor
Statistics, the typical long-term disability policy replaces
60-67 percent of predisability salary.

Disability benefits provide income to an employee who
is unable to work. A revised disability benefit would provide
a much higher benefit level to a greater number of people. For
instance, it currently takes an employee 26 years in LASERS to
attain the revised benefit level of 65 percent of predisability pay.
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Under a revised plan, all retirement plan members would be
eligible for the benefit, whereas only about 43 percent of
LASERS and 73 percent of TRSLA members are eligible now.
Those who are ineligible for disability under their retirement
systems are generally not eligible for Social Security disability
payments because the state does not contribute to Social Security.

Both LASERS and TRSLA provide members with a
monthly in-service disability benefit after they meet service
eligibility requirements of five years in TRSLA or 10 years in
LASERS. Appendix I contains a detailed description of the
current disability benefit provisions for each system.

Disability Typical for LASERS and TRSLA
Members, but No Social Security or Long-Term Plan

We made disability benefit comparisons similar to those
we made for survivor and death benefits in Appendix J. Exhibit
5-13 below highlights these comparisons:

Exhibit 5-13
Current LASERS and TRSLA
Disability Benefits Compared

With Other States and the Private Sector

• LASERS, TRSLA disability benefits are typical for a defined benefit
plan.

• Nearly one-third of government employees and 41 percent of employees
in the private sector have long-term disability (LTD) insurance.
Louisiana employees are eligible only for their accrued retirement
benefit.

• Louisiana's employees are generally ineligible for Social Security,
which pays monthly disability benefits.

Source: Prepared by legislative auditor's staff from data in M&R report,
Appendix O.
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Revised Disability Benefit Would Be Costly

Based on the SECURE Council's Phase I recommen-
dations, we investigated the cost implications of revised disability
benefits. Under this revision, costs would increase for the
disability benefit in TRSLA and LASERS. The cost of making
this change would be almost $11.5 million in the first year.

The revision assumes that the benefit would be funded
through a self-insured fund outside the pension plan with
contributions provided by the employer. Significant elements of
the revised benefit include the following:

Revised Disability Benefit

In self-insured fund outside of pension plan

* 65 percent of predisability pay

* benefit starts after 6-month waiting period

In pension plan

* vested members provided with additional accrued
benefit payable at age 65 from the retirement
system

* nonvested members provided with return of their
contributions at the time of disability, if the
disability occurs on or before age 65

The revised and current disability benefits are compared
using the one-year term cost, as previously described. The
costs shown in the following exhibits are stated as one-year term
costs for the plan year ended June 30, 1994,

In Exhibit 5-14 on the following page, the initial one-year
term costs of the revised benefits are $7.5 million and nearly $4
million greater than the current disability benefits in LASERS
and TRSLA, respectively. The increase in TRSLA is less, even
though its population is greater, because its current disability
benefits are more generous than LASERS.
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Exhibit 5-14
Initial Cost of Replacing Disability Benefit With Revision

Based on Plan Year Ended June 30, 1994

Total One- Year Term Cost

Cost Per Member

Percent of Pay

Total One-Year Term Cost

Cost Per Member

Percent of Pay

Current Plan Revision

Cost of
Replacing

Current Plan
With Revision

LASERS

$8,955,000

$134

0.58%

$16,458,000

$246

1.06%

$7,503,000

$112

0.48%

TRSLA

$25,458,000

$301

1.13%

$29,429,000

$348

1.31%

$3,971,000

$47

0.18%

Total Cost for Both Systems $11,474,000

Source: Created by legislative auditor's star! from data supplied by the
legislative actuary and M&R.

Revised Disability Benefit Costs Ten Years Later.
Finally, we considered the costs of the revision 10 years from
now compared with the costs of the current disability benefit.
The revised disability benefit will cost approximately $17.2
million more annually than the current one by fiscal year 2004
if the LASERS and TRSLA populations do not increase. These
costs would be $19 million more if they increase by only one
percent. Assuming the state had adopted the revision in 1993,
the total increased costs over the 10-year period from 1993-2003
would be $156.4 million for no population increase and $165.1
million for a one percent increase. Of these amounts, $107.1
million and $113.1 million, respectively, would come from the
general fund. Summaries of initial and total costs, along with the
portion of the total costs that would come from the state's general
fund, are shown in Exhibits 5-15 and 5-16 on the following page.
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Exhibit 5-15
Annual Cost of Revised Disability Benefit

in Fiscal Years 1994 and 2004

System

LASERS

TRSLA

Total

1994 Cost

$7.5

$4.0

$11.5

2004 Cost
No Population

Growth

$11.1

$6.1

$17.2

2004 Cost
1% Population

Growth

$12.3

$6.7

$19.0

Source: Prepared by legislative auditor's staff from data supplied by the
legislative actuary. Amounts shown in millions.

Exhibit 5-16
Cumulative Total Cost (Savings) of Revised
Disability Benefit Over the Ten-Year Period

From 1994 to 2004

System

LASERS

TRSLA

Total

No Population
Growth

Total

$101.2

$55.2

$156.4

From
General Fund

$69.4

$37.7

$107.1

1% Population Growth

Total

$106.9

$58.2

$165.1

From
General Fund

$73.3

$39.8

$113.1

Source: Prepared by legislative auditor's staff from data supplied by the
legislative actuary. Amounts shown in millions.

LASERS Long-Term Disability Enhancement Would
Pay Higher Benefits to More Employees

In addition to the revision recommended for study by
SECURE, LASERS proposed a supplemental disability policy
that would pay higher benefit levels to a larger number of
employees. The program would be self-funded and costs could
be paid by the employee or by both employee and employer.
Legislation to establish this program failed in the 1995 Regular
Session, but the system intends to re-introduce the issue.
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LASERS' Board of Directors authorized an independent
actuarial study in August 1994 to design a program to supplement
disability retirement. The program would allow LASERS
members to purchase insurance coverage that would replace 50
percent of salary in the event of disability. As the member
spends more years in the job, he or she accrues greater disability
benefits under the retirement formula. Consequently, he or she
would purchase less supplemental insurance as the years go by.
The existing disability retirement benefit would remain
unchanged. LASERS is not aware of any other state that has
implemented such a program.

Exhibit 5-17 below describes the benefit levels under the
benefit LASERS is proposing.

Exhibit 5-17
LASERS Proposed Disability Enhancement
Percent of Predisability Income Replaced

Years of
Service
(YOS)

1-10

10

15

20

25

30

Disability
Benefit Under

LASERS
Formula
(2 1/2 % *

YOS*FAS)

0.0%

25.0%

37.5%

50.0%

62.5%

75.0%

LTD
Enhancement

Benefit
(maximum)

50.0%

25.0%

12.5%

0.0%

0.0%

0.0%

Total Benefit
to Disabled

Member

50.0%

50.0%

50.0%

50.0%

62.5%

75.0%

Source: Prepared by legislative auditor's staff from data supplied by
LASERS.

Members would be eligible for the LTD Enhancement
Program after two years of service. The benefit would be
payable six months after the member files for disability. It would
continue until age 65. A lifetime benefit option will be reviewed
for possible inclusion at another date.
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The LTD Enhancement would contain strong incentives to
return to work as soon as possible. A mandatory rehabilitation
program would track progress made toward getting well. Also,
the Social Security "any occupation" definition of disability
would become effective after two years. This means that a
member would be considered disabled only if he or she were
unable to perform any occupation after two years of receiving
disability benefits.

Funding for LTD Enhancement. Costs of the LTD
Enhancement Benefit program would be split between the
member and the employer or could be totally paid by the
member. The cost would be 0.60 percent of payroll (0.3
employee, 0.3 employer) if the employer pays half the cost and
0.66 percent of payroll if the employee pays all, as shown in
Exhibit 5-18 below. If the employer pays part of the premium,
more employees would join. Generally, the larger the group, the
less expensive the coverage. Based on the June 1993 average
LASERS member salary of $21,970, this would be $132/year or
$1 I/month if the employer pays half, $145/year or $12/month if
the employee pays all. Individual premiums would vary
depending on salary and level of coverage selected.

Exhibit 5-18
Sample Premium for LTD Enhancement

Based on Average LASERS Salary

Average
LASERS

Salary

$21,970

$21,970

Who Pays

Employer and
Employee

Employee

Percent of
Payroll
Factor

0.3
0.3

0.66

Annual
Premium

$66

$66

$145

Monthly
Premium

$5.50

$5.50

$12

Source: Prepared by legislative auditor's staff from data supplied by
LASERS.
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CPI-Related
COLA for

Retirees Would
Cost $198
Million

Annually

Cost-of-Living Increases (COLAs) are a means of helping
retiree incomes keep pace with inflation. COLAs can best
accomplish this when they are given regularly, based on an index
such as the Consumer Price Index (CPI). Granting regular,
automatic COLAs to LASERS and TRSLA members and retirees
based on a variant of the CPI could cost approximately $198
million the first year and $5.4 billion over an 11-year period, in
addition to other required retirement system funding.

COLAs can be funded in two ways: in advance by
prefunding and in arrears by amortization. When COLAs
become part of the retirement systems' debt, the state's
constitution requires that they be amortized. Doing so can be
costly: a COLA granted in 1991 to LASERS and TRSLA
members created a liability of $172 million as of September
1991. For this liability, the fiscal year 1995 amortization
payment is $21.6 million. Over the life of the amortization
schedule, payments will exceed $245 million.

The legislature addressed this issue in 1992 by creating
experience accounts (EAs) to prefund COLAs from excess
investment earnings generated by LASERS and TRSLA
retirement system funds. Specifically, when investment income
exceeds what the actuaries project, half the excess goes to the
EA. When the EA grows large enough to pay a COLA at a level
desired by the system and approved by the legislature, the COLA
can be funded from the system's EA. As of June 30, 1994,
LASERS had nearly $38 million in its EA while TRSLA had
about $172 million, for a total of $210 million.

However, EAs have several drawbacks. For example,
poor investment performance may deplete the funds, leaving no
money for COLAs. Even if investment performance is good, this
method offers no assurance as to the size and frequency of future
increases. Further, current active members are helping to fund
increases for current retirees, since part of the money the systems
invest comes from the active members' contributions. Most
importantly, half the investment gain goes to the EA rather than
directly into system assets. Because the UAL is essentially the
systems' accrued liabilities minus its assets, this means the UAL
is larger than it would have been if the systems had kept their
investment gains. Consequently, the state and other employers
must pay larger contributions to reduce the UAL according to the
constitutionally mandated amortization schedule.
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Potential Cost Impact from Granting CPI-Based
COLAs. Because the EAs impair the state's ability to pay off
the systems' UAL, the legislative actuary studied a COLA that
would be funded in advance as part of the employer's regular
contribution to the retirement systems. When current active
members retire, funds would be available to grant regular
COLAs. The current retired population would also receive
regular COLAs under this formula.

Unlike many state pension systems, the Louisiana
retirement systems do not grant automatic COLAs based on an
inflation index. According to a study produced by the Joint
Survey Committee on Retirement Research in Wisconsin, nearly
46 percent of the state plans studied provide a COLA benefit that
is CPI-related. The Social Security Administration has also used
the CPI index since 1975 to calculate automatic COLAs. Based
on this index, the rate of Social Security benefit increases in the
last 10 years has been as shown in Exhibit 5-19 below.

Exhibit 5-19
CPI-Based Social Security Increases for 1985-1994

Year

IW
19S6
198?

19SS
1989

Percent Increase for
Next Year

3.1%

1.3%

4.2%

4.0%

4.7%

Year

1990

tm
t992

1993

1994

Percent Increase for
Next Year

5.4%

3.7%

3.0%

2.6%

2.8%

Source: Created by legislative auditor's staff from data supplied by the
legislative actuary.

The compound rate of increase over the 10 years shown
above provided a 40.7 percent benefit increase for Social Security
recipients. In contrast, the only COLA for LASERS and TRSLA
members during the same period, which was granted in 1991,
provided a flat dollar rate increase.

To determine the cost of a COLA that more closely
reflects inflation, the legislative actuary projected automatic
annual COLAs for LASERS and TRSLA. Such COLAs would
be based on the CPI, with increases capped at three percent per
year. The projection assumes that the CPI in the 11 years
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beginning in 1993 follows the pattern of the 10 years shown on
the preceding page. Calculating COLAs this way would result
hi a 31.4 percent increase in retirement benefits over the 11-year
time frame. As shown in Exhibit 5-20, it would cost
approximately $198 million in the first year for LASERS and
TRSLA to prefimd such COLAs. Of this amount, $137 million
would come from the general fund. By fiscal year 2004, the
cost of this COLA would escalate to approximately $617 million,
$427 million of it from the general fund. Over the 11-year
period studied, the total cost of prefunding such COLAs is
projected to exceed $5.4 billion. Growth in costs occurs
primarily because salaries increase over time.

Exhibit 5-20
Projected Annual Cost of CPI-Related COLAs

Fiscal Year

1993-1994

1994-1995

1995-1996

1996-1997

1997-1998

1998-1999

1999-2000

2000-2001

2001-2002

2002-2003

2003-2004

Total

LASERS and TRSLA

Total

$197,925,660

426,296,394

453,902,729

481,065,487

506,016,216

531,265,156

515,969,494

540,132,964

564,976,651

590,720,057

617,055,958

$5,425,326,766

From General Fund

$137,149,568

295,316,087

314,424,391

333,223,903

350,499,498

367,981,878

357,387,324

374,123,467

391,336,065

409,175,004

427,425,405

$3,758,042,590
Source: Prepared by legislative auditor's staff from data supplied by

legislative actuary.

For the employer, COLA funding would be in addition to
other retirement funding obligations. If such a COLA were
granted annually and amortized rather than paid for up front, it
would cost additional interest annually for each year's COLA.
Under an automatic, recurring COLA, each succeeding year
would add another layer of amortization payments.
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DROP Liability
Difficult to
Measure

The Deferred Retirement Option Plan (DROP) was
effective in 1991 for LASERS and 1992 for TRSLA. Because it
is so new and also unique to Louisiana, it is difficult to measure
actuarially. Since no reliable experience measurements are
available, the state cannot know the extent of its liability for this
program.

DROP allows retirement-eligible system members to
continue to work while accumulating credits based on the amount
they would have received as a retirement benefit. When
members finish a three-year term in DROP, they may retire and
take the DROP proceeds with interest as part of their retirement,
or continue to work.

Generally, a member who is eligible to retire can enter
the program. The retirement system calculates the pension
benefit earned, but cannot pay it to the member since he or she
has not yet formally retired. Instead, the system pays an amount
equal to the pension benefit to a subaccount it keeps in the
member's name. Assets of this account are invested along with
other pension assets. Neither the member nor the employer
makes contributions to the retirement system during this time,
resulting in an immediate salary increase to the member and a
savings to the employer. Also, the member does not accrue years
of service credit during DROP participation. If the employee
continues to work after completing DROP, his or her salary is
frozen at the DROP entry date for the purposes of computing the
final average salary on which the benefit is based. He or she
will, however, accrue years of service credit and must make
employee contributions again to the system.

Since 1991, the legislative actuary has been assimilating
DROP data from LASERS experience. However, changes
made in 1993 allowed LASERS DROP participants who had
finished a two-year DROP term to re-enter the program for an
additional year. Because this changed the actuarial database, the
actuary must observe the program further to come up with any
meaningful conclusions as to how much it costs. Actuarial cost
determinations are based on a number of factors that measure
who uses the program for how long and how much is paid out.
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DROP can be economically beneficial to the system under
certain conditions. The legislative actuary's preliminary modeling
with DROP indicates that if four major factors are present, they
can help the program produce cost savings to the retirement
system:

1. Entry is limited to a "window" of earliest eligibility.
TRSLA had such a provision in place; LASERS now
has a window as a result of Act 551 of the 1995
Regular Session (See Appendix I). The length of stay
in both systems' DROP begins 60 days after a member
is first eligible and ends three years later.

2. Salaries that would have risen are frozen for the
purpose of computing retirement benefits. If a DROP
participant is at the top of a salary range, then there is
no benefit to the system from freezing his or her
salary.

3. All employees are encouraged to retire earlier than
they would have otherwise, thus freezing the
retirement system's liability.

4. Younger employees who have accumulated many
years of service are encouraged to use the program
rather than accumulating higher salaries and more
service.

These situations are more fully illustrated in Appendix K.

Legislative
Controls Could

Enhance
Quality of

Information

Complete and timely descriptions of the potential cost of
proposed retirement legislation are essential. According to the
National Council of State Legislatures' Pensions Working Group,
"A single, ill-conceived provision in a single act could have
significant financial consequences that are not fully apparent for
many years." Once cost studies are performed, retirement
legislation should be carefully considered in terms of whether the
state can afford it.

Several options could help accomplish these goals,
including moving back the profiling deadline for retirement
legislation, dual referral of retirement legislation to the Senate
Finance or House Appropriations Committees, and ensuring that
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cost notes are attached to all retirement legislation, including
floor amendments.

However, two other options might yield little additional
benefit if applied in Louisiana. These are requiring retirement
bills to lay over for one year and creation of another pension
oversight body.

Moving Back Profiling Deadline Would Allow More
Thorough Study of Retirement Legislation

Moving back the profiling deadline for retirement
legislation would provide more time to produce thorough
actuarial cost studies. State statute requires the legislative actuary
to produce cost notes on each retirement bill. These notes contain
a summary of the projected cost of the retirement legislation.

Currently, Louisiana's Constitution requires retirement
bills to be prefiled by the Friday before the start of the session.
Each legislator is allowed to file up to five additional bills, which
may include retirement, after the profiling deadline. After a
retirement bill is filed, an actuarial note is prepared. This allows
only a short period in which to conduct complex actuarial cost
studies. In recent years, legislative requests of the actuary's
office for actuarial notes and cost studies have been more
frequent. For example, there were 253 retirement bills in the
1995 session. The bills require actuarial notes, which often
involve difficult issues such as DROP.

Like many retirement bills, capital outlay requests are
often complex and involve significant long-term funding. Act
133 of the 1994 Third Extraordinary Session requires that capital
outlay requests be submitted by November 1 to allow for an
adequate study period. Such requests can be filed later only if
certain emergency conditions are met and certified by a
designated official. Although amendments made during the
session could alter the cost impact of retirement legislation,
extending the time frame for study would alleviate some of the
time pressure that can inhibit the production of thorough cost
notes and studies. A constitutional amendment to Article 3,
Section 2(A)(1) may be required to make this change effective.
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Dual Referral Could Promote Financial Perspective

Despite the fact that retirement is an issue of enormous
fiscal importance, the committees charged with budgetary
responsibilities hi each house do not currently hear retirement
bills. Dual referral of retirement legislation to the appropriate
retirement committees and the Senate Finance or House
Appropriations Committees, which are charged with budgetary
responsibilities, might promote more thorough review from the
fiscal perspective. Senate rules 13.5.1 and 13.5.2 make
provisions for dual referral.

These committees already hear certain proposals with a
high cost impact. The Administrative Procedure Act requires
that proposed executive agency rules with a fiscal impact of over
$1 million be referred to the Senate Finance or House
Appropriations Committees, in addition to any other committee
assignments. The overall effect of any single retirement bill may
be far greater than $1 million.

Many other states that actively monitor retirement
legislation require such legislation to be referred to more than one
committee. We surveyed 17 states having pension oversight
committees or commissions. Of these, nine require that
retirement legislation be referred to more than one legislative
committee in a single chamber.

Floor Amendments to Retirement Can Go Forward
Without Actuarial Note

Although LSA-R.S. 24:521 requires actuarial notes for
amendments to retirement legislation, this law allows floor
amendments to be adopted without an actuarial note in some
circumstances. Such amendments can potentially alter the
actuarial and fiscal impacts of a bill.

The law provides that a motion to attach an actuarial note
to a retirement floor amendment can be proposed, but it must
pass by majority vote. If the motion does not pass, the amend-
ment may be adopted without the actuarial note. Such last
minute amendments may change the cost structure of a retirement
bill substantially. Without a cost note, the legislature will not
know the impact of the change.

Other states offer models for limiting floor amendments
to retirement legislation. For example, a Georgia statute states
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that if an amendment to a retirement bill does not have an
actuarial note and the bill is passed, it shall stand repealed the
July 1 following its enactment. A drawback of Georgia's
provision is that if a retirement law were passed and subsequently
repealed, those who stood to benefit from the law may be
negatively impacted. A North Carolina statute provides that
retirement floor amendments without an actuarial note are out of
order if they affect the costs or revenues of a retirement system.

One-Year Study Period Not Common Practice

Although a one-year study period would allow additional
time for detailed study of complex retirement issues, moving
back the prefiling deadline for retirement legislation would
address the same goal. At the SECURE Council's request, we
studied a mandatory one-year study period for retirement
legislation, with exceptions for emergency or federally required
legislation.

We found that requiring retirement bills to lay over for
one year before passage is not common practice among the states
we surveyed. Of the 17 states that have pension commissions
or legislative oversight committees, only one requires a one-year
layover for retirement legislation. Further, Louisiana's
Constitution [Article 3, Section 1(B)] does not allow bills to
carry over from one session to the next. Finally, even
if exceptions were made for emergency or federally required
legislation, many bills might fit those exceptions.

Louisiana's Pension Oversight Consistent With
Common Practice in States We Surveyed

At the SECURE Council's request, we studied a proposal
to institute a formal pension commission for the independent
review of retirement legislation. However, we found that
Louisiana's oversight committee structure is consistent with
common practice in other states we surveyed.

Louisiana has legislative retirement committees currently
in place. One of these is the Public Retirement Systems'
Actuarial Committee (PRSAC). Members include the state
treasurer, the commissioner of administration, the president of
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the Senate, the speaker of the House, the legislative actuary, two
retirement system actuaries, and an independent actuary.

In addition, there are the retirement committees in the
Senate and House, which sometimes meet jointly. Our survey of
17 states having pension committees or commissions revealed that
the typical body:

* is called a committee,

* is composed primarily of legislators,

* reviews proposed legislation and may also propose it,

* must complete its review in less than a year's time,

* has access to the services of an actuary,

* has permanent staff, most likely including fiscal or
policy analysts,

* cannot stop a retirement bill from being passed, and

* any bill it hears probably must be referred to one
additional committee.

Louisiana's committees fit the composite profile of a
typical pension oversight body, except that they are not com-
pelled to refer legislation to another committee in the same
chamber.

Because Louisiana's pension oversight structure is typical,
creation of an additional body such as a pension commission may
be of limited benefit. Further, it may take an even longer
profiling requirement or study period to accommodate review of
proposed legislation by both the legislative actuary and an
additional pension oversight body.
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Matters for Legislative Consideration

The legislature may wish to consider:

1. Applying future windfalls toward amortizing
the UAL.

2. Requiring a periodic evaluation of amortization
schedule options.

3. Making benefit changes only for new entrants to the
retirement systems to avoid the litigation costs that
would likely result from benefit revisions.

4. Instituting a revised plan for new LASERS and
TRSLA entrants with the following features:

* Normal retirement at age 65

* Reduced benefits for early retirement before
age 65

* Minimum early retirement age

* High five-year (60-month) annual salary

5. Amending LSA-R.S. 11:424 and LSA-R.S. 11:752 to
cap the conversion of sick and annual leave for
retirement credit.

6. Not changing the in-service survivor benefit for
current retirement system members.

7. Authorizing study of a revised survivor plan for new
entrants because cost saving opportunities exist.

8. Authorizing study of disability options such as the one
proposed by LASERS.

9. To minimize the cost of COLAs and to avoid adding
to the retirement systems' substantial UAL, any
COLAs granted should be prefunded rather than
amortized.

10. Allowing no further changes to the DROP programs
so that an actuarial experience base can be
accumulated.
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11. Establishing the profiling requirements for retirement
legislation as November 1, the date prescribed for
capital outlay requests. In addition, appoint the
legislative actuary as the certifier for any exceptions.
Finally, draft the law so that the legislative actuary
receives the bills promptly after they are filed.

12. Instituting dual referral for all retirement legislation
to the Senate Finance or House Appropriations
Committees, as well as the appropriate retirement
committees in each house.

13. Requiring actuarial notes for floor amendments to
retirement legislation.



Appendixes



Appendix A: Primary Sources Used

We used data from many sources, including:

1994 Society of Human Resource Management: Greater Baton Rouge Salary Survey
performed by William M. Mercer, Incorporated

HR Management Association, New Orleans Area/New Orleans Compensation and Benefits
Association 1994 Wage and Salary Survey Results performed by William M. Mercer,

Incorporated

Consumer Price Index Detailed Report: Data for September 1994 by the U.S. Department of
Labor, Bureau of Labor Statistics

Public Pension Plans—The State Regulatory Framework by Cynthia L. Moore, published by
the National Council on Teacher Retirement

Survey and Analysis of Salary Trends, 2994 published by the American Federation of Teachers

Fringe Benefits for Teachers in Public Schools, 1991-1992; Part 3 of National Survey of
Fringe Benefits, published by Educational Research Service

1993 State Employee Benefits Survey published by Workplace Economics, Inc.

1994 Comparative Study of Major Public Employee Retirement Systems published by the
Retirement Research Committee, State of Wisconsin

Employee Benefits in State and Local Governments, 1992 by the U.S. Department of Labor,
Bureau of Labor Statistics, 1994
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ô*en
en

/—s

6?
o

ON
•t
m

S
^J*
mcs

(_,
c

X
UJ

§
«

| D
is

ab
ili

ty
 D

et
er

m
in

ON
NO

rn
ONin

p-m

m
NO

m

NOo•— i
t-
ro

8
00
I/-)
fl

D
is

tri
ct

 E
ng

in
ee

r

§
o
1-H

1-H

m̂̂
f-H

6?

O

NO
Om
NO

g

NO

NOm

DO

i

D
is

tri
ct

 E
ng

in
ee

r M

M
.*
00
ON

OO
NO

SJ
ON

*
-;

ON

00
(N
(N

NO

t—O
en
r-l

S

El
ec

tro
ni

c 
Te

ch
ni

ci

o
S
fS

NO"

2
oo
NO

6?

oo

(Nr-
ON
^H

OJ

fi

O
^jT
(N

—U
So
£>

| E
m

pl
oy

m
en

t S
ec

ur
i

NO

m
^
9

NO»n

5
•n

m

—
v^j,

oo
o

oo
NO

1— t
m

i_i

•§
c

U
>»

Em
pl

oy
m

en
t 

Se
cu

ri

(S
•— i
r»oo
C4

Sin
ON
oo
"•
™"

00

^

rs
oo
[-,
r^t

S
00

m

00

| E
ng

in
ee

r 
in

 T
ra

in
in

S
o

in

8p^
ON

in
r-*

(N
NO

~^

00p-
NO

m
(N

8
ri

w
"a
u
n.

Crt

.̂ "

En
vi

ro
nm

en
ta

l Q
ua

8
or^-m

g
®

o
m

«nom
00
OJ

8
o

o

3

U

Fi
na

nc
ia

l 
an

dC
oi

m
;

00
00

NOs

Tfin
(N

ON

^

ON

m
NO
r-J

8
_(
(N

-M

Fi
na

nc
ia

l E
xa

m
in

er

oo

(̂S

8
00

ON
P-J

6?
ON
NO

(N
00

J^
n-

8
ON

W)
rt

§

r̂e
Co
00

OS

Fi
na

nc
ia

l 
E

xa
m

in
er

fS
l-H

•n
(S
""*

8
^
00

NO

ON

NO

(S_ .

c*̂

8<N
Tj

~™

_

| F
is

he
rie

s 
Sp

ec
ia

lis
t

§
Omo
oo"

ooooo
«— 1

NO

NO

NO
NO

o

_H

bs
(N
V4

(S
ON
NO

O

"3

O
h«

^A
1-
O
£
U_o
l«u
to

U,



Appendix B: Comparison of Southeastern Public Salaries to Louisiana Civil Service Salaries Page B.3

CM
— 4,
to a) 5 W
* f fM -W
U * 0 aj

| | 8 «

1 « 1 §

S 2 oil J

« « «
« « s- 3 sw a w*

§ j S3
B J g

3 2 S
H ft, g

b V

tu S EC ^"
SP •*" eu &2 "3 b P
~ O Mg co 12 C-
Ld ^" ••£ 45 •§ n o

> **

3 135 1 »
1 S
S WD ™"

5 g *
• ^-
w <
— 0» 01•— en _«

u § ^
c ^5 tc
~ K "3vi u 2

1 £ g

j-
,o
"S
c

O

m

CO

*S

xo
l-H

00

rr"
f^w

2
r*

S
o
«S

00

^ w
CTv

^

Sc
ie

nt
is

l I
I

[F
or

en
si

c

S

oo
oo

t-"
MI5

5
r^

^

o
00
O
*o
(N

S
-m̂

o

1
8.
3

trt
J3

nt
0,

ui-

£

Jn

o

cs"o
l-H

S
0
N^

m
i-H

rf
m"
(S

g
^D
»n*
(N

(A

"o
m

^S

o
'2
to

1
O

§

i°°,
m̂
D

r-
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Ô
s
a
t
UJ

eu
(A

§

1 I
nf

or
m

al

SO
TO

O

Ĥ"
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Funding for LASERS and TRSLA comes through the budgets of many different agencies
or political subdivisions that employ LASERS and TRSLA members. As of June 30, 1994,
the number of participating employers by entity type for these two retirement systems was
as follows:

By Entity Type That Contribute
to LASERS and TRSLA

Type of Employer LASERS TRSLA

State Agency

Municipality

Courts

State Hospitals

Police Juries

School Boards

Vo-Tech Schools

Colleges and Universities

Other

Total

113

35

48

19

22

15

65

317

29

66

51

18

31

195

Source: Created by legislative auditor's staff from data supplied by legislative
actuary.



Appendix F: UAL Amortization Under Three
Types of Schedules

Act 81
The original amortization schedule adopted in 1988. Act 81
principal payments increase at 4.0 percent per year initially.
After five years, the increase factor is 3.5 percent; after five
more years, it is 3.0 percent; and so on. Under Act 81:

• Initial total payments lower than level dollar method, but
become higher at a later date

• Interest payments higher than level dollar method

Because initial series of payments do not meet interest
charges, unpaid interest increases the remaining balance
owed for several years.

Act 257
Adopted in 1992. Principal payments under Act 257 increase at
4.5 percent per year. This means that each year the payment is
4.5 percent higher than it was the previous year.

Lowest initial payments but highest payments on the back
end of schedule

Highest interest payments of these three methods

Because initial series of payments do not meet interest
charges, unpaid interest increases the remaining balance
owed for several years.

Level
Dollar

Payments

Fixed, like a home mortgage.

Highest initial total payment levels

• Eventually produces lowest interest payments

Because initial series of payments exceed interest
charges, remaining balance owed steadily decreases.
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Exhibit F-l below illustrates the difference in outstanding balance
using three types of schedules for LASERS and TRSLA.
The outstanding balance is the amount of the UAL.

Exhibit F-l
Outstanding UAL Balance Under

Three Amortization Schedules

$7jOOO,000,000

$6,OOOjOOOjOO>

$5,000,000,000

$4,OOOA»jOOO

$3,000,000,000

$2,000,000,000

$1,000,000,000

$0
1996 1998 2000 2002 20CM 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028

As of June 30

• TOS Act 257 —•— TOS Act 81 -*— IRS lewd Cbllar —4— IASSIS Act 257 —B— LASERS Act 81 —ft— LASERS Lewi Cbllar;

Source: Created by legislative actuary's staff.



Appendix G: Texaco Settlement Applied to
Unfunded Accrued Liability

The 1994 mineral royalty settlement with Texaco was applied to the unfunded accrued liability
of the three underfunded state systems as follows:

k-F "rt^^-"r — ~ +. ££fafr x&Tfi$*W
n
' f "•

Retirement System
LASERS

TRSLA

State Police
TOTAL

"Amount Applied
in 1994
$36,555,033

77,185,041

3,059,926

$116,800,000

Amount Applied ;
in 1995
$13,817,580

29,175,475

1,156,633

$44,149,688

Amount Applied
in 1996
$13,817,580

29,175,475

1,156,633

$44,149,688

TOTAL

$64,190,193

135,535,991

5,373,192

$205,099,376

Source: legislative actuary

Early Payoff: As a result of the application of these settlement funds, the UAL will be paid
off two years sooner than originally scheduled because:

- the additional payments were applied to principal at the beginning of the
schedule; and

• no other details of the payment schedule were modified.

Exhibit G-l
Measure of Funding Progress--UAL Balance Comparison

$7,000,000,000

$6,000,000,000

$5,000,000,000

$4,000,000,000

$3,000,000,000

$2,000,000,000

$1,000,000,000

$0
1»94 1996 19SS 2000 2002 2004 2006 2006 2010 2012 2014 2016 201B 2020 2022 2024 2026 2028

As oT J u n e 30

•TUB ACT 117 with additional p«ym*nt>

• L A S E R S ACT 197
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• L A S E R S ACT 157 with *ddltlonll paymintt!

Source: Created by legislative actuary's staff.
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Appendix H: Standard Defined Benefit Plan-New Entrants

A. Benefits

* Benefit Formula: 2.5 percent x highest 5-year average salary x years of service
(but not more than 100 percent of highest 5-year salary).

* Normal Retirement: Retirement on or after attainment of age 65.

* Early Retirement: Retirement on or after the attainment of age 55 and 10 years of
service with benefits reduced by 0.6 percent for each of the first 60 months and by
0.3 percent for each of the next 60 months that early retirement precedes the
normal retirement date.

* Withdrawal Benefits: Same as current plan—return of employee contributions
unless employee retires after 10 or more years of service, in which case employee
may leave contributions in the plan and begin receiving accrued benefit at age 65 or
reduced benefit at age 55.

B. Employee Contributions

* LASERS: 7.5 percent of salary (unchanged from current plan for regular
employees, but changed for judges and legislators).

* TRSLA: 7.5 percent of salary (changed from current plan).

C. Retirement Rate Assumption

AGE MALES FEMALES AGE MALES FEMALES

55

56

57

58

59

60

61

62

2%

2%

3%

4%

5%

7%

10%

15%

3%

4%

5%

6%

8%

10%

12%

14%

63

64

65

66

67

68

69

70

15%

20%

30%

40%

50%

60%

75%

100%

20%

25%

35%

50%

60%

70%

80%

100%

D. New Entrants

* Defined as participants who have one year of service as of June 30, 1993.

* Hazardous job categories covered by LASERS (Corrections and Wildlife Agents)
and School Employees Plan B not covered by new plan.
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Appendix I: Current Benefits in LASERS and TRSLA

BENEFITS

Retirement
Benefits

for
Regular
Membe

rs

LASERS

2.5% at 10 years, age 60

2.5% at 25 years, age 55

2.5% at 30 years, any age

With actuarial reduction, 20
years any age

TRSLA

2% at 20 years, any age

2.5% at 25 years, age 55

2.5% at 30 years, any age

2.5% at 20 years, age 65

2% at 10 years, age 60

Maximum
Accrual
Rates

for
Classes

of
System
Membe

Regular Employees-2.5%

Wildlife Agents-% of FAS

Corrections Officers—2.5%

Legislators--3.5%

Judges and Court
Officials-3.5%

• Teachers and University
Professors--2.5%

• School Lunch Plan A--3%

• School Lunch Plan B--2 % *

• Legislators-3.5%

• (has Social Security)

Contribution
Rates

for
Classes

of
System
Membe

Regular Employees--?.5%

Wildlife Agents-8.5%

Corrections Officers-9%

Legislators-11.5%

Judges and Court
Officials-11.5%

Teachers and University
Professors-8%

School Lunch Plan A-9%

School Lunch Plan B-5%*

(has Social Security)

Disability
Retire
ment

Eligible after 10 years service

Receives 2.5% for each year
of actual service

Eligible after 5 years service

Regular retirement if eligible

If not eligible for regular retirement,
lesser of:

75% of benefit payable at age 60, 2.5%
per year if member had continued to
work, or 50% of average compensation

BUT NOT LESS THAN:

Actual years of service at 2.5%
MINOR CHILD BENEFITS

ALSO PAYABLE
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BENEFITS LASERS

Survivor Benefits AFTER FIVE YEARS
OF SERVICE

With Minor Children

Benefit is greater of
$300/monthor75% of
average compensation

Two-thirds of benefit
designated to minor children,
one-third to surviving spouse

Benefits cease when no more
minor children present

AFTER 10 YEARS
OF SERVICE
With Spouse

Spouse receives 50% of
average compensation, even
if no minor children present

AFTER 20 YEARS
OF SERVICE

Member is permanently
entitled to this benefit (unless
retired), whether working in
state service or not

TRSLA

AFTER FIVE YEARS
OF SERVICE

With Minor Children

Spouse receives greater of
$300/month or 50% of
benefit payable if member
had worked until age 60 at
2.5%

Each minor child receives
up to 1/2 of spousal benefit

Benefit ceases when no
minor children present

AFTER 10 YEARS
OF SERVICE
With Spouse

Spouse receives Option
Two (joint and survivor)
benefit at years worked,
2.5%, unless minor child
benefits payable

DROP May participate up to 3 years
if member enters within 60
days of becoming eligible

May enter when eligible to
retire (except for 20 years
at any age provision)

May participate up to 3
years if member enters
within 60 days of
becoming eligible.

If eligible to retire before
1/2/94, may participate for
up to 2 years at any time
after becoming eligible



Appendix I: Current Benefits in LASERS and TRSLA Page 1.3

[BENEFITS LASERS TRSLA

Sick and Annual
Leave Conversion

• May convert all unused sick
and annual leave accumulated
at time of retirement to
retirement credit

• Has option of being paid
actuarial value instead of
receiving added service credit

• May convert unused sick
leave to retirement credit
if earned before 6/30/90

• May convert a maximum
of one year of sick leave
earned after 6/30/90 to
retirement credit

• Most teachers do not earn
annual leave

• Members who are state
employees may convert
unused annual leave earned
after 6/30/90 to retirement
credit but may need to
actuarially purchase it

• Annual leave earned before
6/30/90 may be converted
to retirement credit for
some members

Source: Prepared by legislative auditor's staff from information supplied by TRSLA and the legislative
actuary.
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ĉn
P

BS
Oo
i-H

>>
^-^
cd
3t_i
>F^

U
O .. — *.

P
riv

a
te

 S
ec

t
(M

ed
iu

m
an

d
 L

ar
ge

C
om

pa
ni

es

oil



Appendix J: Survivor and Disability Companies Page J.3

•§cfiI

ty ed

yp
ic

al
 P

er
ce

nt
 o

f
Pr

ed
is

ab
il 

Pa
y

R
ep

la

a

X
,v M:

£.§••§
B S
4) O-

cx-><.

^
>» CO
-° >> *••
•0 £ 0S TEL 2;

III8-** CO

o < a—< ij ,0
•• ^2 ^3 .a
S £ •* Is

3 . £ .5P
C/3 S° ?? TJ»

ca CO

sts as f JJ s* I-asx £ >» w.« *̂  ™*

,
w *S 3> e 5

ID

o q
- -S « ^3

S h 2 ^
*— • *^ «^-

« R
i! -0
P A

g C

£ ^(̂  >•

-a
0
B

O

68
%

 o
f 

co
ve

re
d

em
pl

oy
ee

s 
co

ve
re

d
fo

r 
60

-6
9%

 o
f 

pa
y

•o «
OJ O.
<U >* en
> g O
O & O
" co wtfc- <U .5o w -5

^i >. .

