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MINUTES OF THE HOUSE COMMITTEE ON INSURANCE. (

The meeting was called to order by Chairperson Bob Tomlinson at 3:30 p.m. on February 2, 1999 in Room
527-S of the Capitol.

All members were present except: Rep. Burroughs, Empson, Hummerickhouse, Kirk
Committee staff present: Bill Wolff, Research

Bob Nugent, Revisor

Mary Best, Secretary

Conferees appearing before the committee: Linda Decoursey-Kansas Department of Insurance
Karen France-Kansas Association of Realtors
Erik Sartorius-Johnson County Board of Realtors
Roy Worthington-Kansas Land Title Association

Others attending: See attached guest list

The meeting was called to order by Chairman Tomlinson at 3:30 p.m. General announcements were made
and Chairman Tomlinson then recognized Mr. Bill Sneed of AmVestors Corp. a subsidiary of American
Investors Life Insurance Company.

Mr. Sneed made a presentation to introduce (2) pieces of legislation dealing with holding companies. These
two amendments will be discussed in more detail on February 18. The request for Bill introduction went

before the Committee. Motion was made by Representative McCreary, and seconded by Representative
Showalter. Motion passed.

HB 2096: A bill addressing the regulation of title insurance

Chairman Tomlinson opened the Hearing on the above mentioned Bill, recognizing Linda DeCoursey,
Director of Government Affairs, Kansas State Insurance Department.

Ms. DeCoursey, gave Proponent’s Testimony to the committee. Written testimony was furnished to the
Committee and a copy of the testimony is (Attachment 1) attached hereto and incorporated into the Minutes
by reference. HB 2096 is drafted with the purpose of protecting parties doing business with title insurers.
"This bill would require escrow funds to be deposited in a bank account no later than the close of the next
business day after receipt by the title insurance agent." The bill also requires periodical audits of their
business. The bill also requires the title agent to obtain permission from the client if the agent intends to keep
any of the interest generated by the escrow account. To assure this client protection the agent would be
required to be bonded or obtain a letter of credit. Ms. DeCoursey also requested the language of page two (2)
of the bill, line 42 and 43 corrected to read, " A title insurance agent shall not commingle personal funds or
other moneys with escrow funds. In addition, the agent shall not use escrow funds to pay or to indemnify
against the debts of the agent or any other party".

Ms. Karen France, Director of Governmental Affairs, Kansas Association of Realtors, offered Proponent
Testimony. A copy is (Attachment #2) attached hereto these minutes and incorporated into the Minutes by
reference. '

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been
submitted to the individuals appearing before the committee for editing or corrections. Page 1




House Committee on Insurance February 2, 1997, continued

Mr. Erik Sartorius, Governmental Affairs Director, Johnson county Board of Realtors, Inc., presented
Proponent Testimony. A copy is (Attachment #3) attached hereto and incorporated into the Minutes by
reference.

Mr. Roy Worthington, Legislative Chairman, Kansas Land Title Association, addressed the committee and
a copy of his testimony is (Attachment #4) attached hereto and incorporated into the Minutes by reference.
Mr. Worthington recommended that the "good funds provision" on page 3, lines 5 through 12 be amended as
set forth in his attachment to this testimony. Mr. Worthington stated HB 2096 will cause title insurance agents
to incur additional costs in the form of escrow account audits but would be in the best interest and protection
of the consumer, and that the members of the Title Association were willing to accept the additional burdens.
Twenty -eight states now have "good funds legislation.

Chairman Tomlinson, upon no further discussion of the bill declared discussions on HB 2096 closed.

HB 2047: Providing optional separate coverage for public school districts. ‘

Chairman Tomlinson gave a brief overview of HB 2047 to the committee. He explained the bill would issue
a mandate for the teachers to be placed in a separate pool of the state employees medical program. He
explained the reason for calling this bill to their attention to he feels it emphasizes the problems that exist to
the community which the Department of Administration has looked to address. Chairman Tomlinson then
introduced Ms. Terry Bernatis

Ms. Terry Bernatis, Health Benefits Administrator, for the State of Kansas, gave testimony to the committee
regarding HB 2047. A copy of that testimony is (Attachment #’s 5 ,6&7) attached hereto and incorporated
into the Minutes by reference. Ms. Bernatis also presented to the committee a copy of the William M. Mercer
actuarial study, conducted on behalf of the Health Care Commission. The study helped determine the fiscal
impact and associated effects of mandatory participation by public school districts in the state of Kansas
Health Benefits Program. The report consisted of four major parts: introduction and background: the financial
impact; associated effects; and, the impact of voluntary participation. Supporting documentation was also
provided with the report. Ms. Bernatis also provided one (1) copy of the report forwarded to Senator Steffes
in reference to the bill, with a list of the requirements attached. (Attachment #3).

Chairman Tomlinson felt it was an obligation to explore the issues Teresa brought up. Chairman Tomlinson
felt there were several questions concerning the bill that needed to be dealt with before recommending it to
the whole committee. Questions will also be discussed regarding whether or not there are other statutes that
will be affected by this bill, and what the impact would be.

Ms. Bernatis also spoke on the plan design, and the Cash-Out-Plan which is a significant issue, but not offered
in Kansas. Ms. Bernatis also spoke on mandatory vs voluntary participation plan, and administrative
expenses. She stated urban districts would probably not join the program. Addressing bringing the teachers
into the program on a voluntary program, it was discussed the contribution rate must be the same as for state
employees. No cash out options available. There needs to be 77% participation, with 33% HMO
participation. These things would not be subject to negotiations. Minimum of three (3) year participation,
as the state negotiates for three (3) year contracts. They must establish the contributions for Health Quest.
School districts would have to provide staff for enrollment and general information. There would also need
to be a direct billing set as well, which would also include retirees, surviving spouses, surviving dependents,
etc. There are approximately 10,000 of this class of people.

Plan would be to develop rules to where there is no negative impact on state employees. Main concern is to
protect the state employees. Ms. Bernatis would like to have the teachers in a separate pool, maybe merging

at a later date.

With no further public testimony discussions were closed.

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been

submitted to the individuals appearing before the committee for editing or corrections. Page 2



House Insurance Committee 2-2-99 Minutes Continued

Chairman Tomlinson informed the committee of his intentions to work the "title bill" next Tuesday.
Meeting adjourned at 4:40 p.m.

Next meeting will be February 4, 1999
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Kathleen Sebelius

Commissioner of Insurance

Kansas Insurance Department

TO: House Committee on Insurance

FROM: Linda J. De Coursey, Director of Government Affairs
RE: H.B. 2096 — Regulation of Title Insurance

DATE: February 2, 1999

Mr. Chairman and members of the Committee:

Thank you for allowing us the opportunity to discuss H.B. 2096. This legislation strengthens the
ability of the Kansas Insurance Department to regulate the real estate settlement and closing activities of
title insurers. The bill is similar in nature to a bill introduced in 1998 by the Realty Title Company in
Wichita. When that company closed its doors, there were a number of consumers who were left without
escrow funds which they had deposited with Realty title as part of the closing costs on home purchases.
The company filed for bankruptcy, with approximately $1.0 million in funds not being accounted for, and
over 700 creditors having filed claims.

The bill requires escrow funds to be deposited in a bank account no later than the close of the
next business day after receipt by the title insurance agent. These funds cannot be combined with any
personal funds of the title insurance agent, nor can the funds be used to pay for any expenses other than as
specified in the escrow agreement. The bill also requires periodic audits by the title insurance agents of
their business, as any prudent business would do to establish good business practices. The audit reports
will be available for review by each title insurance company that the title insurance agent represents, and
also the Insurance Commissioner. The bill also provides that title insurance agent obtain permission from
their clients if the agent intends to keep any interest generated by an escrow account.

Currently the bill does not contain language regarding a requirement for bond or letter of credit

for the title insurance agents. In researching this requirement with other states, we find that three other
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states require bonding on title insurance agencies and/or agents: Florida requires a $50,000 bond;
Pennsylvania requires a $50,000 bond; and Maryland requires $200,000 bond which consists of $100,000
surety bond; and $100,000 fidelity bond. In 1998 in Kansas, there were a total of 405 title insurance
agents (346 resident; 59 non-resident). Because we do not regulate escrow agents, we are not sure how
many of the 405 title insurance agents also handle escrow accounts. There were a total of 149 Title
Insurance Agencies (131 resident; 18 non-resident).

Should the Committee on Insurance choose to amend the bill to include a bond or letter of credit
requirement, the Insurance Commissioner would agree to the amendment. We have worked with other
groups involved in this bill, and do have agreed upon language. The language requires that the title
insurance agent who handles escrow, settlement or closing accounts to file a surety bond or letter of credit
with the insurance commissioner.

A surety bond is a contract by which one party agrees to make good the default or debt of
another. Actually, there are three parties involved: (1) the principal (or title insurance agent), is the party
that undertakes the obligation and has the primary responsibility to perform the obligation; (2) the surety
(insurance company issuing bond), guarantees the obligation will be performed if the principal fails to
perform; and, (3) the obligee is the party who receives the benefit of the bond.

We also discussed that the cost of the bond or letter of credit should not be burdensome to the smaller
transaction size of title insurance agents. It was agreed to stagger the amounts of bond or letter of credit
as was set out in the audits, which is per county population. For example, an agent servicing real estate
transactions on property located in counties with a population of 20,000 or under would purchase a
$25,000 surety bond or letter of credit. An agent servicing real estate transactions on property located in
counties with a population of 20,001 to 40,000 would purchase a $50,000 surety bond or letter of credit.
An agent servicing real estate transactions on property located in counties with a population of over
40,001 would purchase a surety bond or letter of credit of $100,000. The surety bond may not be

terminated without 30 days prior written notice to the commissioner. The letter of credit shall be for a
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one-year term and automatically renewed unless at least 30 days prior written notice of intent to non-
renew is received by the commissioner.