6S 5 o
o &
r4 g

<u

CO

oo 9-
<N Eu

S
ta

te
 a

n
nt

s =
b
9

er
nm

e
T

D
 I

ns

er
 

t
G

ov
er

 L

S 3
•3 2 «< e >

a s
> 82

§

65
%

 o
f 

co
ve

re
d

em
pl

oy
ee

s 
co

ve
re

d
fo

r 
60

-6
9%

 o
f 

pa
y

6 | M ts -g

OJ

o c
«E |1/3 2 "2 Sll§5
1 &ON «

CO

y .2
I 3E w

•81
^3
f^H-i•° o

•O 3
B «« o
(U ^t- 5tj CO



Page J.4 ^ Louisiana Employee Compensation and Benefits Staff Study



Appendix K: Deferred Retirement Option
Plan (DROP)

Because the program is so new and there is only a very small experience base
available, the legislative actuary cannot accurately measure how much the program costs. As
a consequence, the actuary must formulate best-guess assumptions about two critical factors.
These assumptions greatly influence the estimates of program costs:

• When DROP participants would have retired, had they not participated in
DROP. This may not ever be determinable since the mere fact of being in the
program may influence a participant's decision regarding when to retire. Only
the accumulation of further experience in DROP will provide a basis on which
to estimate it.

• What salary increases DROP participants would have received. Average
salary increases in the final years of employment are measurable. However, it
is unlikely that a participant who anticipates a significant salary increase would
want to participate in DROP. Doing so would freeze his or her salary for the
purpose of retirement benefit calculation. Therefore, the population that
participates in DROP might contain a greater number of employees who would
have received less than the average increase.

To illustrate the consequences of different factors, the legislative actuary created four
scenarios in which some assumptions are held constant and others are changed. One factor is
a window. In this study, a window is a limited time period in which a prospective retiree can
participate in the DROP program. In both LASERS and TRSLA, an employee's time of
participation in DROP is now limited by statute to three years. This period starts within
60 days after the member first becomes eligible. Certain inferences can be drawn from each
scenario.

1. Eligibility at 55, no salary increases, certain retirement at 60, 31 years of service.
This scenario represents a relatively young potential retiree who would not have
received a salary increase and would have retired at 60. Because the employee was not
going to receive a salary increase, the system receives no benefit from freezing his or
her salary. The liability is measured out until the age this member will retire-age 60.
Consequently, the DROP benefit represents a cost to the system, regardless of the entry
age.
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Eligibility at 55, 4.25% salary increases, certain retirement at 60, 31 years of service.
This scenario represents a relatively young potential retiree who would have received a
salary increase and would have retired at 60. Because the employee was going to
receive a salary increase, the system does receive a benefit from freezing his or her
salary. Again, the system's liability is measured out until age 60. In this scenario,
there are savings associated with a three-year window DROP. A two-year DROP
produces savings if the participant enters within the first year of eligibility. A
three-year DROP without a window is costly regardless of the entry age.

Eligibility at 55, 4.25% salary increases, certain retirement at 65, 31 years of
service. This scenario represents a relatively young potential retiree who would have
received a salary increase and would have retired at 65. Because the employee was
going to receive a salary increase, the system does receive a benefit from freezing his
or her salary. The system's liability is measured out until age 65, rather than age 60.
In this scenario, there are savings associated with a three-year window DROP. A
two-year DROP produces savings if the participant enters within the first
four-and-one-half years of eligibility. A three-year DROP without a window is costly
regardless of the entry age, except for slight savings if entered immediately upon
eligibility. The major differences in this scenario and the one immediately preceding it
are the savings are greater and are attainable for a longer period of time. This shows
that the later the age at which one would have retired and the earlier the entry, the
greater the advantage to the system from the program.

Eligibility at 66, 4.25% salary increases, certain retirement at 70, 11 years of service.
This scenario represents an older potential retiree who would have received a salary
increase and who would have retired at 70. Because the employee was going to receive
a salary increase, the system does receive a benefit from freezing his or her salary. The
system's liability is measured out until age 70. In this scenario, there are no savings to
the system associated with the three-year window DROP. A two-year DROP without a
window produces savings if the participant enters within the first year of eligibility. A
three-year DROP without a window is costly regardless of the entry age. The major
difference in this scenario and the one immediately preceding it is the savings are less
for older, short-service members, all other factors being equal.
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I. Introduction

Milliman & Robertson, Inc. was retained by the Legislative Auditor for the State of Louisiana
and the Select Council on Revenues and Expenditures in Louisiana's Future (SECURE) to assist
the Legislative Auditor in analyzing issues related to employee benefits based on the Phase 1
audit of Personnel and Benefits conducted for SECURE.

Relating to the medical plan, the SECURE report recommended that the State Employees Group
Benefit Program (SEGBP) should increase the disincentives for members using non-PPO
providers, and should reduce the PPO fee differential, in order to maximize the PPO's
effectiveness. This recommendation was based on a finding that increasing effectiveness of the
PPO will lower the cost of benefits to SEGBP, The report also recommended an increase in the
employee cost sharing provisions (out-of-pocket maximums) of the medical plan. One of our
tasks was to review the cost effectiveness of using a PPO (Preferred Provider Organization) in
conjunction with plan design incentives to use that network, and to determine the potential cost
impact on SEGBP of changing the cost sharing provisions of the plan. In this report we describe
our work and present our results.

Current Medical Plan

The SEGBP currently offers a PPO network which reimburses participants for 90% of eligible
charges incurred at network providers. The PPO is not geographically accessible to all
participants, however. When the network is accessible, the participant has the option of using a
non-PPO provider, in which case eligible charges are reimbursed at 70%. If the PPO network is
not accessible, eligible charges are reimbursed at 80%. A $300 deductible applies to each
enrollee, up to a maximum of three deductibles per family. The coinsurance applies to the first
$5,000 of eligible charges, after which the plan pays 100%, which results in an $800 out-of-
pocket maximum if all charges are incurred within the PPO network and an $1,800 out-of-pocket
maximum if all charges are incurred outside the PPO network..

A separate $200 deductible applies to mental health/substance abuse benefits. Mental
health/substance abuse (MH/SA) charges must be preapproved to be eligible, and then are
reimbursed at 80% until $5,000 in eligible charges are incurred, and at 100% thereafter. The
SEGBP purchases MH/SA services from a MH/SA provider on a prepayment basis.

A separate $100 deductible applies to prescription drugs, with no OOP (out-of-pocket)
maximum.

Discounted reimbursement rates have been negotiated with the PPO providers and non-PPO
physicians' charges are limited to a maximum fee schedule.

1
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Approach to Project

The first step of our analysis is to measure the cost differential between PPO and non-PPO
providers and the overall impact on SEGBP plan costs, recognizing the different benefit
payments, of having participants use PPO providers instead of non-PPO providers. Our next step
is to review the PPO network for its accessibility to the SEGBP plan participants.

We then consider the impact on SEGBP's plan costs and participant out-of-pocket costs of some
plan design alternatives. We calculate the cost impact to SEGBP of changing to various
deductible amounts, coinsurance percentages, and out-of-pocket maximums. It is beyond the
scope of this report to consider additional ways of controlling SEGBP's plan costs, such as with
improved healthcare management techniques.

In Section II we go into more detail with respect to our technical approach to analyzing the cost
impact on SEGBP of the SECURE recommendations. Some of the key actuarial assumptions we
made in our analysis are discussed in Section III. In Section IV we present the results of our
analysis, note some key observations, and draw some conclusions. Our recommendations are
included in Section V.

2
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II. Approach to Analysis

Provider Reimbursement

The cost differential between PPO and non-PPO providers is determined by analyzing the PPO's
hospital per diem schedule and the physician maximum fee schedule. We compared these
reimbursement schedules to community average charge levels and recognized that eligible
charges for non-PPO professional services are subject to the physician maximum fee schedule
and charges for PPO physicians are subject to a maximum of 75% of the fee schedule.

Actuarial Cost Models

We developed actuarial cost models to determine a budget of expenses for each plan option,
(PPO and non-PPO), assuming 100% participation in each. The cost models (see Exhibits A &
B) present utilization rates and average charges for hospital, physician and other medical services
covered by the plan. The models then use the utilization rates and average charges to calculate
PMPM (per member per month) costs. We used Milliman & Robertson's proprietary databases,
the Milliman & Robertson Health Cost Guidelines and the Milliman & Robertson Healthcare
Management Guidelines, as the sources for the utilization and average charge assumptions that
underlie the cost models. Appropriate adjustments are made to reflect the demographic
composition of the SEGBP participants, geographical cost differences, negotiated reimbursement
rates for the PPO providers, anticipated utilization management by the PPO providers, and actual
plan claims experience.

These adjustments were input into the actuarial cost model to arrive at PMPM costs separately
for the PPO option (Exhibit A) and non-PPO option (Exhibit B). After completing the PPO and
non-PPO actuarial cost models, we calculated aggregate PMPM claim costs by weighting the
PPO and non-PPO plan costs to reflect the current usage of the PPO. Based on the utilization of
PPO hospitals compared to non-PPO hospitals, using number of admissions and days, we
estimated that the current PPO usage (for hospital and professional services) is about 60% in-
network, and 40% out-of-network (see Exhibit C).

We later adjusted the actuarial cost models for SEGBP's current benefit plan to develop costs for
plans with different benefit provisions, including varying deductibles, coinsurance provisions,
and out-of-pocket maximums. These alternative cost models enable us to see the impact of
benefit plan changes on the costs to both SEGBP and the participants. The resulting cost impacts
are shown in Exhibits D, E, and F.

3
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III. Actuarial Assumptions

The specific utilization and average charge assumptions are shown by type of service in the
actuarial cost models in Exhibits A and B. In this section we describe the rationale for our key
assumptions.

Physician Charges

We were provided with a physician fee schedule (by CPT code) which represented the maximum
allowed charges by non-PPO network physicians. We used our fee schedule analysis system to
compare the aggregate charge level under the fee schedule to undiscounted community average
charges for similar services in Louisiana. The result of this comparison is shown in Exhibit G.
Although the SEGBP's maximum physician fee schedule appears to be about 15% higher than
community average charges, the fee schedule will still affect some relatively high-charging
physicians who will have their charges reduced to the maximum level. We expect that having a
maximum fee level which is probably in the range of the 60th to 70th percentile of charges
(which means 60% to 70% of physicians normally charge less than the fee schedule) will result
in the average non-PPO physician charges for the SEGBP plan being somewhat less than
community average. We have estimated this reduction in average charges to be 4.7%.

The PPO physicians have agreed to accept fees that are 25% less than the fee schedule. Our
analysis (also shown in Exhibit G) suggests that this lower maximum fee level will be about 14%
below community average charges. Recognizing that the plan will pay the lesser of actual
charges or the maximum fee, we have estimated that the reduction in average charges, from the
undiscounted community average, will be 15%.

Hospital Charges

We were supplied with a listing of the negotiated per diem charges for all hospitals in the PPO
network. The average hospital per diem was calculated by taking the average of each hospitals'
per diem charge weighted by the number of days spent in each hospital during 1993. We
assumed that inpatient days were split 90% for normal inpatient care and 10% for intensive care
when a hospital had a separate per diem for each. A negotiated discount of 15% to 20% applies
when using a PPO hospital for outpatient services. Area adjustment factors specific to the
enrollment of the SEGBP participants were calculated from area factors determined by the
Milliman & Robertson database. The enrollment distribution of the State's SEGBP participants
as of July 14, 1994 is shown in Exhibit H.

The calculated SEGBP average hospital per diem rate of $1,023 was compared to the
undiscounted community average hospital per diem charge of $1,720 in 1994. Thus, the SEGBP
appears to enjoy a significant hospital savings of almost 40%, which is reflected in the cost
model. Furthermore, the effective discount will increase in the future if the per diem schedule
remains constant while hospitals' billed charges continue to increase.

4
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Hospital Utilization

When a plan member anticipates being admitted into a hospital, he or she must obtain
preadmission certification and, after admission, be subject to continued stay review. Significant
penalties up to $2,000 are assessed by the plan for not complying with the utilization review
process. This hospital utilization review applies to admissions to both PPO and non-PPO
hospitals and, therefore, we have assumed that utilization of hospital services will be similar
within and outside of the PPO.

Other Costs

For prescription drug costs we have recognized that PPO providers have agreed to a discount of
15% off of the average wholesale price, plus a $2.50 dispensing fee and that reimbursement will
be limited to generic drug prices when generic drugs are available. We assumed generic drugs
will be available 50% of the time. Mental health/substance abuse plan costs were calculated
assuming that 90% of MH/SA benefits are preapproved, and considered eligible charges. All
later cost model modifications assume that the drug and MH/SA benefits costs remain
unchanged.

Network Coverage and Accessibility

A participant is assumed to have "access" to a primary care hospital if the hospital is in the same
3-digit zip code of their home, and access to a tertiary hospital if the hospital is either in or next
to the same 3-digit zip code. Access to family practitioners, obstetricians, and pediatricians are
determined by calculating the number of physicians per employee. If there is more than one
family practice physician per 500 employees, then we assume there is sufficient access for the
employees in that zip code. Similarly, more than one obstetrician and one pediatrician per 2,000
employees implies access to the PPO network.

Following these guidelines, we calculate that over 97% of the participants have access to PPO
primary care hospitals and PPO tertiary care hospitals. Also, 97% of the participants have access
to family practices, but this falls to 88% for access to an obstetrician, and 80% for access to a
pediatrician.

These relatively high percentages imply that accessibility to PPO providers is not a significant
restriction on the PPO participation rate, which we estimate to be 60%. To the extent that the
plan members are getting their services from non-PPO providers, that seems to be a matter of
choice, not necessity. Therefore, it should be possible to increase the PPO participation rate,
perhaps to something in the range of 80% to 85% (which seems to be the level at which PPO
participation in most plans tops out), through increasing the financial incentives in the benefit
plan to use PPO providers and educating the employees on the availability of network providers
and the financial benefit to them of using the PPO. However, as we will discuss in the next
section, an increased PPO participation rate would likely result in only a modest cost reduction to
the SEGBP, although the participants who switched to PPO providers would benefit significantly
in lower out-of-pocket costs.
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IV. Results. Observations, and Conclusions

As we see in the table below, the total health care costs (assuming 100% participation) in the
PPO network is estimated to be $162.48 per member per month (where "member" is an
employee, spouse, or child). Of this amount, employees pay $32.51 in the form of deductibles
and coinsurance payments. The remaining cost of $129.97 is paid by SEGBP. These cost
numbers come from the actuarial cost models we developed for the SEGBP plan (Exhibits A and
B).

The second line of the table shows the total costs if we assume that all services were provided
outside of the PPO network, even though PPO providers were accessible. The non-PPO's total
plan cost is $203.38, of which $143.60 is paid by the SEGBP, and the remaining $59.78 is
assumed by the participant in the form of cost sharing.

Medical Plan Costs (PMPM)

PPO

Non-PPO

Total

$162.48

$203.38

SEGBP's Share

$129.97

$143.60

Participant's
Share

$32.51

$59.78

We estimate PPO network claim costs (SEGBP's share) are 9% lower than the non-PPO costs.
The higher coinsurance provision in the PPO plan of 90% is more than offset by the charge
discounts negotiated with the PPO providers.

To calculate the estimated per member per month cost to the SEGBP with both PPO and non-
PPO options combined, we weight the respective claim costs according to current network
participation (assumed to be 60%). The calculation is as follows:

(60% x $129.97) + (40% x $143.60) = $135.42

Participants may also be subject to a certain amount of balance billing on the part of any non-
PPO physicians who do not accept assignment who have had their charges capped by the fee
schedule for benefit determination. However, since we have no information on the extent to
which balance billing is occurring, we have ignored this additional form of participant cost
sharing in our analysis.
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Cost Effectiveness of Plan Design Changes

We modified our cost models to reflect possible changes in the plan's deductible, coinsurance
percentages, and out-of-pocket maximums. By comparing these modified cost models to the
original cost models for the current SEGBP plan we can estimate the cost impact on SEGBP (and
the participants) of making these plan changes.

Deductible

We estimated the cost impact to SEGBP and the participants of increasing and decreasing the
deductible from the current level of $300. In Exhibit D we compare values for the current
deductible of $300 to test deductibles of $200, $500 and $750. The deductible scenarios were
calculated assuming the current PPO network participation remains at the same 60%. In Exhibit
D, we find a cost savings to the participants of close to 8% when the deductible is lowered to
$200.

When the deductible increases to $500 and $750, the participants have an increase to their cost
share of 12% and 23%, respectively. However, SEGBP gets a savings of 5% with a $500
deductible, and double that savings when the deductible is at $750.

Coinsurance

We also estimated the cost impact to SEGBP and the participants of changing the plan's
coinsurance percentages from the current coinsurance reimbursement rates of 90% for PPO
services and 70% for non-PPO services. PMPM costs were calculated for other scenarios of
coinsurance percentages such as 90/60 (90% PPO reimbursement/60% non-PPO reimbursement),
80/60, 80/50, and 70/50 (see Exhibit E). We assumed 60% PPO participation in plans with a
20% coinsurance differential (PPO vs. non-PPO), and 70% PPO participation in plans with a
30% differential.

We estimate a 13.5% savings to SEGBP when coinsurance percentages drop to 80% PPO and
60% non-PPO. This savings doubles to about 27% when the coinsurance percentages fall even
further to 70% PPO and 50% non-PPO. However, the cost impact to the participants is dramatic;
in the 80/60 scenario, the participant cost share jumps by 37%, and by almost 74% in the 70/50
scenario.

We estimated the cost impact for two more scenarios: the 90/60 scenario and the 80/50 scenario
have a coinsurance spread of 30%. As a result, we assumed the PPO participation rate increases
to 70%. SEGBP will save almost 6% in the 90/60 scenario, and almost 19% in the 80/50
scenario. Participants, on the other hand, will see their costs increase by over 6% in the 90/60
scenario and 40% in the 80/50 scenario.
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Out-of-pocket Maximums

Exhibit F displays a grid showing various OOP maximums for both PPO and non-PPO networks.
These are calculated under four scenarios of network participation. Scenario 1 takes the current
network participation rate of 60%, while scenario 2 has an increased PPO participation rate of
70%. Scenario 3 moves up to 80% network participation and scenario 4 goes as high as 85%.
Pages 1 and 2 of Exhibit F show the PMPM amount payable by the SEGBP, while Pages 3 and 4
show the PMPM amount assumed by the participant. Pages 5 and 6 show the percentage of total
healthcare costs that are paid by each of SEGBP and the participants. Pages 7 and 8 show the
change in the SEGBP's and participant's share of costs from changing the PPO and non-PPO out-
of-pocket maximums.

For example, under the current PPO network distribution (Scenario 1), going to a $2000 OOP
maximum for PPO and to $3000 for non-PPO results in a savings of 1.6% to the plan (page 7 of
Exhibit F) and an increase in cost of 4.5% to the employees. Using the same example, we see
from page 5 that increasing the OOP maximums to $2,000/$3,000 will increase the participant's
share of total costs from 24% to 26%. Therefore, by increasing the OOP maximums, the SEGBP
would save 2.3% by shifting these expenses to the participants.

Observations

1. The SEGBP plan limits allowable charges for non-PPO physician to a maximum fee
schedule. It is common for health plans to limit allowable charges for non-PPO physicians
to a "reasonable and customary" fee standard. However, limiting the allowable charges to
a fixed fee schedule that is under the 70th percentile of fees serves to create a greater
incentive to use the PPO physicians than what plan members would normally have from
just the 70%/90% benefit differential because of the potential for balance billing by non-
PPO physicians who do not accept assignment.

2. The estimated average PPO hospital per diem rate of $1,023 represents a significant
discount from the undiscounted community average per diem rate. SEGBP appears to be
saving about 40% of inpatient charges from this discount.

3. The physician fee schedule is about 15% higher than the undiscounted community average
charges. Since the fee schedule is a maximum fee schedule, and the plan will pay the
lesser of the fee schedule or actual billed charges, the plan's average fees will be less than
the community average. We estimate this savings to be 4.7% of non-PPO physician
charges. For PPO physician charges, which are limited to the lesser of 75% of the fee
schedule or actual billed charges, we estimate this savings is 15% of physician charges.

4. The PPO network is broad in number and in geographical area. It covers all major centers
of employee concentration in the state and includes a full range of primary care and
specialist physicians and a full range of primary, secondary, and tertiary hospital facilities.
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5. Cost reductions for the SEGBP plan are possible by shifting more of the total healthcare
cost to the participants by adopting higher deductibles and out-of-pocket maximums or
lower coinsurance benefits. However, given the already high cost sharing for the
participants in premium funding, increasing benefit cost sharing may not be the best
solution for controlling the plan's costs.

Conclusions

Based on our analysis, and the observations noted above, we have arrived at the following
conclusions:

1. Increasing PPO network participation may not create the significant savings anticipated in
the SECURE report. The net cost to SEGBP of using PPO providers is only about 9% less
than the cost for using non-PPO providers. Furthermore, it appears that since the SECURE
report was completed, utilization of the PPO network has increased significantly, anyway.

2. The reasonably comparable costs (to SEGBP) of the PPO and non-PPO options indicates
that the medical plan is well designed. A change in the current percentage of network
usage, absent any benefit changes, will not materially alter the cost of the plan to SEGBP.
However, if SEGBP creates more disincentive to use non-PPO providers by lowering the
coinsurance percentage below the current 70%, then SEGBP will achieve some cost
savings by shifting some plan costs to the participants who continue to use non-PPO
providers.

3. It is clearly in the best financial interest of the participants to use the PPO providers.
Although there is no variance in deductibles between the PPO and non-PPO options, which
we would normally expect to see, the combined effect of the 20% coinsurance differential
and being subject to being billed by non-PPO physicians for actual charges in excess of the
plan's allowed charges should be adequate financial incentive to use the PPO network.

4. The discounts obtained from hospitals, which are implicit in the negotiated per diem
payment rates, are reasonable for a PPO network, and actually may be greater discounts
than we would expect given the large number of hospitals in the network and the lack of
opportunity for any one hospital to significantly increase its share of the SEGBP plan
patient base.

5. The physician fee schedule is of little help to SEGBP in lowering the plan's physician costs
for non-PPO physicians. The fee schedule is currently set at a level well above community
average fees and, therefore, we would expect most submitted charges will be unaffected by
the fee schedule. However, the additional 25% discount off of the fee schedule that was
agreed to by the PPO physicians results in an effective discount on physician charges of
15%, which is about the minimum discount we would expect to see in a PPO network.
Many managed care networks achieve much greater discounts, such as 30% to 50%, if they
have the ability to limit the number of physicians and create a bigger impact on each
physician's patient base.
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6. The PPO plan does not appear to have an accessibility problem. There seems to be plenty
of providers, capable of delivering a broad range of services in all areas where participants
reside. In fact, the network is probably too large and should be narrowed, particularly with
respect to specialist physicians and hospitals, so that the SEGBP can exert more leverage
on the remaining providers to achieve greater price discounts and increased healthcare
management efficiency. However, our understanding is that the SEGBP is currently
limited in this regard by Louisiana's "any willing provider" law.
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V. Recommendations

We do not recommend modifying the plan's benefit design for the purpose of creating more
incentive to use the PPO network, with the expectation of significant plan savings. The current
benefit design seems fine, with adequate incentives for PPO use. There is little expected cost
reduction for the SEGBP, under current provider reimbursement agreements, from increased use
of the network.

The next step in creating savings for SEGBP is to develop a more efficient PPO network. This
can be done by selectively tightening up the provider network so that fewer and more efficient
providers remain. Also, negotiating deeper discounts from the remaining providers, and
developing a strong healthcare management staff that can work with the providers to implement
treatment protocols and reduce any medically unnecessary utilization will lead to a more cost
efficient PPO network. We recognize that any network modifications will have to be done with
the existing legislative constraints that have been placed on SEGBP and other managed care
plans.

The added benefit of this strategy is that increased PPO network usage will naturally occur. As
deeper discounts are negotiated and the fee schedules are further reduced, participants will have
more incentive to stay in the PPO network. Otherwise, they will be reimbursed at the lower
coinsurance percentage for a smaller amount, and be responsible themselves for a larger extra
charge from non-PPO physicians.

Increased usage of the PPO network will, in turn, give the SEGBP more leverage with the
providers to negotiate still more favorable reimbursement rates. Thus, as the cost of the PPO
option drops, the SEGBP may want to re-visit the idea of increasing the coinsurance differential
between the PPO and non-PPO options so as to keep the expected plan costs for the two options
comparable.
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State of Louisiana
Commercial Health Svcs. Cost Model
Preferred Provider Network

Unmanaged Scenario

Exhibit A
Actuarial Cost Model - PPO

Per Member Monthly Cost Development

HOSPITAL SERVICES
HOSPITAL IMPATIENT

NON-MATERNITY
Medical (w/o bums,neos,rehab)
Neonates - Level II & III
Rehabilitation
Surgical (w/o transplants)
Transplants
Bums
Psychiatric
Alcohol & Drug Abuse

Subtotal
MATERNITY

Deliveries
Well Newborn
Non-Deliveries

Subtotal
Extended Care Facility / SNF

Hospital IP Subtotal

HOSPITAL OUTPATIENT
Emergency Room
Surgery
Radiology
Pathology
Other
Maternity Non-Deliveries

Hospital OP Subtotal

Hospital Total

PHYSICIAN SERVICES
IMPATIENT SURGERY

Primary Surgeon
Assistant Surgeon
Anesthesia

IP Surgery Subtotal (1)
MATERNITY

Normal Deliveries
Cesarean Deliveries
Non-Deliveries

Maternity Subtotal
OUTPATIENT SURGERY

OP Surgical Center
Office
Anesthesia

OP Surgery Subtotal (1)
Surgery Subtotal (1)
Anesthesia Subtotal

INPAT1ENT VISITS
Hospital Visits
Extended Care Visits
Critical Care Visits

IP Visits Subtotal

Annual

Frequency

160
31

10.8
184
3.6
0.9

0
0

390.30

54
54
14

68.00
9

467.30

348
109
203
221
304

7
1,192.00

1,659.30

72
10
46

82.00

15
6

13
34.00

200
272

63
472.00
554.00
109.00

423
6

19
448.00

Average

Charge

,023.92
,023.92
,023.92
,023.92
,023.92

1,023.92
0.00
0.00

1,023.92

1,023.92
0.00

1,023.92
1,023.92

344.60
1,010.84

150.85
1,120.20

277.63
89.96
84.36

422.26
234.43

453.08

1,484.45
559.84
569.23

1,371.69

2,307.30
2,902.98

494.43
1,719.26

512.80
155.82
326.84
307.08
464.66
429.13

83.43
66.21

122.26
84.85

Per Member

Monthly

Claim Cost

13.65
2.65
0.92

15.70
0.31
0.08
0.00
0.00

33.30

4.61
0.00
1.19
5.80
0.26

39.36

4.37
10.18
4.70
1.66
2.14
0.25

23.29

62.65

8.91
0.47
2.18
9.37

2.88
1.45
0.54
4.87

8.55
3.53
1.72

12.08
21.45

3.90

2.94
0.03
0.19
3.17

Per Unit

Utilization

Copay

10%
10%
10%
10%
10%
10%

0.00
0.00

10%
0.00
10%

20%

$100.00/10%
10%
10%
10%
10%
10%

10%
10%
10%

10%
10%
10%

10%
10%
10%

10%
10%
10%

Annual

Frequency

of Copay

160.0
31.0
10.8

184.0
3.6
0.9
0.0
0.0

390.3

52.6
54.0
13.6
66.2
9.0

465.5

295.8
109.0
203.0
221.0
304.0

7.0
1,139.8

1,605.3

72.0
10.0
46.0
82.0

15.0
6.0

13.0
34.0

200.0
272.0
63.0

472.0
554.0
109.0

423.0
6.0

19.0
448.0

Per Member Per Member

Cost Sharing Net Claim

Yakl£ Costs

$1.37
0.26
0.09
1.57
0.03
0.01
0.00
0.00
3.33

0.46
0.00
0.12
0.58
0.05
3.96

2.66
1.02
0.47
0.17
0.21
0.02
4.55

8.51

0.89
0.05
0.22
0.94

0.29
0.15
0.05
0.49

0.85
0.35
0.17
1.20
2.14
0.39

0.29
0.00
0.02
0.31

$12.28
2.39
0.83

14.13
0.28
0.07
0.00
0.00

29.97

4.15
0.00
1.07
5.22
0.21

35.40

1.71
9.16
4.23
1.49
1.93
0.23

18.74

54.14

8.02
0.42
1.96
8.43

2.59
1.30
0.49
4.38

7.70
3.18
1.55

10.88
19.31
3.51

2.65
0.03
0.17
2.86
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State of Louisiana
Commercial Health Svcs. Cost Model
Preferred Provider Network

Unmanaged Scenario

Exhibit A
Actuarial Cost Model - PPO

Per Member Monthly Cost Development

OFFICE VISITS & MISCELLANEOU
Office Visits
Home Visits
Therapeutic Injections
Allergy Testing
Allergy Immunotherapy
Diagnostic Testing
Immunizations
Well Baby Exams
Vision Exams
Speech Exams/Therapy
Hearing Exams
Physical Exams
Outpatient Psychiatric

Subtotal
OTHER OUTPATIENT VISITS

Emergency Room Visits
Consults
Physical Medicine
Cardiovascular
Dialysis

Subtotal
Medicine Subtotal

RADIOLOGY
IP (Professional)
OP (Professional)
Office (Combined)

PATHOLOGY
IP (Professional)
OP (Professional)
Office (Combined)

Physician Total

OTHER
Prescription Drugs
PON/Home Health
Ambulance
Durable Medical Care
Prosthetics
Chiropractor
Podiatrist
Glasses/Contacts
Well Woman (mammography, etc)
OP Alcohol & Drug Abuse

Other Subtotal

Grand Total

Annual

Frequency

3,895
1

141
29

276
272

0
147

0
4
0

236
0

5,001.00

350
103
322
137
12

924.00
6,373.00

Average

Charge

44.71
88.32
19.16
72.34
21.75
4075
0.00

35.00
0.00

88.29
0.00

78.00
0.00

43.97

72.67
130.85
41.03
94.28

157.17
72.43
50.97

Per Member

Monthly

ClaimCost

14.51
0.01
0.23
0.17
0.50
0.91
0.00
0.43
0.00
0.03
0.00
1.53
0.00

18.32

2.12
1.12
1.10
1.08
0.16
5.58

27.07

Per Unit

Utilization

Cflpay.

10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%

0.00

10%
10%
10%
10%
10%

Annual Per Member Per Member

Frequency Cost Sharing

ofCopay

3,895.0
1.0

141.0
29.0

276.0
272.0

0.0
147.0

0.0
4.0
0.0

236.0
0.0

5,001.0

350.0
103.0
322.0
137.0
12.0

924.0
6,373.0

Yahifi

1.45
0.00
0.02
0.02
0.05
0.09
0.00
0.04
0.00
0.00
0.00
0.15
0.00
1.82

0.21
0.1 1
0.11
0.11
0.02
0.56
2.69

Net Claim

Costs

13.06
0.01
0.21
0.15
0.45
0.82
0.00
0.39
0.00
0.03
0.00
1.38
0,00

16.50

1.91
1.01
0.99
0.97
0.14
5.02

24.38

128
348
511

62
128

2,899

80.28
97.02

122.11

58.76
56.72
28.03

0.86
2.81
5.20

0.30
0.61
6.77

10%
10%
10%

10%
10%
10%

128.0
348.0
511.0

62.0
128.0

2,899.0

0.09
0.28
0.52

0.03
0.06
0.68

0.77
2.53
4.68

0.27
0.55
6.09

11,146.0 79.50 73.84 11,146.0 7.37 66.47

5,334
38
19
38

4
837
69
0

78
0

6,417.00

19,222.30

26.00
262.88
371.41
272.87
674.10

52.68
88.19

0.00
147.00

0.00
35.91

$97.20

11.56
0.83
0.59
0.86
0.22
3.67
0.51
0.00
0.96
0.00

19.20

$155.69

10% 5,334.0
10% 38.0
10% 19.0
10% 38.0
10% 4.0
10% 837.0
10% 69.0
10% 0.0
10% 78.0

0.00 0.0
6,417.0

19,168.3

1.16
0.08
0.06
0.09
0.02
0.37
0.05
0.00
0.10
0.00
1.93

$17.81

10.40
0.75
0.53
0.77
0.20
3.30
0.46
0.00
0.86
0.00

17.27

$137.88
Plus Carved out MH/SA benefits (assumes 90% in-network)

Overall Total

$6.79

$162.48

SI. 43

$19.24
Minus $13.04 for $300 General Deductible/Up to 3x Family

Minus $3.19 for $100 Rx Deductible
Minus $0. 15 for $200 Mental Health/Substance Abuse Deductible

Plus $3. 11 to account for Out of Pocket Maximum of $5,000 per person

5.36

$143.24
$130.20
$127.01
$126.86

$129.97
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State of Louisiana
Commercial Health Svcs. Cost Model
Out of PPO Network
Unmanaged Scenario

Exhibit B
Actuarial Cost Model - Non-PPO

Per Member Monthly Cost Development

HOSPITAL SERVICES
HOSPITAL IMPATIENT

NON-MATERNITY
Medical (w/o bums,neos,rehab)
Neonates - Level II & III
Rehabilitation
Surgical (w/o transplants)
Transplants
Bums
Psychiatric
Alcohol & Drug Abuse

Subtotal
MATERNITY

Deliveries
Well Newborn
Non-Deliveries

Subtotal
Extended Care Facility / SNF

Hospital IP Subtotal

HOSPITAL OUTPATIENT
Emergency Room
Surgery
Radiology
Pathology
Other
Maternity Non-Deliveries

Hospital OP Subtotal

Hospital Total

PHYSICIAN SERVICES
INPATIENT SURGERY

Primary Surgeon
Assistant Surgeon
Anesthesia

IP Surgery Subtotal (1)
MATERNITY

Normal Deliveries
Cesarean Deliveries
Non-Deliveries

Maternity Subtotal
OUTPATIENT SURGERY

OP Surgical Center
Office
Anesthesia

OP Surgery Subtotal (1)
Surgery Subtotal (1)
Anesthesia Subtotal

INPATIENT VISITS
Hospital Visits
Extended Care Visits
Critical Care Visits

IP Visits Subtotal

Annual

Frequency

160
31

10.8
184
3.6
0.9

0
0

390.30

54
54
14

68.00
9

467.30

348
109
203
221
304

7
1,192.00

1,659.30

72
10
46

82.00

15
6

13
34.00

200
272
63

472.00
554.00
109.00

423
6

19
448.00

Average

Charge

1,685.35
1,424.30
1,034.63
1,931.10
4,195.64
3,031.21

0.00
0.00

1,788.72

1,042.58
0.00

1,322.89
1,100.29

299.80
1,659.87

177.47
1,317.88

326.63
105.83
99.25

496.78
275.80

665.59

1,672.28
630.67
641.19

1,545.25

2,599.09
3,270.09

556.95
1,936.68

577.69
175.54
368.16
345.94
523.46
483.38

93.99
74.56

137.46
95.57

Per Member

Monthly

Claim Cost

22.47
3.68
0.93

29.61
1.26
0.23
0.00
0.00

58.18

4.69
0.00
1.54
6.23
0.22

64.64

5.15
11.97
5.53
1.95
2.51
0.29

27.40

92.03

10.03
0.53
2.46

10.56

3.25
1.64
0.60
5.49

9.63
3.98
1.93

13.61
24.17
4.39

3.31
0.04
0.22
3.57

Per Unit

Utilization

Copay

$50.00/30%
$50.00/30%
$50.00/30%
$50.00/30%
$50.00/30%
$50.00/30%

0.00
0.00

$50.00 / 30%
0.00

$50.00/30%

20%

$100.00/30%
30%
30%
30%
30%
30%

30%
30%
30%

30%
30%
30%

30%
30%
30%

30%
30%
30%

Annual

Frequency

ofjCopay

99-2
19-2
6.7

114.0
2.2
0.6
0.0
0.0

241.9

52.6
54.0
13.6
66.2
9.0

317.2

295.8
109.0
203.0
221.0
304.0

7.0
1,139.8

1,457.0

72.0
10.0
46.0
82.0

15.0
6.0

13.0
34.0

200.0
272.0
63.0

472.0
554.0
109.0

423.0
6.0

19.0
448.0

Per Member Per Member

Cost Sharing Net Claim

Costs

$7.03
1.16
0.30
9.22
0.38
0.07
0.00
0.00

18.16

1.56
0.00
0.50
2.06
0.04

20.26

3.27
3.59
1.66
0.58
0.75
0.09
9.94

30.20

3.01
0.16
0.74
3.17

0.97
0.49
0.18
1.64

2.89
1.19
0.58
4.08
7.25
1.32

0.99
0.01
0.07
1.07

$15.44
2.52
0.63

20.39
0.88
0.16
0.00
0.00

40.02

3.13
0.00
1.04
4.17
0.18

44.38

1.88
8.38
3.87
1.37
1.76
0.20

17.46

61.83

7.02
0.37
1.72
7.39

2.28
1.15
0.42
3.85

6.74
2.79
1.35
9.53

16.92
3.07

2.32
0.03
0.15
2.50

COSTLA.XLS MILLIMAN Sc ROBERTSON, INC. 2/28/95



State of Louisiana
Commercial Health Svcs. Cost Model
Out of PPO Network
Unraanaged Scenario

Exhibit B
Actuarial Cost Model - Non-PPO

Per Member Monthly Cost Development

OFFICE VISITS & MISCELLANEOU
Office Visits
Home Visits
Therapeutic Injections
Allergy Testing
Allergy Immimotherapy
Diagnostic Testing
Immunizations
Well Baby Exams
Vision Exams
Speech Exams/Therapy
Hearing Exams
Physical Exams
Outpatient Psychiatric

Subtotal
OTHER OUTPATIENT VISITS

Emergency Room Visits
Consults
Physical Medicine
Cardiovascular
Dialysis

Subtotal
Medicine Subtotal

RADIOLOGY
IP (Professional)
OP (Professional)
Office (Combined)

PATHOLOGY
IP (Professional)
OP (Professional)
Office (Combined)

Physician Total

OTHER
Prescription Drugs
PDN/Home Health
Ambulance
Durable Medical Care
Prosthetics
Chiropractor
Podiatrist
Glasses/Contacts
Well Woman (mammography, etc)
OP Alcohol & Drug Abuse

Other Subtotal

Grand Total

Annual

Frequency

3,895
1

141
29

276
272

0
147

0
4
0

236
0

5,001.00

350
103
322
137

12
924.00

6,373.00

Average

Charge

50.36
99.44
21.58
8138
24.51
45.36
0.00

35.00
0.00

99,45
0.00

78.00
0.00

48.93

81,80
147,38
46.22

106.23
176.97
81.57
56.94

Per Member

Monthly

Claim Cnst

16.35
0.01
0.25
0.20
0.56
1.03
0.00
0.43
0.00
0.03
0.00
1.53
0.00

20.39

2.39
1.27
1.24
1.21
0.18
6.28

30.24

Per Unit

Utilization

Copay

30%
30%
30%
30%
30%
30%
30%
30%
30%
30%
30%
30%

0.00

30%
30%
30%
30%
30%

Annual Per Member Per Member

Frequency Cost Sharing

pfCopay

3,895.0
1.0

141.0
29.0

276.0
272.0

0.0
147.0

0.0
4.0
0.0

236.0
0.0

5,001.0

350.0
103.0
322.0
137.0
12.0

924.0
6,373.0

Value

4.90
0.00
0.08
0.06
0.17
0.31
0.00
0.13
0.00
0.01
0.00
0.46
0.00
6.12

0.72
0.38
0.37
0.36
0.05
1.88
9.07

Net Claim

Costs

11.45
0.01
0.17
0.14
0.39
0.72
0.00
0.30
0.00
0.02
0.00
1.07
0.00

14.27

1.67
0.89
0.87
0.85
0.13
4.40

21.17

128
348
511

62
128

2,899

90.46
109.33
137.61

66.21
63.91
31.58

0.96
3.17
5.86

0.34
0.68
7.63

30%
30%
30%

30%
30%
30%

128.0
348.0
511.0

62.0
128.0

2,899.0

0.29
0.95
1.76

0.10
0.20
2.29

0.67
2.22
4.10

0.24
0.48
5.34

11,146.0 89.29 82.93 11,146.0 24.87 58.06

5,334
38
19
38
4

837
69

0
78

0
6,417.00

31.45
262.88
371.41
272.87
674.10
52.68
88.19
0.00

147.00
0.00

40.44

13.98
0.83
0.59
0.86
0.22
3.67
0.51
0.00
0.96
0.00

21.63

30%
30%
30%
30%
30%
30%
30%
30%
30%
0.00

5,334.0
38.0
19.0
38,0
4.0

837.0
69.0
0.0

78.0
0.0

6,417.0

4.19
0.25
0.18
0.26
0.07
1.10
0.15
0.00
0.29
0.00
6.49

9.79
0.58
0.41
0.60
0.15
2.57
0.36
0.00
0.67
0.00

15.14

19,222.30 $122.73 $196.59 19,020.0 $61.56 $135.03
Plus Carved out MH/SA benefits (assumes gO% in-nerwork^

$6.79 SI.43 5.36

Overall Total $203.38 $62.99 $140.39
Minus $13.45 for $300 General Deductible/Up to 3x Family $126.94

Minus $3.19 for $100 Rx Deductible $123.75
Minus $0.15 for $200 Mental Health/Substance Abuse Deductible $123.60

Plus $20.00 to account for Out of Pocket Maximum of $5,000 per person $ 143.60

COSTLA.XLS MILLIMAN & ROBERTSON, INC. 2/28/95
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ô

fee

o
o
oo
fee

O
CU
Q_

C
o
Z en

t-

>- ^£ —^ >
w O
S ,*-§ £<
6
X
C3

S

VI
Tfr
od
CO
fee

ON

od
CO
fee

t->
CO

r^
CO
fee

•̂ rvo
r^
CO
fee

o
p
r^
CO
fee

^
VO
vd
m
fee

o
o
°o.