The surety bond or letter of credit is for the benefit of any person suffering a loss if the title insurance
agent converts or misappropriates money received or held in escrow, deposit or trust accounts while
performing the duties prescribed in the act.

The Kansas Insurance Department is also asking for a clean up amendment on page two of the bill,
line 42 and 43; and page three, lines 1and 2. The language seems to suggest two different agents exist,
when really it is only one person, i.e., “a title insurance agent shall not commingle the escrow agent’s
personal funds or other moneys with escrow funds.” Language in the bill states that a title insurance
agent may operate as an escrow, settlement or closing agent under certain guidelines. We would suggest
that the language be stated as: “A title insurance agent shall not commingle personal funds or other
moneys with escrow funds. In addition, the agent shall not use escrow funds to pay or to indemnify
against the debts of the agent or any other party.”

House Bill 2096 will provide important protections for consumers who place escrow funds with title
insurance agents and title companies. I respectfully ask that the committee recommend HB 2096 as

amended favorable for passage.



Session of 1999
HOUSE BILL No. 2096
By Committee on Insurance
1-25

9 AN ACT concerning title insurance and escrow accounts.

10

11 Be it enacted by the Legislature of the State of Kansas:

12 Section 1. The purpose of this act is to provide the state of Kansas

13 with a comprehensive body of law for the effective regulation and super-
14 vision of title insurance agencies engaged in settlement and closing of the
15 sale of an interest in real estate.

16 Sec. 2. As used in this act, unless the context otherwise requires:

17 (a) *"Commissioner" means the commissioner of insurance of the

18 state of Kansas.

19 (b) “Escrow" means wriften instruments, money or other items de-

20 posited by one party with a depository, escrow agent or escrow for deliv-
21 ery to another party upon the performance of a specified condition or the
22 happening of a certain event.

23 (c) “"Person" means a natural person, partnership, association, coop-

24 erative, corporation, trust or other legal entity.

25 (d) “"Qualified financial institution" means an institution that is:

26 (1) Organized or (in the case of a U.S. branch or agency office of a

27 foreign banking organization) licensed under the laws of the United States
28 or any state and has been granted authority to operate with fiduciary

29 powers;

30 (2) regulated, supervised and examined by federal or state authorities

31 having regulatory authority over banks and trust companies;

32 (3) insured by the appropriate federal entity; and

33 (4) qualified under any additional rules established by the

34 commissioner.

35 (e) " Title insurance agent" or "“agent" means an authorized person,

36 other than a bona fide employee of the title insurer who, on behalf of the
37 title insurer, performs the following acts, in conjunction with the issuance
38 of a title insurance report or policy:

39 (1) Determines insurability and issues title insurance reports or pol-

40 icies, or both, based upon the performance or review of a search, or an
41 abstract of title;

42 (2) collects or disburses premiums, escrow or security deposits or

43 other funds;

44 (3) handles escrow, settlements or closings;

45 (4) solicits or negotiates title insurance business; or

46 (5) records closing documents.

47 (f) “"Title insurer" or “'insurer" means a company organized under

48 laws of this state for the purpose of transacting the business of title in-
49 surance and any foreign or non-U.S. title insurer licensed in this state to
50 transact the business of title insurance.

51 (g) " Title insurance policy" or *policy" means a contract insuring or

52 indemnifying owners of, or other persons lawfully interested in, real or
53 personal property or any interest in real property, against loss or damage
54 arising from any or all of the following conditions existing on or before
55 the policy date and not excepted or excluded:

56 (1) Defects in or liens or encumbrances on the insured title;

57 (2) unmarketability of the insured title;

58 (3) invalidity, lack of priority, or unenforceability of liens or encum-



59 brances on the stated property;

60 (4) lack of legal right of access to the land; or

61 (5) unenforceability of rights in title to the land.

62 Sec. 3. A title insurance agent may operate as an escrow, settlement

63 or closing agent, provided that:

64 (a) All funds deposited with the title insurance agent in connection

65 with an escrow, settlement or closing shall be submitted for collection to,
66 invested in or deposited in a separate fiduciary trust account or accounts
67 in a qualified financial institution no later than the close of the next busi-
68 ness day, in accordance with the following requirements:

69 (1) The funds shall be the property of the person or persons entitled

70 to them under the provisions of the escrow, settlement or closing agree-
71 ment and shall be segregated for each depository by escrow, settlement
72 or closing in the records of the title insurance agent in a manner that

73 permits the funds to be identified on an individual basis;

74 (2) the funds shall be applied only in accordance with the terms of

75 the individual instructions or agreements under which the funds were
76 accepted; and

77 (3) an agent shall not retain any interest on any money held in an

78 interest-bearing account without the written consent of all parties to the
79 transaction.

80 (b) Funds held in an escrow account shall be disbursed only:

81 (1) Pursuant to written authorization of buyer and seller;

82 (2) pursuant to a court order; or

83 (3) when a transaction is closed according to the agreement of the

84 parties.

85 (c) A title insurance agent shall not commingle the eserew-agent's

86 personal funds or other moneys with escrow funds. In addition, the es-
87 exow agent shall not use escrow funds to pay or to indemnify against the
88 debts of the eserew-agent or of any other party. The escrow funds shall
89 be used only to fulfill the terms of the individual escrow and none of the

90 funds shall be utilized until the necessary conditions of the escrow have

91 been met. All funds deposited for real estate closing shall be in one of
92 the following forms: :

93 (1) Lawful money of the United States;

94 (2) wire transfers such that the funds are unconditionally received by

95 the title insurance agent or the agent's depository; and

96 (3) cashier's checks, certified checks or bank money orders issued by

97 a federally insured financial institution and unconditionally held by the
98 title insurance agent.

99 (d) Each title insurance agent shall have an audit made of its escrow,
100 settlement and closing deposit accounts, conducted by a certified public
101 accountant or by a title insurer for which the title insurance agent has a

102 licensing agreement, according to the following schedule. Audits shall be

103 considered current if dated within the 12 months prior to submission of
104 the audit as required herein. The title insurance agent shall provide a



105 copy of the audit report to the commissioner and to each title insurance
106 company which it represents within 160 days after the close of the cal-
107 endar year for which an audit is required. Title insurance agents who are
108 attorneys and who issue title insurance policies as part of their legal rep-
109 resentation of clients are exempt from the requirements of this subsec-
110 tion. However, the title insurer, at its expense, may conduct or cause to
111 be conducted an annual audit of the escrow, settlement and closing ac-
112 counts of the attorney. Attorneys who are exclusively in the business of
113 title insurance are not exempt from the requirements of this subsection.
114 Audits shall be required as follows:

115 (1) Annual audit required in counties having a population of 40,001

116 and over;

117 (2) biennial audit required in counties having a population of 20,001

118 - 40,000; and

119 (3) triennial audit required in counties having a population of 20,000
120 or under.

121 (e) The commissioner may promulgate rules and regulations setting

122 forth the standards of the audit and the form of audit report required.

123 (f) If the title insurance agent is appointed by two or more title in-

124 surers and maintains fiduciary trust accounts in connection with providing
125 escrow and closing settlement services, the title insurance agent shall
126 allow each title insurer reasonable access to the accounts and any or all
127 of the supporting account information in order to ascertain the safety and
128 security of the funds held by the title insurance agent.

129 (g) Nothing in this section is intended to amend, alter or supersede

130 other laws of this state or the United States, regarding an escrow holder's
131 duties and obligations.

132 Sec. 4. (a) The title insurance agent shall maintain sufficient records

133 of its escrow operations and escrow trust accounts so that the commis-
134 sioner may adequately ensure that the title insurance agent is in compli-
135 ance with all provisions of this act. The commissioner may prescribe the
136 specific record entries and documents to be kept and the length of time
137 for which the records must be maintained.

138 (b) The title insurance agent shall make available for inspection by

139 the commissioner, or the commissioner's representatives, all records re-
140 lating to the title insurance agent's escrow, settlement and closing busi-
141 ness, and any other fiduciary trust accounts required to be kept by the
142 title insurance agent. Such availability for inspection shall include any
143 records to which subsection (f) of section 3 applies.

Sec. 5. (a) The title insurance agent who handles escrow, settlement

or closing accounts shall file with the commissioner a surety bond

or irrevocable letter of credit in a form acceptable to the commissioner,
issued by an insurance company or financial institution authorized to
conduct business in this state, securing the applicant’s or title insurance
agent’s faithful performance of all duties and obligations set out in this act.
(b) The terms of the bond or irrevocable letter of credit shall be:

(1) the surety bond shall provide that it may not be terminated without
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30 days prior written notice to the commissioner.

(2) an irrevocable letter of credit shall be issued by a bank which is
insured by the federal deposit insurance corporation or its successor

if such letter of credit is initially issued for a term of at least one year
and by its terms is automatically renewed at each expiration date for

at least an additional one-year term unless at least 30 days prior written
notice of intention not to renew Is given to the commissioner of insurance.
(c) The amount of the surety bond or irrevocable letter of credit for those
agents servicing real estate transactions on property located in counties
having a certain population shall be required as follows:

(1) $100,000 surety bond or irrevocable letter of credit in counties
having a population of 40,001 and over;

(2) $ 50,000 surety bond or irrevocable letter of credit in counties
having a population of 20,001 — 40,000; and

(3) § 25,000 surety bond or irrevacable letter of credit in counties
having a population of 20,000 or under.

(d) The surety bond or irrevocable letter of credit shall be for the benefit

of any person suffering a loss if the title insurance agent converts or

misappropriates money received or held in escrow, deposit or trust accounts

while acting as a title insurance agent providing any escrow or settlement services.

144 Sec. 5 6. The commissioner may issue rules, regulations and orders
145 necessary to carry out the provisions of this act.

146 Sec. 6 7. If the commissioner determines that the title insurance agent
147 or any other person has violated this act, or any rules and regulation or
148 order promulgated thereunder, after notice and opportunity to be heard,
149 the commissioner may order that such person be subject to the penalties
150 provided in K.S.A. 40-2406 et seq and amendments thereto.