,

fee

00
VI

od
CO

CO
CO

od
ro

p
od
ro

OO
r^
r^
CO

rti— i
r-^
en

•<frr^
vo
m

o
o
ô
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I. Tntroduction

Milliman & Robertson, Inc. was retained by the Legislative Auditor for the State of Louisiana
and the Select Council on Revenues and Expenditures in Louisiana's Future (SECURE) to assist
the Legislative Auditor in analyzing issues related to employee benefits based on the Phase 1
study of Personnel and Benefits conducted for SECURE.

One issue raised by the SECURE report is the competitiveness of the State Employee Group
Benefit Program's (SEGBP) premium rate structure. Within this report, we compare SEGBP's
cost per participant and employer/employee cost sharing to the employee medical plans of other
states and other large Louisiana employers. Next, we test the cost impact of changes to the rate
structure of SEGBP. Finally, we make recommendations suggesting ways to improve the State
of Louisiana's benefit program to be competitive with similar employers.

Approach to Project

The first step of our analysis is to compare various characteristics of the SEGBP medical plan
with other Louisiana employers. The Legislative Auditor's office provided us with a list of 14
Louisiana employers, and we sent each of them surveys with questions regarding then- benefits
program. We also reviewed and relied upon the results of surveys of other state employee health
care plans performed by The Segal Company to do a second comparison. As a third source of
information, we compared the SEGBP's premium rates for active employees to the average cost
per employee expected for a group with SEGBP's benefit plan and demographic characteristics
based on our proprietary health cost database, the Milliman & Robertson Health Cost Guidelines.

This report also discusses the relationship of the plan's single and family rates for active
participants, and determines the appropriateness of the cost differential based on our Health Cost
Guidelines. We also estimate the cost impact to SEGBP of various cost sharing scenarios for
employees and SEGBP. Finally, we review the covered services and benefit provisions in the
SEGBP medical plan and compare them with other employers' medical plans to determine if the
program is missing any important services or benefits, or if it includes unusual benefits which
other programs do not contain.

We conclude with recommendations to improve the competitiveness of the medical plan and
discuss the cost impact of adopting these recommendations.

1
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II. Approach to Analyses

In this section we discuss our overall approach to addressing the several tasks we were assigned
and the sources of data used in our analysis.

Survey of Louisiana Employers

We sent surveys to 14 Louisiana employers with questions about their medical plans. The
questions asked about the funding of their comprehensive major medical plan and HMO plan (if
they have one). The survey also asked about the employer's sharing of costs with the employees.

We received 11 completed surveys, which is more than the ten we had intended to analyze. Of
the 11 employers who responded, five employers self-insure their medical plan, four more
employers self-insure with stop loss insurance, and the other two employers are fully insured.
The employers who responded are listed as follows:

Number of Covered Employees
Acadian Ambulance 787
Albemarle Corporation 821
Blue Cross/Blue Shield 799
Capital City Press Newspaper 463
Entergy/Gulf States Utilities 17,000
Exxon Company, U.S.A., Baton Rouge Refinery 3,722
Freeport-McMoran, Incorporated 824
General Health, Inc. 2,526
Pan American Life Insurance Company 750
South Central Bell 5,400
Tidewater, Inc. 2,950

We compiled answers from the survey responses and made general comparisons of their
responses to the SEGBP plan. The comparisons focused on the cost sharing between employers
and employees, as a percentage of total costs. We did not try to adjust for the different benefit
structures of the employers' plans, which affects the total cost of the plans. However, we did
confirm that all employers have a typical comprehensive major medical plan with deductibles
ranging from $180 - $500, and coinsurance rates within 10% of the States' coinsurance rate. The
results are shown in Section III.

Comparison to Other State Employee Health Benefit Plans

We reviewed the two reports supplied by the Legislative Auditor: The Segal Company's
Comparison with Other State Health Care Plans and Workplace Economics, Inc.'s 1994 State
Employee Benefit Survey. We linked the analysis of these two reports with the results from the
Louisiana employer survey.

2
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Comparison to Milliman & Robertson Database

We compared the SEGBP rates for active participants to the expected costs for a group with the
same benefit plan and demographic characteristics as the SEGBP plan, based on the Milliman &
Robertson health cost database. The M&R database is updated annually as part of our continuing
research into health care costs. It is developed from data representing several million life years
of insurance coverage in employer sponsored medical plans.

Using the database, we calculated per member per month (PMPM) costs for the PPO and non-
PPO options. We area-adjusted the costs based on the States' distribution of participants
throughout Louisiana. These separate costs are weighted together using the current participation
rates in each plan, which we estimated to be 60% in the PPO network, and 40% outside of the
network. Finally, we compared the total cost per member to the States' current funding rates.

3-Tiered Rate Relationships

We developed costs for each of the three rate tiers based on the PMPM costs from the Milliman
& Robertson database. These costs represent participants only, participants with one dependent,
and "families" (participants with two or more dependents). The cost differentials between these
tiers were calculated, and compared to SEGBP's current 3-tiered funding rates to test for the
appropriateness of the rate variation by type of contract.

Cost Sharing Options

We developed possible alternatives to the current SEGBP cost sharing arrangement and
calculated the cost impact to SEGBP in each scenario. The scenarios tested the affects of
changing the cost sharing of the participants only and participants with dependents tiered groups
both singularly and combined. As cost sharing shifts to or from participants, the enrollment in
the SEGBP will likely be affected. For instance, as the State pays a greater percentage of the
total cost, more of the State's employees not enrolled in the plan will tend to join, further
increasing the total cost to SEGBP. Since there is no accurate count of the number of eligible
State employees who have decided not to enroll in the plan, we developed some scenarios which
suggest possible enrollment changes due to cost sharing shifts to or from participants. We have
not tried to estimate the cost to the State of having to change State funding for non-State
employees, such as teachers, but we have included an estimate of the State cost for increasing
funding for its employees enrolled in HMOs,

Current SEGBP Plan Benefits

We reviewed the benefits currently offered by SEGBP and compared them to benefits typically
offered by other Louisiana employers. If there are differences, such as benefits usually offered
by other employers not currently offered by SEGBP, we estimate the cost impact to SEGBP for
offering these benefits. Similarly, if SEGBP offers benefits not usually offered by other
employers, we estimate the cost savings for removing the benefits from the SEGBP plan.

3
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TTI. Results of Analyses

Survey of Louisiana Employers

Active Employees

We see in Table A below that Louisiana ranks last among the 11 Louisiana employers in
aggregate cost sharing. Louisiana ranks last among the surveyed employers for single coverage,
and near the bottom in cost sharing of family coverage. More than half of the employers who
participated in the survey contribute at least 90% towards single coverage. The distribution
varies widely for family coverage, where five of the employers contribute less than 70%.
However, the three employers who contribute less than Louisiana in family coverage provide full
cost sharing for employee only coverage. In the Cost Sharing Options portion of this section, we
will illustrate other cost sharing options which may increase Louisiana's competitiveness with
other Louisiana employers' health benefit plans.

Xable_A
Employers' Contribution Toward Medical Plan Cost

Active Employees/Participants

Number of Employers in Each Percentage Range
Employer's Share of Cost

100%
90 - 99%
80 - 89%
70 - 79%
60 - 69%
50 - 59%
40 - 49%
30 - 39%
0 - 29%

Single Coverage
5
2
2
1
1
0

1 (LA, 45%)
0
0

Family Coverage
1
I
2
2
2
0

2 (LA, 47%)
2
0

Aggregate
1
1
3
2
4
0

1 (LA, 46%)
0
0

Retirees

Table B shows the distribution of Louisiana employers who gave responses regarding their
degree of cost sharing for retirees with Medicare. We see that there are 6 out of 9 employers who
contribute more than the State towards their retiree costs in each coverage category. The
remaining three employers do not contribute at all towards their retiree health coverage. The
State's contribution towards the cost for retirees without Medicare jumps from about 45% to
about 75% of the total premium. There are 5 out of the 9 employers who also contribute towards
their retirees without Medicare coverage, at about the same contribution rate as does the State.

4
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Table B
Employers** Contribution Toward Medip^l Plan Cost

Retirees with Medicare

Number of Employers in Each Percentage Range
Employer's Share of Cost

100%
90 - 99%
80 - 89%
70 - 79%
60 - 69%
50 - 59%
40 - 49%
30 - 39%
20 - 29%
10 - 19%
0 - 9%

Retiree Coverage
3
1
0

''••-•^^i

0 ^-^
1

1 (LA, 40%)
0
0
0
3

Retiree + Family Coverage
2
1
0
1

^ o
2

1 (LA, 45%)
0
0
0
3

Aggregate
2*.
1
0
1
1
1

1 (LA, 44%)
0
0
0
3

**

Insufficient response from two employers.
One of these employers contributes 100% only if retiree had at least 15 years of service.

Health Maintenance Organizations

Interestingly, only 2 out of the 11 employers responded that they offer HMO's to their
employees. On average, the State offers HMO rates which are less than the composite HMO
rates offered by the two employers which offer HMO's.

Comparison to Other State Employee Health Benefit Plans

Active Participants

According to The Segal Company's 1994 Survey of State Employee Health Benefit Plans, we see
in Table C that Louisiana ranks last in employer share of cost for single coverage, and near the
bottom in family coverage cost sharing, resulting in an overall ranking for Louisiana of last in
aggregate cost sharing. These figures indicate that Louisiana may be uncompetitive with other
states' cost sharing arrangements. In particular, nearly half of all states pay for the entire cost of
single coverage, while Louisiana covers less than half of the cost. Louisiana requires that
employees pay over $90 per month for single coverage, while the average for all states is only
$33 per month. Also, participants pay over $180 per month for family coverage, while the
average for all states is only $131. In the Cost Sharing Options portion of this section, we will
illustrate other cost sharing options which may increase Louisiana's competitiveness with other
states' health benefit plans.

5
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Other States' Contribution Toward Medical Plan Cost
Active Participants

Number of States in Each Percentage Range
States' Share of Cost

100%
90 - 99%
80 - 89%
70 - 79%
60 - 69%
50 - 59%
40 - 49%
30 - 39%
0 - 29%

Single Coverage
24
10
9
4
2
0

1(LA,45%)
0
0

Family Coverage
8
4
10
9
9
3

6 (LA, 47%)
1
0

Aggregate
7
6
15
12
8
1
1
0
0

Retirees

According to The Segal Company's 1994 Survey of State Employee Health Benefit Plans, we see
in Table D that Louisiana ranks 32nd for retiree only coverage, and moves up to 25th for retiree
and family coverage. In Louisiana, the cost paid by retirees with Medicare coverage is $54 for
retiree only coverage, while the average cost paid by retirees for all states is $58. Further, the
cost paid by Louisiana retirees for retiree and family coverage is almost $103, while the average
cost for all states is $128. This implies that Louisiana is fairly competitive with other states'
retiree with Medicare coverage.

Table D
Other States'* Contribution Toward Medical Plan Cost

Retirees with Medicare

Number of States in Each Percentage Range
States' Share of Cost

100%
90 - 99%
80 - 89%
70 - 79%
60 - 69%
50 - 59%
40 - 49%
30 - 39%
20 - 29%
10-19%
0 - 9%

Retiree Coverage
17
4
6
0
2
2

1 (LA, 40%)
0
1
1

15

Retiree + Family Coverage Aggregate
9
1
6
3
0
6

3 (LA, 45%)
2
I
2
16

9
1
8
1
5
3
3
2
0
2
15

excludes New Mexico
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According to Exhibit C which the Legislative Auditor provided to us, the State of Louisiana
covers over 17,000 retirees with Medicare, and also covers nearly 10,000 more retirees without
Medicare, as of November, 1994. Since the State decided that retirees without Medicare
coverage should contribute the same amount as active participants, the State has an added burden
of cost sharing because costs for retirees without Medicare are three to four times higher than the
costs for retirees with Medicare.

Health Maintenance Organizations

Louisiana offers 10 HMOs to its employees. The average number of HMOs offered by all states
is about 8. However, only 11 states offer more HMO's than Louisiana. According to the Segal
Company's 1994 Survey of State Employee Health Benefit Plans, Louisiana ranks 12th among all
states in their percentage of active employees enrolled in HMO's. Also, Louisiana ranks 14th for
the most competitive HMO composite premium. The similarity in the two rankings seem to
make sense in that the more competitive the HMO premium is, the more likely its employees will
enroll in the HMO. As a result, we conclude that SEGBP's current HMO options are competitive
with other states' HMO arrangements.

Comparison to Milliman & Robertson Database

Comprehensive Major Medical Plan

We calculated expected costs for a group with the same benefit plan and demographic
characteristics as the SEGBP plan based on the Milliman & Robertson database. Our manual
rates were then compared to SEGBP's medical plan for active participants. We used the current
PPO participation rate of 60% to weight the costs for the PPO and non-PPO options, and
developed the following per member per month cost estimates:

Table E
Per Member Per Month Cost Based on Database

PPO
Non-PPO

Total

Weights

60%

40%

100%

M&R Manual Rate
for SEGBP

$101

$115

$107

The $107 per member per month rate is the expected claim costs based on our manual rates. We
loaded the $107 with a 6% administrative loading factor, to come up with a PMPM premium rate
estimate of $114.

7
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From Exhibit C, the Consolidated Comparison Summary of Claims Activity, we see that the
average premium per contract for active participants is $263.72. We estimate that the total
number of members (participating employees and their dependents) associated with the 48,653
active employees in Exhibit C is 112,080. Therefore, SEGBP's average premium per member is
$114.48. Thus, SEGBP's actual premium rates for active participants are within 1% of the
manual rates which we would expect based on the Milliman & Robertson Guidelines.

Health Maintenance Organizations

We calculated premium rates for a typical Louisiana employer's HMO plan based on the
Milliman & Robertson database to compare to the average of the combination of the State's
HMO plans. Using an average plan design for HMO's, such as the Ochsner Health Plan HMO in
New Orleans, the expected per participant per month cost, assuming undiscounted charge levels
and no reduction in utilization levels due to healthcare management, is $375. The State's current
average HMO premium is $280.73, which suggests the State is benefiting from a combination of
provider discounts and healthcare management that reduces the cost of the relatively rich HMO
benefit plans by about 25%, although the average HMO premium still exceeds the average
SEGBP premium.

3-Tiered Rate Relationships

SEGBP's current premium rates charged to participants are as follows:

Coverage Category Total Cost

Single Coverage $168.20

Participant + 1 Dependent $284.12

Family Coverage $347.08

"Family" coverage would include the participant plus two or more dependents.

This rate structure means that the participant plus one dependent premium is 69% higher than the
single coverage premium for SEGBP. Similarly, the family coverage premium is 106% greater
than the single coverage premium. According to the Milliman & Robertson Health Cost
Guidelines we expect that the participant plus one dependent premium rate should be over 100%
greater than the single coverage premium rate. Table F also shows that the family coverage
category should be 137% greater than the single coverage category.

MILLIMAN & ROBERTSON, INC.



vs. Exected Premium Rate Differentals

Ratio to Participant Only
Coverage Category SEGBP Premiums M&R Expected Costs

Single Coverage 1.00 1.00

Participant-*-1 Dependent 1.69 2.03

Family Coverage 2.06 2.37

These ratios reflect the State's participant makeup of 59% female versus 41% male, and the fact
that the average age of active participants is 44.5. This is slightly higher than the average
nationwide employee age of 40.2.

The cost relationships suggest that the SEGBP's current rate structure charges relatively more for
those in the single coverage category, and less for participants with dependents than we would
expect based on healthcare cost experience from other plans around the country. We did not try
to analyze the actual costs of each rate tier in the SEGBP.

Cost Sharing Options

Exhibit B displays the current premium rates and cost sharing in the SEGBP medical plan for the
State's active employees. As of November, 1994, there are over 48,000 active employees in the
plan. Based on SEGBP's current cost sharing arrangement, the State pays almost $72 million per
year to fund the medical plan for the active participants. Exhibit B also contains a matrix of
scenarios in which we estimate the cost impact on the State of increasing its cost sharing
percentage for its employees.

In our analysis we did not try to account for extra costs the State would incur by also increasing
its medical plan contributions for Louisiana school employees who may not be participating hi
the SEGBP. We do not know the number of these school employees and such an analysis is
beyond the scope of our assignment. However, it would seem that the State could limit these
extra costs by making a policy decision to divorce the State cost sharing on school employees
who do not participate in the SEGBP from the cost sharing on those State and school employees
who do participate.

9
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Scenario 1 tests the cost impact if the State were to pay the entire medical cost for both
participants and their dependents. If we assume that there is no added enrollment after this
change, we estimate that the State will see its cost increase by over $82 million per year; a 115%
increase. However, it is more appropriate to assume that this change would also mean that all
eligible state employees would enroll in the SEGBP plan. The Legislative Auditor's office
informed us that the State's number of participating employees could increase by over 50% if all
eligible employees enrolled in the plan. Thus, we provide cost estimates assuming enrollment
increases by 25% and 50%. The cost impact in Scenario 1 is the maximum cost increase that the
State could encounter under current participation, since it assumes the State pays 100% of the
total cost of the medical plan for active participants.

Scenario 2 illustrates a cost sharing alternative followed by several of the Louisiana employers
we surveyed. In this scenario, the employer pays the entire portion of the participant only
category, and the same amount towards the participants with dependents categories. In effect,
the employer pays for its participating employees, and the employees pay for their dependents.
This change in cost sharing would increase the monthly cost to the State by 37%, or $26 million,
assuming no increase in enrollment.

Scenario 3 estimates the cost impact if the State were to pay 100% of the participant only
category, and leave the cost sharing for participants with dependents at its current level. Scenario
4 estimates the cost impact if the State were to pay 100% for participants with dependents, while
leaving the cost sharing for singles at its current level.

Scenarios 5 through 7 consider the cost impact of moving Louisiana to a rank of 25th in its cost
sharing percentage compared to other states' cost sharing. Scenario 5 assumes Louisiana
increases its cost sharing with singles to 98%, which would put Louisiana 25th in its ranking
with other states. Scenario 6 assumes the State increases its share of participants with
dependents to 77%, which would rank Louisiana 25th, as well. Scenario 7 estimates the cost
impact if Louisiana were to increase its share for both categories, thus giving the State a rank of
25th for both categories. The extra cost to the State of making these changes in scenarios 5, 6,
and 7 are estimated to be about $20 million, $35 million, and $55 million, respectively, assuming
there is no increase in plan enrollment.

Cost Sharing Options - HMO Plan

We estimated the additional cost to the State for changes in the premium cost sharing for the
HMO plans. We were given the following data by the Legislative Auditor's office:

Number of Employees in HMO Plans 32,963

HMO Annualized Premium: Employees' Share $59,247,708
HMO Annualized Premium: State's Share $46,428,132
Total Annualized HMO Premium $105,675,840
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The State's share of individual premium by tier category is almost the same as in the indemnity
plan. If we assume that the State increased its share of the total premium to equal 100% of the
single coverage rate, we expect an increased cost to the State.

We estimated the average premium for single coverage for all HMO's offered to the State to be
$162.57, slightly less than the indemnity rate of $168.20. If the State were to contribute $162.57
for all employees in all types of HMO coverage, its HMO premium costs would increase by
39%, assuming no change in enrollment. The annualized amounts of premium to employees and
the State changes as follows:

New HMO Annualized Premium: Employees' Share $41,370,300
New HMO Annualized Premium: State's Share $64,305,540
Total Annualized HMO Premium $105,675,840

If the State were to simply increase its share of costs to the same percentage for all types of HMO
coverage, the State's cost would increase as follows:

Annual Increase
State Share Employee Share

44% (Current)
50%
60%
70%

56%
50%
40%
30%

Increase to State
0%

14%
37%
59%

to State in dollars
$0

$6,409,788
$16,977,372
$27,544,956

Therefore, if the State were to increase its overall cost share to 60% for all coverages, it would
increase its cost by 37%, almost the same effect as contributing the full cost of single coverage
for all categories.

Current SEGBP Plan Benefits

We reviewed the medical benefits which are offered to the State of Louisiana employees to
determine if there are any missing benefits which are usually included in benefit plans.

One benefit which could be considered missing from the SEGBP plan design would be the lack
of coverage for physical exams for children between the ages of seven, when the current well
child care benefit ends, to age sixteen, when the $100 physical examination benefit begins.
Currently, children between the ages of two and seven are allowed a physical exam up to a
maximum benefit of $35. Increasing this benefit to $100 and allowing all children up to age
sixteen one physical exam per year would increase the plan cost to SEGBP by $0.33 PMPM, or a
total dollar increase of about $450,000 per year. Simply extending the $35 annual benefit
beyond age 7 would increase SEGBP costs by just over $120,000 per year.

SEGBP's current plan design does not include any benefits which are unusual for most health
plans and which we believe should be eliminated.

11
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IV. Conclusions and Recommendations

The covered services and benefits currently offered in the SEGBP medical plan seem adequate in
comparison to other Louisiana employer plans and other states' health plans. The major issue
with the competitiveness of the SEGBP plan is in its cost sharing with employees.

Premium Costjjjhgrjng

The decision as to whether to increase the level of the State's contribution toward the cost of the
medical plan should only be made in conjunction with an analysis of the State's total
compensation package for its employees, of which the medical plan is a small but important part.
If the total compensation package for the employees is deemed to be inadequate to meet the
State's needs and goals in recruiting and retaining quality employees, then we recommend that
the State consider the medical plan contribution as one area where Louisiana is behind other
states and other large employers in Louisiana and which should be increased to make the State
more competitive in the labor market. However, we recognize the State may currently be limited
in its authority to contribute more than 50% toward the cost of the plan for active employees.

If, on the other hand, the State's total employee compensation package is deemed more than
adequate to meet the State's employee recruitment and retention needs, we recommend the State
look elsewhere to cut back on compensation since the State contribution to the medical plan is
already non-competitive with similar employers.

Premium Rate Relationships

We believe the total active single premium rate of $168.20 is somewhat high, relative to the
participant plus one dependent and family premium rates of $284.12 and $347.08, respectively.
The single participant rate should probably be lower and the two categories with dependent rates
should be higher if the intent is to have each rate reflect the expected costs, based on national
data, of the participants in the rate tier. A set of rates that would yield the same overall premium
revenue, assuming enrollment does not change, and better reflect the cost experience of each rate
tier in similar plans around the country is:

Single $151
Participant plus one dependent $306
Family $357

Alternatively, the SEGBP could temporarily freeze the employee only rate at $168.20 and let
future rate increases apply only to the other two rate tiers until the following rate structure is
reached:

Single $168.20
Participant plus one dependent $341.45
Family $398.63

12
MILUMAN & ROBERTSON, INC.



This rate structure would generate an additional $1.6 million of premium on today's enrollment,
a 13% increase.

Having said this, we note that there is no particular harm to the SEGBP plan in having single
participants somewhat subsidize the participants with dependents if there is a conscious decision
to do so.

Covered Services

There are no major gaps in coverage in the medical plan and the benefits provided for covered
services are typical for a large employer's major medical plan. However, we recommend the
SEGBP consider expanding coverage to include annual physical exams for children of ages 8
through 15, who are now left out of the physical exam benefit. Extending the $35 per year
benefit to children beyond age 7 might cost the plan about $120,000 per year.
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EXHIBIT A

20. MONTHLY PREMIUMS (Effective July I. 1994)

ACnVE

SINGLE COVERAGE

EMPLOYEE & ONE DEP,

FAMILY COVERAGE

RETIREE

SINGLE COVERAGE

WITHOUT MEDICARE

WITH MEDICARE

EMPLOYEE & ONE PEP.

NONE WITH MEDICARE

ONE WITH MEDICARE

TWO WITH MEDICARE

FAMILY COVERAGE

NONE WITH MEDICARE

ONE WITH MEDICARE

TWO WITH MEDICARE

PART-TIME COBRA

SINGLE COVERAGE

EMPLOYEE & ONE DEP.

FAMILY COVERAGE

COBRA

SINGLE COVERAGE

EMPLOYEE & ONE DEP.

FAMILY COVERAGE

BMP
SHARE

$ 93.10

$151.06

$182.54

STATE
SHARE

$ 75.10

$133.06

$164.54

$168.20

$284.12

$347.08

$ 93.10

$54.04

$151.06

$109.86

$102.58

$182.54

$138.74

$129.52

$96.46

$156.74

$189.50

$171.56

$289.80

$354.04

$285.38

$36.04

$505.62

$307.90

$84.58

$625.26

$415.02

$111.52

$ 75,10

$133.06

$164.54

$0.00

$0.00

$0.00

$378.48

$90.08

$656.68

$458.96

$187.16

$807.80

$597.56

$241.04

$171.56

$289.80

$354.04

$171.56

$289.80

$354.04
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êio.
J
^»
«9
O
f 1

Sh
ar

in
g 

sc
en

ar
io

s 
an

d 
th

ei
r 

<

D
es

cr
ip

tio
n

•4-1
tn
O
U
«*-<
0 o
X 'C.£ S
l« C

•*•" (U
« 0.. - r/}

S

£oVI

OO
SOt-
wi"
so
00vT
m
Vi

^o^v>
CN

00
OO
00_

en
°i.r-"
£5

N?
0^

O
49

sP sP sp£s e^ £s
»n en m
*r\ *r\ vi

o so ^r
— • O V*
en — rN
ON vi oo

xP sp sP
61* e^ P^v> r- r~
*st ^ ^i

O so •<}•
— o «n
w-t m TT
r- en so

x —
s + £
& & io *- (V*
£ &< ***

ur
re

nt
 C

os
t S

ha
ri

ng
 a

rr
an

ge
m

en
t

o

c
(U
t
*—̂J
U

(̂N
cs
CN

OO
TT
t-^
•*t"
01
CN
oT«n•— i
*9

£
oo
so

oo
oo
v^oT
CNr-
o"
CN
V)

0?
•/•>
*~j

0»
ON
"1
oo"
en
0*
CN"
00
«

N? N? N?P- p^ p^o o o

o o o
0 O O
o o o

*,O vO *.OeN o? iv
o o oo o o

O CN 00
CN — 0
00 TT |-
SO 00 •*
*~" CN en

>^
"H ™ >•
O "*" 'P
ci O* C& o «
U *J ft.

£ £, "*

•u
t3
w
?\

X)

"2«
A,

2r>

o
*-«
c
o>
oM

£
VI
O

oo
en
m"
f~
v>
•n1

r*«A

P̂

ooo

^s
— ~«o
4^

N?p^
r*
en

SO
r-
so
r>7
r-TT
so"
CN**j

« N? N3

S? 0s ^g -H CN0 TT «n

O CN 00
O ON 00
O VI 00

^ |s.

vO _ _k ^ s?
« ON 00
« "^ ̂ f

O 0 O
CN CN fN
00 OO OO
SO SO SO

^ ,-fc^ ^^^ ^^s + f
o- & 3
O f LI*

C £ "*

Co
m

m
on

 c
os

t s
ha

re
 a

rr
an

ge
m

en
t

by
 e

m
pl

oy
er

s

\_*

(N
O
C
cd
C
flj
O
w

•*£tf^
en
ON

TT
OOo_
r^
oo
SD_
so"
SO
V*

^
9^

so

SO
•— 1en
so"
so^
m*
•^r«e

£
ON
CN

O
•V
"I
t-^
TT
wn
eT
CNta

_ sp vP;£ e^ ^
g en m0 *rt m

0 so ^>
O O u-i
0 — • CNir> oo

s-O -. _-X xp >P
' 0s- P^2 r-- r~
2 ^" ̂

O so TT
CN O «n
oo en **so m so

>>s + 1
a, o* 3
O *S tLL
£ £ **-

:ix
 d

ep
en

de
nt

 p
er

ce
nt

ag
es

, 
sta

te
pa

ys
 1

00
%

 E
m

pl
oy

ee
 o

nl
y

**-1

en
o
Ca
C
Vu

00
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Ô
oc
oo
V)

s?O*
so
oo

SD
r~
**!
m
"*.•— >
SO«4

£
ON
-sT

00
CN
00_

vS
oo
•̂ r"
en
V*

sP vP v«
pv o^ tf-*m en en
•n CN CN

O «n en
— • m oo
en »n ON
01 so r-

>P ^p vP<s\ eV ti^
vi r* r—
'(J- C~- t~~

o r* vi
— r- oj
vi oo r-*
f^ — so

o4 cN

>^

S + 1*-. d. Efx o S
O *-* fr

£ fc ̂

Fi
x 

em
pl

oy
ee

 o
nl

y,
 c

ha
ng

e
de

pe
nd

en
t p

er
ce

nt
 so

 th
ey

 a
re

ra
nk

ed
 2

5t
h 

am
on

g 
ot

he
r 

sta
te

s

SO

O
t_,
ra
C
(Uo
00

•̂<3-
VO

(N
O^
O
oC
ON
t-^
f^

&

•̂p^
O
OJ

CN
VI
oo
oo"o
°l
sb"
00w
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I. Introduction

Milliman & Robertson, Inc. was retained by the Legislative Auditor for the State of Louisiana
and the Select Council on Revenues and Expenditure in Louisiana's Future (SECURE) to assist
the Legislative Auditor hi analyzing issues related to employee benefits based on the Phase 1
Study of Personnel and Benefits conducted for SECURE. We refer to this study as the SECURE
report.

An issue raised by the SECURE report concerns the sufficiency of SEGBP's funding rates to
cover the claims and administrative expenses under its medical plan. Our report addresses this
issue by evaluating the adequacy of the methodology used to calculate current funding rates, and
by conducting a complete financial analysis which includes an analysis of the plan's historical
claims experience and a projection of the plan's future claims experience and expenses. We close
by providing recommendations for reserves, surplus and methods for establishing future funding
rates. The scope of our report covers only those participants in the indemnity plan.

I
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II. Approach to Analysis

The purpose of this section is to describe the approach we used to evaluate the current rate setting
methodology. This approach consists of first performing a technical review of the methodology,
and then to conduct our own financial analysis and projection to determine actual funding rate
adequacy. At the conclusion of our analysis, we make recommendations for revised funding
rates and an improved rate setting methodology.

Evaluation of SEGBP's Current Rate Setting Methods

We understand that the recent history of establishing funding rates has included holding the rates
constant from year to year and adding lump sum capital contributions on an ad hoc basis when
cash was deemed to be low. The last rate adjustment, an increase of $18 per participant, was
made for Fiscal Year 1994. Fiscal Year 1995 rates are the same as for Fiscal Year 1994. Prior to
that rate increase, the next previous rate increase was in Fiscal Year 1989.

We were told by the SEGBP staff that upon the request of the staff, (such a request is made on an
ad hoc basis when the staff perceives a need for a funding adjustment) the SEGBP's benefits
consultant, The Segal Company, will analyze the claims experience data available and make a
funding rate recommendation to the staff. The staff presents a proposal to the SEGBP Board. If
passed by the Board, the proposal moves on to the Legislative Oversight Committee, which also
must approve the proposal.

Financial Analysis of Claims Experience

To analyze the claims experience, we first converted the experience from a "paid" basis to an
"incurred" basis. Incurred claims are preferred overpaid claims since this method matches claims
to the number of participants who generated those claims in a given month. Also, the actual paid
amounts each month can be manipulated or affected by cash strains or down-time or over-tune in
the claims processing department, whereas the amounts incurred are not affected by these
situations.

To illustrate the importance of analyzing incurred claims over paid claims, we have included as
Exhibit 1 a graph of historical paid claims per participant versus incurred claims per participant
on a 3-month rolling average basis from January, 1990 through October, 1994. Note that the
patterns in the paid claims are significantly different from the patterns in the incurred claims.
Clearly, the analysis of the claims experience by paid month would not give a reasonable picture
of the actual emerging experience on an incurred claims basis, which ultimately drives the true
cost of the plan.
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By analyzing the paid and incurred claim history, we can look at the typical length of time from the
date of incurral to the date of ultimate payment. We refer to this length of time as the average "lag"
time. In the case of the SEGBP, this average lag time has fluctuated considerably over the
experience period and has made it difficult to estimate what the current average lag time may be.
The estimation of the average lag time was further complicated by incomplete incurred claims
experience data, and a claims backlog which existed during 1993 and was subsequently drawn
down in 1994. The incomplete claims data problem is further discussed in Section in.

Using our estimated lag times, we developed "completion factors" to help us estimate the total
claims incurred for each month through the valuation date. We also used alternative methods to
check the reasonableness of our incurred claims calculations. The fact that the incomplete incurred
claims experience creates additional uncertainty in the results lead us to develop a range of
estimates for the program's incurred claims, characterized as low, mid and high cost estimates.

Projection of Claims Experience

We projected total claims by multiplying projected incurred claims per participant by our projected
enrollment. This methodology required an enrollment analysis and projection as well as a financial
analysis and projection of claims cost trends. This methodology is described in the paragraphs
below.

Enrollment Analysis and Projection. We projected enrollment based upon monthly growth
patterns observed in the historical participant count data. In determining our trend assumptions, we
relied more heavily upon recent growth patterns rather than long term growth patterns as we are
assuming that the large enrollment increase experienced during Fiscal Years 1992 and 1993 is not
going to occur during the projection period. Exhibit 2 is a graph that shows both historical and
projected enrollment. The enrollment numbers are also summarized under the "Participants"
column in Exhibit 6.

Note that the definition of "participant" represents the total of active employees and retirees who
participate in the SEGBP plan and does not include the number of dependents. Since the historical
number of insured dependents by month is not available to us, we have assumed that the average
number of dependents per participant has been, and will continue to be, constant.

Cost Trend Analysis and Projection. The purpose of the cost trend analysis is to review the
historical rates of increase in program costs so as to use this data as a basis for developing estimates
of future program cost trends. Thus, our analysis of historical trends is based upon the results of our
financial analysis of the claims experience described above.
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In doing the trend analysis, the measure that we work with is incurred claims per participant per
month. As discussed above, it is important to work with incurred claims rather than paid claims
since paid claim levels can be affected by external influences which do not necessarily affect the
rate at which claims are incurred. We work with claims per participant since by dividing out the
number of participants from total claims, we effectively divorce any fluctuations in the total
number of participants from the "true" cost of medical benefits. That is, we have separated the
effects of the forces that determine the number of participants in the program, from the forces that
determine the cost of healthcare for an individual.

After we estimated the cost per participant for all months in the experience period, we then
calculated the annual rate of increase (the trend rate) in the cost per participant for each historical
incunal month by taking, for example, the ratio of the cost per participant of October, 1993 over the
cost per participant of October, 1992. We then analyzed these trend rates considering past benefits
changes, enrollment changes, and medical claims costs trends. During this analysis, we tried to
understand why historical trends have behaved the way they have, especially if the trends differed
from the way we expected.

We noted that when single months are used, the apparent annual treads tended to fluctuate
significantly. Therefore, we combined three, six and twelve months of data together so as to
smooth out these fluctuations and to get a better reading on the average trend rates. We then
projected these "smoothed" trends through the end of the projection period to get projected costs
per participant. Total projected claims were then estimated by multiplying the projected cost per
participant by the projected number of participants.

Calculate Funding Rates for the Current Fiscal Year

We calculated the funding rates for the current fiscal year to cover the full estimated cost of the
plan. We did this by first adding together our mid incurred claims and administrative expense
estimates for the twelve months ending June 30, 1995 to get the total cost estimate for the plan.
We then divided this cost estimate by the projected number of participant-months for the fiscal
year to get a total average cost per participant per month which is the average funding rate per
participant per month. Finally, we calculated funding rates for each rate tier by applying the
ratios of the current tiered funding rates to the current average funding rate per participant (which
we calculated using SEGBP's enrollment data and rate summary).

We estimated expenses using historical and budgeted expense data provided to us for Fiscal
Years 1991 through 1995. This data did not show the expenses split between variable (per
participant, etc.) and fixed (i.e., overhead) so we limited our analysis to examining how expenses
varied with the volume of paid claims, incurred claims and the number of participants. Our
estimates of expenses are based upon the number of participants since paid claims have
fluctuated considerably, and trends in incurred claims are typically quite higher than trends in
administrative expenses.
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Premium Rates

We were provided with the current premium rates by type of coverage (single, employee plus
one dependent, etc.) and the number of participants in each coverage category as of November,
1994. We used this information to calculate the expected premium revenue for Fiscal Year 1995.
Exhibit 3 shows the premium rates and enrollment we were provided with and our average
premium rate calculation.

Other Revenues

In reviewing the premium rate adequacy we considered the availability of other revenue sources
to supplement the funding from the premium rates. These other sources include investment
income on SEGBP assets, any excess funds from the life insurance plan and administrative fees
charged to the HMOs on HMO enrollees.
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III. Results

This section discusses the results of our evaluation of the current rate setting methodology and
presents our financial analysis and projection of the medical program. Our estimated funding
rates needed for Fiscal Years 1995 and 1996 are also included.

Evaluation of SEGBP's Current Rate Setting Methods

We did not review the specific rate setting methods employed by the SEGBP's benefits
consultant, The Segal Company. However, in our discussions with the Segal Company we did
find one major deficiency in the data available to them which will significantly hinder the
effectiveness of any rate setting methodology. Although all claims paid from January, 1990
through October, 1994 are presumably accounted for in the claims experience reports, the
complete allocation of paid claims by incurral month^ which is necessary for the most
fundamental claims analysis, is not available. Without a complete allocation of paid claims by
incurral month, the calculation and analysis of historical trends (and, thus the projection of trends
and future costs) becomes difficult at best, and is far less reliable than it would have been
otherwise if such data had been available.

As an example of the deficiency of the claims experience report, we have included as Exhibit 4 a
paid claims report showing the original data received, and for comparison, we have included as
Exhibit 5, a modified claims paid report illustrating what we would usually expect to see in a
complete claims experience report. The difference in the original and modified reports are the
added numbers that are "boxed" in the modified report which we estimated by observing
payment patterns hi the original data. We developed this "modified" report so we could better
analyze the historical data. Since some of the claims "experience" has been estimated, our
results will be less reliable than otherwise. Our example shows what information is necessary,
and to what extent we had to make further assumptions in order to do our analysis.

Financial Analysis of Claims Experience

Summary of Historical Claims Experience. The complete results of our financial analysis of
historical claims under our mid estimate is shown in Exhibit 6. Our results under our low and
high cost estimates are shown in Exhibits 7 and 8, respectively. These exhibits show, by month,
historical and projected participants, paid claims sorted by month, paid claims sorted by incurred
month, cost per participant and cost trends per participant. A summary of our results under our
mid estimate is shown in Table 1 of the following page.
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Table 1
Summary of the SEGBP's Medical Plan Claims Experience

For Fiscal Years 1991 - 1994
Based Upon M&R's lfl/31/94 Valuation and Project ion

Mid Estimate

Fiscal
Year
1991
1992
1993
1994

Average
No. of

Participants
64,483
67,367
72,645
74,637

No. of
Participant

Months
773,796
808,404
871,734
895,640

Paid
Claims

175,926,805
215,001,492
225,981,854
232,644,044

Incurred
Claims

180,167.505
216,098,100
229,904,502
228,041,291

Cost Per
Participant

232.84
267.31
263.73
254.61

Cost
Trend
N/A

1.148
.987
.965

Calendar
Year
1991
1992
1993
1994*

Average
No. of

Participants
65,608
70,055
74,035
74,805

No. of
Participant

Months
787,299
840,656
888,425
448,831

Paid
Claims

187,675,419
218,674,325
225,441,265
132,699,881

Incurred
Claims

196,808,387
230,548,752
227,341,000
109,893,797

Incurred
Cost Per

Participant
249.98
274.25
255.89
244.84

Cost
Trend

1.129
1.097
.933
.916

* Represents data through June, 1994; trend is annualized.

In this table, the Average No. of Participants column shows the average number of enrolled actives
and retirees per month. The Number of Participant-Months column represents the total of all
enrolled participants in each month for the entire year. The Cost Per Participant column is the
Incurred Claims column divided by the Number of Participant Months column. The Cost Trend
column shows the annual increase/(decrease) in the Cost Per Participant column.

Note that the cost trends were slightly decreasing (i.e., less than 1.0) in Fiscal Years 1993 and 1994.
We believe that this is due to the extensive PPO discounts for physician and hospital inpatient
services incorporated into the plan during 1992 and 1993 along with the accompanying benefit
changes implemented in July, 1993. Also during this period, mental health services were carved
out of the regular benefit plans and provided on a capitated basis. Prescription drug costs were also
reduced by contracting with a prescription drug network.

Impact of Past Benefits Changes. We were provided with a detailed summary of all benefit
changes from August, 1979 through December, 1994. We noted that several significant benefit
changes occurred during this period, most of which became effective on July 1, 1993, at the
beginning of Fiscal Year 1994. We have summarized only the significant benefit changes in the
experience period in Table 2 on the following page. This table also shows whether the benefit
change served to increase or decrease costs.
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labkl
Summary of Significant Benefit Chaqgcs Implemented July lt 1993

from Attachment 5 of the SECURE Response
Summary of Benefit Modifications by SEGBP

Increase or Decrease
Description of Benefit Change to Plan Costs

Increase ambulance benefit from $ 100 to $200 Increase
Cover mammograms & pap smears *
Implement POS payment differential for PPO Plan Decrease
Add wellness benefits of $100 for those >15 yrs age *
Cover birth control prescription drugs Increase
Remove Supplemental Emergency Accident benefit Decrease
Increase emergency room ded from $50 to $100 Decrease
Add prescription drug PPO network with generic price limits Decrease
Increase inpatient ded from $25 to $50/day 1-5 days Decrease
Implement managed care for substance abuse Decrease
Add mid-wife benefits Decrease
Carve out mental health benefits Decrease

* Costs may increase initially, however, the Long-Term effects of these benefits could result in a cost decrease.

Without the implementation of the cost saving features in Calendar Year 1993, we estimate that
costs for Fiscal Year 1994 would have ranged from $270 to $290 per participant. However, the
average cost per participant for Fiscal Year 1994 was actually about $250, implying that the
SEGBP saved about $30 per participant or $26.9 million in Fiscal Year 1994. We estimated
costs without the savings features by linearly extrapolating incurred claims per participant from
January, 1993 through July, 1994.

Observations On The Recent Backlog Situation. We were told that in the Spring of 1994, the
claims adjudication department increased its staff by 50 employees in order to work down a
backlog which had developed during Calendar Year 1993. Claims paid during the twelve
months ending October, 1994 were 19% higher than claims paid during the twelve months
ending October, 1993, most likely as a result of these operations.

At this time, we do not know what the severity of the backlog was, how long it lasted, and
whether or not it still exists. We requested claims inventory reports, from the SEGBP, which are
the reports typically used to estimate backlog; however, we have not received any as of the time
of this report. In each of our cost scenarios, however, we have assumed that the backlog has
been eliminated by or before December, 1994. In addition to the realization of our other
assumptions, actual incurred claims will vary from our projections to extent that the backlog has
or has not been eliminated.
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Projection of Claims Experience

The results of our financial projections under our mid estimate are summarized in Exhibit 9 and
our low and high estimates are shown in Exhibits 10 and 1 1, respectively. Our projections are
illustrated graphically in Exhibits 12, 13, and 14. Exhibit 15 is a graph comparing our low, mid,
and high projections. Highlights of our projections are summarized in Table 3 below.

Summary of the SEGBP's Medical Plan Projected Claims Experience
For Fiscal Years 1995 - 1996

Based Upon M&R's 10/31/94 Valuation and Projection
Mid Estimate

Fiscal
Year
1995
1996

Average No.
of Participants

76,020
77,356

No. of Participant
Months
912,241
928,274

Estimated Paid
Claims

274,475,359
284,175,926

Incurred
Claims

266,511,208
286,251,853

Incurred
Cost Per

Participant
292.15
308.37

Cost
Trend
1.147
1.056

Note that the costs and cost trends for Fiscal Years 1995 and 1996 are projected to be
significantly higher than in Fiscal Years 1993 and 1994. The main reason for our higher
projections is that early Fiscal Year 1995 experience through October suggests that claims have
already increased by a minimum of 10% over Fiscal Year 1994. We understand that the SEGBP
is aware of the higher incurred claims and is currently researching this situation.

Although the cost increases are high, we were not surprised that program costs began to increase
in Fiscal Year 1995 since many of the cost reducing changes that were implemented hi Fiscal
Years 1993 and 1994 were "one time" effects. For example, benefit changes reduce costs only in
the year implemented; thereafter, costs increase relative to the increase hi medical care inflation.
Negotiated provider reimbursement contracts also reduce costs at implementation, however, the
structure of the provider agreement, (i.e., fixed prices or percentage discounts) will dictate how
fast costs will increase again thereafter. In the SEGBP, the PPO inpatient hospital and physician
costs are not subject to inflation, but all other PPO costs and all non-PPO costs are. Thus, unless
further restraints on benefits are made or further cost reductions are negotiated with providers,
claims costs are expected to continue to increase.

Calculation of Funding Rates for the Current Fiscal Year

We projected that under our mid estimate for Fiscal Year 1995, claims and expenses will exceed
total funds produced by the current funding rates by about $32.5 million on an incurral basis and
by $40.4 million on a cash basis. Table 4 on the following page summarizes our estimated
claims, expenses and premiums on both a cash and incurral basis and illustrates our calculation
of the premium shortfalls.
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Table 4
Estimation of Excess of Claims and Expenses Over Premiums for Fiscal Year 1995

Based Upon M&R's 10/31/94 Valuation and Projection
Mid Estimate

Incurral Basis Cash Basis

Claims
Expenses
Total Outgo

$266,5 11,208
17,013,295

$283,524,503

$274,475,359
17,013,295

$291,488,654

Premiums $251,066,968 $251,066,968

Outgo Over Premiums $ 32,457,535 $ 40,421,686

In actuality, a portion of these excess claims and expenses will be offset by other revenues which
the program receives. Estimates of these revenues were provided to us by the SEGBP staff and
consists of:

Interest earnings on cash holdings in the SEGBP's $550,000 - $700,000
Means of Financing Account
Excess life insurance premiums over claims and $2.0 to $2.5 million
expenses
HMO Administration Fees $4.3 to $4.4 million

Table 5 below restates the excess assuming these other revenues are used to offset costs. To be
conservative, the revenues estimates in the table below are on the low end of the estimated
ranges.

Tables
Excess Claims and Expenses over Total Available Revenues for Fiscal Year 1995

Based Upon M&R's 10/31/94 Valuation
Mid Estimate

Premiums Over Claims and Expenses (from Table 4)
Less Interest Earned on Assets
Less Excess Life Insurance Premiums
Less HMO Administration Fees

Restated Excess

and Projection

Incurral Basis
$32,457,535

550,000
2,000,000
4,300,000

$25,607,535

Cash Basis
$40,421,686

550,000
2,000,000
4,300,000

$33,571,686

On a cash basis, claims and expenses still exceed premiums and other available revenues by
$33.6 million. This amount, should it materialize, would exhaust the $23.5 million in assets that
were reported on-hand as of June 30, 1994, leaving the Program with no assets and causing a
delay in payments.
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Based upon incurred claims and claims administration expenses without revenues from other
sources, our funding estimates for Fiscal Year 1995 range from $298 to $323 per participant
with a mid estimate of $3 1 1 , and range from $304 to $353 per participant with a mid estimate of
$328 for Fiscal Year 1996. These 1995 amounts are about 18% higher than the current funding
rate of $263.72 per participant and similarly higher than the amount that we would have
predicted as needed using our database, as we discussed in Section III of our report on the
Competitiveness of Premium Rates and Benefits.

These "pure" funding rates are summarized by tier in Table 6 below.

Summary of Funding Rates by Tier for Fiscal Years 1995 and 1996
Based Upon M&R's 10/31/94 Valuation and Projection

Mid Estimate

Fiscal Year Fiscal Year
_ 1995 _ 1996
ACTIVE

Single $188.15 $224.00
Employee & 1 Dependent 317.81 378.38
Family 388.24 462.23

RETIRED
Single

w/o Medicare
w/Medicare

Employee & 1 Dependent
w/o Medicare
1 w/Medicare
2 w/Medicare

Family
w/o Medicare
1 w/Medicare
2 w/Medicare

$423.36
100.76

$734.55
513.38
209.35

$903.59
668.42
269.62

$504.05
119.97

$874.54
611.23
249.25

$1,075.80
795.81
321.01

Rates by tier were calculated using the same differentials among tiers as is currently used by the
SEGBP.

No margin for adverse deviation has been included in these rates. We assume that the SEGBP
will hold surplus to guard against unanticipated costs. If such surplus is not maintained (which it
currently is not) it would be appropriate to add a safety margin of 5%-l 0% to these rates.

Again, we note that our analysis is based on historical claim data that is incomplete with respect
to assigning paid claims to their appropriate month of incurral. Further analysis with complete
data might yield different results.
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IV. Recommendations

The discussion in this section focuses on our recommendations for an improved rate setting
methodology, and our recommendations for reserve and surplus levels which we believe are
necessary to insure the solvency of the program.

1. Prepare and maintain complete claims experience reports.

A complete claims experience report showing all paid claims allocated through all incurral
months is necessary to perform a proper claims analysis. With such an experience report, claim
payment patterns can be analyzed so as to estimate and more reliably project incurred claims.
We discussed the importance of working with incurred claims extensively in Sections II and III.

The claims experience reports should also be accompanied by a history of results from monthly
inventory reports which show the number of claims received each month (or week), the number
of claims processed, and the total number of claims remaining in-house needing to be processed.
If possible, these reports should also include estimates of the average amounts paid per claim, so
that total claims dollars reported but not yet paid can be estimated. Inventory reports are
invaluable in analyzing claims experience reports as they can show the existence and extent of
any claims backlog that may have developed.

2. Perform quarterly claims analyses and projections.

We recommend that the SEGBP perform claims analysis and two year financial projections on a
regular basis, (at least quarterly) so as to guard against unpleasant surprises. The results of these
analyses can also be used for rate setting, budgeting purposes and other financial planning.

Our recommended analyses and projections include:

• Enrollment analyses and projections
• Estimations of incurred claims and reserves
• Trend analyses and projections

Cost per participant projections and total claims projections
• Expense analyses and projections.

In doing the ongoing analyses, it is important to keep track of all past assumptions used,
especially for incurred claims estimates and cost trends. Thus, as experience emerges, the
adequacy of past assumptions can be evaluated and future assumptions can be revised
accordingly.
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3. Track, analyze and project incurred claims expense by risk group.

Currently, the SEGBP's rates are split into three risk groups: active employees, retirees with
Medicare and retirees without Medicare. Within each risk group, rates are further split into three
tiers. We believe that this rating method is appropriate given that the risk characteristics of the
employees and retirees with and without Medicare are significantly different. While the SEGBP
maintains separate paid claim data for these risk groups, we were not provided with any incurred
claims data which showed each risk group's costs separately.

To increase the accuracy of the rate setting methodology, we recommend that the incurred claims
data be split among the three risk groups so that the costs of these groups can be monitored and
projected separately. This split is important in analyzing and projecting claims since the
underlying cost characteristics and trends of these groups differ markedly. Also, as the "mix" of
these participants changes over time, the underlying cost trends can become obscured and
difficult to project if the data is not analyzed separately. Appendix A is a brief example which
illustrates the importance of tracking distinct risk groups separately.

4. Hold appropriate reserves for the incurred but unpaid claims liability.

A by-product of the incurred claims calculation is the unpaid claims liability (or "claims reserve"),
which is the excess of the incurred claims over the paid claims and which represents the amounts
needed to meet incurred claims obligations in the event the program terminates. Our current
estimate of the Program's unpaid claim liability as of June 30, 1994 ranges from about $45,5 to
$48.5 million with a mid estimate of about $47 million. That is, if the medical benefit program had
terminated on June 30, 1994, (under our mid estimate of incurred claims), the Program would still
be liable for an estimated $47 million in claims which were incurred before the termination date.
The SEGBP's assets reported in the June 30, 1994 financial statements of $23.5 million were
inadequate to backup the $47 million claim reserve and the other liabilities of the program (reserves
for the life insurance plan and other accounts payable).

Although termination of the medical benefit plan may at first appear unlikely, there is a
significant risk in coming years that the plan will gradually 'Herminate" by having participants
transfer into the HMOs or other provider prepayment arrangements, such as the mental health
carve out program. For example, if 30% of the participants switch to an HMO, the State will
have to pay not only the HMO premiums for these participants, but also will have to eventually
pay out 30% of the claims reserve that existed at the time of the transfer. If assets have not been
accumulated to back up the claims reserves, a cash infusion will be needed to pay out the
remaining claims.

The unpaid claim liability for the program has fluctuated considerably since 1991 during the
experience period. The liability reached a high of about $70 million in December, 1993 and is
estimated to be at a relative low of $38 million (under our mid estimate) this past October (due to
the significant draw down of a claims backlog). We recommend that the SEGBP regularly
update its claims analysis, estimate the appropriate reserve levels, and then begin a program of
rebuilding the assets of the Program needed to back up this unpaid claim liability. This
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recommendation is made from an actuarial perspective of how a stand-alone health insurance
program should operate. We have not considered, nor have any familiarity with, any special
related accounting or legal requirements under which the SEGBP operates.

5. Establish and maintain surplus assets to cover unanticipated claims and expenses.

Although the SEGBP is not a licensed insurance company, it is acting hi the role of insurer as it
is taking risk for future uncertain expenditures for which it is obligated to pay. Thus, we
recommend that the SEGBP establish a surplus (an excess of assets over liabilities) to provide for
ongoing solvency in the light of unanticipated events. Example of such events range from the
underpricing of funding rates, to catastrophic occurrences, to the default of underlying assets
available to pay claims.

Unfortunately, all of the actuarial literature we have seen regarding the appropriate target surplus
level for an insurance program relates specifically to insurance companies. We are not aware of
any literature or research that relates to self-funded employee benefit programs. However, there
are several approaches to surplus that the SEGBP can take, depending upon the degree of
comfort desired. We will limit our discussion to two approaches; one which uses a relatively
simple insurance industry mle-of-thumb and one which is more sophisticated but which we
believe merits consideration in light of recent underfunding problems.

Approach 1 - Industry Rules-of-Thumb. Surplus levels vary among insurance companies
because of different needs and goals, but historically, surplus has usually been based upon the
size of the groups insured and the volume of medical claims and expenses. Surplus also varies
by other considerations such as the type of the benefits offered, existence of negotiated provider
contracts, and whether or not reinsurance is in place. Given the size of the group and the volume
of claims, a comfortable level of surplus might be 5% to 10% of the estimated incurred claims
for the current fiscal year, or about $14 to $28 million.

Approach 2 - Risk-Based Capital Approach. Another approach which is more sophisticated but
has considerable merit, is to set a level of surplus which is based upon a set of formulas used by
regulators to discern under-capitalized insurance companies. This approach might require a
higher level of surplus than the first approach. The determination of the surplus under the risk-
based capital formulas is beyond the scope of this assignment, and due to the complexity of the
risk based capital approach, we have reserved our discussion of it for Appendix B.

Again, this recommendation is made from an actuarial perspective of how a stand-alone health
insurance program should operate. We have not considered, nor have any familiarity with, any
special related accounting or legal requirements under which the SEGBP operates.
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Appendix A
Illustration of the Importance of Monitoring Risk Group's Separately

In Item #3 of Section IV, we recommended that the SEGBP monitor incurred claim data separately for
each risk group. The purpose of this appendix is to more thoroughly illustrate the importance of our
recommendation.

Consider two hypothetical groups, A and B, with different average medical costs. (See Table A-l
below). Assume that in the current Fiscal Year 1993, Group A has 10,000 members and costs $1,200 per
member per year, and Group B has 5,000 members and costs $6,000 per member per year. Both groups
combined have a total of 15,000 members who cost an average of $2,800 per member per year.

Lefs now assume that we know that both groups will each increase their membership by 500 next year.
Thus, in Fiscal Year 1994 Group A will have 10,500 members and Group B will have 5,500 for a total of
16,000 members. Let's also assume that we know that each group's medical costs will increase by 5% for
Fiscal Year 1994. Since we know the average cost for each group separately, we can calculate that
Group A will cost $1,260 per member per year or $13.23 million and Group B will cost $6,300 per
member per year or $34.65 million for the year, for a total of $2,993 per member per year or $47.88
million for both groups combined.

Table A-l
Illustration of Possible Impact on Costs

Due to Chance in Enrollment Mix

FY1993
Group A
Group B
Total

FY1994
Group A
Group B
Total

FY 1993 Combined
FY 1994 Combined

No. of
Members

10,000
5,000

15,000

10,500
5,500

16,000

15,000
16,000

Cost per
Member

$1,200
$6,000
$2,800

$1,260
$6,300
$2,993

$2,800
$2,940

Total Cost

$12,000,000
$30,000,000
$42,000,000

$13,230,000
$34,650,000
$47,880,000

$42,000,000
$47,040,000
$ 840,000

Comments

$1,200 x 1,05 = $1,260
$6,000x1. 05 = $6,300

$2,800x1. 05 = $2,940
Error

The table shows that if we did not have Groups A and B split (see the "Combined" figures), our only
option to project claims would be to increase the combined average cost of $2,800 by 5%, giving us a
projected cost of $2,940 which is $53 less than the real Fiscal Year 1994 cost. Thus, we would have
underestimated the total costs by $840,000. Of course, if Group A had increased its membership by a
higher percentage than Group B, we would have underestimated costs for next year. The point is still the
same.
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Appendix B
Discussion of the Risk-pased Capital Approach to Desigflfltjjiyg Surpluy Levels

Purpose of Surplus

Surplus is an allocation of a benefit program's funds to maintain the program's solvency on an
ongoing basis with a reasonable comfort level. This surplus is frequently also referred to as
"required surplus", "target surplus", or as a "stabilization reserve". In this discussion, we will
refer to this surplus and as a "stabilization reserve".

Any insurance program faces a number of risks which have the potential to threaten its solvency,
indicating the need for a stabilization reserve. These risks generally fall into three broad
categories:

• Insurance Risks
• Asset Risks
• Operational Risks i

We see the most significant risk for the SEGBP to be insurance risks. Basically, the insurance
risk is the risk that incurred claims may exceed premiums collected. If claims are greater than
premiums, the SEGBP would not have the funds necessary to pay excess claims without some
level of surplus to draw upon.

Claims may exceed premiums for a number of reasons, including:

• Random Statistical Fluctuation. Funding rates are calculated based on an estimate of the
expected average level of claims. Actual claims experience can fall above or below this
level.

• Error in Pricing. The level of expected claims underlying the premium rate calculations
is the result of a complicated estimation process which is usually very dependent on
actual experience data and certain assumptions as to how future experience may deviate
from historical (due to trend, benefit changes, etc.). Errors in the underlying experience
data or actuarial assumptions can lead to premium rates which are inadequate to meet
claims.

• Catastrophes. It is generally not possible or practical to fully fund an insurance program
each year to cover extraordinary claim costs arising out of catastrophes (natural, man-
made, or environmental).

A second risk that the SEGBP faces is the risk that assets may be inadequate to fund its liabilities
(the "asset risk"). This may occur if assets are in default, or have even simply declined in value,
when liquidated to cover liabilities.

16
MILUMAN & ROBERTSON, INC.



Assets may be inadequate for reasons including:

. Asset Default. Bonds and mortgages have an inherent default risk which varies with the
quality of the asset purchased. Treasury bonds can be thought to be risk-free, while all
other obligations have at least a small component of default risk.

. Asset Mismatch. The actuarial liabilities associated with this type of insurance program
tend to be relatively short-term in nature. If long duration assets such as common stocks,
real estate, and long term bonds and mortgages are purchased to cover short term
obligations such as claim liabilities, then these assets may need to be liquidated (rather
than held to maturity) to meet plan needs. If these assets are liquidated when asset values
are in decline, this could result in a shortfall.

Our understanding is that the SEGBP Board has no discretion in how the SEBGP's assets, which
are deposited with the State Treasury, are invested.

Finally, the SEGBP faces other operational or administrative risks which indicate the need for a
stabilization reserve. Some examples of operational risks include:

• Lawsuits. The SEGBP is at risk of lawsuits from, for example, a disgruntled insured who
may believe that they have had a claim unjustly denied. Providers, HMOs, and
contractors for administrative services are also potential sources of litigation.

• Administrative Expenses. Premium revenues are required to fund SEGBP administrative
expenses. If administrative expenses exceed budget, or excess claims reduce the amount
of premium available to cover expenses, surplus is required as a source of additional
funding.

Considerations in Determining the Appropriate Level of Stabilization Reserve

The determination of an "appropriate" stabilization reserve level is not an exact science. The
risks described above are not all readily quantifiable, and hence the analysis is based in large part
on experience and judgment.

There are a number of factors which influence the determination of an insurance SEGBP's
appropriate stabilization reserve level.

First, the degree and nature of the risks undertaken by the plan should be considered. For the
insurance risk, this is tied to the type of coverage provided, the frequency of claims, the size of
claims, and the relative difficulty of estimating expected claim levels. For example, life
insurance coverage has less frequent and larger size claims than health insurance, which causes
life claims to fluctuate more from year to year than health claims. Therefore, the life insurance
stabilization reserve should be higher (as a percentage of expected claims costs) than is the health
insurance stabilization reserve.
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For the asset risk, the stabilization reserve level is linked to the quality of assets on the plan
balance sheet and the volatility of asset values when interest rates change.

The second factor is the size of the plan. The "law of large numbers" is a statistical concept
which states that when there is a larger number of exposures to risk, there is a smaller probability
of deviation from the mean. This means that the insurance risk for a large plan is less than it is
for a small plan.

A third factor is the degree of conservatism inherent in the premium rates. The more margin
built into the premium rates, the less likely it is that claims will exceed premiums, thus lessening
the insurance risk. Premium margins could also be used to cover the asset risk.

The fourth and final key factor is the degree of safety desired. Although the possibility of
insolvency can never be completely eliminated, it should be intuitively clear that the more
surplus an insurance program has, the less likely it is to become insolvent. The safety level is
often described in terms of probabilities of insolvency; a common rule of thumb is to set the
stabilization reserve level so that the probability of insolvency does not exceed 0.1%, or one year
in a thousand. A lower probability of insolvency would require more surplus allocated to the
stabilization reserve, and vice versa.

The Insurance Company Parallel

We believe that there is a great deal of similarity between the SEGBP and an insurance company.
The nature of the risks undertaken is comparable. Therefore, in our analysis, we have relied
heavily on the research which has been done which pertains to insurance companies.

However, there are also important differences between the two which we have taken into
consideration in our analysis. These include:

Factors indicating that less surplus is needed for SEGBP than in an insurance company:

• Needed Degree of Conservatism. An insurance company is an independent business
entity, while the SEGBP, in effect, a division of the government of the State of Louisiana.
If an insurance company becomes insolvent, state regulators take over the company,
shareholders lose most or all of their investment, and management is out of a job. If the
SEGBP were to become insolvent, the solution may be as simple as an emergency cash
infusion from the State to pay claims and maintain solvency.

18
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• Need for Growth. An insurance company needs to issue new business and grow to
remain a competitive, viable entity. Growth requires capital investment which is funded
out of surplus; therefore, the need for growth indicates that an insurance company may
require more surplus than it would otherwise.

Factors indicating that more surplus is needed for SEGBP than in an insurance company:

• Profit Margins. Insurance companies calculate premium rates which include a margin for
profits. This margin provides an additional buffer against excess claims. In other words,
the probability that claims will exceed a premium with profit margins built in is less than
a premium with no margins. Therefore, an insurance company would require less surplus
than it would if no profit margins were present.

• Performance Expectations. Insurance company financial performance is often measured
in terms of Return on Equity. Holding more surplus than is necessary increases equity
and therefore decreases the reported return rate. This gives an insurance company a
motivation to hold less surplus than other analysis may indicate is appropriate. Since the
goal of the SEGBP is not profits, no such motivation exists.

The differences noted above notwithstanding, we are recommending stabilization reserve levels
which have been derived from formulas originally developed for insurance companies. This is
due in part to the fact that there is no other information readily available upon which we can
make a recommendation. We also believe that the SEGBP has enough similarities to an
insurance company that the existing literature on insurance company surplus levels should serve
as a more-than-adequate guide in setting the SEGBP's stabilization reserve levels.

Stabilization Reserve Levels Under the NAIC Life Risk Based Capital Formula

The stabilization reserve levels are derived from the NAIC Life Risk Based Capital Formula.
This is a formula used by state insurance regulators as a tool in monitoring insurance company
solvency. Risk based capital is defined as "... the amount of capital appropriate for an insurance
company to support its overall business operations in light of its size and risk profile. It provides
an elastic means of setting the capital requirement in which the degree of risk taken by the
insurer is the primary determinant."

19
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The table below summarizes the Risk Based Capital requirements.

Table XII
Risk Based Capital Requirements

Risk Item Risk Based Capital
Insurance Risk:

Medical Insurance
Dental Insurance
Life Insurance

Long Term Disability Insurance

Asset Risk:
Government Bonds
Other Bonds

Mortgages

Preferred Stocks
Common Stocks
Cash

Operational Risks:
All Operational Risks

15% of the first $50 million in premium; 7% of the excess
12% of premium
0.12% of the first $500 million of insurance inforce;
0.08% of the next $4,500 million
25% of the first $50 million in premium; 15% of the
excess; plus 5% of disabled life claim reserves

No surplus required
Varies from 0.3% to 30% of book value, depending on
quality
Varies from 0.1% to 20%, depending on type of mortgage
and standing
5% of statement value if in good standing; 30% otherwise
30% of statement value
0.3% of statement value

0.5% of health premium plus 2% of life premium

Recommendation

The Risk Based Capital formula produces what may be considered to be a minimum surplus
level for an insurance company. If an insurer's surplus is below that level, regulators have reason
to further investigate the financial soundness of the company. It is our understanding that
insurers have, on average, surplus levels that are 150% to 200% of the RBC minimum.

As noted in the paragraphs describing the differences between an insurance company and the
SEGBP, insurance company premium rates are calculated with a built-in profit margin that is not
present in the SEGBP's funding rates. This indicates to us that the SEGBP's minimum surplus
level should be higher than that which is appropriate for an insurance company.

In addition, the nature of any employee benefit plan is one of continual change. Plans are
increasingly adopting more managed care features into their programs. There are ongoing
changes in the health care delivery system, including the possibility of some sort of national
health care program. We believe that employee benefit programs are in a long term state of flux,
indicating the need for higher surplus.

Finally, we would recommend that the stabilization reserve be set at some level higher than the
bare minimum level indicated by the RBC formulas.

20
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Exhibits
State of Louisiana

State Employees Group Benefits Program
Medical Benefits

Estimation of Average Premium Rate per Participant for Fiscal Year 1995

ACTIVE
Single

Ee&lDep

Family

RETIREE
Single

w/o Medicare
w/Medicare

Ee & I Dependent
w/o Medicare
one w/ Medicare
two w/ Medicare

Family
w/o Medicare
one w/ Medicare
two w/ Medicare

TOTALS

7/1/94
Funding Number of

Rate Participants

$

$

$

$
$

$
$
$

$
$
$

168.20

284.12

347.08

378.48
90.08

656.68
458.96
187.16

807.80
597.56
241.04

18,392

12,164

18,097

4,491
10,772

4,138
1,345
4,898

1,214
164
103

Total
Premiums

$

$

$

$
$

$
S
$

$
$
$

3,093,534

3,456,036

6,281,107

1,699,754
970,342

2,717,342
617,301
916,710

980,669
98,000
24,827

$ 275.22 75,778 $ 20,855,621

eas\MEDPLAN2.XLS\Funding Rates MILL1MAN & ROBERTSON, INC. 2/21/95
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Exhibit*
State of Louisiana

State Employee* Group Benefit! Program
Historical Medical Benefits Experience
Based Upon M&R's 10/31794 Valuation

Incmral
Month

Jax-90

Fd>-90
Mar-90
Apr-90
May-90
JuM-90
JiO-90

Aug-90
Sep-90
Oct-90

Nov-90
Dcc-90

Jan-91
Feb-91
Mar-91
Apr-91
Moy-91
Jun-91
Jul-92

Aug.91
Sep-91
Oct-91

Nffv91
Dec-91
Jen-92
FA-92
Mar-92
Apr-92

May-92
Jun-92
Jid-92

Aug-92
Sep-92
Oct-92
Nov-92
Dec-92
Jan-93

Feb-93
Mar-93
Apr-93
May93
Jiut-93

Paid Oalmi Sorted
Partldpaat

Monois

63/29
63^33
63367
63350
63357
63,444
63,676

63,746
63449
64341
64,491
64360
64377
64,604
64,946
6S.OS6
65,084
65,166
65,872
65.986
65,755
66,550

66,790
66,913
68.144
68.099
68,421
68316
68.612
68,746
70.728
70,957
71.009
72^26
72330
72.668
72.795
73355
73.673
73.882
73.930
73.981

by Paid
Month

$12,635,659
12,126,169
12.791.257
9,999368

12339,297
13,041.748
13̂ 09.141
16379,041
11.063.784
17,885.749
13,499316
13,026,274
18,625,985
15,454,067
13.856387
15315,464
18.121,091
9^90306
8,970,921

15388301
18,052,664
21.424,134
17.150,199
15,825,700
25.759357
20397,163
15.618,261
18,019,268
19.457.238
18,738,286
17396,909
18.211,412
19312.457
15,714̂ 15
12,163,128
17385.931
20,260.255
23.184.484
25^43.786
17.015.618
19,051,823

20,741,136

by Incurred
Month

$16.144326
10,625,066

12.172,785
12367.670
14.171.910
14.131,691
15,044.991
15,254307

13351336
14,722398
16358362
14.987.468
15,910.610
11303307
13,738.997
16,162.830
17.046.880

16385318
17384309
17.959.661
16,777^01
19.172.078
17,797.966
17̂ 68330
21.745356
15,161342
17,231383
17308.002
18,461.683
19,729390
19,96 1.296
18,192.061
19,662.104
19,885.010
19366329
23.644.196
19,224.470
16,084̂ 66
19,193̂ 10
17,773.118
18,140.818
18,777.024

Esttnatod
Incnrrcd
Oalms

$16.144326
10,625.066
12.172,785
12367̂ 70
14,171,910
14,131,691
15,044,991

15354307
13351336
14.722398
16,258362
14.987.468
15.910,610
11303307
13.738,997
16.162,830
17,046,880

16385,218
17384309
17,959,661
16.777.901
19.172,078
17.797,966

17,268,230
21,745356
15,161342
17̂ 31383
17,508,002
18,461,683
19,729390
19,961396
18,192,061
19,662,104
19,885,010
19366329
23,644,196
19^24,470
16,084,866
19.193,210
17.773.118
18,140,818

18,777,024

Recast
Reserve

$39.445,725
37,944,622

37326.150
39,694,452
41327,065
42.417,008
44,252.858
43,128324
45/16,076
42352.724
45,011,971
46,973,165
44^57,790
40.107330
39,989,840
40,637,206
39362,995
46,657,707
54.97 1,295
57342,655
36,267,892
54,015,835
54,663,603

56.106,133
52,092332
46,656,511
48^69,833
47.758367
46.763,012
47.754316
50,118,703
50.099352
50348.999
54.719,093

61,922,295
67,980360
66.944.775
59,845,157
53,794,580
54352,081
53,641,076
51,676,964

cas\MEDPLAN2.XLS\M1d Estimate Page 1 of4

MILUMAN & ROBERTSON, INC.

2/28/95



EihlbiU
State of Louisiana

State Employed Group Benefits Program
Historical Medical Benefits Experience
Based Upon M&R's 10/3V94 Valuation

MidErimtte

Incaml
Month

Jut-93
A*p93
Sep-93
Od-93
Nov93
Dec-93
Jan-94
Fcb-94
Maf-94
Apr-94
May-94
Jtut-94

Totals

FT91
FY92
FY93
FY94

CY90
CY91
CY92
CT93
CY94*

Paid Oafarn Sorted
ParHdpant

Months

73.758
74300
74,027
74.909
74^16
74.899
74.835
74^72
74.849
74.803
74^25
74,847

3,729.749

773,796
808,404
871.734
895,640

764.538
787,299
840.656
888.425
448.831

by Paid
Month

18.408.276
14302,647
15.608,104
15369,898
19X7,027
16,308,211
26360^80
23.994,490
24,406,031
2 U 13,651
17,199341
19,426.088

922.687,693

175,926.805
215,001.492
225,981,854
232,644,044

158,196,803
187,675.419
218,674325
225,441,265
132,699,881

by Incurred
Month

18.945,479
18,832,400
18,268.089
18,516,563
21.053385
22391,555
17335,899
15,720,049
18362,631
17.776,046
18.413,089
20,710,697

932309,638

180,167305
216,098,100
229,904302
226,725.883

169,233,110
196.808387
230348.752
227,400.978
108318,411

Ectfanated
iBcumd
Oabm

18.945,479
18,832.400
18,268,089
18316363
21.064350
22320,412
17,104,643
15329.111
18,240,916
17̂ >67316
19^17^76
22,033,737

933,825,046

180.167305
216.098.100
229.904302
228,041.291

169.233,110
196,808387
230348.752
227341,000
109,893,797

Recast
Reserve

52,214,167
56.743.920
59,403,906
62350370
63,668,094
69,880,295
60,624,658
51J>59^79
45.794,163
42,448,028
44,466362
47,074,211

2,711,936376

518^47,884
622,861.983
675,843,633
656.827,853

505,190.140
584,780.180
624,683372
704,915384
292366,901
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ExhibttC
State of Louisiana

State Employee! Group Benefits Program
Historical Medical Benefits Experience

Based Upon M&R's 10/31/94 Valuation

Incnrral
Month

Jmn-90
Ffb-90
Mar-90
Apr-90
May-90
Jux-90
Jul~90

Aiig-90
Sep-90
Oct-90

Nov-90
Dec-90
Jan-91
Feb-91
Mar-91
Apr-91
May-91
Jun-91
Jut-91

Aug-91
Sep-91
Oct-91

Nov-91
Dec-91
Jan-92
Feb-92
Mar-92
Apr-92
M*y-92
Jun-92
Jui-92

Aug-92
Sep-92
Oct-92

Nov-92
Dcc-92
Jan-93
Feb-93
Mar-93
Apr-93
May-93
Jun-93

Estimated Incurred dalns Per Participant
1 Month 3 Month C Month 12 Month

1254.53
168.03
192.11
195.23
223.68
222.74
236.27
23930
210.10
228.82
252.11
232.15
24638
174.97
211.54
248.44
261.92
251.44
262.40
272.17
255.16
288.09
266.48
258.07
319.11
222.64
251.85
255.53
269.07
286.99
282.23
25638
276.90
27532
267.01
32537
264.09
219.27
260.52
240.56
245.38
253.81

$204.93
185.14
203.68
213.89
227.58
232.79
228.57
226.10
230.44
237.70
243.54
217.82
210.96
211.74
240.66
253.93
258.60
262.05
263,25
271.87
269.96
270.85
281.46
266.67
264.52
24338
258.83
270,55
279,46
275,07
271.82
269.57
273,04
289.28
285.49
269.42
247.94
240.15
248,81
246.59

$209.41
20639
218.26
221.25
226.84
231.61
233.16
234.87
224.11
22430
227.60
22978
232.51
23576
251.40
258.62
26577
266.02
267.08
276.71
26830
267.65
26277
262.72
267.55
261.55
267.04
27170
274.44
274.04
280.65
277.60
27172
268.49
262.67
259.05
24776

$22135
220.72
22171
222.79
22772
230.44
232.84
235.06
237.86
241.58
246.58
247.82
249.98
25673
259.96
26370
263.75
26435
26731
269.01
267.66
269.45
268.47
268 JO
27475
269.76
269.18
269.82
268.44
266.43
263.73

Trends In Estimated Incurred dahns

1 Month
Per Participant

3 Month 6 Month 12 Month

0.968
1.041
1. 101
1773
1.171
1.129
1.111
1.137
1714
1759
1.057
1.112
1795
1772
1.191
1.029
1.027
1.141
1.076
0.942
1.085
0.956
1.002
1761
0.828
0.985
1.034
0.941
0.912
0.884

1.029
1.144
1.182
1.187
1.136
1.126
1.152
1702
1.171
1.139
1.156
1724
1754
1.149
1.075
1.065
1.081
1.050
1.033
0.992
1.011
1.068
1.014
1.010
0.937
0.987
0.961
0.911

1.110
1.140
1.152
1.169
1.169
1.149
1.145
1.178
1.197
1.193
1.152
1.146
1.151
1.112
1.062
1.049
1.035
1.030
1.051
1.003
1.011
1.003
1.002
0.986
0.924

1.129
1.161
1.175
1.181
1.161
1.147
1.148
1.144
1.125
1.115
1.089
1.083
1.097
1.053
1.035
1.025
1.018
1.008
0.987
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Exhibit €

State of Louisiana
State Employees Group Benefits Program

Historical Medical Benefits Experience
Based Upon M&R's 10/31/94 Valuation

Mid Estimate

Incuml
Month

JiiWJ
Aug-93
Sep-93
Oct-93

Nov-93
Dee-93
Jaa-94
Feb-94
Mof-94
Apr-94

May-94
Jux-94

Totals

FY91
FY92
FY93
FY94

CY90

CY91

CY92

CT93
CY94*

Esthnated locorred Oahns Pw Participant
1 Month 3 Month 6 Month 12 Month

256.86
253.46
246.78
247.19
281.18
300.68
228.S6
205.29
243.70
240.20
256.84
29438

252.01
254.71
252.36
249.14
258.43
276.35
270.15
244.89
225.87
229.75
246.91
263.81

246.09
251.76
249.48
250.57
256.57
264X3
259.68
251.65
251.13
249.96
245.90
244.84

261.66
26139
258.91
256.58
257.80
255.89
25253
251.70
25031
250.27
251.22
254.61

232.84
26731
263.73
254.61

22135
249.98
274.25
255.89
244.84

Trends In Estimated Incurred CUfans

1 Month

0.910
0.989
0.891
0.898
1.053
0.924
0.865
0.936
0.935
0.998
1.047
1.160

Per Participant
3 Month 6 Month

0.902
0526
0.928
0.924
0.946
0.955
0.946
0.909
0.911
0.957
0.992
1.070

0541
0.943
0.920
0.913
0.936
0.942
0.935
0.928
0.935
0.952
0.949
0.990

U Month

0.973
0.977
0.961
0.956
0.960
0.933
0.938
0.935
0.928
0.932
0.943
0.965

1.148
0.987
0.965

1.129
1.097
0.933
0.916
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Exhibit?