151 Sec. Z 8. This act shall take effect and be in force from and after its

152 publication in the statute book.
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Kansas Association of REALTORS'

REALTOR *

TO: HOUSE INSURANCE COMMITTEE
FROM: KAREN FRANCE, DIRECTOR OF GOVERNMENTAL AFFAIRS
DATE: FEBRUARY 2, 1999

SUBJECT: HB 2096, TITLE INSURANCE AND ESCROW ACCOUNT

The Kansas Association of REALTORS® supports this legislation. Our members in the
Wichita Area Association of REALTORS® have seen first-hand the damage that can be done to
consumers when money is placed with title companies who hold real estate escrow accounts.

This is an unmonitored area of the real estate transaction. Real estate brokers who have
escrow accounts have very clear rules in the Kansas Real Estate Salespersons and Brokers Act
regarding money placed in those escrow accounts. There are rules for when the money must be
deposited and when it can be disbursed. Brokers are also subject to surprise audits by the Kansas
Real Estate Commission. Additionally, there is a Real Estate Recovery Revolving Fund that is
available for the public to cover situations if a broker absconds with money.

This kind of legislation is long overdue. While annual audits may not have stopped the
Wichita debacle, it might have reduced the amount of money and the number of consumers
damaged. However, audits, alone, will not create sufficient safeguards. We believe the
legislation should also provide for some sort of pool for consumers who incur losses due to the
insolvency or negligent activity of these entities. We recommend looking at some sort of bonding
requirement, or perhaps a letter of credit as has been proposed in the mortgage broker bill in this
committee.

As many individuals and businesses found out in Wichita, when an escrow holder goes
bankrupt, the chances of getting any of your money back is very slim. Homeowners have
nowhere to go when they end up with two mortgages on their home after they re-finance, because
the closing escrow agent used the money to pay their own bills and did not pay off the first
mortgage before filing the second. The bad actor may go to jail, but where does the money come
from to pay off the first mortgage? Even if the bad actor is ordered to pay restitution, restitution
payments are spread out over time, thus still leaving the homeowner in a precarious position over
time. We urge the committee to create some sort of pool for consumers to be able to tap when
these unfortunate occurrences happen, either by requiring a surety bond or a letter of credit.

We respectfully ask for your support of the legislation. st a ﬁ:{f"_\_c"!-t?/ 2
2-2-9Y
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Testimony of Erik Sartorius
Governmental Affairs Director
Before the
House Insurance Committee
Regarding
HB 2096 Title Insurance and Escrow Accounts

February 2, 1999

The Johnson County Board of REALTORS® supports this legislation. Although
Johnson, Wyandotte, and Miami Counties have not yet experienced a situation similar to that in
Wichita, we recognize the problems consumers can face.

With the large volume of home sales in Johnson, Wyandotte, and Miami Counties, our
Realtors consider their area fortunate to have not had a title company fail. In 1998 alone, 10,036
homes were sold in Johnson County, and 1,201 were sold in Wyandotte County. With these
numbers in mind, consider the potential hardship hundreds of consumers would face with the
failure of one title company holding real estate escrow accounts in this area.

We believe this legislation is a good beginning for providing consumers needed
protection. As you may know, real estate brokers who have escrow accounts must handle those
accounts under very specific rules laid out under the Kansas Real Estate Salespersons and
Brokers Act. Worth noting is the fact that consumers can seek relief through the Real Estate
Recovery Revolving Fund should a broker abscond with money in an escrow account.

HB 2096 makes good progress in bringing needed safeguards to escrow accounts handled
by title companies. We believe the auditing provisions will allow the Insurance Commissioner’s
office to observe the symptoms of ailing title companies. This may reduce the degree of losses
faced by consumers; however, losses will still occur.

As we have seen in Wichita, chances are minimal for consumers to recover their money
when an escrow holder declares bankruptcy. There is little solace found in seeing the offending
party going to jail. The victim is left standing in line at bankruptcy court behind all the other
creditors, often having to scramble to pay both their new mortgage as well as the first one that
was not paid by the closing escrow agent. With this situation in mind, the Johnson County
Board of REALTORS® asks that the committee create a mechanism to allow consumers a

means of recovering their losses. Requiring some sort of bonding or a letter of credit may meet
this need.

We respectfully seek your support of the legislation.

OFFICERS DIRECTORS

Dana Schroeder, President Jeff Carson, Treasurer Karen Bergin Nancy Hack Janice Lindberg

Lynne Wherley, President-Elect Marilyn Dugan, Secretary Susan Bowers Rich Henry Judy Miller

Kathy Copeland, Immediate Past-President = Tom O’Rourke, Past President Judi Branine Chris Hillyer John Moffitt

Joanne Arnold, Executive Vice-President Scottie Broderick Linda Holstin Saleeta Oswalt
Chad Chadwick Dianna Kinnard Brant Tidwell
Mike Fishman Tom Krattli | oa fm S
/;%"‘1(?/—#1 b Hmr.' nsd =
Neox—u9

o C

Mo E L g ‘

{ "Ba~p~,



PRESENTATION TO HOUSE INSURANCE COMMITTEE

RE: House Bill 2096 - An Act concerning title insurance and escrow
accounts.

DATE: February 2, 1999

FRCM: Kansas Land Title Association
Roy H. Worthington, Legislative Chairman

The Kansas Land Title Association supports House Bill 2096 as a
means toward protecting the consumer from defalcations by title
insurance agents engaged in settlement and closing of real estate
transactions.

It is recommended that the “good funds provision” set forth on page
3, lines 5 through 12 be amended as set forth in the attachment to
this testimony.

The provisions of House Bill 2096 will cause title insurance agents
to incur additional costs in the form of escrow account audits and
will cause the Department of Insurance additional supervisory
duties, with both burdens seeking to protect the consumer.

The members of the Kansas Land Title Association are willing to
accept the additional burdens imposed by House Bill 2096 in order
to protect the consumer.

Respectfully submitted

by,
Y ﬁr/ Z ﬂfZ'f’Zf'/‘

Roy H. Worthington
Legislative Chairman
Kansas Land Title Assn.
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Proposed Amendment, page 3, lines 5 through 12:

All funds deposited for real estate closings, including closings
involving refinances of existing mortgage loans, which exceed Two
Thousand Five Hundred Dollars ($2,500.00), shall be in one of the
following forms:

1) lawful money of the United States;

2) wire transfers such that the funds are unconditionally received
by the title insurance agent or the agent’s depository;

3) cashier’s checks, certified checks or bank money orders issued
by a federally insured financial institution and uncconditionally
held by the title insurance agent;

4) funds received from governmental entities or drawn on an escrow
account of a real estate broker licensed in the State of Kansas or
drawn on an escrow account of a title insurer or title insurance
agent licensed to do business in Kansas; or

5) other negotiable instruments which have been on deposit in the
escrow account for at least ten (10) days.



Proposed Amendment, page 3, lines 5 through 12:

All funds deposited for real estate closings, including closings
involving refinances of existing mortgage loans, which exceed Two
Thousand Five Hundred Dollars ($2,500.00), shall be in one of the
following forms:

1) lawful money of the United States;

2) wire transfers such that the funds are unconditionally received
by the title insurance agent or the agent’s depository;

3) cashier’s checks, certified checks or bank money orders issued
by a federally insured financial institution and unconditionally
held by the title insurance agent;

4) funds received from governmental entities or drawn on an escrow
account of a real estate broker licensed in the State of Kansas or
drawn on an escrow account of a title insurer or title insurance
agent licensed to do business in Kansas; or

5) other negotiable instruments which have been on deposit in the
escrow account for at least ten (10) days.



Testimony To The
HOUSE INSURANCE COMMITTEE

By
Terry D. Bernatis
Health Benefits Administrator

Tuesday, February 2, 1999
SB 495 - Actuarial Report Regarding Mandatory Inclusion of Unified School District
Employees in the state of Kansas Health Care Benefits Program

Mr. Chairperson and members of the committee. Thank you for inviting me to provide a
summary of the actuarial study conducted by William M. Mercer, Inc. on behalf of the Health
Care Commission. The study is a result of a proviso in the 1999 Appropriations Bill, SB 495,
that directed the Health Care Commission to determine the fiscal impact and associated effects of
mandatory participation by public school districts in the state of Kansas Health Benefits
Program.

The report consisted of four major components: introduction and background; the
financial impact; associated effects; and, the impact of voluntary participation. Supporting
documentation was provided in the report. I brought copies of the study and they have been
distributed to you.

Just over 200 school districts responded to Mercer’s survey. The data from 14 districts
was incomplete and not included in the analysis. Twelve reporting districts indicated that they
do not provide health care coverage. One hundred seventy three districts provide medical and
drug coverage either through their own plan offerings and/or though a purchasing group. Fifty-
seven of the reporting districts have self-funded medical plans, 43% are insured. Blue Cross
Blue Shield is the most prevalent insurer and/or administrator of USD plans. Forty-six percent
of the plans offered PPO’s, with and without incentives, 37% of the plans are indemnity plans
and 17% of the plan are HMO'’s.

Briefly, let’s walk though the major findings of the study. First, in terms of demographic
characteristics of the USD employees and participants in the state’s health plan:

. There is not material age difference between the groups.

. There is a significant difference in average salary. The average state employee
salary is $34,000 (includes unclassified employees) and $24,000 for USD
employees.

. There is significantly higher female employment in the USD’s ; 74% vs. 50%.

. Urban penetration is identical between the groups at 44%.

. The current average ages of the USD and state retiree populations are 73 and 72,

respectively. Two-thirds of the USD retired population are female, 55% of the
state’s retirees are female.

. In general, the “risk” of a USD employee is no greater than the “risk” of a state
employee.

In terms of plan design characteristics the study provided a “relative value pricing.”
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Using the state’s Blue Select and HMO plans as a baseline, the USD plans are, on average 4%
less valuable.