State Employees Group Benefit! Program
Historical Medical Benefit* Experience
Based Upon M&R'i 10/31/94 Valuation

Low Estimate

Incurral
Month

JMM-90

Feb-90
Mar-90
Apr-90
Mxy-90
Jun-90
Jul-90

Aug-90
Scp-90
Oet-90

Nov-90
Dte-90
Jan-91
Ftb-92
Mar-91
Apr-91
May-91
Juti-91
Jul-91

Amg-91
Sep-92
Oct-91

Nov-91
Dec-91
Jan-92
Ffb-92
Mar-92
Apr-91
May-92
Jun-92
Jut-92

Aug-92
Sep-92
Oct-92

Nov-92
Dec-91
Jax-93
Feb-93
Mar-93
Apr-93
May-93
Jiut-93

Paid dmbm Sorted Estimated
Participant

Months

63.429
63,233
63362
63350
63357
63,444
63.676
63.746
63349
64341
64.491
64360
64377
64,604
64,946
65,056
65.084
65,166
65,872
65.986
65.755
66350
66.790
66,913
68.144
68.099
68.421
68316
68,612
68.746
70.728
70.957
71.009
72.226
72330
72.668
72.795
73355
73,673
73,882
73,930
73,981

by Paid
Month

512̂ 35,659
12,126.169
12,791757
9,999368

12339̂ 97
13,041.748
13709.141
16379.041
11,063,784
17,885,749
13,499316
13,026774
18,625,985
15,454.067
13.856387
15315,464
18.121.091
9790306
8,970,921

15388301
18,052,664
21,424,134
17,150,199
15,825,700
25,759357
20397.163
15,618761
18.019768
19.457738
18.738786
17396.909
18711.412
19712,457
15,714,915
12,163.128
17385,931
20760755
23.184.484
25743,786
17.015.618
19,051,823
20.741.136

by Incurred
Month

$16,144326
10.625.066
12,172,785
12367,670
14,171,910
14.131,691
15,044.991
15754307
13351336
14.722398
16758362
14,987,468
15.910.610
11303307
13.738,997
16.162,830
17,046,850
16385718
17784309
17,959,661
16,777,901
19.172.078
17.797,966
17768730
21,745356
15.161342
17731383
17308,002
18,461,683
19.729390
19.9617%
18,192.061
19,662.104
19,885,010
19366329
23.644,196
19724.470
16.084,866
19,193710
17.773.118
18,140,818
18,777,024

Incurred
date

$16,144326
10,625,066
12.172.785
12367,670
14.171.910
14,131,691
15,044,991
15754307
13351336
14,722398
16758362
14.987.468
15.910,610
11303307
13,738,997
16.162,830
17.046,880
16385718
17784309
17.959,661
16,777,901
19.172,078
17,797.966
17768730
21.745356
15.161342
17731383
17308.002
18.461.683
19.729390
19,961796
18.192.061
19,662,104
19̂ 85,010
19366329
23.644.196
19724.470
16.084,866
19,193710
17.773.118
18.140,818
18,777.024

Recast
Reserve

$39,445.725
37,944.622
37326.150
39.694,452
41327.065
42,417,008
44752,858
43.128324
45.416,076
42752,724
45,011.971
46.973,165
44757,790
40.107730
39,989,840
40.637706
39362,995
46,657,707
54,971795
57342,655
56767,892
54,015̂ 35
54,663.603
56,106.133
52.092332
46.656311
48769.833
47.758.567
46.763,012
47.754316
50,118,703
50.099352
50348,999
54,719,093
61,922795
67.980360
66.944,775
59,845,157
53.794380
54352,081
53.641,076
51,676,964
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Exhibit?
State of Louis Una

State Employed Group Benefits Program
Historical Medkal Benefits Experience
Based Upon M&R's 10/31/94 Valuation

LfftrEttimatf

Incnnral
Month

Jnl-93
Aug-93
Stp-93
Oct-93
tfov-93
Dee-93
Ja*.94
Feb-94
Mar-94
Apr-94
May-94
JtUi-94

Total*

FY91
FT92
FY93
fT94

CY90
CY91
CY92
CY93

Paid Claims Sorted
Partidpaat

Months
73.75«
74300
74,027
74,909
74.916
74,899
74.835
74,672
74,849
74,803
74,825
74,847

3,729.749

773,796
808.404
871.734
895,640

764.538
787.299
840,656
888,425

by Paid
Monoi
18.408.276
14302,647
15,608,104
15369,898
19,947.027
16308,211
26360,280
23,994,490
24,406.031
21313,651
17,1993*1
19,426,088

922.687,693

175,926.805
215.001,492
225,981,854
232,644,044

158,196,803
187,675.419
218.674325
225,441,265

by Incurred
Month
18.945,479
18.832.400
18,268,089
18,516,563
21.053385
22391355
17335,899
15.720,049
18362,631
17,776.046
18,413,089
20,710,697

932,509,638

180,167305
216.098.100
229,904302
226,725,883

169,233,110
196,808387
230348.752
227.400,978

Estimated
lacamd
dahrn
18,945/479
18,832,400
18,268,089
18316363
21,063.434
22,499,069
16.975,266
15,016361
18^04,401
17,929̂ 22
18.887397
21,401,433

932322,868

180.167305
216.098,100
229.904302
226339.113

169,233,110
196,808387
230348.752
227318340

Recast
ReMTTC

52̂ 14.167
56.743,920
59,403.906
62350370
63,666,977
69.857,835
60,472,821
51,494.692
45^93,062
41,908,633
43,596,688
45372,033

2.707,883.828

518̂ 47,884
622,861,983
675,843.633
652,775305

505.190.140
584,780,180
624.683372
704,892,008
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Exhibit?
State •fLoafsb

State Employee* Group Benefite Program
Historical Medkal Benefite Experience

Bated Upon M&R'i 10/31/94 Valuation
Low Estimate

Incnml
Month

Jon-90
Feb-90
Mor-90
Apr-90
Moy-90
Jiui-90
Jut-90

Aug-90
Sep-90
Oct-90

Nov-90
Dcc-90
Jon-92
FA-91
Mof-91
Apr-91
May91

Jioi-91
Jul-91

Aug-91
Sep-91
Oet-91

Nov-91
Dec-91
Jon-92
Ffb-92
Mor-92
Apr-92

Moy-92
Jun-92
Jul-92

Aug-92
Sep-92
Oct-92

Nov-92
Dec-92
Jon-93
Feb-93
Mor-93
Apr-91
Moy-93
Jun-93

EcnmatHl Inovnd OahM Per Parttdpaot
1 Mooft

$ 254.53
168.03
192.11 $
19553
223.68
222.74
236.27
23930
210.10
228.82
252.11
232.15
24638
174.97
211.54
248.44
261.92
251.44
262.40
272.17
255.16
288.09
266.48
258.07
319.11
222.64
251.85
255.53
269.07
286.99
282.23
25638
276.90
27532
267.01
32537
264.09
219.27
260.52
240.56
24538
253.81

3 Month

204.93
185.14
203.68
213.89 S
227.58
232.79
228.57
226.10
230.44
237.70
243.54
217.82
210.96
211.74
240.66
253.93
258.60
262.05
26355
271.87
269.96
270.85
281.46
266.67
264 .52
24338
258.83
270.55
279.46
275.07
271.82
269 .57
273.04
28958
285.49
269.42
247.94
240.15
248.81
246.59

6 Month 13 Month

209.41
20639
21856
22155
226.84
231.61
233.16 $
234.87
224.11
22430
227.60
22958
232.51
23556
251.40
258.62
26557
266.02
267.08
276.71
26830
267.65
26257
262.72
267 .55
261.55
267.04
27150
274.44
274.04
280.65
277.60
27152
268.49
262.67
259.05
24756

22135
220.72
22151
222.79
22752
230.44
232.84
235.06
237.86
241.58
246.58
247.82
249.98
25653
259.96
26350
263.75
26435
26731
269.01
267.66
269.45
268.47
268.50
27455
269.76
269.18
269.82
268.44
266.43
263.73

Treads In Esttnated Incurred Cbfam

1 Month
Per Participant

3 Month fMonth 12 Month

0.968
1.041
1.101
1573
1.171
1.129
1.111
1.137
1514
1559
1.057
1.112
1595
1572
1.191
1.029
1.027
1.141
1.076
0.942
1.085
0.956
1.002
1561
0.828
0.985
1.034
0.941
0.912
0.884

1.029
1.144
1.182
1.187
1.136
1.126
1.152
1502
1.171
1.139
1.156
1524
1554
1.149
1.075
1.065
1.081
1.050
1.033
0.992
1.011
1.068
1.014
1.010
0.937
0.987
0.961
0.911

1.110
1.140
1.152
1.169
1.169
1.149
1.145
1.178
1.197
1.193
1.152
1.146
1.151
1.112
1.062
1.049
1.035
1.030
1.051
1.003
1.011
1.003
1.002
0.986
0.924

1.129
1.161
1.175
1.181
1.161
1.147
1.148
1.144
1.125
1.115
1.089
1.083
1.097
1.053
1.035
1.025
1.018
1.008
0.987
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Exhibit?
State of Louisiana

State Employee* Group Benefits Program
Historical Medical Benefits Experience

Based Upon M&R's 10/31/94 Valuation
Low Estimate

TIM !•• i n'*!•isnTTir !•*

Month
Jut-93

Aug-93
Sep-93
Oct-93

Nov-93
Deo-93
Jox-94
FA-94
Mor-94
Apf-94
Moy-94
Jun-94

Totals

FY91
FY92
fT93
FY94

€¥90
CY91
CY92
CY93

E*u*»,

1 Month
256.86
253.46
246.78
247.19
281.16
30039
226.84
201.10
243.22
239.69
252.42
285.94

itod Incurred Claim* Par Participant
3 Month < Month 12 Month

252.01
254.71
25236
249.14
258.42
276.25
269.48
242.82
223.73
228.02
245.11
25935

246.09
251.76
249.48
250.57
256.57
26437
25934
250.61
250.01
248.76
243.96
241.55

261.66
26139
258.91
256.58
257.80
255.87
252.75
251.18
249.75
249.66
250.25
252.94

232.84
26731
263.73
252.94

22135
249.98
274.25
255.87

Trends In Estimated Incurred Claims

1 Month
0.910
0.989
0.891
0.898
1.0S3
0.923
0.859
0.917
0.934
0.996
1.029
1.127

Per Participant
3 Month £M

0.902
0.926
0.928
0.924
0.946
0.955
0.944
0.901
0.902
0.949
0.985
1.052

ontfa
0.941
0.943
0.920
0.913
0.936
0.942
0.934
0.924
0.931
0.947
0.942
0.977

12 Month
0.973
0.977
0.961
0.956
0.960
0.933
0.937
0.933
0.926
0.930
0.939
0.959

1.148
0.987
0.959

1.129
1.097
0.933

eas\MEDPLAN2.XLS\Low Estimate Page 4 of4
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ExhlbMS

State of Louisiana
State Employee! Group Benefits Program
Historical Medical Benefits Experience
Based Upon M&R'i 10/31/94 Valuation

Bigk Estimate

Incurral
Month

SwM
Ftb-90
Mar-90
Apr-90
May-90
Jim-90
Jid-90

Aug-90
Sep-90
Oct-90

Nov-96
Dcc-90
Jm*-91
Feb-91
Mer-91
Apr-91
May-91
JltM-91

Jitl-92
Aitg-91
Sep-91
Od-91
Nov-91
Dce-91
Jait-92
Feb-92
Mar-92
Apr-92

May-92
Jun-92
JuL92

Aitg-92
Sep-92
Oct-92

Nev-92
Dec-92
Jan-93
Feb-93
Mar-93
Apr-93
May-93
Jiut-93

Paid Oatan Sorted
Parucipant

Months

63.429
63^33
63362
63350
63357
63,444
63,676
63,746
63,549
64341
64.491
64^60
64377
64,604
64,946
65.056
65,084
65,166
65,872
65.986
65.755
66,550
66,790
66.913
68,144
68,099
68,421
68,516
68.612
68,746
70.728
70,957
71,009
72^26
72,530
72.668
72,795
73355
73.673
73.882
73,930
73,981

by Paid
Month

S12.635.659
12.126,169
12.791,237
9.999368

12339̂ 97
13,041,748
13.209,141
16379.041
11,063.784
17.885,749
13.499316
13,026,274
18.625,985
15.454,067
13,856387
15315,464
18,121,091
9J90306
8,970,921

15388301
18,052.664
21,424,134
17,150,199
15.825.700
25,759357
20,597.163
15,618^451
18,019̂ 68
19.457̂ 38
18,738̂ 86
17.596.909
18411,412
19.212,457
15,714.915
12,163.128
17385.931
20,260,255
23.184.484
25J43.786
17,015,618
19,051.823
20.741,136

by Incurred
Month

$16,144326
10,625.066
12.172,785
12367.670
14.171,910
14.131,691
15.044,991
15,254.507
13351336
14,722398
16̂ 58,562
14.987,468
15.910,610
11303,507
13,738,997
16.162,830
17,046,880
16383,218
17.284,509
17̂ 59,661
16.777,901
19,172.078
17,797,966
17.268̂ 30
21,745.556
15.161342
17̂ 31,583
17308,002
18,461,683
19,729,590
19.96U96
18.192,061
19,662,104
19,885,010
19366329
23,644,196
19̂ 24.470
16,084.866
19,193310
17,773.118
18,140,818
18,777.024

Eatbaated
Incurred
CSauas

J16.144.526
10,625,066
12,172,785
12367.670
14,171,910
14.131.691
15,044.991
15.254,507
13351336
14.722398
16̂ 58.562
14,987.468
15,910.610
11303,507
13,738,997
16,162,830
17,046.880
16385.218
17,284.509
17.959.661
16,777,901
19.172,078
17,797,966
17.268̂ 30
21,745,556
15.161342
17̂ 31,583
17.508.002
18.461,683
19,729.590
19,961̂ 96
18.192,061
19,662.104
19.885,010
19366329
23,644,196
19^24,470
16.084,866
19,193,210
17.773,118
18.140,818
18,777,024

Recast
Kcacrvc

S39.445.725
37.944,622
37326,150
39.694.452
41327,065
42.417,008
44^52.858
43,128324
45.416,076
42^52,724
45.011,971
46.973,165
44J257.790
40,107430
39.989.840
40.637406
39.562,995
46,657,707
54,971495
57.542,655
56467,892
54.015,835
54,663,603
56,106,133
52.092332
46,656.511
48469,833
47.758.567
46,763,012
47.754316
50.118,703
50.099352
50,548,999
54.719.093
61,922495
67,980.560
66,944,775
59,845.157
53,794.580
54,552,081
53,641,076
51.676,964

eas\MEDPLAN2_XLS\High Estimate Page 1 of4

MILLIMAN Sc ROBERTSON, INC.

2/28/95



EiblUtS
State of Louisiana

State Employees Group Benefits Program
Historical Medical Benefits Experience
Based Upon M&R's 10/31/94 Valuation

High Estimate

Inotrral
Month

Jai-93
Aug-93
Sep-93
Oct-93

Nov-93
Dec-93
Jait-94
Ffb-94
Mar-94
Apr-94
May-94
Jun-94

Totals

FY91
FY92
FY93
FY94

CY90
CY91
CY92
CY93

Paid Claims Sorted
Parttdpant

Months
73,758
74300
74,027
74.909
74,916
74,899
74.835
74.672
74,849
74.803
74,825
74.847

3.729,749

773,796
808,404
871,734
895,640

764,538
787,299
840,656
888,425

fey Paid
Month
18.40U76
14302,647
15,608,104
15369,898
19,947,027
16308̂ 1 1
26360,280
23.994,490
24,406,031
21313.651
17,199341
19,426.088

922.687.693

175,926.805
215.001.492
225,981,854
232,644,044

158,196.803
187.675.419
218,674325
225,441.265

by Incurred
Month
18.945,479
18.832,400
18̂ 68.089
18,516,563
21,053385
22,591,555
17335,899
15.720,049
18362.631
17,776.046
18,413.089
20,710,697

932,509.638

180.167.505
216.098.100
229,904,502
226,725.883

169,233,110
196.808387
230,548.752
227,400.978

Estimated
Incurred
Claims
18,945.479
18,832,400
18̂ 68,089
18316363
21.065.667
22341.755
17̂ 34.020
15.641.861
18̂ 77,430
18,005.809
19,548354
22,666,040

935327.224

180,167.505
216,098.100
229,904,502
229.543.469

169.233.110
196.808387
230.548.752
227363.459

Recast
Reserve
52J14.167
56,743.920
59,403,906
62,550,570
63,669,210
69.902.754
60.776,494
52.423.866
46^95^65
42.987.423
45336.436
48.576389

2.715,988,925

518̂ 47.884
622,861.983
675.843.633
660.880.401

505.190.140
584.780.180
624,683,572
704.939,160
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EihlbttS
State of Louisiana

State Employee* Group Benefits Program
Historical Medical Benefits Experience

Based Upon M&R's 10/31/94 Valuation
BigkEttimate

Incnml
Month

Sw«0
Fcb-90
Mor-90
Apr-90
Moy-90
Jun-90
JiO-90

Aug-90
Sep-90
Oet-90

Nov-90
Dfc-90
Jon-91
Feb-91
Mof-91
Apr-91
Moy-91
Jun-91
Jui-91

A«g-91
Scp-91
Oct-91

Nov-91
Dec-91
Jon-92
Feb-92
Mor-92
Apr-92
Moy-92
Jiut-92
Jid-92

Aug-92
Sep-92
Oet-92

Nov92
Dec-92
Joit-93
Feb-93
Mor-93
Apr-93
Moy-93
Jun-93

EatuMted Incomd dam* Per Participant
1 Month

$ 254.53
168.03
192.11 S
195.23
223.68
222.74
236.27
23930
210.10
228.82
2S2.11
232.15
24638
174.97
211.54
248.44
261.92
251.44
262.40
272.17
255.16
288.09
266.48
258.07
319.11
222.64
251.85
255.53
269.07
286.99
282.23
25638
276.90
27532
267.01
32537
264.09
219.27
260.52
240.56
24538
253.81

3 Month

204.93
185.14
203.68
213.89 S
227.58
232.79
228.57
226.10
230.44
237.70
243.54
217.82
210.96
211.74
240.66
253.93
258.60
262.05
263.25
271.87
269.96
270.85
281.46
266.67
264.52
24338
258.83
270,55
279.46
275.07
271.82
269.57
273,04
28928
285.49
269.42
247,94
240.15
248.81
246,59

6 Month 12 Month

209.41
20639
218.26
221.25
226.84
231.61
233.16 $
234.87
224.11
22430
227.60
22928
232.51
235.26
251.40
258.62
265.27
266.02
267.08
276.71
26830
267.65
262.27
262.72
267 .55
261.55
267.04
271.20
274.44
274.04
280.65
277.60
271.22
268.49
262.67
259.05
247.26

22135
220.72
221.21
222.79
227.22
230.44
232.84
235.06
237.86
241.58
246.58
247.82
249.98
256.23
259.96
26320
263.75
26435
26731
269.01
267.66
269.45
268.47
268.50
274.25
269.76
269.18
269.82
268.44
266.43
263.73

Tr~~A* !• Vmttm^^A tnnwrr

Per Participant
1 Month

ed Claim

3 Month 6 Month 12 Month

0.968
.041
.101
.273
.171
.129
.111

1.137
1.214
1259
1.057
1.112
1.295
1.272
1.191
1.029
1.027
1.141
1.076
0.942
1.085
0.956
1.002
1.261
0.828
0.985
1.034
0.941
0.912
0.884

1.029
1.144
1.182
1.187
1.136
1.126
1.152
1.202
1.171
1.139
1.156
1.224
1254
1.149
1.075
1.065
1.081
1.050
1.033
0.992
1.011
1.068
1.014
1.010
0.937
0.987
0.961
0.911

1.110
1.140
1.152
1.169
1.169
.149
.145
.178
.197
.193
.152

1.146
1.151
1.112
1.062
1.049
1.035
1.030
1.051
1.003
1.011
1.003
1.002
0.986
0.924

1.129
1.161
.175
.181
.161
.147
.148
.144
.125
.115

1.089
1.083
1.097
1.053
1.035
1.025
1.018
1.008
0.987
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Exhibits
State of Louisiana

State Employees Group Benefit* Program
Historical Medical Benefits Experience

Based Upon M&R's 10/31/94 Valuation
High Estimate

Incurral
Month

Juf-93
Axg-93
Sep-93
Od-93
Nov-93
Deo-93
Jan-94
Ffb-94
Mar-94
Apr-94
May-94
Jun-94

Totals

FY91
FY92
FY93
FY94

CY90
CY9I
CY92
CY93

Estimated Incumd Qatan Per Participant
1 Month

256.86
253.46
246.78
247.19
281.19
300.%
230.29
209.47
244.19
240.71
261.25
302.83

3 Month
232.01
254.71
25236
249.14
258.43
276.45
270.83
246.95
228.00
231.47
248.72
26827

6 Month 12 Month
246.09
251.76
249.48
250.57
256.58
264.48
260.02
252.68
25224
251.16
247.84
248.14

261.66
26139
258.91
256.58
257.81
255.92
253.10
25223
250.87
250.87
252.19
25629

232.84
26731
263.73
25629

22135
249.98
27425
255.92

Trend* In Estnaated Incurred Chins

1 Month
0.910
0.989
0.891
0.898
1.053
0.925
0.872
0.955
0.937
1.001
1.065
1.193

Per Participant
3 Month 6 Month

0.902
0.926
0.928
0.924
0.946
0.956
0.949
0.917
0.920
0.964
1.000
1.088

0.941
0.943
0.920
0.913
0.936
0.942
0.937
0.932
0.939
0.956
0.957
1.004

12 Month
0.973
0577
0.961
0.956
0.960
0.933
0.938
0.937
0.930
0.935
0.947
0.972

1.148
0.987
0.972

1.129
1.097
0.933

eas\MEDPLAN2 .XLSNHigh Estimate Page 4 of4
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EiUUt9
State oTLoubUn*

State Employee* Group Benefits Program
Projected Medical Benefits

Based Upon M&R'i It/31/94 Valuation A Projection

IscBrnd
Month

Jut-94
Auf-94
Stp-94
Oet-94
N*>-94
Da>-94
Jat-95
Ftb-95
Maf-95
Apr-95
May-95
Jnm-95
Jut-95

Aug-95
Stp-95
Oct-95

Nov-9S
Deo-95
Jf*-96
FA-96
Ma -̂96
Apr-96
May-96
Jm-96

Total*

FY9S
FY96

CY94
Cm

Varttdacnt
Moofe

75^27
75,«0
75.421
73,837
75,778
75.945
76,060
76,175
76^79
76394
7W05
76,620
76,732
76,847
76,962
77,073
77.188
77^99
77,414
77,529
T7jG37
77.752
77^63
77.978

1,840,515

912̂ 41
928^74

903,039
920.134

PaUOataM Sorted
hrPaU bybevred
MosA MovA

23,106.194 18,113384
28.714304 18£83£22
21^76^62 11̂ 34.497
23,127.709 2̂ 3436*3
22389,456
23,905,986
24.460337
22.430302
20330,167
20,815,853
21,177,448
21.82 1,241
23,056.821
23323,862
23,620327
23^24,421
24349,772
25.747,147
26,197389
24,075,401
22,061,429
77,758333
22345382
23.115321

558,651,285 51,165,666

274,475359 51.165.666
284.175,926 0

275.919,792 159,684.077
275.177,797

ffrtfc»rti t
lM«mJ

20342,450
22,792307
22̂ )11382
22304320
24306450
26.127.909
20.498331
18374346
21438,745
20.819,912
21304,191
24391.167
22,767 )̂55
24,864,157
24,052303
24334461
26,679,039
27,786,696
22,050,422
20,046,439
22,622.856
22,132330
23,145391
25.770̂ 04

552,763,062

2663H408
286451,853

248,778414
278,110302

RMS*
Pfstn*

44310.467
38388370
38̂ 23389
38,000,000
40316,794
4X738,716
38.776.710

34.900,754
35,609332
35,613^91
36340,133
39.110,060
38,820495
40,460390
40,892,763
41302^05
43,631.872
45,671.421
41324454
37.495492
38,056,718
37̂ 31,196
38331304
41,185̂ 88

r^Jjujj

20.786341
20,828,650
20.757368
20^77364
20.855^21
20^01^83
20^33433
20,964.884
20393306
21,025,137
21.055,706
21.087356
21,118.181
21,149̂ 31
21,181,482
21412.031
2U43.681
21474431
21305.881
21337331
21367455
21398,905
21,429,455
21,461,105

506346338

251,066,968
255,479370

125,007,126
253439479

A4nfe
Expense*

1,408379
1.411,432
1.406,602
1.414,733
1,413460
1,416374
1,418319
1,420,664
1,422,603
1,424,748
1,426,818
1,428̂ 63
1.481,139
1,483358
1,485378
1,487,721
1.489,941
1.492,083
1.494303
1,496323
1,498.608
1300.827
1302̂ 70
1305.190

34^31,536

17̂ )13495
17,918441

8.470^79
17.462,136

Exc««/(L««s)
PnaMOvcr

OSBSttAEXB

(1.164.488)
(33743W)
O660316)
(3,041̂ 89)
(5,463,889)
(6^42,700)

(983,816)
969J74

(1,667,842)
(1419304)
(2475303)
(4^32,773)
(3,130,013)
(5,197,684)
(4356399)
(4.609,950)
(6^25498)
(8,004349)
(2438^44)

(205,431)
(2.754408)
(2434,752)
(3419,106)
(5.814,089)

(81,148̂ )59)

(32,457335)
(48,690324)

(22348471)
(42333358)
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Exhibit*
State of LouMaaa

State Employee* Group Benefits Program
Projected Medical Benefits

Based Upon MAR'. 10/31/94 Valuation and Projection

Inevnl
Month

Jnl-94
Amg-94
Stp-94
Oct-94

No*-94
Deo-94
Jm-95
Ftb-95
Mar-95
Apr-95
May-95
Jnm-93
Jut-9S

Aug-9S
Sep-95
Oct-93

Nor-95
Dee-95
Jtm-96
Feb-96
Mor-96
Apr-96
Moy-96
JiM-96

Total*

FT95
FY96

CY94
CY95

1 Month

271.99
30U7
291.85
296.67
328.67
344.04
269 JO
243.84
278.44
272.53
28631
320.93
296.71
323.55
31X52
315.73
345.64
359.47
284.84
258.57
29139
284.66
297.26
330.48

. - , -

3 Month

274.40
289.17
28834
296.57
305.75
323.13
314.04
285.74
263.93
264.95
279.10
293.29
30133
313.74
310.94
317J7
324.65
34030
329.95
300.91
27t27
278^2
291.11
304.15

6 Month IZMotrth

25X12
268.12
276.13
285J2
297.48
305.77
30532
295.72
293.47
289.44
282.41
278.64
283.18
296.46
30X13
30931
319.20
325.65
323.62
31X75
309.22
304.03
296.00
291.24

253.89
259.90
263.66
267.81
271.81
275.49
278.87
281^9
284.85
287.49
289^1
292.15
294JO
29C.09
297.82
299.42
300.89
30125
303.49
304.64
305.69
306.66
307.55
30837

292.15
30837

275.49
30X25

Trafa In Estimated Incurred Cbfam
PerPartkliint

Olonm 3 Month 6 Month

1.059
1.188
1.183
1.200
1.169
1.144
1.179
1.188
1.143
1.135
1.115
1.090
1.091
1.074
1.071
1.064
1.052
1.045
1.057
1.060
1.047
1.044
1.038
1.030

1.089
1.135
1.143
1.190
1.183
1.169
1.162
1.167
1.169
1.153
1.130
1.112
1.098
1.085
1.078
1.070
1.062
1.053
1.051
1.053
1.054
1.050
1.043
1.037

1.024
1.065
1.107
1.139
1.159
1.156
1.176
1.175
1.169
1.158
1.148
1.138
1.123
1.106
1.094
1.083
1.073
1.065
1.060
1.058
1.054
1.050
1.048
1.045

HMonflt

0.978
0.994
1.018
1.044
1.054
1.077
1.103
1.120
1.138
1.149
1.154
1.147
1.150
1.139
1.130
1.118
1.107
1.097
1.088
1.080
1.073
1.067
1.061
1.056

1.147
1.056

1.077
1.097
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ExhlUtlO
State of Louttuu

State Employee* Group Benefits Program
Projected Medical Benefito

Baaed Upon M&R's 10V31/94 Valuation & Projection

Iraml
MOMtt

Jtd-94
Ang-94
Stp-94
Oct-94

N«+-94
D*o-94
Jan-95
FA-95
Mar-95
Apr-95
May-95
Ju*-9S
Jid-95

Aug-95
Stp-95
Ott-95

Nov-95
D*o-95
Jan-96
Ffb-96
Mar-96
Apr-96
May-96
Jmt-96

Total*

FY9S
FY96

CY94
CY95

Month!

75327
75*80
75.421
75.857
75,778
75,945
76,060
76.175
76^79
76394
76305
76,620
76.732
76.847
76^62
77,073
77.188
77,299
77,414
77329
77,637
77,752
77,863
77,978

1,840315

91X241
928^74

903,039
920,134

Mi a*

Month

23,106.194
28,714304
21976̂ 62
23,127,709
21,758304
23300,724
23.853.012
21370,785
19396371
19,768,640
20,005,887
20.433,232
21.740.919
21.910*52
21,976,819
22318.433
22,708,033
24,163,913
24.658.123
22301,109
20,071̂ 50
20,403350
20.611,715
21.004,411

530,881.852

267,01X224
263,869,628

274,683,978
259,846,897

••Sorted
•ylnauToi

Month

18,113384
18*83,222
11.834.497
2334363

51,165,666

51,165.666
0

159,684,077
-

lacnrred
damn

20^99343
2X044.619
2130X442
21305.832
24359,089
25387.893
19321,047
17318395
20,21 13U
19,740376
20318^79
2X890,034
21.477,145
23,094.833
22350,165
22371,936
25,198,866
26,157^24
20 J 18.496
17̂ 79,851
20,828^13
20330*85
21,07X610
23.425388

520,006380

255,299.766
264,706*14

243313,497
261,051,217

Recaot
RtltfTf

4X765382
36,095.697
35*21̂ 77
34,000,000
36*00,185
38*87354
34355388
30,10X998
30,917,745
30,889,681
31,40X772
33,859375
33395̂ 01
34,779^82
35353327
35,406,831
37,897*64
39,891.674
35,45X047
31.130,790
31,887355
31,814.489
3X275384
34,696361

mmhnni

20,786341
20,828*50
20,757368
20,877364
20,855.621
20,901,583
20̂ 33̂ 33
20^64,884
20^93306
21,025,157
21,055,706
21.087356
21.118,181
21,149,831
21,181,482
21,21X031
2U43.681
21^74^31
21305,881
21337331
21367,255
21398.905
21,429,455
21,461.105

506346,538

251,066̂ 68
255,479370

125,007,126
253.239,279

AAmta
Ell HUH

1.408379
1,411,432
1,406,602
1,414,733
1,413.260
1,416374
1,418319
1,420*64
1,422*03
1,424,748
1,426,818
1,428̂ 63
1,481,139
1,483358
1,485378
1,487,721
1.489,941
1,49X083
1.494303
1.496323
1,498,608
1300̂ 27
130X970
1305,190

34,931336

17,013̂ 95
17J.18441

8,470^79
17,46X136

CbbmAExp

(921381)
(2*27,401)
(XI 5 1,676)
(X043^01)
(4̂ 16,728)
(5^02*84)

(6332)
X225.825
(640,414)
(140,167)
(890,091)

(3,231*41)
(1,840,103)
(3,428360)
(X854.261)
(X647*26)
(5.445.125)
(6375.776)

(406^18)
1,861,157
(959,867)
(432*07)

(1,146.125)
(3,469,673)

(48391377)

(21,246,093)
(27.145J85)

(18.563J72)
(25J74.073)
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EiUbttll
State of Louisiana

State Employee* Group Benefits Program
Projected Medical Benefite

BaMd Upon M&R*s 10/31794 Valuation & Projection

lacnrnd
Month

1*94
Attg-94
Stp-94
Oa-94

Nov-94
D*o-94
Jan-95
Ftb-95
Mar-95
Aff-95
May-95
Jim-95
Jut-95

Aug-95
Stp-95
Oct-95

No*-95
Dfc-95
Jan-96
Feb-96
Mar-96
Apr-96
May-96
Jiut-96

Totals

FY9S
FY96

CY94
CY95

PartfdatB*
Monte

75327
75,680
75.421
75,857
75,778
75,945
76,060
76,175
76479
76394
76305
76,620
76,732
76,847
76^62
77,073
77,188
77,299
77,414
77329
77,637
77,752
77.863
77.978

1,840315

91X24]
928474

903,039
920,134

PaMCUsfti Sorted

Moofli Month

23,106,194 18,113384
28,714304 18̂ 83422
21.976,262 11,834,497
23,127.709 2334363
23/155479
24376422
25,147317
23324,847
21,654.494
21,821.983
22311,745
23.133,044
24345490
24317.476
25448,053
25322489
26,095,699
27.493,733
27,949.003
26.009,164
24434,604
24499308
24,694490
25,427,199

587.785,710 51,165,666

281,949,601 51,165,666
305,836,109 0

277455,851 159,684,077
290,616,171

hcnred
Oabn

20,785357
23339.796
22320,121
2330X807
25,633,810
26^49.407
21,494.455
19,794332
22439342
21,854.191
23462,409
26456,093
24,057.110
26,670405
25,628379
26388.614
28,459332
29,654,010
24.085,953
22481.425
24,641340
24,150.881
25,481,108
28387,152

587,717,828

277,832.119
309.885,709

254304,813
295.75M72

Reea*
Reicne

46455351
41,081,043
41,624,902
424)00,000
44378331
4̂ 951,716
43498,654
39.768,138
4035X986
40385,195
41335.858
44,458,907
44,170,727
46323.456
46,703,782
47370,107
49,933,940
52,094417
48431.167
44303.428
44,910,165
44,761.737
45348355
48308,508

^ •ntmtmns

20.786341
20,828,650
20,757368
20^77364
20,855.621
20̂ 01383
20333433
20^64,884
20,993,506
21,025,157
21,055,706
21.087356
21,118.181
21.149,831
21.181,482
21412,031
21443,681
21474431
21305,881
21337331
21367455
21398,905
21,429.455
21.461,105

506346338

251,066,968
255,479370

125,007,126
253439479

Almta
Expenses

1,408379
1,411,432
1,406,602
1,414,733
1.413460
1,416374
1,418319
1,420,664
1,422.603
1,424,748
1,426,818
1,428̂ 63
1.481,139
1.483358
1,485378
1,487,721
1,489,941
1,492,083
1.494303
1.496323
1,498,608
1300,827
1302̂ 70
1305.190

34̂ 31336

17,013495
17̂ 18441

8.470,979
17,462.136

PrflBMOver
CUmsAEzp

(1.4073M)
(4,122378)
(3.169̂ 55)
(44MO,177)
(6,191.449)
(7,464,198)
(1̂ 79,741)

(250,112)
O668.439)
(2453,783)
(3̂ 33321)
(6397,700)
(4,420,067)
(7̂ )03,733)
(5^32,476)
(6,664303)
(8,705.791)
(9,871,862)
(4474375)
(2.440,417)
(4,772,693)
(4452^02)
(5354,623)
(8.431437)

(116,10X826)

(43,778,446)
(72324380)

(26395,151)
(59.981,528)
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Exhibit ii
State of LouUau

State Employees Group Benefit* Program
Projected Medical Benefit!

Baaed Upon M&R'i It/31/94 Valuation and Projection

beaml
Month

Jtd-94
Anf-94
Stp-94
Oct-94

Nw-94
Dte-94
Jmn-95
Ftb-95
Mar-95
Apr-95
May-95
Jim-95
Jnt-95

Aug-95
Stp-95
Oet-95

Nev-95
Dte-9S
Jam-96
Ffb-96
Mar-96
Apr-96
May-96
Jim-96

Totalt

FY95
FY96

CY94
CY95

Ectfaw
I Hfl<«41i

27530
311.04
298,59
309.83
33838
354.85
28X60
259.85
29 US
286.07
304.06
342.68
313.52
347.06
333.00
34238
368.70
383.63
311.13
287.39
31739
310.61
327.26
364.04

rtedbcBmiCl
3 Month

279.75
29635
294.96
306\50
315.59
33433
32531
299.05
278,01
279.17
293.90
310.97
320.09
334.42
331 JO
340.81
348.05
364.93
354.46
32734
30531
305.14
318.43
334.00

tttaMFwPartldpMrt
C Month 12

255.66
272.62
281̂ 8
293.18
305̂ 9
314.68
315̂ 7
30730
306.11
302.14
296.47
294J2
299.68
314.21
321.11
330.48
341^5
348.10
347.65
337.67
335.05
329.75
322.87
319.68

Month

257.83
26X68
266.99
272J5
277.05
281.61
285 J4
290.05
293.96
297.68
301J1
304.56
307.74
310.77
313.64
31637
318.96
321.43
323.77
325.99
328.11
330.11
332.02
333.83

304.56
333.83

281.61
321.43

TK• •V

| Month

1.071
1.227
1J10
1J53
1.203
1.179
1.227
1341
1.194
1.188
1.164
1.132
1.139
1.116
.115
.105
.090
.081
.101
.106

1.089
1.086
1.076
1.062

PerPufldpont
3 Month «M<

1.110
1.163
1.169
1.230
1.221
1.209
1301
1311
1319
1306
1.182
1.159
1.144
1.128
1.123
1.112
1.103
1.092
1.090
1.095
1.098
1.093
1.083
1.074

vdQabi

mot

1.039
1.083
1.129
1.170
1.193
1.190
1315
1316
1314
1303
.196
.187
.172
.153
.140
.127

1.115
1.106
1.101
1.099
1.095
1.091
1.089
1.085

12 Month

0.985
1.005
1.031
1.061
1.075
1.100
1.130
1.150
1.172
1.187
1.194
1.188
1.194
1.183
1.175
1.162
1.151
1.141
1.132
1.124
1.116
1.109
1.102
1.096

1.188
1.096

1.100
1.141
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Introduction

MUliman & Robertson was retained by the Auditor's Office of the State of Louisiana to review
studies of preretirement death and disability benefits and then compare the expected values of
alternative death and disability benefits on employees covered by the Louisiana State Employees*
Retirement System and the Louisiana Teachers' Retirement System. The actuarial measurements
were made on the July 1,1993 valuation data as received from the State of Louisiana.