The critical underlying assumption for the study was that all USD’s would be required to
join the state’s plan and adhere to its eligibility, plan design and contribution provisions. Any
deviations from that assumption would materially change the outcome of Mercer’s analysis.
Mercer estimated that the cost of adding USD active employees for calendar year 1999 to the
state plan is $199.5 million if 90% of employees in the USD’s participate and $155.1 million if
70% of employees in the USD’s participate. Mercer believes it is reasonable to assume that
between 70% and 90% of the USD employees would elect to participate in the plan. For every
1% change in the USD participation rate, total USD costs are expected to change approximately
$3 million. Employer contributions for state employees are currently 71% of total costs, while
employer contributions for USD employees are expected to be approximately 75% of total costs
under both participation assumptions. USD employees are lower-paid on average than state
employees and therefore would receive a higher employer subsidy. Other factors that could
affect the variability of the cost estimates are:

. The actual enrollment by dependent coverage tier,

. The number of dependent children,

. The age of enrollees,

. If employees living in urban areas enroll in greater proportions than has been
assumed, costs could be higher, and

. If employees enroll in managed care plans in lesser proportions than has been

assumed, costs generally could be higher than the stated estimates.

The employer contribution under an expanded health care plan (state employees and USD
employees) is estimated to be $268 per month per employee during calendar 1999. Thisis a
composite rate for the four coverage tiers: employee; employee plus spouse; employee plus
children; and, full family.

Tt is estimated that the total amount of additional funds (i.e. “new money”) required to
bring the USD’s into the state employees plan could range from $100 to $175 million. This
amount may be somewhat mitigated by payments currently being made under the “cash out”
options under cafeteria benefit plans. To determine the true cost impact, further information is
needed from each USD regarding current contribution policy and then compare it with the

employer contributions required under the state plan.

I would like to turn now to the “associated effects” section of the report. We recognize
that there will be costs associated with providing the benefits, however there are also
administrative and other issues that need to be addressed, especially in terms of how a plan of
this nature would operate. These issues include:

. Determination of a common “plan anniversary” date. The state plan is on a
calendar year basis; most school districts plan year’s reflect the school year.
. Plan design. The HCC made significant changes in benefit options and funding
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mechanisms for the state’s health care plan effective January 1, 1996. These
changes have stood a relatively short test of time. There are a wide variety of plan
designs among the school districts. Consolidating to a single plan will require a
major effort. Each school district will have to know how their current plan(s)
compare to the state’s plan and be able to communicate the differences, which
will be a time consuming effort.

. Cash out option. Many USD’s currently offer a cash benefit option instead of
participation in the health plan. Cash out is not an option on the state plan.

. Autonomy. Fringe benefits, which includes health care benefits, are negotiable
items with all USD teachers. Health plan design and funding are not negotiable
for state employees.

. Local purchasing. Because of the relatively small size of many districts, local
insurance agents and brokers provide a wide range of services. The elimination of
commissions and the agent/broker relationship should have a positive financial
impact, but may be viewed negatively by the district, the broker/agent and
perhaps, community leaders.

Finally, we cannot forget about the administrative magnitude of a plan that could cover as
many as 250,000 people. Administrative staffing requirements increase dramatically with the
inclusion of school district employees in state plans. Mercer surveyed other states to determine
staffing requirements. They surveyed both states that only cover state employees and states that
cover both state employees and school districts. Mercer’s estimate is that staff will need to be
increased by at least 25 more people to manage this enhanced plan. Even if some of the
membership/logistical services were outsourced, a minimum of 18 additional staff would
needed. Mercer cautions that there is significant cost involved with outsourcing benefits as well
as a lengthy implementation phase. The state would have to determine which administrative
services were to be outsourced, the cost and value of these services, and whether the overall
value provided can be justified. And there will be additional membership, premium collection,
premium reconciliation and accounts payable and accounts receivable functions that will need to
be addressed at the systems level. These functions cannot be administered through SHARP for
non-state employees. The state will either need to purchase or lease the administration system or
outsource the function to a vendor. Either alternative will require a significant amount of time,
energy and cost and must be thoroughly evaluated by the state.

Although the proviso to SB 495 requested that the study be conducted assuming
mandatory participation by school districts, Mercer did comment on the impact of voluntary
participation. Among their comments, they addressed the issues of:

. Adverse selection. USD’s with poorer claim experience would most likely
migrate toward the state plan, while those with better experience would continue
to provide benefits through some alternative vehicle.

. Administrative expenses. The combined pool of state employees and all USD
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employees will have potentially lower administrative costs on a per employee
basis. If only a portion of the USD’s join, the fixed expenses will increase
resulting in higher administrative expenses on a per employee basis.

Urban Districts. Urban districts would not be as likely to join the state’s plan
because of their ability to select from a broader range of managed care plans and
vendors. Therefore, the composition of the state’s plan would reflect an increase
in rural indemnity plan lives and higher costs due to the absence of managed care
plan discounts and cost management provisions.

Staff requirements. If USD’s are allowed to join on a voluntary basis, the
additional plan design/conceptual and administrative staff members would
continue to be needed. While it may appear logical that the number of additional
logistical staff members would be reduced, it is doubtful that the number would
be reduced substantially.

“Cherry Picking.” USD’s could evaluate the marketplace and compare their costs
under the sate plan with those of other vendors. This would allow the USD’s to
select the lowest cost option to benefit their employees. If no restrictions are
placed on their entry or departure from the state’s plan, individual USD’s might
move in or out of the plan frequently.

Again, thank you again for letting me provide this summary for you. I stand for

questions.



DAL U INANSAS

DEPARTMENT OF ADMINISTRATION

State Capitol
Room 263-E
Topeka, Kansas 66612-1572
(785) 296-3011
FAX (785) 296-2702

DAN STANLEY, Secretary BirL Graves, Governor

January 22, 1999

The Honorable Don Steffes
Statehouse, Room 128 - S
Topeka, Kansas 66612-1572

Dear Senator Steffes:

As you requested during the 1998 Interim Session, attached are the requirements that would
be necessary to allow participation by Unified School Districts (USD) in the state of Kansas
Employee Benefit Plan. As you will note, these requirements are essentially the same requirements
under which people currently participate. Additionally there are requirements identical to the

responsibilities of the agencies to assure compliance with the administrative policies required to
administer the program.

Please note, the establishment of the requirements is only one aspect of attempting to assure
that state employees are not negatively impacted by the school districts participation. As Mercer
stated in their report, “The USD employee population as a whole does not appear to be any more
risky (i.e., unhealthy) than the State employee population. While bringing the USD population into
the State Employees’ Plan would be more costly in terms of absolute dollars, it does not appear that
it would be any more costly on a per capita basis.” This statement is based on the underlying
assumption that participation would be mandatory, the benefit plans made available to USDs would
be identical to the State’s benefit plans which includes contribution requirements and eligibility
provisions. Since the assumptions have been changed to voluntary participation, the groups are no
longer the same and actual enrollment will play a significant role in the determination of the risk of
the voluntary USD participants. Until more information is obtained and/or a good estimate of actual

participation is known, it is not possible to develop mechanisms to offset either the positive or
negative impact of the USD group.
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Senator Don Steffes
January 22, 1999
Page 2

I do not perceive the enrollment factor to be one which cannot be worked through. However,
it will need to be addressed as participation by USDs in the state health plan is discussed. I look
forward to working with you and your Committee regarding this very important issue.

Sincerely,

Attachments

cc: Health Care Commission
Employee Advisory Committee
William M. Mercer, Inc.



REQUIREMENTS
FOR UNIFIED SCHOOL DISTRICTS
TO PARTICIPATE IN THE
STATE OF KANSAS HEALTH BENEFITS PROGRAM

ACTIVE EMPLOYEES

Employee and Employer contribution rates must be the same as state employees. Exhibit
A is attached outlining Plan Year 1999 contributions rates.

No Internal Revenue Code Section 125 cash out option for current or grandfathered
employees.

At least 70% employee participation.

33% HMO participation where HMO’s are available.
Plan design and funding not subject to negotiations.
Must elect to participate for a minimum of three years.

Must provide the established contribution to HealthQuest (the state of Kansas Health
Promotion Program), contact person and participate in HealthQuest initiatives.

Must provide staff for enrollment, answer general information and provide first level
assistance to participants.

Must adhere to established administrative processes and procedures. A high level
summary is attached in Exhibit B. The Administrative Manual is available on request.

DIRECT BILL PARTICIPANTS

Continue participation once active employment has ceased.

Premiums must be paid either through a KPERS deduction or automatic bank transfer.



Exhibit A

FUNDING

Plan Year 1999 Contribution Levels

Employee Only Coverage Three Salary Tiers Bi-Weekly
Employee Contribution Full Time Part Time
Less than $17,000 $7.39 $28.57
$17,000 to $29,999 11.08 28.57
Over $29,00 14.77 28.57

Non Tobacco User Discount - $4.62 bi-weekly
Employer Contribution $209.79*

Dependent Coverage

Tier Levels Employee and Spouse
Employee and Child(ren)
Employee, Spouse and Child(ren)

Employee Contribution = Varies based on option selected, salary tier and dependent tier
selection; 1999 Benefit Information and Options for Active
Employees attached (Exhibit C) for cost comparison.

Employer Contribution $100.12%

% Numbers are higher than current published composite rates due to elimination of the
Reserve draw down which would not be available to USD participants.



Exhibit B

Issue
Employee
Eligibility

Dependent
Eligibility

New Enrollment
Waiting Period*

Employee

Dependents

ADMINISTRATION

Criteria

Works at least 1,000 hour per year and is not temporary or
seasonal.

Totality of employment is used for 1,000 hour threshold.

An employee’s lawful wife or husband.

Employee’s unmarried child who is under 23 years of age, does not
file a joint tax return with another taxpayer, receives more than
half of their support from the employee and is a U.S. citizen, a U.S.
national or a resident of the U.S., Canada or Mexico at some time
during the tax year.

An employee’s unmarried child who is over 23 but not capable of
self support and continues coverage; documentation is required
“Child” means employee’s own or lawfully adopted child,
stepchild, foster child or a child from whom the employee has legal
custody; documentation required; stepchildren of divorced
employee are not eligible; grandchild if the employee has legal
custody or has adopted the child or if the grandchild lives in the
employee’s home, is the child of a covered dependent child and the
employee provides more than one half of the grandchild’s support.
A person who is eligible for coverage as an employee of the state is
not eligible to be a covered dependent.

Criteria

60 days

60 days

* New Enrollment Waiting Period may be waived if the prospective employee is not eligible
under limited circumstances; requires prior approval by Health Benefits Administrator.

Note: If employee has been employed in a non-eligible position, time spent in the non-eligible
position counts towards the 60 day waiting period.

Note: Re-enrollment rules as a result of limited breaks in service and reemployment as a result of

lay-offs are available which reduces the 60 day waiting period.

(-



Effective Date
of Coverage

Employee/Dependents

Criteria

Generally, the first of the payroll period following the waiting
period.

Note: Health Insurance Portability and Accountability Act (HIPPA) require certain coverage
dates due to mid-year family status changes.

Mid-Year
Changes

Additions to coverage

Deletion of coverage

Moving from one
coverage area to another

Effective Dates
of Coverage

Active Military Duty

Leave Without Pay

Leave Under FMLA

Leave While
Receiving Disability
Payments under
Workers Compensation

Criteria

Limited to the events listed in the Administrative Manual and
generally mirror provisions outlined in Internal Revenue Code 125.

[f enrolled in the Pre-Tax Option, limited to the events listed in the
Administrative Manual.

If enrolled in the After-Tax Option, may drop coverage for any
reason. However, there are stringent limitations to reenrollment
during the same Plan Year.

Depends on coverage in the new area. If the former plan is
available in the new area, employee must continue coverage. If the
former plan is not available, employee must make a new election.

Generally, the first of the payroll period following the event.
Birth of a child - the date of birth.

Adoption - placement of the child in the home.

Employee and/or children may remain on the plan in the Direct
Bill continuation program.

May continue participation under the Direct Bill continuation
program instead of COBRA.

May continue under provisions of FMLA either with payroll
deductions or on the Direct Bill continuation program.

Agency makes their contribution/employee makes their
contribution.
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Termination

Employee/Dependent

Distribution of
Materials

Enrollment Process

Employee/Dependent

COBRA

Exceptions

Criteria

Effective date - Generally, the end of the payroll period in which
the termination or the mid-year status event took place with the
exception noted under Kansas Administrative Regulations
regarding suspensions.

Criteria

Each agency is required to distribute any information released by
the state regarding the health insurance plan. Employee requests
for exceptions due to lack of materials are not granted.

Criteria

Forms must be completed for all enrollment and changes. No
enrollments or changes are processed without the required
documentation.

Criteria

Consolidated Omnibus Budget Reconciliation Act of 1998 et. al.
Agencies must comply with notification requirements to terminate
coverage to avoid monetary penalties associated with non-timely
notification.

Criteria

The majority of the rules associated with the administration of this
plan rely on event date, date completed and date received to
determine dates for timely notification. Forms not received within
the specified time frames result in denials or significant restrictions
being placed on the employee’s enrollment options. If the agency
chooses to appeal any restrictions or denials due to non-timely
processing of forms the agency must provide a written request for
an exception including the name of the employee, copies of
documentation, the nature of the error and the steps the agency has
taken to assure that the error does not occur again and must be
made within 15 days following notification of the denial.
Acknowledgment of agency error does not provide a blanket
exception for any similar circumstances. Exceptions are extremely
limited usually comprising less than .0001 per cent of all
enrollment processing.



Note:

[n order to keep this document readable and understandable, only highlights of the administration of the
plan are outlined below. This is a summary document only. Every effort has been made to ensure that this
information is accurate. However, it is not intended to replace legal plan documents, contracts, Kansas
statutes and regulations and the administrative manual. If there is a discrepancy between this summary and
the legal plan documents, contracts, Kansas statutes and regulations and the administrative manual, those
documents will govern in all cases. It provides complete information about the administrative rules and
processes.
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INTRODUCTION AND BACKGROUND

The Kansas State Employees Health Care Commission (HCC) has been instructed to
conduct a feasibility study pertaining to the inclusion of all unified school districts (USD)
into the State employees health care benefits program. This study is to have two parts:
Part I - an actuarial study to determine the financial impact and Part II - associated effects
of requiring the participation of all USDs.

Much of the impetus for this study is provided in SB 495, the fiscal year 1999
appropriations bill for the Cafeteria Benefit Fund/Department of Administration. A
proviso providing for the study was attached to the appropriation bill in its final form.
Two other pieces of legislation had been introduced, HB2713 and HB2784, which may
have provided an incentive to include this proviso, particularly as a result of testimony to
HB2713. While the State employee benefit programs have experienced a number of
years of relatively stable plan offerings and costs, anecdotal information indicates that
some school districts have experienced a virtual “roller coaster ride” and problems in
maintaining access to quality affordable medical benefits.

It has been suggested that combining 304 school districts with the State programs might
yield administrative efficiencies and lower total costs due to combined bidding
opportunities and management in a single configuration. Also, the combined purchasing
power of as many as 106,000 employees and 35,000 retirees will foster economies of
scale. This large group can help expand health care competition and managed care
opportunities throughout Kansas, which might help other residents. At the same time,
transitioning to a single set of benefit offerings for employees of both the State and the
USDs will create administrative difficulties. Again, the purposes of this study are to
estimate the financial impact and associated effects of a merger of the two groups.

The “requiring of participation in the State program by all USDs” means that the benefit
plans made available to USDs will be identical to the State’s benefit plans, including the
State’s contribution requirements and eligibility provisions. The following is some
general background information on the current State and USD plans.

The State plan consists of the following:

= one traditional indemnity medical plan

* one point-of-service (POS) medical plan;

* one preferred provider organization (PPO) medical plan;
® six health maintenance organizations (HMOs);
® one prescription drug plan;

* one indemnity dental plan;

* one managed dental plan;

* one vision plan;

* one long-term care plan;

a health care flexible spending account; and
a dependent care flexible spending account.

William M. Mercer, Incorporated Page 1
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INTRODUCTION AND BACKGROUND

While all of the above plans exist, not all employees are eligible for every plan because
of geography.

These plans are financed by contributions from the State and by employees/retirees who
elect coverage. While contribution amounts vary by plan and coverage tier, they do not

vary by position, seniority or title. There are slight variations in contribution levels based
on salary and smoker/nonsmoker status. Benefit levels and contributions are established
by the HCC.

The POS and Indemnity/PPO plans administered by Blue Cross Blue Shield of Kansas
(BCBY) are self-funded, as are the indemnity dental plan and the prescription drug plan.
The PPO sponsored by Preferred Health System (effective January 1, 1999), the six
HMOs, the vision plan (effective January 1, 1999) and the managed dental plan are
insured. The long-term care plan and flexible spending accounts are basically funded by
employee contributions.

During August, 1998, Mercer contacted 304 USD superintendents or chief administrators
for the purpose of obtaining data relative to their health benefit programs and their
employees. Assistance in gathering this data was provided by the Kansas State
Department of Education. Additional demographic data was provided by the Kansas
State Employees Public Retirement System (KPERS). Responses to our data request came
from 199 districts, though the data from 14 districts was incomplete and not included in
the analysis.

The responding (185) districts and plans can be characterized and/or summarized by the
following:

* 12 of the reporting districts said they do not provide health care coverage;
® 173 districts provide medical/Rx coverage, either through their own plan offerings
and/or through a purchasing group
— as of this study, there appear to be 3 active purchasing groups (several others

have been attempted, but are no longer operating) — ESSDACK and South West

Plaines, both of which are self-funded, and the Greenbush group, which was
self-funded, but became insured with the Guardian for this school year
— KEIT, underwritten by BCBS, is a pooled group operating pursuant to small
group rate reform laws. Approximately 40 districts participate in KEIT, with a
total of 4,000 contracts. (Note: some of the districts in KEIT responded to our
data request — KEIT’s trustees refused to furnish data, saying that the
information is proprietary);
" 57% of the reporting districts have self-funded medical plans, 43% are insured:
= BCBS is the most prevalent insurer and /or administrator of USD plans. As is the
case with the State’s plans, BCBS is offering either its traditional coverages or
managed care where available;
®* Other medical providers of note include Humana (in the Kansas City area),
Preferred Plan of Kansas (PPK — mainly in the Wichita area) and Central Benefits
National Life Insurance Company;

William M. Mercer, Incorporated Page 2 7 >/
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* Fringe benefits are negotiable in all school districts;
®* 83 of the reporting districts provide dental coverage, 102 do not;

* Medical plans consist of the following:

without incentives)

% of % of Enrolled
Type Plans Employees
HMOs 17% 30%
PPOs (with incentives
or disincentives 46% 35%
Indemnity (includes
discount arrangements 37% 35%

William M. Mercer, Incorporated
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GENERAL DEMOGRAPHIC CHARACTERISTICS

This section analyzes several general demographic characteristics of the USD total
employee population and compares these with the current State enrollees. “USD total
employee population” implies all USD employees, whether or not they currently are
enrolled in health care plans. This section will not provide expected financial cost
differences between the groups, but rather generalize in broader terms how costs and
enrollment may differ between the groups simply based on differences in their
demographic characteristics. Our comments are based on general underwriting principles
and the influence that demographics can have on the cost of a particular group.

The first four characteristics described below—age, salary, gender and urban
penetration—are applicable only to the active employee population. Due to additional
complexities and issues regarding the retiree population, differences between the two
groups are briefly described at the end of this section.

Please note that each demographic characteristic is viewed independently of all other
characteristics and influences. Comments for each characteristic assume “all other factors
are equal”.