These measurements must be viewed as estimates; actual results will differ from our
measurements. In order to provide you with an indication of the sensitivity of our measurements,
we used two different sets of actuarial assumptions. The first set of assumptions (current
assumptions) is the assumptions used in valuing each of the retirement systems. The second set of
actuarial assumptions (alternative assumptions) incorporates the underlying morbidity and
mortality rates that might be used to self fund an in-service disability income plan. A summary of
the actuarial assumptions used in the calculations is included as Appendix 1.

A description of several of the terms on the exhibits illustrating the cost of these plans is in order.

1. The terms "accrued liability" and "unit credit normal cost" have the same meaning as they do
in the actuarial valuation report of these retirement systems. Unit credit normal cost measures
the value of benefits earned in a year and takes into account future salary increases that will be
applied when calculating a future benefit to the year of service earned this year. This amount
includes both employee normal cost and employer normal cost Accrued Liability measures
the value of benefits earned as of the valuation date and takes into account future salary
increases that will be applied when calculating a future benefit to service earned as of the
valuation date.

2. The "pension funding*1 under the current assumptions cost measures shows the funding
requirement of this benefit as if there were no assets allocated to this liability. The
amortization period is 36 years and assumes that the amortization payments will increase by
4.5% each year which 'corresponds to the amortization of a new amount included in the
accrued liability for the plan year beginning July of 1993.

3. "1 year term cost" is a short-term cost allocation method. It is the expected value of the
benefits to be paid in the plan year following the valuation.

4. "Aggregate cost** is a long-term allocation cost method hi which the costs of the plan are
spread evenly as a percent of pay over the working lifetime of the employees. First, the ratio
of the present value of future benefits to present value of future salary is determined. Then,
that ratio is applied to expected compensation for the year as a means of allocating costs for
the plan year.

MILLIMAN 8c ROBERTSON, INC.



Section A - Cafeteria Plans

Develop a standard statewide cafeteria plan. - Compare this standard cafeteria plan to the
state's current cafeteria plans to include research and comment on Internal Revenufe Service
(IRS) regulations regarding discrimination testing. Keview and comment on the audit staffs
assessment of legal, administrative, and other obstacles to implementing a statewide cafeteria
platfia Louisiana. ' „

Sections

Study of Cafeteria Plans and Reimbursement Accounts summarizes the study of cafeteria plans
in both the public and private secture.

Standard Cafeteria Plan is our recommendations for the first step of developing a standard
cafeteria plan.

MILLIMAN & ROBERTSON, INC.



Study of Cafeteria Plans and Reimbursement Accounts

Milliman & Robertson reviewed available studies of cafeteria and medical reimbursement
accounts. We reviewed Employee Benefits in Medium and Large Private Establishment. 1993
published in November 1994 by the U.S. Department of Labor and Employee Benefits in State
and Local Governments. 1992 published in July 1994 by the U.S. Department of Labor. The
following is a discussion of these surveys.

Table Al documents participant coverage in 1993 for employees of medium and large private
establishments ('private employees*) and participant coverage in 1992 for employees of local
and state governments ('government employees'). In each instance approximately fifty percent
were covered by a medical reimbursement plan. Only twelve percent of the private employees
and five percent of government employees were covered by flexible benefit plans. What Table
Al does not illustrate is the increasing popularity of these plans. For example, reimbursement
accounts are offered to fifty percent of government employees in 1992 up from thirty percent in
1991,

Table A2 documents the types of expenses covered in the reimbursement plans. State and
local governments are more likely to reimburse health care premiums whereas private
employers are more likely to reimburse health care expenses. Almost as popular as medical
expense reimbursement is dependent care reimbursement

Tables A3 through A7 document how various benefits available to employees were financed. In
many instances where employee financing is required, the benefits could be included in a cafeteria
plan where employees may use pretax dollars.

Table A3 documents employer financing of employees* medical care. State and local
governments providing employee medical care benefits are more likely to wholly finance than
private establishments. Fifty-seven percent of governmental employees covered by medical care
benefits had those benefits wholly financed whereas only thirty-seven percent of private
employees had those benefits wholly financed. Table A4 documents employer financing of
medical care for the employee's family. Employers providing these benefits overwhelmingly
provided them on a cost sharing basis. Surprisingly, thirty-four percent of teachers who were
provided medical care benefits for their family had these benefits entirely paid by their employer.

Table AS documents employer financing of employees' dental care. State and local governments
providing employee dental care benefits are much more likely to wholly finance than private
establishments. Seventy-one percent of governmental employees covered by medical care
benefits had those benefits wholly financed whereas only forty-four percent of private employees
had those benefits wholly financed. Table A6 documents employer financing of dental care for the
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employee's family. Private employers providing these benefits overwhelmingly provided them on
a cost sharing basis while forty-eight percent of government employees had these benefits wholly
financed.

Table A7 documents employer financing of sickness and accident insurance. Seventy five
percent of employees covered with this insurance of both private and government employers had
these benefits wholly financed by the employer.

Among the government employees, the most common flexible benefit choices were dental
benefits, various levels of life insurance, participation in a medical plan, and various levels of long
term disability insurance. Some employees could also choose separate vision plans, accidental
death & dismemberment, and short term disability coverage. Fifty percent of the employees were
required to purchase minimum levels of coverage, most often a basic level of life insurance.
Thirty three percent of the employees were allowed to deposit unused credits into a
reimbursement account. Many employees were allowed to fund benefits with pretax earnings if
their allotment of benefit credits was not enough to purchase the desired coverage.
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Standard Cafeteria Plan

Unfortunately, in depth statistical studies of cafeteria plans do not seem to be available. From the
statistical data that we reviewed, the State of Louisiana may even be in the forefront. However,
we think that in the next several years cafeteria plans will flourish as employers see cafeteria plans
as a means to streamline employee benefit costs and employees see cafeteria plans as a means to
getting the benefits they really need and want. In order to develop a standard cafeteria plan for
employees of the State of Louisiana, we believe that an inventory of the State's cafeteria plans in
force should first be made. The benefits offered, employee participation rates, costs of the
various benefits, types of administration, and types of employee communications should be
analyzed.

A desire has been expressed to install a medical reimbursement account as soon as possible. As a
standard cafeteria plan would be the ideal vehicle for life insurance coverage, it may be
advantageous to offer these two new programs at the same time. Dependent care reimbursement
accounts are also very popular and it may be desirous to implement this account also. The
mainstay of most cafeteria plans is medical coverage which is outside the scope of this section of
the report. However, as a conclusion in the employer financing survey, there are many options
as to how to include the financing of this coverage in the plan.

Questions have been raised on how to apply the nondiscrimination requirements of cafeteria plans
to test that the plans do not favor the highly compensated employees. Are all employees of the
State treated as being employed as a single employer? Or may the State be treated as having
separate lines of business? The Internal Revenue Service has not issued regulations of how
private employers must apply these rules, much less as to how state and local governments must
apply these rules. Probably ninety-five percent of the State's highly compensated employees are
concentrated in the judges in the LASERS and LSU Tiger and university employees in the
Teachers' Retirement System. Testing these "separate tines of business" may be a first step.

When reviewing the design of a standard cafeteria plan, the following must also be taken into
consideration. A specific benefit must satisfy not only the applicable rules under Code Section
125, but the governing rules for the specific benefit. If the cafeteria plan fails to meet the
discrimination tests, only the benefits of the highly compensated employees will be taxed. A
discriminatory cafeteria plan is not disqualified as a cafeteria plan. Even if discriminatory,
employer contributions may still be excluded by nonhighly compensated employees.
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Table A1

Flexible Benefits and Reimbursement Accounts

1992-1993 Bureau of Labor Statistics Surveys

Coverage
Private Establishments

11% Flexible benefits & reimbursement account
1 % Flexible benefits plan only

41% Freestanding reimbursement account
47% No such plan

41%

11%

47%

Coverage 46%

State & Local Government

4% Flexible benefits & reimbursement account
1 % Flexible benefits plan only

46% Freestanding reimbursement account
49% No such plan

49%

Coverage 39%

State & Local Government - Teachers

5% Flexible benefits & reimbursement account
2% Flexible benefits plan only

39% Freestanding reimbursement account
54% No such plan

54%



Table A2

3§em©mtt Accouamts

Private Establishments

47% Health Care Premiums
69% Health Care Expenses
77% Dependent Care
0% Legal Expenses

State & Local Government

75% Health Care Premiums
53% Health Care Expenses
61% Dependent Care
2% Legal Expenses

State & LocaK GovermsEterat - Teachers

77% Health Care Premiums
53% Health Care Expenses
56% Dependent Care

2% Legal Expenses



Table A3

ofU tarn

ledical Care
Private Establishments

37% Wholly Employer Financed
61 % Partially Employer Financed

2% Not determinable

€1*

57*

State & Local Government

57% Wholly Employer Financed

43% Partially Employer Financed

43%

State & Local Government - Teachers

63% Wholly Employer Financed

37% Partially Employer Financed

63%

37%



Table A4

Employer Financing

1992-1993 Bureau of Labor Statistics Surveys

Medical Care for Family
Private Establishments

21% Wholly Employer Financed
76% Partially Employer Financed

3% Not determinable

21%

76%

Medical Care for Family
State & Local Government

28% Wholly Employer Financed
72% Partially Employer Financed

28%

72%

Medical Care for Family
State & Local Government - Teachers

34% Wholly Employer Financed
76% Partially Employer Financed

34%

76%



Table A5

Employer Fa:

44%

Private Establishments

44% Wholly Employer Financed
54% Partially Employer Financed
2% Not determinate

54%

Dental Care - Employee
State & Local Government

71% Wholly Employer Financed
29% Partially Employer Financed

71%

29%

State & Local Government - Teachers

70% Wholly Employer Financed

30% Partially Employer Financed

70%

30%



Table A6

7992-7993 Bureau of Labor Statistics Surveys

Dental Care for Family
Private Establishments

31% Wholly Employer Financed
66% Partially Employer Financed

3% Not determinable

66%

Dental Care for Family
State & Local Government

48% Wholly Employer Financed
52% Partially Employer Financed

48%

52%

Dental Care for Family
State & Local Government - Teachers

50% Wholly Employer Financed
50% Partially Employer Financed

50%

50%



Table A7

Sickness & Accident
Private Establishments

75% Wholly Employer Financed
25% Partially Employer Financed

3% Not determinate

75%

25*

Sickness & Accident insurance
State & Local Government

75% Wholly Employer Financed
25% Partially Employer Financed

75%

25%

ickness & Accident
State & Local Government - Teachers

86% Wholly Employer Financed
14% Partially Employer Financed

86%

14*



Section B - PreRetirement Death and Disability Benefit
Surveys

Research and document "standard" in-service death and "standard" disability benefit $ans for the
purposes of comparison. Review published benefit studies to include other state governments and
private sector entities focusing on employee benefits provided in the event of the death or
disability of the employee. The review will provide plan structure information, including who
does and does not benefit under the plan, information as to the amount, timing and form jof benefit
provided, coordination of benefits with Social Security Old Age Survivor and Disability Income
(OASDI), and information relating to cost sharing between employees and employers. This
review would also provide an outline of the benefit structure of OASDI Finally, the review will
document public and private benefits.

Sections

In-Service Death Benefit Surveys summarizes the study of in-service preretirement death
benefits provided by employers in both the public and private sector.

Disability Benefit Survey summarizes the study of in-service disability benefits in both the
public and private sector.

OASDI Benefit Structure Summary details the eligibility requirements of covered workers for
Social Security benefits. ,

OASDI Benefits for Dependents of Retired or Disabled Workers details the eligibility
requirements of dependents of covered workers for retirement Social Security benefits.

OASDI Survivors' Benefits details the eligibility requirements of dependents of deceased
covered workers for survivor Social Security monthly benefits.

OASDI Lump-Sum Death Payment details the eligibility requirements of dependents of
deceased covered workers for survivor Social Security lump-sum benefits.

Coordination of Benefits with OASDI summarizes the study of integrating retirement pension
benefits with Social Security in both the public and private sector.
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In-Service Death Benefit Surveys

Milliman & Robertson was asked to review available studies of in-service death benefits of both
private employers and state and local governments. We reviewed Employee Benefits in Medium
and Large Private Establishment, 1993 published in November 1994 by the U.S. Department of
Labor and Employee Benefits in State and Local Governments. 1992 published in July 1994 by
the U.S. Department of Labor. The following is a discussion of these surveys.

Almost universally all of the full-time employees of medium and large private establishments
("private employees*) covered in these surveys have basic life insurance coverage. Coverage is
usually provided on a non-contributory basis. Eighty-eight percent of full-time employees of local
and state governments ('government employees') covered in these surveys have basic life
insurance coverage with thirteen percent of these employees required to contribute to at least part
of the cost. Table Bl documents these findings. Where employee contribution were required, the
most prevalent method was a dollar amount based on coverage. Typically, the cost was less than
20 cents per $1,000 of coverage (Workplace).

Table B2 documents the service requirement for eligibility of life insurance benefits in 1993 for
private employees and participant coverage in 1992 for government employees. In each instance,
overwhelmingly, the service requirement is three months or less.

The amount of basic insurance coverage predominantly takes one of two forms: (1) a fixed
multiple of earnings or (2) a fixed amount. Table B3 documents the type of life insurance offered.
Private employees are more often offered basic insurance coverage as a fixed percentage of
earnings. Government employees are more often offered basic insurance coverage as a flat dollar
amount, particularly teachers.

Table B4 documents the earnings multiple used when the amount of basic insurance coverage is
to be an earnings multiple. In this instance, over half of the private employees have one times
earnings as their basic coverage. Over forty percent of government employees have two or more
times earnings as their basic coverage and their average amount was 1.8 times earnings. As an
aside, the earnings multiple for private employees decreased slightly from 1991 to 1993.

Table B5 documents the flat dollar amount used when the amount of basic life insurance coverage
is to be a flat dollar amount. In this instance again, government employees tend to have a higher
level of coverage than private employees with over thirty-five percent of these government
workers having coverage of $20,000 or more.

Table B6 documents supplemental coverage availability. Over half of the employees have
supplemental coverage availability. Supplemental coverage is generally 1-3 times earnings. Eighty
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percent of government employees are required to pay the full premium for supplemental
coverage.

Dependent coverage was available to forty percent of the government employees with seventy-
five percent having to pay the full premium.

In both the private and public sector, plans (other than pension plans) providing a monthly income
to the surviving member's family is rare.

Eighty-six percent of government participants in defined benefit pension plans are in plans that
provide a benefit to the spouse. Eighty percent of these participants are covered by a qualified
preretirement survivor annuity (QPSA). A QPSA is a requirement of private sector plans. It
provides an annuity to the spouse which is between fifty and one hundred percent of the benefit
which would have been payable to the employee if he had retired on the day before his death and
had elected to receive a joint and survivor annuity. This benefit is then the accrued benefit but it
is not payable until the date the employee would have eligible for early retirement, it would have
the early retirement reduction factor applied to it, and it is even further reduced to reflect that the
joint and survivor form of payment is a more expensive form of payment. By far the most
predominant pre-retirement death benefit in pension plans covering private employees is the
QPSA Plans providing an annuity equal to a flat percentage of the accrued benefit cover only five
percent of private employees. We recommend that at least this survivor benefit to the spouse
with a reduction for payments commencing before age sixty-five be provided from the State's
pension plans.

A significant finding is what was not mentioned in the surveys - preretirement annuity benefits
being paid to the children of the deceased employee. Evidently, this benefit must be rarely
offered.

Table B7 is a compilation from the Workplace Economics. Inc. 1994 State Employee Benefit
Survey of life insurance plans of states in the southeastern United States. But, please note, only
six of the states in the US require employee contributions and still Louisiana is paying the highest
cost.
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Disability Benefit Survey

MUliman & Robertson was asked to review available studies of in-service (Usability benefits of
both private employers and state and local governments. We reviewed Employee Benefits in
Medium and Large Private Establishment 1993 published in November 1994 by the U.S.
Department of Labor and Employee Benefits in State and Local Governments. 1992 published in
July 1994 by the U.S. Department of Labor, The following is a discussion of these surveys.

Forty-one percent of full-time employees of medium and large private establishments ('private
employees') covered in these surveys have long term disability insurance coverage. When
employee contributions are required, it generally is due to the fact that they are in a cafeteria plan.
Twenty-eight percent of full-time employees of local and state governments ('government
employees') covered in these surveys have long term disability coverage with twenty percent of
these employees required to contribute to at least part of the cost. Table B8 documents this
information.

Table B9 documents the service requirement for eligibility of long term disability insurance
benefits in 1993 for private employees and participant coverage in 1992 for government
employees. In each instance, approximately forty percent of the participants were in plans with
no service requirement, but approximately another eighteen percent were in plans requiring one
year or more of service to participate.

Table BIO documents the waiting period before long term disability benefits commence. The
waiting period for more than half of the private employees is six months which is also the waiting
period for Social Security benefits. The waiting for government employees tends to be shorter
than the waning period for private employees.

By far the most common long term disability benefit offered is based on a fixed percent of
predisability earnings. Table fill documents the different benefit amounts being offered. For
those private employees covered by a Long term disability plan, sixty-five percent are covered by
a plan offering sixty to sixty-nine percent of pay while sixty-eight percent of those government
employees covered by a Long term disability plan are covered by plans offering sixty to sixty-nine
percent of pay.

Table B12 documents ancillary benefits provided in connection with long term disability benefits.

In defined benefit pension plans, disability benefits for government employees were provided to
ninety-four percent of plan participants with ninety-five percent of those participants receiving
immediate benefits. In contrast to Long term disability plans where the average service
requirement is six months, the service requirement in pension plans for disability benefits is often
five to ten years. In those instances when a Long term Disability plan is offered (which usually
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would provide larger benefits), the benefits provided by the pension plan are deferred until the
Long term Disability benefits cease (usually at age sixty-five) and are often calculated assuming
the employee had remained in service until such date. Table BIO documents the service
requirement and benefit provisions of disability benefits provided in defined benefit pension plan.
In contrast to government sponsored pension plans, only sixty-nine percent of the private
employees covered were provided immediate benefits.
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OASDI Benefit Structure Summary

OASDI provides significant benefits to covered workers and their beneficiaries. OASDI benefits
are financed by joint worker/employer payroll taxes. OASDI coverage is generally universal in
the private sector, and pervades the public sector. Louisiana is one of six states not participating
in OASDL Table Bll provides an indication of the significance of retirement income benefits
provided by OASDL The Table assumes constant future earnings to social security retirement
age, 1994 compensation is the amount shown in the column heading, 1993 compensation equals
1994 compensation multiplied by .991 (q = .9%) and compensation for 1992 and prior years
equals 1993 compensation multiplied by the ratio of average earnings for the year hi question to
average earnings for 1993 .

Monthly social security benefits
can be paid to—

If the worker—

A retired worker age 62 or over Is fully insured.

A disabled worker under age 65 Would have been fully insured had he or she attained
age 62 in the month the disability began and (except in
the case of a person disabled because of blindness) has
20 quarters of coverage out of the 40 calendar
quarters ending with the quarter in which the disability
began.

A worker disabled before age 31
who does not have sufficient
quarters of coverage to meet the
above requirement.

Has quarters of coverage in one-half of the quarters
elapsing in the period after attaining age 21 and up to
and including the quarter of becoming disabled, but no
fewer than 6, or, if disabled in a quarter before
attaining age 24, he or she has 6 quarters of coverage
in the 12 calendar-quarter period immediately before
he or she became disabled.
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OASDI Benefits for Dependents of Retired or Disabled Workers

Monthly social security benefits can be paid to— If the worker—

The spouse of a person entitled to disability or
retirement insurance benefits, if he or she is:
(a) Age 62 or over (may be divorced spouse in

certain circumstances); or
(b) Caring for a child who is under age 16 or

disabled and entitled to benefits.

Is fully insured or insured for disability
benefits whichever is applicable, as shown
above.

A dependent, unmarried child of a person entitled
to disability or retirement insurance benefits if the
child is:
(a) Underage 18; or
(b) Age 18 or over and qualifies as a full-time

student; or
(c) Age 18 or over and under a disability which

began before the child reached age 22.

Is insured for retirement or disability
benefits, whichever is applicable, as
shown above.
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OASDI Survivors1 Benefits

Monthly social security benefits can be paid 40- If the worker—

A widow or widower (may be surviving divorced
spouse in certain circumstances) age 60 or over

Is fully insured.

A widow or widower and, under certain
conditions, a surviving divorced spouse, if the
widow or widower or divorced spouse is caring
for a child entitled to benefits if the child is under
age 16 or disabled.

Is either fully or currently insured.

A disabled widow or widower (may be surviving
divorced spouse in certain circumstances) age 0
or over but under age 60, whose disability begins
within a certain period

Is fully insured.

A dependent, unmarried child of a deceased
worker if the child is:
(a) Under age 18; or
(b) Age 18 or over and qualifies as a full-time
student; or
(c) Age 18 or over and under a disability which
began before the child reached age 22.

Is either fully or currently insured.

The dependent parents, age 62 or over, of the
deceased worker

Is fully insured.
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OASDI Lump-Sum Death Payment

The lump-sum death payment -will be paid in the
following order of priority—

If the 'worker is—

(a) The widow(er) of the deceased wage earner who
was living in the same household as the deceased
wage earner at the time of death;

(b) The widow(er) (excluding a divorced spouse) who is
eligible for or entitled to benefits based on the
deceased wage earner's record for the month of
death;

(c) Children who are eligible for or entitled to benefits
based on the deceased wage earner's record for the
month of death.

If no surviving widow(er) or child, as defined above,
survives, no lump sum is payable.

Either fully or currently insured.
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Coordination of Benefits with OASDI

In 1993, forty-eight percent of the private employees covered by pension plans had their benefits
integrated with Social Security down from fifty-four percent in 1991. This may be attributed to
finalized Internal Revenue Service regulations which have limited Social Security integration as a
result of the Tax Reform Act of 1986.

State and local governments do not coordinate with Social Security the way that private
employers do. In 1992, only ten percent of government employees covered by pension plans had
their benefits integrated with Social Security. Even among those pension participants who were
covered by Social Security only thirteen percent had their benefits integrated with Social-Security.
In the 1994 Employee Benefits survey forty-three states reported that most of their employees
were covered by Social Security yet only nine had integrated plans. Table B15 documents the
percentage of employees in defined benefit plans whose pension benefits are integrated with
Social Security.
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Table B1

Private 79%

79% Yes. Wholly Employer Financed
12% Yes. Partly Employer Financed
9% Not Covered

12%

State & Local Goveramemit

75% Yes. Wholly Employer Financed
13% Yes. Partly Employer Financed
11% Not Covered

75%

13%

State & Local GoverameHait - Teachers

73% Yes. Wholly Employer Financed
15% Yes. Partly Employer Financed
13% Not Covered

73%

13%

15%



Table B2

Of©

^ ___ ^ _ r / . —

Private Estalblishmeats

34% No Service Requirement
19% Less than 3 Months
20% 3 Months

9% 6 Months or More
18% Not Determinable

20*

34%

18%

State & Local Goveramnieinit

36% No Service Requirement
12% Less than 3 Months
7% 3 Months
7% 6 Months or More

37% Not Determinable

38%

12%

37%



Table B3

T. —^ Jl "sste

Private Establishments

58% Fixed Multiple of Earnings
36% Flat Dollar Amount
6% Other

36V,

iasic Coverage
State & Local Government

38% Fixed Multiple of Earnings
58% Flat Dollar Amount
4% Other

58%

iasic Coverage
State & Local Govenmmeeit - TeacSiers

31% Fixed Multiple of Earnings
67% Flat Dollar Amount
2% Other

67%



Table B4

Off© Imsiiiiiraniic©

54%

Private EstabMsMmeinits

4% Less than 1.0
54% 1.0
13% 11 to 1.9
22% 2.0
6% More than 2.0

13%
22%

immnx
State & LocaD Government

1% Less than 1.0
40% 1.0
15% 1.1 to 1.9
21% 2.0
22% More than 2.0

15%

22%

State & Local Govemmeinit - Teactoers

0% Less than 1.0
35% 1.0
19% 1.1 to 1.9
26% 2.0
20% More than 2.0

19%

20%

26%



Table B5

L OyfO

25%

Private Establishments

6% Less than $5,000
25% $5,000 to $9,999
34% $10,000 to $14,999
10% $15,000 to $19,999
17% $20,000 to $29,999
8% $30,000 plus

34%

8%

17%

21%

State & Local Government

13% Less than $5,000
21% $5,000 to $9,999
23% $10,000 to $14,999
11% $15,000 to $19,999
19% $20,000 to $29,999
16% $30,000 plus

23% 13%

16%

11%

19%

21 St

- Teachers

15% Less than $5,000
21% $5,000 to $9,999
17% $10,000 to $14,999

5% $15,000 to $19,999
18% $20,000 to $29,999
23% $30,000 plus

17%

15%

23%

18%



Table B6

Laf© Innsmurannc©

Private EstabMsIhiinnieEts

44% Yes with multiple of earnings formula
18% Yes with fiat dollar amount formula
15% No with multiple of earnings formula
23% No with flat dollar amount formula

0% Not available

44%

18%

23%

15%

State •& Locsil Goverameot

18% Yes with multiple of earnings formula
37% Yes with flat dollar amount formula
19% No with multiple of earnings formula
20% No with flat dollar amount formula
6% Not available

37%

19%
20%

State & Local Goveriniinnieiniit - Teaclheirs

12% Yes with multiple of earnings formula
40% Yes with flat dollar amount formula
16% No with multiple of earnings formula
26% No with flat dollar amount formula

6% Not available

12%

16%

26%



Table B7

Workplace Economics, Inc. 1994 State Employee Benefit Survey

State

Alabama

Arkansas

Florida

Georgia

Kentucky

Mississippi

North
Carolina
Oklahoma

South
Carolina
Tennessem
ployee

Texas

Virginia

West
Virginia

Louisiana
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Table B8

BfisaMMty B©m©fM§
o/

Private EsJlsilbflislhinraeinits

30% Yes. Wholly Employer Financed
11% Yes. Partly Employer Financed
59% Wot Covered

11% 30%

59%

State <& Local Govennnnmemit

22% Yes. Wholly Employer Financed
6% Yes. Partly Employer Financed

72% Not Covered

22%

72%

State <& LocaQ Govennoniciniit - Teaclhers

27% Yes. Wholly Employer Financed
6% Yes. Partly Employer Financed

67% Not Covered

67%



Table B9

>f
a A a

42%

42% No Service Requirement
25% Less than 6 Months
12% 6 Months
16% 12 Months or More
5% Not Determinate

25%

16%

12%

State & Local Government

41% No Service Requirement
9% Less than 6 Months
8% 6 Months

20% 12 Months or More
22% Not Determinable 22%

20%

44%

State & Local GoveraimesBt - Teachers

44% No Service Requirement
5% Less than 6 Months
1% 6 Months

18% 12 Months or More
31% Not Determinable

18%

31%
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Table B10

BnsaMMlty B©m©fM§
§§3 ©f LD/QW

21%

Private Establashimiciniits

4% Less than 3 Months
21% 3-5 Months
56% 6 Months

7% Greater than 6 Months
11 % Expiration of short-term benefits

56%

11%

23%

State & Local Goverameinift

8% Less than 3 Months
26% 3-5 Months
30% 6 Months
10% Greater than 6 Months
25% Expiration of short-term benefits

30%

10%

17%

State •& Local Govenammeinit - Teadheirs

9% Less than 3 Months
17% 3-5 Months
33% 6 Months

1% Greater than 6 Months
36% Expiration of short-term benefits

33%

1%

36%



Table B11

20%

50%

20% Fixed Percent of Earnings - 50%
50% Fixed Percent of Earnings - 60%
15% Fixed Percent of Earnings - 60 - 69%
3% Fixed Percent of Earnings - 70%+
6% Percent Varies by Earnings
6% Other

6%

3%

15%

35%

State & Local Goveramraeinit

15% Fixed Percent of Earnings - 50%
35% Fixed Percent of Earnings - 60%
33% Fixed Percent of Earnings - 60 - 69%

5% Fixed Percent of Earnings - 70%+
4% Percent Varies by Earnings
8% Other

15%

33%

28%

State & Local Government - Teachers

10% Fixed Percent of Earnings - 50%
28% Fixed Percent of Earnings - 60%
41% Fixed Percent of Earnings - 60 - 69%

2% Fixed Percent of Earnings - 70%+
7% Percent Varies by Earnings

12% Other

41%

10%

12%
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Table B12

MsaMMtty IBena

Private EstablislmnnicEts

28% Benefits subject to income limit
75% Duration of benefits varies by age
86% With coverage for mental illiness
26% With survivor benefits

X-Aws



Table B13

Disability Benefnt Sendee Requirement 13%

16% Less than 5 Years
13% 5 Years
30% 10 Years
16% 15 Years
23% Receipt of SS disability benefits

30%

16%

23%

16%

DBsabiiity Benefit Sendee Requirement
State <& Local Government

10% Less than 5 Years
44% 5 Years

6 10 Years
0% 15 Years
3% Receipt of SS disability benefits

44%

10%

42%

DnsabSBaty Benefit Sen/ice Regoflremeinit
State ^ Local Govennnntaeimt - Teachers

7% Less than 5 Years
46% 5 Years
43% 10 Years

0% 15 Years
4% Receipt of SS disability benefits

10%

42%
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EthlUtlQ
State of Louisiana

State Employees Group Benefits Program
Projected Medkal Benefit!

Band Upon M&R'i 10/31/94 Valuation and Projection
LewEstinuae

Incwrd
Month

Jut-94
Aug-94
Sq»94
Oct-94

No*-94
Dtc-94
Jm-95
Feb-95
Mar~95
Apf-95
May-95
Jun~9S
Jut-95

Aug-95
Sep-95
Ot*-95
No*-9S
Dfe-95
Ja»-96
Ftb-96
Mar-96
Apr-96
May-96
JlM-9f

Total*

FV95
FY96

CY94
CY95

Eatteate4 barred OataH Per fartldpa^
1 Month 3 Month « Month 12 Month

268.77
291J9
283.10
283 JO
321.45
33459
256.65
227J5
264,97
258.40
268.20
298,75
27950
300.53
293.00
290^7
326.46
338.40
261.17
231.91
268.28
261.48
270.64
300.41

269.04
28159
281.72
286.63
296.70
313.09
304.10
272.71
249.66
25055
263.86
275.14
28259
293.06
291.15
294.60
30356
318.40
308.65
277.11
253.79
253.91
266.80
277.53

248J7
263.61
270.59
277.87
28936
297.44
29538
284.68
2SU1
277.11
26858
262.43
266 Jl
278.49
283.16
288.46
298.17
304.81
301.64
290.16
286.02
28152
271.94
265.69

25355
257.13
26032
26337
266,77
269,66
272.11
27450
27558
277.49
278.77
279.86
280.78
281.57
28254
282.81
283.29
283.71
284.05
28435
284.60
284.82
285.00
285.16

279.86
285.16

269.66
283.71

TKMOC IB EtOMteJ Ittnm* date
FerParttdpant

1 Month 3 Month 6 Month

1.046
.149
.155
.147
.143
.113

1.131
1.131
1.089
1.078
1.063
1.045
1.041
1.032
1.028
1.024
1.016
1.012
1.018
1.020
1.013
1.012
1.009
1.006

1.068
1.107
1.116
1.150
1.148
1.133
1.128
1.123
1.116
1.098
1.077
1.061
1.049
1.039
1.033
1.028
1.022
1.017
1.015
J-OJ6
1-017
1.015
1,011
1.009

1.010
1XK7
1.085
1.109
1.128
.125
.139
.136
.125
.114
.100

1.086
1.071
1.056
1.046
1.038
1.030
1.025
1.021
1.019
1.017
1.015
1.014
1,012

12 Month

0571
0584
1.005
1.026
1.035
1.054
1.077
1.092
1.105
1.111
1.114
1.106
1.106
1,095
1.084
1.074
1.062
1.052
1.044
1.037
1.031
1.026
1.022
1.019

1.106
1.019

1.054
1.052

eas\MEDPLAN2-XLS\Low Estimate Page 2 of2
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Table B15

ID)©ifSm©d B©m©ffM Flams
a A a

with Social SeouriiiSy
innieets

31% Step-rate Excess Plan
17% Offset by Social Security
52% No Integration

0% Not covered under Social Security

17%

31%

52%

Integration wiith Social Security
State & Local Goverainnieinit

8% Step-rate Excess Plan
2% Offset by Social Security

68% No Integration
22% Not covered under Social Security

68%

22%

with Socoal
State <& LocaD Goveiriniinnieet - Teaclhers

5% Step-rate Excess Plan
1% Offset by Social Security

69% No Integration
24% Not covered under Social Security

68%

22%



Section C - Standard In-Service Death Benefit Plans

Using existing databases from tfce Lbalsiana State Employees Retirement System (LASERS) and
Teachers* Eefiraraent System/corapute Uie icsgpected ^w&ie of lives in 1he two systems^th
respect to the creation of a standard in-service death benefit plan: Provide information on a range
for insurance industry risk premiums, administrative costs, and profit margins relative to this
benefit plan, Hie information wfll be based on M&R's experience and will be expressed as a
percentage of expected value. - - - • ;

MILLIMAN & ROBERTSON, INC.



Standard In-Service PreRetirement Death Benefit Plan

We measured the expected benefit and the present value of the expected benefit for two distinct
standard in-service death benefit plans: a plan providing for a benefit based on a single fixed
amount for all participants and a plan providing for a benefit of a multiple of a participant's
earnings. The former plan is more commonly seen in plans of government employers and the
latter plan is seen more commonly seen in plans of private employers. However, many private
employers sponsor a plan with the fixed amount feature and many governmental employers
sponsor a plan with the multiple of earnings. The multiple of earnings feature automatically takes
into account cost of living increases. The fixed dollar amount can be used as a cost containment
measure. The plans we valued assume that there is no service requirement to join the plan. The
surveys showed that the average eligibility requirement is three months. However some paper
work may be reduced if the employee is eligible to become a participant in the in-service death
benefit plan at the same time he becomes a member of the retirement system. On the other hand,
some cost savings may be enjoyed if there is a service requirement.

Please refer to the Introduction for the actuarial methodology and definitions and Appendix 1 for
the actuarial assumptions.

Exhibit Cl shows the expected values of a plan providing for a lump sum preretirement death
benefit of two times pay if a person dies while an employee covered either by the LASERS or the
Teachers* Retirement System. This benefit was chosen as the survey data showed that the
average multiple of earnings benefit for participants covered by government sponsored multiple of
earnings in-service death benefit plan was 1.8. As you can see, the value of this plan is relatively
small, with one year term costs ranging from 0.46% to 0.60% of payroll in total. Over the long
term, the plan is a small component of employee compensation, ranging from 0.64% to 0.83% of
compensation. The costs for the LASERS and the Teachers' Retirement System separately are
similar.

Exhibit C2 shows the corresponding values of a plan providing for a lump sum preretirement
death benefit of $40,000 if a person dies while an employee covered either by the LASERS or the
Teachers' Retirement System. The one year term costs range from 0.31% to 0.42% of payroll in
total. Over the long term, the costs range from 0.30% to 0.41%. The costs for the LASERS and
the Teachers' Retirement System separately are similar. Even though this benefit is less expensive
than the "2 times pay" benefit, it is at the high end of the fixed amount of coverage in the
surveys.

Distributions C3-C10 are age-service distributions on a cost per thousand basis for the 1 year
term costs. These distributions may be viewed as a tool for determining the value of the benefit to
the employee or as a tool for determining the cost of an employee's benefit.

MTLLIMAN & ROBERTSON, INC.



Distribution C3 is an age-sendee distribution of the 1 year term cost for the "2 X Pay** benefit for
the LASERS on the basis of the current actuarial assumptions. The one year term cost is for $3.2
billion of life insurance in force. The 1 year term cost is 18.2 cents per thousand in total, 27.4
cents per thousand for males, and 11.4 cents per thousand for females.

Distribution C4 is an age-service distribution of the 1 year term cost for the "2 X Pay*1 benefit for
the LASERS on the basis of the alternative actuarial assumptions. The one year term cost is for
$3.2 billion of life insurance in force. The 1 year term cost is 23.10 cents per thousand in total,
30.88 cents per thousand for males, and 17.39 cents per thousand for females.

\

Distribution C5 is an age-service distribution of the 1 year term cost for the "2 X Pay** benefit for
the Teachers* Retirement System on the basis of the current actuarial assumptions. The one year
term cost is for $4.55 billion of life insurance in force. The 1 year term cost is 18.63 cents per
thousand in total, 54.75 cents per thousand for males, and 11.23 cents per thousand for females.

Distribution C6 is an age-service distribution of the 1 year term cost for the "2 X Pay" benefit for
the Teachers* Retirement System on the basis of the alternative actuarial assumptions. The one
year term cost is for $4.55 billion of insurance in force. The 1 year term cost is 24.50 cents per
thousand in total, 60.24 cents per thousand for males, and 17.18 cents per thousand for females.

Distribution C7 is an age-service distribution of the 1 year term cost for the "40,000** benefit for
the LASERS on the basis of the current actuarial assumptions. The one year term cost is for $2.7
billion of life insurance in force. The 1 year term cost is 16.2 cents per thousand in total, 24.1
cents per thousand for males, and 11.1 cents per thousand for females.

Distribution C8 is an age-service distribution of the 1 year term cost for the "40,000** benefit for
the LASERS on the basis of the alternative actuarial assumptions. The one year term cost is for
$2.7 billion of life insurance in force. The 1 year term cost is 21.11 cents per thousand in total,
27.62 cents per thousand for males, and 16.87 cents per thousand for females.

Distribution C9 is an age-service distribution of the 1 year term cost for the "40,000** benefit for
the Teachers* Retirement System on the basis of the current actuarial assumptions. The one year
term cost is for $3.4 billion of life insurance in force. The 1 year term cost is 15.92 cents per
thousand in total, 30.24 cents per thousand for males, and 12.41 cents per thousand for females.

Distribution CIO is an age-service distribution of the 1 year term cost for the "40,000** benefit for
the Teachers* Retirement System on the basis of the alternative actuarial assumptions. The one
year term cost is for $3.4 billion of insurance in force. The 1 year term cost is 21.82 cents per
thousand in total, 33.55 cents per thousand for males, and 18.91 cents per thousand for females.

MILLIMAN & ROBERTSON, INC.



Exhibit C1

State of Louisiana Standard In-Service Death Benefit Plan
Two Times Pay Death Benefit - No Participation Requirement

Number of Participants

Compensation

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued UafaOtty

1 Year Term Cost

Aggregate Cost

LASERS

66.943

1,548,407,194

77,061,804

12,467,371,446

43,634.751

6,989,291

0,570,827

Teachers

84,612

2,170,167,043

136,448,585

20,668,476,440

79.941.831

0.45% 10,169,551

0.62% 14,326,950

Total

151,555

3,718,574,237

213,510,389

33,135,847.686

123.576,582

0.47% 17,158,842

0.66% 23,960,583

0.46%

0.64%

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits 95,937,845

Present Value of Future Salary 12,314,640,036

Accrued Uabffity 54.392.715

1 Year Term Cost 8,866.410

Aggregate Cost 1 £062,947

175,636,950

20,330.863.063

102,970,851

0.57% 13,375,722

0.78% 18.747.926

271.574.795

32,645,503.099

157.363,566

0.62% 22.242,132

0.86% 30,934,461

0.60%

0.83%

MIIUMAN & ROBERTSON, INC.