Average Age
USD Average Age: 43
State Average Age: o

There is no material age difference between the groups. All other factors being equal,
one would expect no significant cost difference either. The USD population could be
slightly less costly given that their average age is one year younger than the State
population.

Average Salary

USD Average Salary:  $25,000
State Average Salary:  $34,000 (includes classified and unclassified employees)

There is a significant difference in average salary. Overall, the USD population would be
less likely to enroll in family coverage — all other factors being equal--because it
constitutes a greater percentage of their income and they would be less able to afford it.
Since employee contributions for single coverage under the State’s plan are low, most
USD employees could be expected to enroll in the single coverage (at a minimum).

There is a greater chance of “adverse selection” by the USD population because they are
lower paid than State employees and are more likely to enroll themselves and their
dependents if they know that they will be high users of health care benefits. Stated

William M. Mercer, Incorporated Page 4
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another way, the employee contribution cost will be a more important factor in a USD
employee’s decision to enroll in a health care plan because they generally are lower-paid
and the cost of the health care plan is a much higher proportion of their income.

The USD population may have a higher proportion enrolled in the HMOs where
available, especially among employees with dependents. Since HMO coverage is
generally less costly than indemnity plans (i.e., BCBS Select and Traditional plans) and
has favorable cost-sharing provisions (i.e., no deductibles, low copayments), lower-paid
employees will more likely enroll in the HMOs, assuming they are available.

Employee Gender

USD Distribution: 26% Male/74% Female
State Distribution: 50% Male/50% Female

As shown above, there is a significantly higher female content for the USDs. Gender
costs have the following pattern:

* Females are significantly more costly than males during the young and
childbearing ages (i.e., ages less than 40);

= Females and males generally have the same cost patterns from ages 40 to 50; and
* Females are significantly less costly than males after age 50.

Since the average ages of the USD and State populations are 43 and 44, respectively, this
implies that their overall costs should roughly be the same based on the patterns above.

Urban Penetration

USD Distribution: 44% Urban/56% Rural
State Distribution: 44% Urban/56% Rural

“Urban penetration” is defined as the proportion of employees residing in urban
population areas. Health care costs are generally more costly in urban areas than rural
areas. Since urban penetration is identical between both groups, one would expect no
significant cost differences based on this characteristic.

The six Kansas counties defined as “urban” for this study are: Johnson, Leavenworth,
Miami, Sedgwick, Shawnee and Wyandotte. The six Missouri counties in the Kansas City
area defined as “urban” are: Cass, Clay, Jackson, Lafayette, Platte and Ray.

William M. Mercer, Incorporated Page 5
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RETIREE CHARACTERISTICS

Several issues have to be addressed before reasonable conclusions can be drawn from
the demographic content of the USD retiree group, such as:

= Will retirees currently enrolled in USD-sponsored health care plans be allowed to
enroll in a State plan?

= Will USD retirees not currently enrolled in a health care plan be allowed to enroll
after implementation of the State’s plans? The “non-enrollees” would include retirees
age 65 and over, those retirees who had health care coverage available to them but
chose not to enroll (or remain enrolled) in the plan, and those retirees who never had
coverage available to them at all.

= If the State allows USD retirees who are not currently enrolled back into the plan, will
it also be necessary to allow the State’s own retirees to re-enroll if they so desire in
order to avoid a retiree relations problem?

Allowing non-enrolled retirees to enroll (or re-enroll) in a State plan could lead to severe
“adverse selection”, thus driving up plan costs. Many retired individuals do not enroll or
retain coverage because they are healthy and do not believe that the cost is worth the
benefits. However, as these individuals age, it is quite likely that medical conditions have
arisen (or worsened) and many of these retirees would be very willing to re-enroll in a
health care plan.

The current average ages of the USD and State retiree populations are 73 and 72,
respectively. Since the average ages are close, there should be no significant cost
differences between the two groups based on age (all other factors being equal, of
course). Two-thirds of the USD retiree population are female, while only 55% of the
State's retired enrollees are female. Generally speaking, older females are less costly than
older males; therefore, one would expect the USD retiree population to be less costly
(perhaps by 5% to 10%) than the State retirees.

PLAN DESIGN CHARACTERISTICS
Benefit designs among the responding districts fall into the following categories:

= HMO/POS;
=  PPO with incentives/disincentives;
® Traditional indemnity some of which may include discount arrangements.
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As part of this study, the relative plan design differences among the plans reported by the
districts were measured. The responding districts have the following distribution of plan
designs:

% of Plans % of Emplovees

HMO 17% 30%
PPO 46% 35%
Indemnity 37% 35%

The study used a relative value pricing system that can estimate the relative costs of
different plan designs. Using the State's Blue Select and HMO plans as a baseline, the
USD plans are, on average, 4% less valuable. (Note: the USDs with insured plans are 2%
less valuable, while the districts that self-fund have plans that are 12% less valuable than
the baseline plans.

The relative values were used to adjust the USD premium (if insured) or claim costs (if
self funded) to arrive at an estimated overall cost of medical and prescription drug
benefits for the responding USDs.

FINANCIAL IMPACT

This section provides an analysis of the financial impact to the State Employees’ Health
Care Plan if the Kansas Unified School Districts (USDs) are allowed to participate. The
health care plan includes medical, prescription drug and dental benefits. This analysis
describes the impact on the total cost of the plan with the addition of the USDs and
separately shows the State’s portion of the cost (i.e., the employer contributions) and the
employee contributions. This analysis focuses on the impact on the actual cost of the
benefits provided and not on the additional expenses that would be borne by the State to
administer an expanded plan, which are addressed in the “Associated Effects” Section of
this report.

This financial analysis has been performed under one important assumption: all USDs
will be required to join the State’s plan and adhere to its eligibility, plan design and
contribution provisions. Any deviations from this assumption would materially
change the outcome of our analysis.

Many USDs currently offer health care coverage which allows employees to waive
coverage and instead accept a cash out option. Additionally, many USDs do not
subsidize any portion of the health care cost--employees must pay the entire premium.
Still, other districts contribute toward the medical and prescription drug coverage while
requiring employees to bear the entire cost of dental coverage. These practices encourage
riskier individuals to enroll and healthy individuals to waive coverage, which results in
“adverse selection” to the health care plan. If not enough healthy individuals enroll to
“spread” the health care risk, costs are initially high (i.e., higher than costs would be if all
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employees were enrolled in the plan) and will escalate as more unhealthy individuals--
and fewer healthy individuals--remain in the plan. Our cost estimates do not take into
account the possibility of widespread “adverse selection” by USD employees.

Current State plan eligibility and contribution provisions mitigate the likelihood of
significant “adverse selection”. Ninety-four percent of the eligible State employees are
currently enrolled in the State’s plan, primarily because the State subsidizes approximately
95% of the cost for employees and about 35% of the cost for spouses and dependent
children. The current State plan design options (indemnity, HMO, etc.) are very
competitive and offer benefits that are favorable to participants (low annual deductibles,
low employee coinsurance provisions, etc.).

Active Cost Impact

The following table shows the estimate of the financial costs for calendar year 1999
associated with adding the USD active employees to the State Employees’ Health Care
Plan (costs of adding current retirees are discussed later). Costs are shown under two
participation assumptions: (1) assuming 90% of eligible active employees elect coverage,
and (2) assuming 70% elect coverage. One important element that ultimately will affect
the financial impact (in absolute dollars) of adding the USDs is the number of employees
who actually would enroll in the State’s health care plan. Based on enrollment analysis
of the USD survey respondents as well as the current State employee enrollment, it is
expected that between 70% and 90% of the USD employees would enroll in the State’s
plan. We believe that providing estimates under these two participation assumptions
establishes a reasonable “range” of costs that can be expected should the USDs be
allowed to participate.

The estimated additional cost (in $millions) of adding USD active employees for calendar
year 1999 to the State plan is:

Employer Employee Total

Contributions Contributions Costs

90% Participation* $199.5 $68.2 $267.7
70% Participation* $155.1 $53.0 $208.1

* All USDs must participate. Estimated cost assumes 70% to 90% of the active population (68,306 employees)
will participate.

William M. Mercer, Incorporated Page 8
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The table below shows the combined impact on calendar year 1999 costs (in $millions)
for the USD active employees and State active employees under the two participation
assumptions:

Employer Employee Total

Contributions | Contributions Costs

USD Employees (90% enroll) $199.5 $68.2 $267.7
State Employees* $112.6 $45.0 $157.6
Total $312.1 $113.2 $425.3
USD Employees (70% enroll) $155.1 $53.0 $208.1
State Employees* $112.6 $45.0 $157.6
Total $267.7 $98.0 $365.7

* Based on May 1998 State active enrolled population of 35,567 employees.

Below are some observations regarding the cost estimates:

= For every 1% change in the USD participation rate, total USD costs are expected to
change approximately $3 million;

* Employer contributions for State employees are currently 71% of total costs, while
employer contributions for USD employees are expected to be approximately 75% of
total costs under both participation assumptions. USD employees are lower-paid on
average than State employees and would receive a higher employer subsidy.

In addition to the participation assumption addressed above, other key factors that could
affect the variability of the cost estimates are:

Enrollment by coverage tier. The State plan current offers four coverage tiers: (1)
Employee Only, (2) Employee plus Spouse, (3) Employee plus Child(ren), and (4)
Employee, Spouse and Child(ren). The USDs have a wide variety of coverage tiers, some
of which match the State’s while others offer two or three-tier coverage. The cost
estimates will vary depending on how the USD eligible population enrolls in each of the
tier categories. For example, costs could be higher if a greater number of spouses and
dependents enroll than has been assumed.

Number of dependent children. The family tiers assume a certain number of
dependent children will be covered under each contract. If more children are actually
enrolled than has been assumed, costs could be higher than the stated estimates.