Exhibit C2

State of Louisiana Standard In-Service Death Benefit Plan
$40,000 Death Benefit - No Participation Requirement

Number of Participants

Compensation

Alternative Cost Measures

Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Lasers

66,943

1.548,407.194

42,028,434

12,467,371,446

Teachers

84,612

2,170.167.043

59,027.844

20.668,476,440

Total

151.555

3.718,574,237

101.056.278

33.135.847,886

1 Year Term Cost

Aggregate Cost

5,220.454 034%

5.219.796 054%

6,463.462 0.30%

6.197,858 029%

11.683,916 031%

11340.747 0.30%

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Valua of Future Salary

53,272£92

12314,640.036

79.115.476

20330,863,063

132.387.768

32,645,503,099

1 Year Term Cost

Aggregate Cost

6.782337 0.44%

6.698304 0.43%

8,857,826 0.41%

6,444,983 0.39%

15.640.163 0.42%

15,079,986 0.41%

M1LLIMAN & ROBERTSON, INC.
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Section D - Existing PreRetirement Death Benefits

Using databases from the LASERS and Teachers' Retirement systems, determine the benefits to
the fifi^fo^^djftfcfcSttrtt $he<*3q>ected %alue of the existing in-service sumvor benefits in
IASERS and Teachers &etSutOTW$^^ aidd summary data provided by the
Le^slative Auditor describing the aggregate cost ai^ to amount of the ContinentaI:Hational
Assurance (CNA) life insurance plan to the state for the employees who participate m LASERS
and Teachers* Ketirement systems, M&Riind^stands iti&t fiuA Informatioii is <>%W &&rfalfi;i
more precise data Is unavailable at this tfme because of a computer tx>nversion at SEGBP;, ' • ;

Sections

Louisiana State Employees * Retirement System Survivor's Benefits and Teachers' Retirement
System of Louisiana Survivor's Benefits describe the current preretirement death benefits
provided in these retirement systems
•

CNA Life Insurance Plan describes the insurance lump sum benefit provided By the State Of
Louisiana for its employees.

Costs of PreRetirement Death Benefits in Current Retirement Systems provides expected values
of the current system.

MILLIMAN & ROBERTSON, INC.



Louisiana State Employees' Retirement System
Survivor's Benefits

Regular, Correction, Legislature, Wildlife, & Judges:

Surviving Spouse with Minor Children. Eligible after 5 years. Benefit equals 75% x Final
Average Earnings. Benefit ceases at age of Majority.

Surviving Spouse without Minor Children. Eligible after 10 years. Benefit equals 50% x Final
Average Earnings. Benefit is payable for spouse's lifetime.

No Surviving Spouse or Death prior to eligibility. Return of member contributions.

The surviving spouse receives the greater of all benefits eligible for. Therefore, death with 5 but
less than 10 years results in a 75% x Final Average Earnings until assumed age of majority only.
Death with 10 years results in 75% x Final Average Earnings until assumed age of majority
followed by 50% x Final Average Earnings deferred single life to spouse.

Judges:

Judges* survivor benefits are not less than the greater of (1) of 1/3 of compensation or (2) 50% of
the retirement pay which such member was entitled. We assume that the Regular benefit formula
above will always be greater than either (1) or (2). The exception is that death with less than 10
years of service results in a spouse annuity of 1/3 x Compensation, whereas the Regular formula
would not provide a spouse's annuity.

MILLIMAN & ROBERTSON, INC.



Teachers' Retirement System of Louisiana Survivor's Benefits

All employees except School Plan B Employees

Surviving Spouse with Minor Children. Spouse's benefit equals 50% of the benefit which the
member would have been entitled up Louisiana Teachers' Retirement System on retirement at
age 60 without change in compensation and using a factor of 2 VS%, or $3,600 if greater. Benefit
ceases on death of spouse, upon remarriage before age 55 (unless 20 years of service), or when
dependent children reach age of majority.

Surviving Minor Children. Each minor child, up to two, is paid 50% of spouse's benefit above.
The total benefit to family is at least the Option 2 equivalent (100% Joint and Survivor Annuity)
of the benefit based on years of service at member's death using the 2 !4% benefit formula,
Benefit ceases at death or age of majority.

Surviving Spouse without Minor Children. Eligible after 10 years. Benefit equals the Option 2
equivalent (100% joint and survivor annuity) of the benefit based on service to death and a 2 V£%
rate, or $3,600 if greater. Benefit ceases at death of spouse, or remarriage unless member was
eligible for service retirement.

No Eligible Beneficiary. Return of member contributions.

School Flan B Employees

If eligible for normal retirement, the surviving spouse shall receive the Option 2 benefits that
would have been available had the member retired and elected the Option 2 benefits prior to
death.

If not eligible for normal retirement, but credited with 20 years of service at death and not
eligible for Social Security benefits, the surviving spouse shall receive the Option 2 benefits that
would have been payable had they been elected prior to death. Benefits cease upon remarriage or
eligibility for Social Security, and are not paid until spouse reaches age 50.

Notwithstanding the above, School Plan B survivor's benefits equal the Option 2 equivalent of
the accrued retirement benefit.

MUJLIMAN Sc ROBERTSON, INC.



CNA Life Insurance Plan

CNA Basic Plan

Employee - $5,000

Spouse -$1,000
Each child - $500

CNA Supplemental Plan {includes basic plan coverage}

Employee - Based on a schedule with a maximum of $40,000 based on employee's annual salary

Spouse - $2,000

Each child -$1,000

Accidental Death & Dismemberment

life, both hands, both feet, 1 hand and 1 foot, both eyes, 1 hand & 1 eye, 1 foot & 1 eye -
principal sum

1 hand, 1 foot, or 1 eye - V£ of principal sum

Cost sharing

Employees must contribute 50 % of the cost of life insurance. The cost is $.88 per $1000 per
month, employee's share of basic benefit is $2.20 per month. For dependent basic coverage, the
employee pays $,90/month. For dependent supplemental coverage, the employee pays $1.80 per
month.

MILLIMAN & ROBERTSON, INC.



Costs of PreRetirement Death Benefits

in Current Retirement Systems

We measured the expected benefit and the present value of the expected benefit of the current
preretirement death benefits in the Teachers Retirement System and in the LASERS.

Please refer to Please refer to the Introduction for the actuarial methodology and definitions and
Appendix 1 for the actuarial assumptions.

Exhibit Dl shows the expected values of the current preretirement death benefit if a person dies
while an employee covered either by the LASERS or the Teachers' Retirement System.. The
required contribution to the retirement systems with respect to this benefit is 0.74% of payroll in
total assumed payable at the beginning of the year. If this benefit were financed in a stand alone
plan, the cost could equal (or exceed) 0.90% of payroll if costs were determined on a "1 year
term cost basis'* and 1.39% of payroll if determined on an aggregate cost basis.

The required contribution to the LASERS with respect to this benefit is 0,91% of payroll in total
assumed payable at the beginning of the year. If this benefit were financed in a stand alone plan,
the cost could equal (or exceed) 1.04% of payroll if costs were determined on a "1 year term cost
basis" and 1.74% of payroll if determined on an aggregate cost basis.

The required contribution to the Teachers' Retirement System with respect to this benefit is
0.62% of payroll hi total assumed payable at the beginning of the year. If this benefit were
financed in a stand alone plan, the cost could equal (or exceed) 0.80% of payroll if costs were
determined on a "1 year term cost basis" and 1.18% of payroll if determined on an aggregate cost
basis.

Distributions D2 through D5 are age-service distributions of 1 year term costs of the current
plans' preretirement death benefit Distribution D2 is a distribution of the LASERS based on the
current actuarial assumptions and shows the average cost per participant. The average term cost
per employee is $193 and ranges from SI an employee to $2,332 for male employees 65-69.
Distribution D5 is a distribution of the Teachers' Retirement System based on the alternative
actuarial assumptions and shows the average cost per plan participant. The average term cost is
$206 and ranges from $3 to $801.

Distributions D6, D7, and D8 are age distributions of the one year term cost as a percent of
earnings.

MILUMAN fc ROBERTSON, INC.



Distributions D9 and D10 are sample age-service distributions of the present value of future
benefits of the current plans* preretirement death benefits. Distribution D9 is a distribution of the
LASERS based on the current actuarial assumptions and shows the present value of future
benefits as a percent of earnings. It shows that the benefits are most valuable to males aged 45-64
where the value for all future preretirement death benefits is 20% of earnings. This percentage
would be even higher under the alternative actuarial assumptions. Distribution DIG is a
distribution of the Teachers Retirement System based on the current actuarial assumptions and
shows the present value of future benefits as a percent of earnings. It shows that the benefits are
most valuable to males aged 35-49 where the value for all future preretirement death benefits
averages to be 17% of earnings.

These distributions may be viewed as a tool for determining the value of the benefit to the
employee or as a tool for determining the cost of an employee's benefit.

Based on information provided by the staff of the Legislative Auditor, the average of the in-
service death benefit costs were $885,400 per month for the months of November 1993* and May
1994. This amount includes premiums for retired lives.

MHJLIMAN & ROBERTSON, EMC.



Exhibit D1

State of Louisiana Retirement Systems
Current In-Service Death Benefit Provisions

LASERS Teachers Total

Number of Participants 66,943 84,612 151,555

Compensation 1,548,407.194 2,170,167,043 3,718,574237

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits 173.739.189 184,750,945 358,490,134

Present Value of Future Salary 12,467,371,446 20,668,476,440 33.135347386

Accrued Liability

1 Year Term Cost

Aggregate Cost

Unit Crec« Normal Cost
Amortization
"Pension Funding"

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Vatua of Future Salary

Accrued Uabflity

1 Year Term Cost

Aggregate Coat

Unit Credit Normal Cost
Amortization
"Pension Funding"

99,940,046

12,909,811
i

21,577,845

9.337.729
4,815,524

14,153253

213.995.221

1Z314.640.036

123,279,383

16,033,783

26,907.140

11.575,157
5,940,110

17,516,267

MTT1TMAN

0.83%

1.39%

0.60%
0.31%
0.91%

1.04%

1.74%

0.75%
0.38%
1.13%

I R-PORP

112,732,388

13,294.041

19,398,644

7,989,325
5,431,912

13.421.237

240.623.395

20.330,663,063

146,602,749

17,420,974

25.684,741

10,548,064
7,063.926

17,612.010

irr<:nM iwr —

0.61%

0.89%

0.37%
025%
0.62%

0.80%

1.18%

0.49%
033%
G.81%

21Z672.434

26.203,852

40230,514

17.327,054
10247.436
27,574.490

454.618,616

32,645,503,099

269,882,132

33.454.757

51,784,562

22,123241
13,004.035
35.127276

0.70%

1.08%

0.47%
028%
0.74%

050%

1.39%

0.59%
035%
0.94%
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Section E - Comparison of PreRetirement Death Benefits

Compare the costs of the state and benefits to the employee of the existing m-service survivor
retirement benefit**«J CN& Ufe^jrolky with the deathljenefits of the i^othedcal^stalidard** plan,
Presentoptionsand make recommendations/

Sections

Cost Comparison ofln-Service Death Benefit Provisions

Benefit Comparison ofln-Service Death Benefit Provisions
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Cost Comparison of In-Service Death Benefit Provisions

We compared the cost of the in-service preretirement death benefits described in Section C with
the costs of the current plan in section D. We aid not include costs of the CNA policy because
we did not have a breakdown between inactive and active premiums. Please refer to the
Introduction for the actuarial methodology and definitions and Appendix 1 for the actuarial
assumptions. Cost comparisons of the "2 X Pay** and the current plans in total are shown in
Exhibit E-l. Cost comparisons of the "40,000" and the current plans in total are shown in Exhibit
E-2. In all respects, the costs of the Current program are greater than the costs of either of the
alternatives described in Section C.

Comparing the "pension funding", the cost of the current plan is 0.74% to 0.94% of payroll, while
the cost of the "2 X pay" plan ranges from 0.48% of payroll to 0.62% of payroll. If the benefit
of the "2 X pay" were increased so that the pension funding costs were similar to the current
structure, the benefit would be increased to approximately 3 times Pay.

Comparing the "1 year term cost", the cost of the current plan is 0.70% to 0.90% of payroll,
while the cost of the "2 X pay" plan ranges from 0.46% of payroll to 0.60% of payroll and the
cost of the "40,000" plan ranges from 0.31% of payroll to 0.42% of payroll. If the benefit of the
"2 X pay" were increased so that the 1 year term costs were similar to the current structure, the
benefit again would be increased to approximately 3 times pay. If the benefit of the "40,000" were
increased so that the 1 year term costs were similar to the current structure, the benefit would be
increased to approximately $88,000.

Cost comparisons of the "2 X Pay" and the current plan with respect to the LASERS are shown
in Exhibit E-3. From this exhibit we derived that if the "2 X Pay" benefit was increased so that
the costs were similar to the current LASER structure, the benefit would be increased to
approximately 3.75 times pay.

Cost comparisons of the "2 X Pay" and the current plan with respect to the Teachers* Retirement
System are shown in Exhibit E-4. From this exhibit we derived that if the "2 X Pay" benefit was
increased so that the costs were similar to the current Teachers* Retirement System structure, the
benefit would be increased to approximately 2.5 times pay.

Cost comparisons of the "40,000" and the current plan with respect to the LASERS are shown in
Exhibit E-5. From this exhibit we derived that if the "40,000" benefit was increased so that the 1
year term cost was similar to the current LASER structure, the benefit would be increased to
approximately $97,000.

Cost comparisons of the "40,000** and the current plan with respect to the Teachers* Retirement
System are shown in Exhibit E-6. From this exhibit we derived that if the "40,000" benefit was

MELIJMAN & ROBERTSON, INC.



increased so that the 1 year term cost was similar to the current Teachers1 Retirement System
structure, the benefit would be increased to approximately $80,000.

We recommend that if either the "2 X pay" plan or the "40,000" plan is adopted that as a
minimum, the pension plan provide for a return of employee contributions in the event of death
while in service. The "1 year term cost" of this benefit is between 0.16% to 0.20% of payroll and
the pension funding cost is 0.19% to 0.24%. A breakdown of the cost between the LASERS and
the Teachers' Retirement System is shown in Exhibit 7.

There is another alternative that should be considered. One of the findings of the preretirement
death benefit survey in Section 8 of our report was that almost all of the defined benefit pension
plans provided a qualified preretirement joint and survivor annuity (QPSA) to the spouse in the
event of death of the employee prior to retirement. If the pension plan was amended to provide
for a QPSA with an actuarial reduction for payment commencing before 65, the "pension
funding" cost would be between approximately 0.19% to 0.24% of payroll and the "1 year term
cost would be between approximately 0.18% to 0.23% of payroll.

MILLIMAN & ROBERTSON, INC.



Benefit Comparison of In-Service Death Benefit Provisions

We compared the present value of future benefits of the in-service preretirement death benefits
described in Section C with the present value of future benefits of the current plan in section D for
different age/service groupings of the participants. We also compared the one year term cost of
the in-service preretirement death benefits described in Section C with the one year tern cost of
the current plan in section D for different age/service groupings of the participants. Please refer to
the Introduction for the actuarial methodology and definitions and Appendix 1 for the actuarial
assumptions. For purposes of these comparisons we added the value of the return of employee
contributions. The value of the return of employee contribution plus the "Two times pay"
combination under the actuarial valuation assumptions is shown as a percent of pay is shown in
Distribution 8 for the LASERS and Distribution 9 for the Teachers1 Retirement System.

Distributions E10 - E16 compare the one year term costs. Distributions E17 -E25 compare the
present value of future benefits.

Distribution E10, for example, is an age/service distribution of the one year term cost of the "two
X pay" for the LASERS using the alternative assumptions. On the average the one year term cost
of the "two times pay" plan is 71% of the current plan for both males and females. For ages
under 30 and for years of service less than five, the "two times pay" plan represents a substantial
increase.

Distribution E20, for example, is an age/service distribution of the present value of future benefits
of the "40,000" plan for the LASERS using the current actuarial assumptions. On the average the
present value of the "40,000" plan is 44% of the current plan. None of the participants have a
greater benefit under the "40,000" plan.

Distribution E21 is an age/service distribution of the present value of future benefits of the
"40,000" plan for the LASERS using the alternative actuarial assumptions. On the average the
present value of the "40,000" plan is 44% of the current plan. None of the participants have a
greater benefit under the "40,000" plan.

MILLIMAN & ROBERTSON, INC.



Exhibit E1

State of Louisiana Retirement Systems
Comparison of In-Service Death Benefit Provisions

Number of Participants

Compensation

Current

151,555

3.71B.574.237

2XPay

151.555

3,718,574,237

Difference

151,555

3,718.574,237

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Cost

Aggregate Cost

UnR Credit Normal Cost
Amortization
"Pension Funding"

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabity

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Funding"

358,490.134

33.135,847,886

212.672,434

26,203,852 0.70%

40,230,514 1.08%

17.327.054 0.47%
10,247,436 0.28%
27,574.490 0.74%

213,510,389

33,135.847,886

123,576.582

17.158,642 0.46%

23.960.583 0.64%

11,944,502 0.32%
5,954,430 0.16%

17,898,932 0.48%

454.616,616

32,645,503.099

269.882.132

33.454.757

51,784,562

22.123,241
13,004,035

0.90%

1.39%

0.59%
0.35%

271.574.795

32.645,503.099

157,363,566

22,242,132

30,934,461

15,409,891
7.582,426

0.60%

0.83%

0.41%
0.20%

144,979,745

33.135,847,886

89,095.852

9.045,010 0,24%

16,269.931 0.44%

5,382,552 0.14%
4,293,006 0.19%
9.675,558 0.34%

35.127,276 0.94% 22,992.317 0.62%

183.043,821

32,645,503,099

112,518.566

11.212.625 Q.30%

20,850,101 0.56%

6,713.350 0.tS%
5,421,609 0.15%

12,134,959 0.33%

MHJJMAN & ROBERTSON, INC.



Exhibit E2

State of Louisiana Retirement Systems
Comparison of In-Service Death Benefit Provisions

Number of Participant*

Compensation

Current

151,555

3,718,574,237

40,000

151,555

3.718,574,237

Difference

151,555

3,718,574^37

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

358.490.134

33.135.847.886

101.056,278

33,135.847,886

257,433,856

33,135,847,886

1 Year Term Coat

Aggregate Cost

26,203,852 0.70%

40,230,514 1.08%

11,683,916 0.31%

11,340,747 0.30%

14,519,936 0.39%

26,889.766 0.78%

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

454,618,616

32,645,503,099

132,387,768

32,645,503,099

322,230,848

32,645,503,099

1 Year Term Cost

Aggregate Coat

33,454.757 0.90%

51.784,562 1.39%

15,640,163 0.42%

15,079,986 0.41%

17,814.594 0.48%

36,704,575 0.99%

MILLIMAN 8c ROBERTSON, INC.



Exhibit E3

Louisiana State Employees' Retirement System
Comparison of In-Servlce Death Benefit Provisions

Number of Participants

Compensation

Current

66.943

1.548,407,194

2XPay

66.943

1,548,407.194

Difference

66.943

1,548.407,194

Alternative Cost Measures
Current Assumptions

Present Value erf Future Benefits

Prawn! Value of Future Safety

Accrued Ltabffity

1 Year Term Cost

Aggregate Cost

Untt Credit Normal Cost
Amortization
"Pension Funding"

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued UabBtty

1 Year Term Cost

Aggregate Cost

Unit Credit Norm*! Cost
Amortization
"Pension Funding-

173,739.189

12.467,371.446

99,940.046

12.909.811 0.83%

21.577,845 1.39%

9,337,729 0.60%
4.815,524 0.31%

14,153.253 0.91%

213.995.221

12,314,640,036

123.279.383

16,033,783

26,907.140

1.04%

1.74%

77,061,804

12.467,371.446

43,634.751

6,989.291 0.45%

9.570.827 0.62%

5.163,813 0.33%
2.102,502 0.14%
7,266,315 0.47%

11,575.157 0.75%
5.940,110 0.38%

17,515.267 1.13%

95,937,845

12,314,640.036

54.392.715

8,866,410 0.57%

12,062,947 0.78%

6,521,972 0.42%
2,620,866 0.17%
9,142,838 0.59%

96,677.385

33,135,847.886

56,305,295

5,920.520 0.36%

12,007.018 0.78%

4.173,916 0.27%
2,713.022 0.18%
6,886.938 0.44%

118,057.376

12,314,640,036

68.886.668

7,167,373 0.46%

14,844.193 0.96%

5.053,185 0.33%
3,319.244 0.21%
8.372,429 0.54%

MILUMAN & ROBERTSON, INC.



Exhibit E4

Teachers' Retirement System of Louisiana
Comparison of In-Service Death Benefit Provisions

Number of Participant*

Compensation

Current

84,612

2.170.167,043

2XPay

84,612

2.170.167.043

Difference

84,612

2,170.167.043

Alternative Cost Measures

Current Assumptions

Present Value of Future Benefits

Present value of Future Salary

Accrued Uabffity

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
•Pension Funding"

Alternative Cost Measures

Alternative Assumptions

Present value of Future Benefits

Present Value of Future Salary

Accrued Uabffity

1 Year Term Cost

Aggregate Cost

Untt Credit Normal Cost
Amortization
•Pension Funding"

184.7S0.94S

20,668,476.440

112,732,388

13,294,041 0.61%

19,398,644 0.69%

7,989,325 0.37%
5,431,912 0.25%

13.421.237 0.62%

240,623.395

20,330,863,063

146.602,749

17.420.974 0.80%

25,684,741 1.18%

10,548,084 0.49%
7,063,926 0.33%

17,612,010 0.81%

136.448,585

20.668,476,440

79,941,831

10,169,551 0.47%

14,326,950 0.66%

6,760,689 0.31%
3,851,927 0.18%

10.632.616 0.49%

175,636.950

20,330,663,063

102,970,851

13,375.722 0.62%

18,747,926 0.86%

6.887,919 0.41%
4,961,561 023%

13,849,480 0.64%

48,302,360

33.135,847,886

32,790.557

3,124.490 0.14%

5.071,694 0.23%

1.208,636 0.06%
1,579,984 0.07%
2,788,620 0.13%

64.986.445

20,330,863.063

43.631,898

4,045.252 0.19%

6.936,815 0.32%

1.660,165 0.08%
2,102,365 0.10%
3,762,530 0.17%

MILLIMAN & ROBERTSON, INC.



Exhibit E5

Louisiana State Employees1 Retirement System
Comparison of In-Service Death Benefit Provisions

Number or Parttdpanta

Compensation

Alternative Cost Measures
Current Assumptions

Present Value or Future Benefits

Present Value or Future Salary

Current

66,943

1,548,407,194

173,739,189

12,467,371.446

40,000

66,943

1,548,407.194

42.028,434

12,467.371,446

Difference

66.943

1.548.407,194

131,710,755

33.135,847,886

1 Year Term Coat

Aggregate Coat

12.909,811 0.83%

21,577,845 1.39%

5,220,454 0.34%

5,219,796 0.34%

7,689,357 0.50%

16.358.050 1.06%

Alternative Cost Measures

Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

213,995,221

12,314,640,036

53.272,292

12,314,640,036

160,722,929

12,314,640.036

1 Year Term Cost

Aggregate Coat

16,033,783 1.04%

26,907,140 1.74%

6,782,337 0.44%

6,698,304 0.43%

9.251.446 0.60%

20,208.836 1.31%

MILUMAN & ROBERTSON, INC.



Exhibit E6

Teachers' Retirement System of Louisiana
Comparison of In-Service Death Benefit Provisions

Number of Participants

Compensation

Current

84,612

2.170.167,043

40,000

64,612

2,170,167,043

Difference

64,612

2,170.167.043

Alternative Cost Measures

Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

184.750.945

20,668,476,440

59.027,844

20,668,476,440

125.723.W1

33.135,647,886

1 Year Tenn Cost

Aggregate Cost

13,294,041 0.61%

19,398,644 0.89%

6,463,462 0.30%

6,197,858 0.29%

6.830.579 0.31%

13,200,786 0.61%

Alternative Cost Measures
Alternative Assumptions

Present Vakw of Future Benefits

Present Value of Future Salary

240,623,395

20,330,863,063

79.115.476

20,330,863.063

161.507,919

20.330,863,063

1 Year Term Cost

Aggregate Cost

17,420,974 0.80%

25,684,741 1.18%

8,857,826 0.41%

8,444,983 0.39%

8,563,148 0.39%

17.239,758 0.79%

MILUMAN & ROBERTSON, INC.



Exhibit E7

State of Louisiana Retirement Systems
Return of Employee Contributions Death Benefit

Number of Participente

Compensation

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabffity

1 Year Term Cost

Aggregate Cost

Unit Cnxiit Normal Cort
Amortization
"Pension Funding*

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabtty

1 Year Term Cort

Aggregate Cost

Lasers

66.943

1,548.407,194

33,640,912

1Z467.371,446

19.005,588

2.127,866

4.178.092

1,688,945
915.768

2,604.713

41,525,013

1Z314.640.036

23,495,093

2,636,715

5.221,235

2,090,394
1.132,091
3^22,485

MIT I IMAM

Teachers

84,612

2,170.167.043

63,090,090

20,668,476,440

36,916,562

0.14% 3.847.879 0.18%

027% 6,624,389 0.31%

0.11% 2.681,709 0.12%
0.06% 1.778.792 0.08%
0.17% 4,460.501 021%

80,661.416

20,330,863,063

47252286

0.17% 4.992.497 023%

0.34% 8,610.001 0.40%

0.14% 3.465247 0.16%
0.07% 2276,810 0.10%
021% 5,742,057 026%

£. DTWIFPTXOM IMP.

Provision

Total

151,555

3.718.574237

96,731,002

33,135.847386

55,922.150

5,975,745

10.855,356

4,370,654
2,694,560
7,065214

122,186,429

32,645,503,099

70.747379

7,629212

13,917,975

5,555.641
3,408,901
8,964.542

0.16%

029%

0.12%
0.07%
0.19%

021%

027%

0.15%
0X19%
024%
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Section F - Standard In-Service Disability Benefit Plan

Using existing databases .torn the LASERS and Teachers* Retirement systems, compute fte
expetfed vMueoflh^m^ bffl stand^ir^ser^cedisaKIhy
benefit ptaa M^ wffl provide Worma^
administrative costs, and profit margins relative to this plan. The estimate witf Be based on
M&R*s experience and will be expressed as a percentage of expected value,
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Standard In-Service PreRetirement Disability Benefit Plan

We measured the expected benefit and the present value of the expected benefit of a disability
income benefit that is a fixed percent of the employee's predisabiiity pay. Please refer to the
Introduction for the actuarial methodology and definitions and Appendix 1 for the actuarial
assumptions. The plans we valued assume that there is no service requirement to join the plan.
The surveys showed that the average eligibility requirement is 6 months. However some paper
work may be reduced if the employee is eligible to become a participant in the in-service death
benefit plan at the same time he becomes a member of the retirement system. On the other hand,
some cost savings may be enjoyed if there is a service requirement.

Exhibit Fl shows the expected values of a plan providing for (Usability income of 65% of pay if a
person becomes disabled while an employee covered either by the LASERS or the Teachers1

Retirement System. This benefit starts after a 6 month waiting period and is payable as long as
the participant remains disabled, but not past age 65. As you can see, the value of this plan is
relatively modest, with one year term costs ranging from 1,03% to 1.34% of payroll. Over the
long term, the plan is a modest component of employee compensation, ranging from 1.40% to
1.80% of compensation.

Distributions F2-F5 are age-service distributions on a cost per thousand basis for the 1 year term
costs. These distributions may be viewed as a tool for determining the value of the benefit to the
employee or as a tool for determining the cost of an employee's benefit.

Distribution F2 is an age-service distribution of the 1 year term cost for the "65% of Pay" benefit
for the LASERS on the basis of the current actuarial assumptions. The one year term cost is for
$754 million of annual disability income insurance in force. The 1 year term cost is $1.66 per
thousand in total per month, $1.79 per thousand for males, and $1.57per thousand for females.

Distribution F3 is an age-service distribution of the 1 year term cost for the "65% of Pay" benefit
for the LASERS on the basis of the alternative actuarial assumptions. The one year term cost is
for $754 million of annual disability insurance income in force. The 1 year term cost is $2.17 per
thousand in total per month, $1.97 per thousand for males, and $2.31 per thousand for females.

Distribution F4 is an age-service distribution of the 1 year term cost for the "65% of Pay" benefit
for the Teachers' Retirement System on the basis of the current actuarial assumptions. The one
year term cost is for $1.05 billion of annual disability insurance income in force. The 1 year term
cost is $1.85 per thousand in total per month, $3.28 per thousand for males, and $1.59 per
thousand for females.

Distribution F5 is an age-service distribution of the 1 year term cost for the "65% of Pay" benefit
for the Teachers* Retirement System on the basis of the alternative actuarial assumptions. The
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one year term cost is for $1.05 billion of annual disability insurance income in force. The 1 year
term cost is $2.40 per thousand in total per month, $3.57 per thousand for males, and $2.18 per
thousand for females.

Distributions F6 - F8 are age-service distributions for the one year term cost as a percent of pay.

MILUMAN & ROBERTSON, INC.



Exhibit F1

State of Louisiana Standard Disability Benefit Plan
65% of Pay to 65 - No Participation Requirement

Number of Participants

Compensation

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued UabBty

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension FurKSng"

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabtty

1 Year Term Cost

Aggregate Cost

Unk Credit Normal Cost
Amortization
"Pension Funding"

LASERS

66,943

1,548,407.194

179,646,925

12.467,371.446

101.851,214

15,015,670 057%

22,311.567 1.44%

13,034.772 0.84%
4.907,612 0.32%

17,942̂ 84 1.16%

214,373.548

12,314.640,036

121,813,708

19,637̂ 79 127%

26,954,709 174%

16.753,085 1.08%
5,669,487 0.38%

22,622,572 1.46%

MYT 1 TMAM SL- WTWM7

Teachers

64,612

Z170.167.043

285,727.503

20.668.476.440

167.332,014

23.310,079 1.07%

30,001.070 1.38%

16,965.997 0.78%
8,062,747 0.37%

25,028.744 1.15%

373,399.959

20.330,863,063

217.867.894

30.051,517 1.38%

39,857,643 1.84%

22.169,169 1.02%
10.497.775 0.48%
32,686.944 151%

ursrvM rwr

Total

151,555

3.718,574,237

465,374,428

33,135,847,886

269,163,228

38,325.749

52,225,293

30,000,769
12.970,359
42.971,128

587.773,507

32,645.503.099

339.681,602

49,688,796

66,951,929

38,942^54
16.367.262
55,309,516

1.03%

1.40%

0.81%
0.35%
1.16%

1.34%

1.80%

1.05%
0.44%
1.49%
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Section G - Existing PreRetirement Disability Benefits

Using cjdstnig databases fi-om theXASERS and Teachers* Retirement systems, determine the
benefits fcri&eemj^^

' "" •*

Sections

Louisiana State Employees' Retirement System Survivor's Benefits and Teachers' Retirement
System of Louisiana Survivor's Benefits describe the current disability benefits provided in
these retirement systems
*

Costs of Disability Benefits in Current Retirement Systems provides expected values of the
current system.
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Louisiana Teachers' Retirement System Disability Benefits

Teachers Formula: Regular, University & LSU employees.

If eligible for service retirement, the disability benefit equals the retirement benefit based on
service (including unused sick leave) and earnings at disability. A rate of 2.5% is only used if the
member is eligible based on age and service (55/25, 65/20 or 30 years).

If the member is eligible for the 2% rate (eligibility for early retirement at disability and eligible for
the 2.5% rate at age 60 with years of disability applied for retirement eligibility (but not benefits),
the benefit is recalculated (at age 60) using the 2.5% rate.

If not eligible for service retirement the disability benefit is the greater of (1) or (2):

1. Seventy-five percent of the projected retirement benefit that would have been payable at age
60 had the member continued in service without change in compensation using a 2.5% factor, not
to exceed 50% of Final Average Earnings.

2. The retirement allowance using a 2.5% factor for actual service and earnings at disability.

If a disability retiree has a minor child an additional benefit equal to 50% of his disability benefit
is paid so long as he has a dependent minor child, provided that a factor of 2 l/2% is used to
calculate the additional benefit even if the disability benefit was computed using a 2% factor,
provided the total benefit does not exceed 75% of Final Average Earnings.

If the person on disability dies before reaching age sixty, one year of service will be credited for
each year he was disabled to determine benefit eligibility, but not for benefit computation.

School Flan A Employees:

If eligible for service retirement at the time of disability, the normal retirement allowance is paid.
Otherwise, 3% of Final Average Earnings times years of creditable service with amount not less
than 60% of Final Average Earnings nor greater than 100% of Final Average Earnings.

School Plan B.

If eligible for service retirement at the time of disability, the normal retirement allowance is paid.
Otherwise, 2% of Final Average Earnings times years of creditable service with amount not less
than 30% of Final Average Earnings nor greater than 75% of Final Average Earnings.

MTLLIMAN & ROBERTSON, INC.



Louisiana State Employees' Retirement System Disability
Retirement Benefits

Regular, Corrections, & Wildlife Employees:

Eligible after 10 years of service. Disability benefit equals retirement benefit based on service and
earnings at disability and commencing immediately.

Judges & Legislators: Eligible after 10 years. Benefit above but not less than 50% of current
salary.

Wildlife: Partial disabilities not eligible for Regular disability benefit receive 75% of Regular
disability benefit. Line-of-duty disabilities receive 60% x Final Average Earnings.

MILUMAN & ROBERTSON, INC.



Costs of Disability Benefits in Current Retirement Systems

We measured the expected benefit and the present value of the expected benefit of the current
preretirement disability benefits in the Teachers Retirement System and in the LASERS.

Please refer to the Introduction for the actuarial methodology and definitions and Appendix 1 for
the actuarial assumptions.

Exhibit Gl shows the expected values of the current preretirement disability benefit if a person
becomes disabled while an employee covered either by the LASERS or the Teachers* Retirement
System. The required contribution to the pension plans with respect to this benefit is 1.08% of
payroll. If this benefit was financed in a stand alone plan, the cost could equal (or exceed) 1.29%
of payroll if costs were determined on a wl year term cost basis" and 2.38% of payroll if
determined on an aggregate cost basis.

Distributions D2 through D5 are age-service distributions of 1 year term costs of the current
plans' preretirement death benefit. Distribution D2 is a distribution of the LASERS based on the
current actuarial assumptions and shows the average cost per participant. The average term cost
per employee is $193 and ranges from $1 an employee to $2,332 for male employees 65-69.
Distribution D5 is a distribution of the Teachers* Retirement System based on the alternative
actuarial assumptions and shows the average cost per plan participant. The average term cost is
$206 and ranges from $3 to $801.

Distributions D6, D7, and D8 are age distributions of the one year term cost

Distributions D9 and D10 are sample age-service distributions of the present value of future
benefits of the current plans' preretirement death benefits. Distribution D9 is a distribution of the
LASERS based on the current actuarial assumptions and shows the present value of future
benefits as a percent of earnings. It shows that the benefits are most valuable to males aged 45-64
where the value for all future preretirement death benefits is 20% of earnings. This percentage
would be even higher under the alternative actuarial assumptions. Distribution D10 is a
distribution of the Teachers Retirement System based on the current actuarial assumptions and
shows the present value of future benefits as a percent of earnings. It shows that the benefits are
most valuable to males aged 35-49 where the value for all future preretirement death benefits
averages to be 17% of earnings.

These distributions may be viewed as a tool for determining the value of the benefit to the
employee or as a tool for determining the cost of an employee's benefit.

MILLIMAN & ROBERTSON, INC.



Exhibit G1

State of Louisiana Retirement Systems
Cost of Current Disability Benefits

Number of Participants

Compensation

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cod
Amortization
"Pension Funding"

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued UabSty

1 Year Term Cost

Aggregate Cost

Unit Oreo* Normal Cost
Amortization
"Pension Funding*

LASERS

66.943

1,548.407,194

160,751.102

12,467.371.446

91,988,743

8,954,741 0.58%

19.964.767 1-29%

7,124,555 0.46%
4,432.397 029%

11,556,952 0.75%

232,364.914

12,314.640.036

132.730.152

13,701.530 0.88%

29,216,892 1.89%

10.331,946 0.67%
6.395,487 0.41%

16.727,433 1.08%

VTTT I TVf AM X- PTffiP

Teachers

84,612

2.170.167.043

376.027.435

20.668,476,440

226,273,675

25.456.609 1.17%

39,482,463 1,82%

17.674,506 0.81%
10.902.800 0.50%
28.577.308 1.32%

545.177,374

20.330,863.063

325.496,987

34.34Z487 1.58%

58,193.593 2.68%

24,836203 1.14%
15,683.789 0.72%
40,519.992 1.87%

i?T«r»Ni rxir

Total

151,555

3.718,574237

536.778,537.

33,135,847.886

318262,418

34.411.350

60238.411

24.799,063
15,335.197
40.134260

777.542288

32.645,503.099

458227.139

48.044,017

68,568.055

35.168.149
22,079275
57247.424

0.93%

1.62%

0.67%
0.41%
1.08%

129%

2.38%

0.95%
059%
134%
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Section H - Comparison of PreRetirement Disability Benefits

Compare the costs to the state and benefits to the employee of the existing disability retirement
benefited the disMityteefits of the hypotekad ̂ staadardt plait Present optais and make

Sections

Cost Comparison ofln-Service Death Benefit Provisions

Benefit Comparison ofln-Service Death Benefit Provisions
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Cost Comparison of In-Service Disability Benefit Provisions

We compared the cost of the in-service preretirement disability benefit plan described in Section F
with the costs of the current plan in Section G. Please refer to the Introduction for the actuarial
methodology and definitions and Appendix 1 for the actuarial assumptions. The cost comparisons
are shown in Table HI. It is inconclusive as to which plan is more expensive in total

Comparing the "pension funding" in the cost of the current plan ranges from 1.08% of payroll to
1.54% of payroll, while the cost of the ".65% of pay" plan ranges from 1.16% of payroll to
1.49% of payroll - the costs of the plan being even. Comparing the "I year term cost", the cost
of the current plan ranges from 0.93% to 1.29% of payroll, while the cost of the "65% of pay"
plan ranges from 1.03% of payroll to 1.34% of payroll * the latter plan being slightly higher.
Comparing the "aggregate cost", the cost of the current plan ranges from 1.62% to 2.38% of
payroll, while the cost of the "65% of pay" plan ranges from 1.40% of payroll to 1.34% of payroll
- the former plan being slightly higher.

We compared the cost of the in-service preretirement disability benefit plan described in Section F
with the costs of the current plan in section G with respect to the LASERS only. The cost
comparisons are shown in Exhibit H2. The "65% of pay" plan is much more expensive.

Comparing the "pension funding" the cost of the current plan ranges from 0.75% of payroll to
1.08% of payroll, while the cost of the ".65% of pay" plan ranges from 1.16% of payroll to
1.46% of payroll. Comparing the "1 year term cost", the cost of the current plan ranges from
0.58% to 0.88% of payroll, while the cost of the "65% of pay" plan ranges from 0.97% of
payroll to 1.27% of payroll. Comparing the "aggregate cost", the cost of the current plan ranges
from 1.29% to 1.89% of payroll, while the cost of the "65% of pay" plan ranges from 1.44% of
payroll to 1.46% of payroll.

We compared the cost of the in-service preretirement disability benefit plan described in Section F
with the costs of the current plan in section G with respect to the Teachers' Retirement System
only. The cost comparisons are shown in Exhibit H3. Hie "65% of pay** plan is somewhat less
expensive.

Comparing the "pension funding" the cost of the current plan ranges from 1.32% of payroll to
1.87% of payroll, while the cost of the ".65% of pay" plan ranges from 1.15% of payroll to
1.51% of payroll. Comparing the "1 year term cost", the cost of the current plan ranges from
1.17% to 1.58% of payroll, while the cost of the "65% of pay" plan ranges from 1.07% of payroll
to 1.38 % of payroll. Comparing the "aggregate cost", the cost of the current plan ranges from
1.82% to 2.68% of payroll, while the cost of the "65% of pay" plan ranges from 1.38% of payroll
to 1.84% of payroll.

MIUUMAN & ROBERTSON, INC.



We recommend that should the "65% of pay" plan be adopted that the retirement systems provide
for a life annuity commencing at age 65 equal to their accrued benefit. The "1 year term cost" of
this benefit is between 0.20% to 0.41% of payroll and the pension funding cost is 0.26% to
0.52%. A breakdown of the cost between the LASERS and the Teachers' Retirement System is
shown in Exhibit H4.

MJLLIMAN & ROBERTSON, INC.



Benefit Comparison of In-Service Disability Benefit Provisions

We compared the present value of future benefits of the in-service disability benefits described in
Section F with the present value of future benefits of the current plan in Section G for different
age/service groupings of the participants. We also compared the one year term cost of the in-
service (Usability benefits described in Section F with the one year tern cost of the current plan in
section G for different age/service groupings of the participants. For purposes of these
comparisons we added the value of the accrued benefit payable at age 65 to the "65% of pay"
plan. The value of the accrued benefit payable at age 65 plus the "65% of pay" combination under
the actuarial valuation assumptions is shown as a percent of pay is shown in Distribution 5 for the
LASERS and Distribution 6 for the Teachers' Retirement System.

Distributions H7 - H9 compare the one year term costs. Distributions H10 - H13 compare the
present value of future benefits.

Distribution H7 is an age/service distribution of the one year term cost of these benefits for the
LASERS using the actuarial valuation assumptions. On the average the one year term cost of the
"65% of pay" plan is 83 percent greater than that of the current plan. The ratio of the "65% of
pay" plan to the current plan are decreasingly richer as the age of the participants gets older. For
example the ratio is 6.37 in total for participants age 30-34 and 1.66 for participants age 50-54.
The ratios of the "65% of pay" plan to the current plan are decreasingly richer as the service of
the participants gets older. For example the ratio is 15.625 in total for participants with 0-4
years of service and 0.84 for participants with 30-34 years of service..

Distribution H8 is an age/service distribution of the one year term cost of these benefits for the
Teachers' Retirement System using the current actuarial assumptions. On the average the one
year term cost of the "65% of pay" plan is 16% greater than the current plan. The ratios of the
"65% of pay*1 plan to the current are decreasingly richer as the age of the participants gets older.
For example the ratio is 1.66 in total for participants age 30-34 and 1.12 for participants age 50-
54. The ratios of the "65% of pay" plan to the current plan are decreasingly richer as the service
of the participants gets older. For example the ratio is 14.9 in total for participants with 0-4
years of service and 0.92 for participants with 30-34 years of service.

Distribution H9 is an age/service distribution of the one year term cost of these benefits for the
Teachers' Retirement System using the alternative assumptions. On the average the one year
term cost of the "65% of pay" plan is 19% greater than the current plan. The ratios of the **65%
of pay" plan to the current are decreasingly richer as the age of the participants gets older. For
example the ratio is 4.16 in total for participants age 20-24 and 1.14 for participants age 50-54.
The ratios of the "65% of pay" plan to the current plan are decreasingly richer as the service of
the participants gets older. For example the ratio is 15.3894 in total for participants with 0-4
years of service and 0.92 for participants with 30-34 years of service.

MILLIMAN & ROBERTSON, INC



Distribution H10 is an age/service distribution of the present value of these benefits for the
LASERS using the current actuarial assumptions. On the average the present value of the "65%
of pay" plan is 52% greater than the current plan. The ratios of the "65% of pay" plan to the
current plan are increasingly richer as the age of the participants gets older. For example the
ratio is 1.18 in total for participants age 20-24 and 1.71 for participants age 50-54. The benefits
of the "65% of pay" plan are decreasingly richer as the service of the participants gets older. For
example the ratio is 2.32 in total for participants with 0-4 years of service and 1.16 for
participants with 30-34 years of service.

Distribution HI 1 is an age/service distribution of the present value of these benefits for the
LASERS using the alternative actuarial assumptions. On the average the present value of the
"65% of pay" plan is 47% greater than the current plan. The ratios of the "65% of pay" plan to
the current plan are decreasingly richer as the age of the participants gets older. For example the
ratio is 1.65 in total for participants age 20-24 and 1.54 for participants age 50-54. The benefits
of the "65% of pay** plan are decreasingly richer as the service of the participants gets older. For
example the ratio is 2.20 in total for participants with 0-4 years of service and' 1.13 for
participants with 30-34 years of service.

Distribution H12 is an age/service distribution of the present value of future benefits of these
benefits for the Teachers' Retirement System using the current actuarial assumptions. On the
average the present value of future benefits of the "65% of pay** plan is 6.5% greater than the
current plan. The ratios of the "65% of pay" plan to the current plan are relatively constant as the
age of the participants gets older. For example the ratio is 1.03 in total for participants age 20-
24 and 1.05 for participants age 50-54, The ratios of the "65% of pay" plan to the current plan
are decreasingly richer as the service of the participants gets older. For example the ratio is 1.31
in total for participants with 0-4 years of service and 0,92 for participants with 30-34 years of
service.

Distribution H13 is an age/service distribution of the present value of future benefits of these
benefits for the Teachers* Retirement System using the alternative assumptions. On the average
the present value of future benefits of the "65% of pay" plan is 6.3% greater than the current
plan. The ratio of the "65% of pay" plan to the current plan are decreasingly richer as the age of
the participants gets older. For example the ratio is 1.10 in total for participants age 20-24 and
1.06 for participants age 50-54. The ratios of the "65% of pay" plan to the current plan are
decreasingly richer as the service of the participants gets older. For example the ratio is 1.28 in
total for participants with 0-4 years of service and 0.92 for participants with 30-34 years of
service.
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Exhibit H1

State of Louisiana Retirement Systems
Comparison of Disability Benefit Provisions

Current Standard Difference

Number of Participants

Compensation

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Funding"

151,555

3.718,574,237

336,778,537

33.135.847.886

318,262,418

34,411,350

60,238,411

151.555

3,718.574,237

465,374.428

33,135.847,886

269.183,228

053% 38,325,749

1.62% 52^25,293

151,555

3.718,574.237

71.404,109

33,135,847386

49,079,190

1.03% •3,914,399

1.40% 8,013,119

-0.11%

022%

24,799,063 0.67%
15,335,197 0.41%
40.134,260 1.08%

30,000.769 0.81%
12,970,359 035%
42,971.128 1.16%

-5,201,706 -0.14%
2.364,638 0.06%
-2.836,868 -0.08%

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabtty

1 Year Term Cost

PWB/PVFS'comp

Unit Credit Normal Cost
Amortization
"Pension Funding*

777^4^288

32,645,503,099

458,227.139

48,044.017 129%

68,568,055 238%

35,168,149 0.95%
22,079,275 059%
57.247.424 1.54%

587,773,507

32.645.503,099

339,681.602

49,688,796 134%

66,951.929 1.80%

38,942̂ 54 1.05%
16,367,262 0.44%
55,309.516 1.49%

189,768,781

33.135,847.886

118,545,537

-1.644,779 -0.04%

21.616.126 0.57%

-3,774,105 -0.10%
5.712,013 0.15%
1,937,908 0.05%

MILLIMAN & ROBERTSON, INC.



Exhibit H2

Louisiana State Employees' Retirement System
Comparison of Disability Benefit Provisions

Current Standard Difference

Number of Participants

Compensation

Alternative Cost Measures

Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Coat

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Funding*

66,943

1,548,407.194

160.751.102

12.467.371,446

91,988,743

8,954.741

19.964.767

66,943

1,548.407,194

179,646,925

12.467.371.446

101.851514

0.58% 15.015.670

1.29% 22,311.567

66,943

1.548,407,194

-18,895.823

33.135.847.886

-9,862,471

0.97% -$,060,929

1.44% -2.346.800

-0.39%

-0.06%

7.124.555 0.46%
4,432,397 029%

11,556.952 0.75%

13.034,772 0.84%
4,907.612 0.32%

17,942,384 1.16%

-5.910,217 -0.38%
-475.215 -0.03%

-6,385,432 -0.41%

Attemative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Cost

PVFB/PVFS'comp

Unit Credit Normal Cost
Amortization
Tension Funding"

232,364,914

1Z314.640.036

132.730.152

13,701.530 0.88%

29.216.892 1.89%

214373.548 17,991,366

12,314,640,036 12,314.640.036

121,813,708

19,637,279 1.27%

26.954,709 1.74%

10,916,444

-5.935,749

Z262.182

-038%

0.15%

10,331,946 0.67%
6.395.487 0.41%

16.727.433 1.08%

16.753,085 1.08%
5,869,487 0.38%

22,622,572 1.46%

-6.421,139 -0.41%
525.999 0.03%

-5.895.140 -0.38%

MILLIMAN fc ROBERTSON, INC.



Exhibit H3

Teachers' Retirement System of Louisiana
Comparison of Disability Benefit Provisions

Current Standard Difference

Number of Participants

Compensation

84.612

Z170.167.043

84.612

2.170.167,043

84,612

2.170,167,043

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Furxfing"

376,027.435

20,668.476,440

226,273,675

25,456.609 1.17%

39,482,463 1.82%

17,674,508 0.81%
10.902,800 0.50%
28,577,306 1.32%

285,727,503

20.668,476.440

167,332,014

23310.079 1.07%

30.001,070 1.38%

16,965.997 0.78%
8,062,747 0.37%

25.028,744 1.15%

90.299,932

20,668,476,440

58,941,661

2,146,530 0.10%

9,481,392 0.44%

708,511 0.03%
2,640,053 0.13%
3,548,564 0.16%

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabftty

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Funding"

545.177,374

20,330,863,063

325,496,987

34,342,487

58.193,593

373.399,959

20,330,863,063

217.867.894

158% 30.051.517

2.68% 39.857.643

171.777,415

20,330,863,063

107,629,093

1.38% 4,290,970

1.84% 18,335.950

020%

0.84%

24,836,203 1.14%
15,683,769 0.72%
40,519,992 1.87%

22,189,169 1.02%
10,497.775 0.48%
32,686.944 1.51%

2,647,034 0.12%
5.186,014 024%
7333,046 036%

MILLJMAN & ROBERTSON, INC.



EXHIBIT H4

State of Louisiana Retirement Systems
Disability Cost of Accrued Benefit Paid at 65

LASERS

Number of Participants

Compensation

Alternative Cost Measures
Current Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Liability

1 Year Term Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Funding"

Alternative Cost Measures
Alternative Assumptions

Present Value of Future Benefits

Present Value of Future Salary

Accrued Uabtty

1 Year Tern) Cost

Aggregate Cost

Unit Credit Normal Cost
Amortization
"Pension Funding"

66,943

1.548.407,184

27.643.157

12.467,371.446

15.341,631

1.441.680

3.433.191

1.195,777
739.223

1,935.000

78.717,933

12,314,640.036

43.968,194

4,590,294

9.897,765

,

0.09%

022%

0.08%
0.05%
0.12%

O30%

0.64%

Teachers

84.612

£170.167,043

- - „-

114.536,365

20.668,476.440

68.515.944

6.120,476 O28%

12,026.191 055%

4,387.795 O20%
3,301.331 0.15%
7.689,176 OJ35%

206,363.558

20.330.863,063

123.102.752

10,683,374 0,40%

22.027.761 1.02%

3,410,540 O22% . 7.843,899 036%
2.118,569 ai4% 5,931.599 O27%
5,529.109 036% 13,775,498 0,63%

\m T IX*AM x* nnittriJTsrwj iwr.

Total

151.555

3,718,574537

142.179,522.

33.135.847.886

83.857.575

7,562,156

15,955.684

5,583.572
4.040,604
9,624,176

285,081.491

32,645.503.099

167,070.946

15.273,668

32,472£78

11254,439
8.050.168

19,304.607

O20%

0.43%

0.15%
0.11%
026%

0.41%

037%

030%
022%
0.52%
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Section I - Employer Survey

$|W1 5̂$Ĵ

e3||£ffi
p|i|8l̂ ^

^^^I^^^S^^t '̂̂ ^cia state empjc^ees mcWIflgibajof wvmgelproyl^dt^
^^;;bbl%eexand'Cost;shaiwg-to: simil^ Mormaiiotr tom the^ m^ior;LomsIana

-: ' > " " - • *"& *• W' v S- *''-'' f -^ ^ ^-*r '̂V *. ' •--•'• 'A^1. \ "• ^ •- j. ^> < f f s< 's •'•' * ^ ' AV •-\̂ J '̂r'' >.•̂ •̂ li^>.'̂ ^̂ •F -- -• r+-- JL -̂, «^ \ ^ ^^ t-*- -- i'-'vc*' < * f /*•"•

mp!ayer5,"'Integrate tMs informadoafor life and disability coverages with informaiion'fi'om,th^:

review <iesc?nbei3jfi item'4b. * * " ; • :

MIUJMAN &: ROBERTSON, INC.



Section I - Employer Survey

Survey life and disability plans of major Louisiana employers. Ascertain whether they use a
defined contribution or a defined benefit retirement plan. The LegislativeAuditor will provide
M&R a list of MajorLouisiana eniployers, not to exceed ten employers. Compare in-service
death an^disabal^^^ major coverage provisions,
totkKcbst per;eni£loy^ from these major Louisiana
employers; >ntategraietMs information for Iu% ;and disability coverages with information from the
review described in item 4b, - : ; : ; : ; : : : : : : - : ;

Sections

Employer Survey Summary

Individual Employer Summary

Acadian Ambulance Service, Inc.
Albemarle Corporation
BellSouth
Blue Cross & Blue Shield of Louisiana
Capital City Press
Entergy
Exxon
General Health System
Pan-American Life Insurance Company
Tidewater Marine

Exhibit II Comparison of Defined Benefit Formulas

Exhibit 12 Comparison of Employer Contributions to Defined Contribution Plans

Exhibit 13 Comparison of Disability Benefits

Exhibit 14 Comparison of PreRetirement Death Benefits

MILUMAN & KDBI.KTSON, INC.



Employer Survey Summary

M&R received information from ten employers. All ten employers said that they were satisfied
with their current employee benefit structure. The Individual Employer Summary describes their
plans.

Exhibit II is a comparison of the benefit formula of these plans. Of the ten employers, eight
have defined benefit pension plans. One employer has two plans - a plan for salaried employees
and a plan for hourly employees. Six of these plans are integrated for Social Security. When
comparing these plans with the benefits of plans sponsored by the State of Louisiana, the age 65
normal retirement age of most of these plans must be taken into consideration. None of these
plans require employee contributions.

One employer recently changed one of their plans from a traditional defined benefit pension plan
to a cash balance plan. A cash balance plan is a defined benefit pension plan in which account
balances are reported to the employees and contributions to the plan are credited to the accounts
on a percent of pay basis. However, the benefits from the plan are paid in the form of an annuity
which may have a larger value than the participant's account balance.

Exhibit 12 is a comparison of the employer contributions to a defined contribution plan. Of the
ten employees, nine have a 401(k) plan in which employees may make pre-tax contributions. In
eight of these plans, the employer automatically makes a match which ranges from 1.5% to 6%
of employee earnings.

Exhibit 13 is a comparison of disability benefits provided by the employers. The majority of the
employers provided only the accrued benefit as a disability benefit with no additional service
from the pension plan. Only two employers provided for the accrual of service after the
participant becomes disabled. The commencement of disability benefits is usually coordinated
with sickness and long term disability benefits provided outside of the pension plan. None of
these employers required that the participant must be eligible for Social Security disability
benefits which may indicate a more lax definition of disability In the pension plans. Nine of the
ten employers provided for long term disability benefits outside of the plan. The monthly
benefits ranged from 50% to 65% of pay. Almost all of the plans provided that the benefit
payable from this plan would be offset by other income benefits, including Social Security and
pension plan benefits, that the disabled participant was receiving. Six of the nine employers
providing for long term disability benefits outside of the plan pay for the entire cost of the plan.
The exhibit does not show that the participants are also entitled to their account balances in the
defined contribution plans.

Exhibit 14 is a comparison of preretirement death benefits provided by the employers. All of the
pension plans provided for a monthly benefit payable to the spouse, usually some variation of the
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qualified preretirement survivor annuity (defined in section B). Only three of the plans provided
for other benefits. Nine of the ten employers provided for insurance benefits. For all
employers who provided information, the basic insurance provided was a multiple of annual pay.
Basic insurance amount averaged out to a little over one times pay and was provided at no cost
of the employee. Accidental death and disability insurance usually in an amount equal to the
amount of basic insurance was provided by eight of the ten employers. This insurance was
usually provided at no cost to the employee. The majority of the employees provide optional
supplemental life insurance coverage, but the employee usually pays the full cost
Approximately fifty percent provided for optional insurance coverage for the employee's spouse
and children, but the employee usually pays the full cost The exhibit does not show that the
participant's beneficiaries are also entitled to their account balances in the defined contribution
plans.

The findings of this Louisiana employer survey were very similar to the findings of the review in
Section B of this report
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Appendix 1

Actuarial Assumptions

Two sets of actuarial assumptions were used in determining the expected values. The first set of
actuarial assumptions is Assumptions used in the actuarial valuation of the Retirement Systems as
of July 1,1993.

The second set of assumptions incorporates the underlying morbidity and mortality rates that
might be used to self fund an in-service disability income plan. For this purpose, we used the
1975-80 Basic Ultimate Mortality Table for the mortality rates. For the incidence of disability we
used the 6 month elimination period rates published in the Group Long-Term Disability Valuation
Tables by the Society of Actuaries in January 1987. For purposes of post-disability death and
recovery rate, we used a 10 year select and ultimate table derived from the 1985 Group Long
Term Disability Rates also rates published in the Group Long-Term Disability Valuation Tables
by the Society of Actuaries in January 1987.

The following Tables compare the actuarial valuation and these alternative assumptions.

Comparison of Mortality Assumption

Comparison of Disability Incidence Rates - Teachers

Comparison of Disability Incidence Rates - LASERS

Males - Select Period for Post-Disability Death and Recovery Derived from 1985 GLTD Table

Females - Select Period for Post-Disability Death and Recovery Derived from 1985 GLTD Table

Comparison of Post-Disability Death and Recovery Rates
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Age

Comparison of Mortality Assumption

Males Females

Valuation 1975-80
< Ultimate

Ratio

20
21
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46
47
48
49

50
51
52
53
54
55
56
57
58
59

60
61
62
63
64
65
66
67
68
69
70

0.000419
0.000435
0.000453
0.000471
0.000493
0.000515
0.000542
0.000570
0.000602
0.000636

0.000674
0.000717
0.000763
0.000815
0.000872
0.000955
0.001008
0.001073
0.001154
0.001253

0.001375
0.001522
0.001697
0.001905
0.002147
0.002426
0.002745
0.003100
0.003487
0.003903

0.004343
0.004804
0.005283
0.005778
0.006289
0.006812
0.007353
0.007932
0.008577
0.009315

0.010175
0.011182
0.012370
0.013768
0.015409
0.017324
0.019532
0.022004
0.024699
0.027574
0.030589

0.00137
0.00140
0.00141
0.00140
0.00138
0.00134
0.00129
0.00124
0.00120
0.00117

0.00114
0.00112
0.001 1 1
0.00112
0.00114
0.00117
0.00122
0.00128
0.00136
0.00145

0.00156
0.00170
0.00187
0.00207
0.00231
0.00258
0.00289
0.00324
0.00361
0.00402

0.00445
0.00492
0.00544
0.00600
0.00661
0.00727
0.00801
0.00882
0.00973
0.01075

0.01180
0.01317
0.01457
0.01607
0.01771
0.01950
0.02147
0.02365
0.02605
0.02869
0.03157

MTI I IM

3.270
3.218
3.113
2.972
2.799
2.602
2.380
2.175
1.993
1.840

1.691
1.562
1.455
1.374
1.307
1.225
1.210
1.193
1.179
1.157

1.135
1.117
1.102
1.087
1.076
1.063
1.053
1.045
1.035
1.030

1.025
1.024
1.030
1.038
1.051
1.067
1.089
1.112
1.134
1.154

1.160
1.178
1.178
1.167
1.149
1.126
1.099
1.075
1.055
1.040
1.032

AW »- Di

Valuation 1975-80
Ultimate

Ratio

ROBERTSON, INC.

0.000223
0.000236
0.000250
0.000265
0.000281
0.000298
0.000315
0.000335
0.000356
0.000380

0.000404
0.000431
0.000460
0.000492
0.000529
0.000558
0.000595
0.000637
0.000686
0.000739

0.000796
0.000861
0.000935
0.001021
0.001122
0.001241
0.001374
0.001518
0.001672
0.001830

0.001992
0.002165
0.002355
0.002572
0.002823
0.003114
0.003448
0.003824
0.004246
0.004712

0.005225
0.005789
0.006410
0.007095
0.007849
0.008686
0.009646
0.010780
0.012135
0.013761
0.015698

rwr1

0.00051
0.00052
0.00053
0.00053
0.00053
0.00053
0.00053
0.00053
0.00053
0.00054

0.00055
0.00058
0.00061
0.00065
0.00070
0.00077
0.00084
0.00093
0.00103
0.00115

0.00129
0.00145
0.00162
0.00179
0.00196
0.002U
0.00233
0.00252
0.00272
0.00293

0.00317
0.00343
0.00371
0.00404
0.00440
0.00480
0.00523
0.00570
0.00622
0.00678

0.00737
0.00800
0.00867
0.00938
0.01015
0.01099
0.01191
0.01292
0.01403
0.01525
0.01663

2.287
2.203
2.120
2.000
1.886
1.779
1.683
1.582
1.489
1.421

1.361
1.346
1.326-
1.321
1.323
1.380
1.412
1.460
1.501
1.556

1.621
1.684
1.733
1.753
1.747
1.724
1.696
1.660
1.627
1.601

1.591
1.584
1.575
1.571
1.559
1.541
1.517
1.491
1.465
1.439

1.411
1.382
1.353
1.322
1.293
1.265
1.235
1.199
1.156
1.108
1.059



Comparison of Disability Incidence Rates — LASERS

Valuation Males Females
Age

20
21
22
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46
47
48
49

50
51
52
53
54
55
56
57
58
59

60
61
62
63
64

0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000

0.0002
0.0002
0.0003
0.0003
0.0004
0.0005
0.0006
0.0008
0.0010
0.0012

0.0013
0.0014
0.0015
0.0017
0.0020
0.0024
0.0028
0.0032
0.0036
0.0045

0.0054
0.0067
0.0080
0.0067
0.0054
0.0067
0.0092
0.0104
0.0114
0.0104

0.0040
0.0033
0.0025
0.0025
0.0030

1985GLTD

0.000800
0.000800
0.000800
0.000800
0.000818
0.000836
0.000854
0.000872
0.000890
0.000922
0.000954

0.000986
0.001018
0.001050
0.001114
0.001178
0.001242
0.001306
0.001370
0.001500
0.001630

0.001760
0.001890
0.002020
0.002328
0.002636
0.002944
0.003252
0.003560
0.004172
0.004784

0.005396
0.006008
0.006620
0.007670
0.008720
0.009770
0.010820
0.011870
0.012838
0.013806

0.014774
0.015742
0.016710
0.016710
0.016710

- MTf T TMAN &• »TW

Ratio

4.930
5.090
3.500
3.713
2.945
2.484
2.177
1.713
1.500
1.358

1.354.
1.350
1.347
1.369
1.318
1.227
1.161
1.113
1.159
1.063

0.999
0.897
0.828
1.145
1.615
1.458
1.176
1.141
1.126
1.328

3.694
4.770
6.684
6.684
5.570

FWTSOW iNr -

1985GLTD

0.001000
0.001000
0.001000
0,001000
0.001031
0.001063
0.001094
0.001126
0.001157
0.001236
0.001316

0.001395
0.001475
0.001554
0.001706
0.001858
0.002011
0.002163
0.002315
0.002462
0.002609

0.002756
0.002903
0.003050
0.003366
0.003681
0.003997
0.004312
0.004628
0.005159
0,005690

0.006220
0.006751
0.007282
0,007962
0.008642
0.009323
0.010003
0.010683
0,011053
0.011423

0.011792
0.012162
0.012532
0.012532
0.012532

Ratio

6.976
7.373
5.180
5.687
4.646
4.021
3.605
2.894
2.462
Z174

2.120
£074
2.033
1.980
1.841
1.665
1.540
1.446
1.433
1.264

1.152
1.008
0.910
1.188
1.600
1.391
1.087
1.027
0.970
1.098

2.948
3.686
5.013
5.013
4.177



Comparison of Disability Incidence Rates - Teachers

Valuation Males Females
Age

20
21
22
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46
47
48
49

50
51
52
53
54
55
56
57
58
59

60
61
62
63
64

0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
o.oooo
0.0000
0.0000

0.0003
0.0006
0.0008
0.0016
0.0008
0.0010
0.0013
0.0014
0.0013
0.0011

0.0019
0.0019
0.0022
0.0023
0.0027
0.0025
0.0027
0.0037
0.0036
0.0052

0.0042
0.0049
0.0059
0.0038
0.0056
0.0046
0.0052
0.0063
0.0050
0.0070

0.0081
0.0110
0.0099
0.0084
0.0075

1985GLTD

0.000800
0.000800
0.000800
0.000800
0.000818
0.000836
0.000854
0.000872
0.000890
0.000922
0.000954

0.000986
0.001018
0.001050
0.001114
0.001178
0.001242
0.001306
0.001370
0.001500
0.001630

0.001760
0.001890
0.002020
0.002328
0.002636
0.002944
0.003252
0.003560
0.004172
0.004784

0.005396
0.006008
0.006620
0.007670
0.008720
0.009770
0.010820
0.011870
0.012838
0.013806

0.014774
0.015742
0.016710
0.016710
0.016710

- AJTI 1 1X1 AN K- BTffi

Ratio

3.287
1.697
1.313
0.696
1.473
1.242
1.005
0.979
1.154
1.482

0.926
0.995
0.918
1.012
0.976
1.178
1.204
0.962
1.159
0.920

1.285
1.226
1.122
2.018
1.557
2.124
2.081
1.884
2.568
1.972

1.824
1.431
1.688
1.989
2.228

irursniiM rwr -

1985GLTD

0.001000
0.001000
0.001000
0.001000
0.001031
0.001063
0.001094
0.001126
0.001157
0.001236
0.001316

0.001395
0.001475
0.001554
0.001706
0.001858
0.002011
0.002163
0.002315
0.002462
0.002609

0.002756
0.002903
0.003050
0.003366
0.003681
0.003997
0.004312
0.004628
0.005159
0.005690

0.006220
0,006751
0.007282
0.007962
0.008642
0.009323
0.010003
0.010683
0.011053
0.011423

0.011792
0.012162
0.012532
0.012532
0.012532

Ratio

4.651
2,458
1.943
1.066
2.323
2.011
1.664
1.654
1.894
2.372

1.451
1.528
1.386
1.463
1.363
1.599
1.597
1.251
1.433
1.094

1.481
1.378
1.234
2.095
1.543
2.027
1.924
1.696
2.211
1.632

1.456
1.106
1.266
1.492
1.671



Males - Select Period for Post-Disability Death and Recovery
Derived from 1985 GLTD Table

Duration
Age

20
21
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46
47
48
49

50
51
52
53
54
55
56
57
58
59

60
61
62
63
64

0

0,2450
0.2450
0.2450
0.2414
0.2378
0.2340
0.2304
0.2268
0.2221
0.2175

02128
0.2081
0.2035
0.1983
0.1930
0.1879
0.1826
0.1774
0.1723
0.1671

0.1619
0.1568
0.1516
0.1469
0.1421
0.1375
0.1328
0.1280
0.1239
0.1196

0.1155
0.1113
0.1071
0.1034
0.0996
0.0959
0.0921
0.0884
0.0845
0.0806

0.0768
0.0729
0.0690
0.0690
0.0690

1

0.2156
0.2156
0.2156
0.2124
0.2092
0.2059
0.2027
0.1995
0.1955
0.1914

0.1872
0.1832
0.1791
0.1745
0.1698
0.1653
0.1607
0.1561
0.1516
0.1471

0.1425
0.1379
0.1334
0.1293
0.1251
0.1210
0.1168
0.1126
0.1090
0.1053

0.1016
0.0979
0.0943
0.0910
0.0877
0.0844
0.0811
0.0778
0.0744
0.0710

0.0675
0.0641
0.0607
0.0607
0.0316

2

0.1960
0.1960
0.1960
0.1931
0.1902
0.1872
0.1843
0.1814
0.1777
0.1740

0.1702
0.1665
0.1628
0.1586
0.1544
0.1503
0.1461
0.1419
0.1378
0.1337

0.1295
0.1254
0.1213
0.1175
0.1137
0.1100
0.1062
0.1024
0.0991
0.0957

0.0924
0.0890
0,0857
0.0827
0,0797
0,0767
0.0737
0.0707
0.0676
0.0645

0.0614
0.0583
0.0552
0.0316
0.0347

3

0.1370
0.1370
0.1370
0.1335
0.1299
0.1264
0.1228
0.1193
0.1154
0.1115

0.1077
0.1038
0.0999
0.0962
0.0926
0.0889
0.0853
0.0816
0.0787
0.0759

0.0730
0.0702
0.0673
0.0655
0.0636
0.0618
0.0599
0.0581
0.0572
0.0563

0.0555
0.0546
0.0537
0.0534
0.0531
0.0529
0.0526
0.0523
0.0519
0.0516

0.0512
0.0509
0.0316
0.0347
0.0380

4

0.1059
0.1059
0.1059
0.1035
0.1011
0.0986
0.0962
0.0938
0.0907
0.0876

0.0846
0.0815
0.0784
0.0754
0.0724
0.0695
0.0665
0.0635
0.0614
0.0593

0.0571
0.0550
0.0529
0.0520
0.0510
0.0501
0.0491
0.0482
0.0483
0.0483

0.0484
0.0484
0.0485
0.0489
0.0493
0.0497
0.0501
0.0505
0.0502
0.0498

0.0495
0.0316
0.0347
0.0380
0.0416

vin i TMAM fc. nmRFirr

5

0.0796
0.0796
0.0796
0.0783
0.0770
0.0756
0.0743
0.0730
0.0709
0.0689

0.0668
0.0648
0.0627
0.0607
0.0586
0.0566
0.0545
0.0525
0.0512
0.0498

0.0485
0.0471
0.0458
0.0452
0.0446
0.0439
0.0433
0.0427
0.0429
0.0431

0.0433
0.0435
0.0437
0.0443
0.0448
0.0454
0.0459
0.0465
0.0464
0.0462

0.0316
0.0347
0.0380
0.0416
0.0455

<JOM IMP -

6

0.0601
0.0601
0.0601
0.0594
0.0586
0.0579
0.0571
0.0564
0.0553
0.0542

0.0531
0.0520
0.0509
0.0498
0.0488
0.0477
0.0467
0.0456
0.0450
0.0444

0.0439
0.0433
0.0427
0.0422
0.0417
0.0412
0.0407
0.0402
0.0403
0.0403

0.0404
0.0404
0.0405
0.0411
0.0417
0.0422
0.0428
0.0434
0.0438
0.0316

0.0347
0.0380
0.0416
0.0455
0.0499

7

0.0454
0.0454
0.0454
0.0451
0.0448
0.0446
0.0443
0.0440
0.0436
0.0431

0.0427
0.0422
0.0418
0.0415
0.0412
0.0408
0.0405
0.0402
0.0403
0.0403

0.0404
0.0404
0.0405
0.0402
0.0399
0.0396
0.0393
0.0390
0.0391
0.0392

0.0392
0.0393
0.0394
0.0402
0.0410
0.0417
0.0425
0.0433
0.0316
0.0347

0.0380
0.0416
0,0455
0.0499
0.0547

8

0.0342
0.0342
0.0342
0.0344
0.0346
0.0348
0.0350
0.0352
0.0352
0.0352

0.0353
0.0353
0.0353
0.0354
0.0356
0.0357
0.0359
0.0360
0.0365
0.0370

0.0376
0.0381
0.0386
0.0385
0.0384
0.0383
0.0382
0.0381
0.0382
0.0384

0.0385
0.0387
0.0388
0.0400
0.0411
0.0423
0,0434
0.0316
0.0347
0.0380

0.0416
0.0455
0.0499
0.0547
0.0600

j

0.0273
0.0272
0.0272
0.027S
0.0278
0.028C
0.0282
0.0285
0.028S
0.0292

0.029C
0.029S
0.0302
0.030E
0.0312
0.0317
0.0321
0.0326
0.0334
0.0341

0.034S
0.0356
0.0364
0.0365
0.0366
0.0367
0.0366
0.0369
0.037C
0.0371

0.0371
0.0372
0.0373
0.0388
0.0403
0.0419
0.0316
0.0347
0.038G
0.0416

0.0455
0.0499
0.0547
0.060C
0.0659



Females -- Select Period for Post- Disability Death and Recovery
Derived from 1985 GLTD Table

Duration
Age

20
21
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46
47
48
49

50
51
52
53
54
55
56
57
58
59

60
61
62
63
64

0

0.1670
0.1670
0.1670
0.1645
0.1620
0.1596
0.1571
0.1546
0.1514
0.1482

0.1451
0.1419
0.1387
0.1351
0.1316
0.1280
0.1245
0.1209
0.1174
0.1139

0.1103
0.1066
0.1033
0.1001
0,0969
0,0936
0.0904
0.0872
0.0844
0.0815

0.0787
0.0758
0.0730
0.0704
0.0679
0.0653
0.0628
0.0602
0.0576
0.0549

0.0523
0.0496
0.0470
0.0552
0.0552

1

0.1670
0.1670
0.1670
0.1645
0.1620
0.1596
0.1571
0.1546
0.1514
0.1482

0.1451
0.1419
0.1387
0.1351
0.1316
0.1280
0.1245
0.1209
0.1174
0.1139

0.1103
0.1068
0.1033
0.1001
0.0969
0.0936
0.0904
0.0872
0.0844
0.0815

0.0787
0.0758
0.0730
0.0704
0.0679
0.0653
0.0628
0.0602
0.0576
0.0549

0.0523
0.0496
0.0470
0.0552
0.0166

2

0.1670
0.1670
0.1670
0.1645
0.1620
0.1596
0.1571
0.1546
0.1514
0.1482

0.1451
0.1419
0.1387
0.1351
0.1316
0.1280
0.1245
0.1209
0.1174
0.1139

0.1103
0.1068
0.1033
0.1001
0.0969
0.0936
0.0904
0.0872
0.0844
0.0815

0.0787
0.0758
0.0730
0.0704
0.0679
0.0653
0.0628
0.0602
0.0576
0.0549

0.0523
0.0496
0.0470
0.0166
0.0182

*

3

0.1056
0.1056
0.1056
0.1029
0.1002
0.0974
0.0947
0.0920
0.0890
0.0860

0.0830
0.0800
0.0770
0.0742
0.0714
0.0685
0.0657
0.0629
0.0607
0.0585

0.0563
0.0541
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0.0491
0.0476
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0.0448
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0.0434
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0.0400
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0.0737
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0.0348
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0.0337
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0.0343
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0.0344
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0.0522
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0.0459

0.0446
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0.0391
0.0377
0.0364
0.0350
0.0341
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0.0323
0.0314
0.0305
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0.0297
0.0293
0.0289
0.0285
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0.0391
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0.0377
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0.0367
0.0360
0.0353
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0.0338
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0.0324
0.0317
0.0310
0.0303
0.0296
0.0292
0.0289
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0.0282
0.0278
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0.0271
0.0268
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0.0261
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0.0262
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0.0263
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0.0267
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0.0166

0.0182
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0.0275
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0.0278
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0.0222
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0.0347
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0.0182
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0.0184
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Comparison of Post- Disability Death and Recovery Rates

Ultimate Rates Derived
From 1985 GLTD Table
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0.024712
0.026001
0.027291
0.028581
0.029871
0.031162
0.032451
0.033741
0.035032
0.036321
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0.038901
0.040191
0.041481
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0.044061
0.044075
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0.044124
0.044144
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0.04481

0.045253
0.045814
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0.051777
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0.06692
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0.0137
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0.0150
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0.0214
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0.0219
0.0221
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0.0225
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Female

0.0204
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0.0210
0.0211
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0.0214
0.0216
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0.0269
0.0275
0.0284
0.0292

0.0301
0.0308
0.0315
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0.0321
0.0324
0.0327
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0.0332
0.0337

0.0339
0.0344
0.0347
0.0357
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Ratio
Male

0.5544
0.5307
0.5057
0.4863
0.4653
0.4493
0.4314
0.4179
0.4025
0.3910

0.3829
0.3727
0.3633
0.3544
0.3484
0.3404
0.3426
0.3471
0.3538
0.3582

0.3626
0.3692
0.3759
0.3817
0.3888
0.3928
0.3978
0.4038
0.4081
0.4107

0.4153
0.4113
0.4075
0.3975
0.3829
0.3664
0.3568
0.3448
0.3317
0.3228

0.3143
0.3052
0.2970
0.2952
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Female

0.8255
0.7884
0.7548
0.7243
0.6930
0.6675
0.6471
0.6254
0.6052
0.5864

0.5690.
0.5553
0.5424
0.5304
0.5167
0.5084
0.5128
0.5195
0.5262
0.5328

0.5417
0.5505
0.5617
0.5692
0.5776
0.5869
0.5944
0.6002
0.6101
0.6150

0.6189
0.6150
0.6084
0.5944
0.5717
0.5471
0.5328
0.5133
0.4961
0.4835

0.4674
0.4565
0.4441
0.4410



Disability Benefit Survey

Milliman & Robertson was asked to review available studies of in-service disability benefits of
both private employers and state and local governments. We reviewed Employee Benefits in
Medium and Large Private Establishment. 1993 published in November 1994 by the U.S.
Department of Labor and Employee Benefits in State and Local Governments. 1992 published in
July 1994 by the U.S. Department of Labor. The following is a discussion of these surveys.

Forty-one percent of full-time employees of medium and large private establishments ('private
employees') covered in these surveys have long term disability insurance coverage. When
employee contributions are required, it generally is due to the fact that they are in a cafeteria plan.
Twenty-eight percent of full-time employees of local and state governments ('government
employees') covered in these surveys have long term disability coverage with twenty percent of
these employees required to contribute to at least part of the cost. Table B8 documents this
information.

Table B9 documents the service requirement for eligibility of long term disability insurance
benefits in 1993 for private employees and participant coverage in 1992 for government
employees. In each instance, approximately forty percent of the participants were in plans with
no service requirement, but approximately another eighteen percent were in plans requiring one
year or more of service to participate.

Table BIO documents the waiting period before long term disability benefits commence. The
waiting period for more than half of the private employees is six months which is also the waiting
period for Social Security benefits. The waiting for government employees tends to be shorter
than the waiting period for private employees.

By far the most common long term disability benefit offered is based on a fixed percent of
predisability earnings. Table Bll documents the different benefit amounts being offered. For
those private employees covered by a Long term disability plan, sixty-five percent are covered by
a plan offering sixty to sixty-nine percent of pay while sixty-eight percent of those government
employees covered by a Long term disability plan are covered by plans offering sixty to sixty-nine
percent of pay.

Table B12 documents ancillary benefits provided in connection with long term disability benefits.

In defined benefit pension plans, disability benefits for government employees were provided to
ninety-four percent of plan participants with ninety-five percent of those participants receiving
immediate benefits. In contrast to Long term disability plans where the average service
requirement is six months, the service requirement in pension plans for disability benefits is often
five to ten years. In those instances when a Long term Disability plan is offered (which usually
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