Age of enrollees. If older employees enroll in greater proportions than we assumed,
costs could be higher than our estimates.
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Urban penetration. If employees living in urban areas enroll in greater proportions
than has been assumed, costs could be higher than the stated estimates.

Managed care enrollment. If employees enroll in managed care plans (i.e., HMOs) in
lesser proportions than has been assumed, costs generally could be higher than the stated
estimates.

The USD employee population as a whole does not appear to be any more risky
(i.e., unbealthy) than the State employee population. While bringing the USD
population into the State Employees’ Plan would be more costly in terms of
absolute dollars, it does not appear it would be any more costly on a per capita
basis. This conclusion is based on an analysis of the premium and claims data
Pprovided by the USD respondents, as well as an age/sex demograpbic analysis of
the total USD employee population in comparison with the State enrollee
population.

Retiree Cost Impact

The State Employees’ plan currently allows employees (and eligible dependents) to enroll
at retirement and maintain health care coverage for life. The State generally does not
subsidize coverage and requires retirees to pay 100% of the applicable premium rate;
therefore, the impact to the State’s portion of the cost by adding the USD retirees would
not be significant. (The State indirectly subsidizes a portion of the cost for retirees under
age 65; however, this amount is not material in the aggregate.)

Little retiree enrollment and cost data was received from the USD respondents and,
therefore, no credible conclusions were able to be drawn from this group. However,
based on an age/sex analysis of the 24,750 USD retirees and surviving spouses currently
receiving a KPERS pension benefit, it does not appear that the USD retiree population
would be any more costly on a per capita basis than the current State retiree population.
This conclusion is based on two factors: (1) the average ages of the two populations are
almost the same, and (2) the USD population has a greater proportion of females (67%)
than the State’s retired enrollee population (55%). Older females are generally less costly
than older males. This conclusion also assumes that adverse selection in the USD retiree
population occurs in the same proportion as the State’s retiree population.

USD Active Cost Impact

This section analyzes the potential calendar year 1999 cost impact to the USDs of joining
the State Employees’ Health Care Plan and providing benefits to its active employees.
This section only addresses the actual cost of the benefits provided and not the
administrative expenses expected to be borne by the State to administer the plans.
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The employer contribution under an expanded health care plan (State employees
Dlus USD employees) is estimated to be $268 per month per employee during
calendar 1999. This $268 figure represents the average employer contribution over the
four coverage tiers (employee only, employee plus spouse, etc.), based on expected
enrollment and costs used in this analysis. Additionally, the figure represents the average
employer contribution over all active employees (and dependents) expected to enroll in
the State plan.

With respect to health care plan sponsorship and level of employer contributions, USDs
fall into one of three categories:

1. No plan sponsorship;
2. Plan sponsorship with no employer contribution; or

3. Plan sponsorship with a partial employer contribution.

The employer cost impact will be greatest for those USDs falling into the first two
categories, which is estimated to average $268 per month per active enrollee (regardless
of the coverage tier chosen). Stated another way, those USDs who currently are not
contributing toward the cost of health care coverage would now have to pay $268 per
month for each active (and enrolled) employee.

The cost impact for those USDs currently subsidizing coverage is dependent on the
current employer contribution. Employer contribution information was not specifically
requested in the data collection phase; however, 45 USDs did volunteer this information.
The employer contribution for this group averaged $160 per month per employee. The
$160 per month subsidy represents the average employer contribution over all coverage
tiers, including some different tier structures (e.g., two-tier, three-tier, etc.) reported by
some of the districts.

It is estimated that the total amount of additional funds (i.e., “new money”)
required to bring the USDs into the State Employees’ plan could range from $100
to $175 million. The variation in the “new money” estimate can be attributable to the
following:

* If allowed to join, enrollment participation percentages in the plan are expected to
range from 70% to 90%;

®* Over 100 USDs did not respond to the data request; and

" Only 45 USDs, or 15% of the total number of districts, provided detailed employer
contribution information, from which the $160 average employer contribution
mentioned above was calculated.

To determine the true cost impact, it is strongly recommended that each USD
research its current contribution policy and compare it with the employer
contributions required under the State Plan.
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This section outlines the associated effects that will confront the State and USDs as the
legislature considers the feasibility of adding USD employees to the State’s plan. This
section is divided into two parts: Part [ — implementation issues and Part Il —
administration/system requirements.

IMPLEMENTATION ISSUES

Plan Anniversary. School districts generally have plan anniversaries in September or
October. With a September date, school districts can communicate plan issues prior to
summer leave, and can conveniently enroll new staff upon their arrival for the fall
session. A January 1 plan anniversary would not work for school districts.

The State, on the other hand, has a January 1 plan anniversary, which is the most
common date among employer plans. For the average employee, this is the optimal date
because deductibles and out-of-pocket maximums typically operate on a calendar year
basis. The State could move to a July 1 plan anniversary to coincide with its fiscal year,
but this date may not work well for either school district employees or State employees.

Perhaps separate plan anniversary dates for the school districts and State would be the
most logical approach for these distinctly different groups. The separate anniversary
approach would create administrative challenges to the insurance carriers and managed
care companies and to the State’s renewal processes.

Eligibility. Eligibility for USD employees is an open issue. SB No. 495 merely refers to
participation in the State health care benefits program. A determination will need to be
made whether eligibility will include only health care (medical, dental and prescription
drug) as this study assumes, or ancillary coverages as well (e.g., vision, long-term care,
and flexible spending accounts).

Retirees. The State plan allows retirees to continue coverage throughout their retirement
years. Kansas statute 12-5040 mandates local governments to make coverage available to
retired former employees, but coverage may cease upon the attaining of age 65. Based
on the data submitted, most districts seem to terminate retiree coverage at 65.

Plan Designs. The HCC made significant changes in benefit options and funding
mechanisms for the State’s health care plans effective January 1, 1996. These changes
have stood a relatively short test of time and will continue in the foreseeable future with
only minor adjustments on plan anniversaries. The HCC is committed to a specific action
plan that includes emphasis on managed care options; recognition of cost in no-choice
areas; the deliberate reduction of reserves and demand management. All HMOs offered
by the State provide a standardized plan summary of benefits. The Blue Select plan,
which covers the majority of State employees, is available as a common design in all
Kansas counties but three.
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There is wide variety of plan designs among the school districts. Plan designs include
HMOs, PPOs and indemnity arrangements. Deductible, coinsurance and out-of-pocket
levels vary, office visit copays vary; some plans include hospital admission copayments,
while others do not. Many districts provide dental coverage, but many more do not.

Consolidating to a single plan will require a major effort. Each school district will have to
know how their current plan(s), if any, compare to the State’s plan. Plan and cost
differences must be communicated to and within each district — a time consuming effort.

Even with the economies of scale enjoyed by the State plan, the new plans will be more
costly for many districts than their current plans. Districts will bave to find revenue to
pay for more costly benefits.

Cashout option. Many USDs currently offer health coveage which allows employees to
waive coverage (i.e., not enroll) and instead accept a benefit in the form of a cash out
option. Cash out options are not allowed in the State plan.

Plan Financing. With regard to the State’s plans, the legislature has given the HCC the
ability to set the funding levels under K.S.A. 75 6506(a) and 75 6508(al)). The levels are
reported as fund rates.

USD operations are financed from general fund money and local property taxes. While
school districts currently receive proportionate amounts, how they allocate the money
varies significantly from one district to the next.

To include every district in the State plan, all districts must contribute the same amount
toward each coverage, thereby assuring similar enrollment patterns throughout the
districts. Having common employer contributions is hardly a novel idea or approach,
since there are common employer contributions for retirement benefits under KPERS. If
districts are allowed to deviate from predetermined contribution levels, employee
enrollment could vary significantly. This could have a negative impact on the prices set
by the various insurance carriers and managed care plan and on the budgets set for the
self-funded plans.

However, this jump to common contributions could cause dramatic changes among the
school districts. Districts have historically earmarked funds as they saw fit — some for
employee benefits, but others for a variety of goods and services utilized by the schools.
With mandated common employer contributions, school districts will be forced to
redistribute current budget or come up with “new money”.

Coverage Tiers. The State currently offers four coverage tiers: “employee only”,

“employee plus spouse”, “employee plus child(ren)” and “employee, spouse and
child(ren)”. Many school districts utilize this same four-tier approach. However, many
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others use either a two-tier (“employee only” and “employee plus dependents”) or three-

tier (“employee only”, “employee plus one dependent” and “employee plus two or more
dependents”) approach.

While most employers believe that the four-tier approach is the most equitable for today’s
workforce, transitioning from a two-tier or three-tier can create financial and public
relations problems. For example, in a two-tier environment, employees with many
dependents will be subsidized by employees with one dependent. When the coverage
tiers are unbundled and employees elect a tier that more closely relates to their family
situation, premiums will increase for the employees with large families. A switch to four
tiers can be particularly troublesome at a time when premiums are rising.

Autonomy. It is our understanding that testimony to HB2713 was from small and mid-
sized districts, which may suggest that there is a subsection of the districts who feel they
have exhausted their benefit options and are willing to cede control of their plans in
exchange for enhanced benefits, tighter financial controls and/or greater economies of
scale.

The larger or more urban districts may not react positively towards required participation
in the State program. Such a requirement would impact autonomy. Autonomy allows
these districts to design their own benefit plans, choose attractive funding arrangements
and purchase benefits from whom they choose. One superintendent, for instance,
volunteered that “this study is for the rural districts” and “I'm happy with the current plan
and do not want to change”.

Fringe benefits, which includes health care benefits, are negotiable items with all USD
teachers.

Local Purchasing. Due to its size, nature and capabilities, the State does not utilize the
services of an agent or broker. Therefore, no commissions are paid. In many instances
the State’s staff provides services similar to those provided by an agent or broker. In
areas where the State believes it does not have the tools, expertise or time, it has sought
outside consulting assistance on a project by project basis.

)

School districts often operate differently. Because of the relatively small size of many
districts, local agents and brokers provide a wide range of services. These include
bidding, renewal negotiations, open enrollment meetings, employee complaints/
grievances and others. Often, the relationship with the agent/broker is long-standing.
The elimination of commissions and the agent/broker relationship could have a positive
financial impact, but will be viewed negatively by the district, the broker/agent and,
perhaps, community leaders.
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MEWA. This study involves the feasibility of bringing 304 school districts into the State’s
health care programs. The question arises whether this arrangement, if completed,
constitutes a Multiple Employer Welfare Association (MEWA). ERISA defines a MEWA as
a plan covering the employees of two or more employers. The application of this
definition in the context of governmental plans is not entirely clear; however, it is
probably not relevant since government plans are exempt from ERISA. Therefore, there
should be no federal restrictions on extending State coverage to the school districts, but
state law limitations, if any, would need to be reviewed.

HCC. The commission is composed of five members. The Secretary of Administration
and Commissioner of Insurance are members by statute. The Governor appoints the
other three members — a representative of the general public, a current state employee
and a retired state employee. Adding the school districts to the State’s plans could more
than double the number of covered active employees. HCC representation may need to
be increased and/or reconfigured to represent the interests of school district employees.

Employee Advisory Committee (EAC). The EAC is comprised of 21 members, 18
active employees and 3 direct bill participants. Members represent a balance of
geography, agency, gender, age and plan participation. As with the HCC, the EAC may
need to be increased and/or reconfigured to represent the interests of USD employees.

Administration/System Requirements

Staffing Needs. There are two distinct areas related to staffing that must be addressed:
the conceptual and the logistical. Conceptual work involves identifying issues and
developing strategies to implement or resolve these issues. Included in the conceptual
are such issues as developing the strategy for benefit plan design, funding, compliance
and plan management. Due to the magnitude and complexity of these issues, conceptual
activities will have to be maintained centrally and supported by senior staff members of
the HCC, EAC and USDs.

The logistical involves the actual carrying out of the conceptual. This involves a wide
range of activities such as employee communication, customer service, membership
processing and billing. There are two ways to handle the logistical as outlined in this
section.

Conceptual

The State’s staff plays an active role in the administration and communication of benefits
to employees, retirees and covered dependents. These duties include preparation for and
attendance at HCC and EAC meetings (including defining the agenda and providing
research and information to committee members); developing and adhering to an overall
benefits philosophy; and developing the strategy for communication materials and
enrollment meetings.
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School district staff perform similar duties. However, the capabilities, experience and
time commitments probably vary dramatically among the districts. In addition, District
staffs will be unfamiliar with the State’s benefit package, how it differs from their current
plans, the impact on their employees and how these benefits are administered For these
reasons, the State staff will need to assist the school districts in establishing and
maintaining the State’s plans.

Logistical

Once the conceptual duties and responsibilities have been established, they must be put
into action. Some logistical duties are described in the following. A description of “how”
these services can be provided and the number of staff needed to provide these services
is described in the “Staffing Size” section of this report.

Eligibility Support Process enrollment and change forms
Maintain eligibility database
Liaison between internal and external systems

Customer Service Answer all employee inquiries
Follow-up on enrollment applications/changes
Provide initial research on question areas
May serve as employee advocacy group

Accounting Service Validate vendor premium costs
Monitor payments from various entities
Monitor payments from self-pays (i.e., retirees,
COBRA continuants)
Monitor delinquency report
Monitor payments to vendors
Supervise internal staff responsible for State and USD
premium payments

Attorney Negotiate contracts with vendors
Research regulatory issues
Research employee inquiries
Interact with other staff (i.e., communication,
customer service)

Communication Services Develop printed communication materials
Develop open enrollment materials
Provide updates (i.e., legislative, etc.) to employees

COBRA/HIPAA Maintain COBRA/HIPAA eligibility records
Administrative Services Provide COBRA/HIPAA notification to employees
Initial collection point for COBRA premium payments
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Nurse Auditor Review large claims on self-funded plans
Review large claims on insured/HMO plans
Review employee appeals
Discusses alternative options with vendors
Liaison to customer service team and attorney

Data Manager Collection and maintenance of claims data
Report to State staff regarding data collection issues

Field Force Conduct open enrollment meetings
Conduct meetings with school districts’ staff
Conduct meetings with school districts’ boards

Health Claims Analyst Review claims data
Report to State staff regarding issues related to cost
and utilization patterns
Provide recommendations to State staff concerning
plan design and vendors

In the initial year of USD participation in the State’s plan, heavier emphasis would be
placed on certain activities. The need for these services would diminish as the USDs
become more familiar with the State’s plans and philosophies. These services would
include:

= conducting meetings with each of the USDs;

* developing written materials that would clearly introduce and explain the State’s
objectives, philosophies, the new plans and contribution levels;

* attending school board meetings to explain the program (this places a heavy
workload on the State’s staff, but will be worthwhile if the districts are more
comfortable with the plans being offered); and

®* interacting with school district employees and retirees to explain benefits and
resolve benefit, eligibility and claims issues.

In addition, the State’s staff will have to contend with dissatisfied “customers”. School
district employees may be disgruntled because they have been forced to give up “their
plan” and adopt the State’s plans. School districts may be adversarial because they have
lost autonomy — this may be especially true for the larger districts. The State’s
employees may be impacted by the additional duties placed on State staff, thus creating
slow downs in traditional services. For these reasons, the State staff will have to maintain
high levels of responsiveness and understanding to deal with the myriad issues facing the
now larger base of employees.

It should be noted that the composition of school district “benefit staffs” may not change
even if the State plays a more visible and active role in the benefit programs. In the
smaller districts, staff members perform a wide range of duties. Removing one task
would probably not have a material impact on job functions or the need for staff. It is
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our feeling that, for the vast majority of districts across the state, there will be minimal
change in local benefit personnel.

Staffing Size. During the 1997 plan year, an average of 36,100 active employees, 9,536
direct bill participants (mostly retirees) and 1,050 COBRA continuants participated in the
State’s health care programs. KPERS reported the following USD memberships as of
8/1/98 — 76,210 actives, 13,350 inactives and 25,243 retirees. The financial impact phase
of this study assumes that 70% to 90% of the active USD participants will enroll in the
State’s plans. Thus, the entrance of all school districts will more than double the
participation in the State’s plans.

To help estimate the administrative needs of an expanded health plan population, we
conducted a State Employees’ Health Insurance Organization and Management Survey.
We contacted eight states, six of which are geographically proximate to Kansas and two
known to include school district employees. The survey results are attached as an
Exhibit to this report. Information was gathered on the following:

* number of enrolled State and other public employees;

benefit lines being managed;

= public groups included in the medical program;

* the number of administrative staff employees by job function; and
* positions and salary levels by job function.

Kansas is designated as State A on the enclosed survey response exhibits. Of current
interest would be the comparisons between Kansas, lowa and Colorado. Iowa and
Colorado are geographically proximate to Kansas, do not include school district
employees and are relatively similar in numbers of covered employees, number of
medical options and types of benefits managed. lowa, with 27,000 covered employees,
6,000 retirees and $125,000,000 in plan costs, has an administrative staff of 8. Colorado,
with 30,000 covered employees, zero retirees and $80,000,000 in health plan costs, has a
total staff of 10. Kansas has an administrative staff of 13 (including EAP/wellness job
functions), with a higher covered population, at 46,000, and higher plan costs at
$1065,000,000.

Nebraska has a staff of four, but only 15,000 covered state employees and no other
public entities enrolled in the state program.

Administrative staffing requirements increase dramatically with the inclusion of school
district employees in state plans. The other five states included in our mini-survey cover
school districts. Tennessee, Arkansas and Georgia mandate school district inclusion,
while Oklahoma and Missouri enroll districts on a “voluntary” basis.

Arkansas is of interest because it combined their State and School District employees
within the past two years. Their overall approach, including current staffing needs, are a
bit the result of “trial and error”, but mostly the result of several committee studies and
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position papers. Arkansas’ covered population (at 62,000 actives) is smaller than the
projected Kansas population. Arkansas has 334 school districts and an administrative staff
of 22. Their administrative staff serves largely in a conceptual role, with the majority of
logistical services outsourced to third parties.

Following is a guesstimate of staffing needs if Kansas administration is to include State
and School District employees.

Currently, all services for enrollees of the State’s plan are provided by 13 employees.
This number would have to dramatically increase if the State were to administer benefits
for both groups of employees and retirees. The following provides a breakdown of
current staff and our preliminary estimate of the staff needed with the inclusion of the
USDs.

Current Needed
Description Conceptual Logistical Total Conceptual Logistical Total

—

Director 1 0 1 0 1
Eligibility, 2 4 6 3 9 12
enrollment and

customer service

Financial/ 0 S S 1 1 2
accounting
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The eligibility/enrollment/customer service function would be a key area. It would have
the dual role of maintaining the current high employee satisfaction level while providing
quality and timely services to the thousands of USD employees. It is envisioned that the
current staff would have to double to accomplish this important task.

The finance/accounting and communications areas would require a minimum of two full-
time employees each, rather than the part-time attention provided now.

William M. Mercer, Incorporated Page 19

-7,'2/



ASSOCIATED EFFECTS

The EAP/wellness services would have to be nearly doubled due to the doubling of the
covered workforce. The “needed” category assumes a manager and five support staff
members. These additional members would be necessary due to the expansion of such
services as COBRA and Section 125 plans.

Because of the magnitude of the anticipated plan costs of the combined State and USD
groups, it is imperative that claims be continuously evaluated and monitored. Due to the
complexities involved with this evaluation process, it is envisioned that the State will
require a full-time data manager plus a staff including the two current members and an
additional staff member.

Covering over 100,000 employees and their eligible dependents will require a nurse
auditor to monitor the ongoing health coverage for State employees. This will include
monitoring the utilization review functions provided by the HMOs and managed care
plans. This will insure the most cost effective and highest quality coverage for State plan
members.

The State would need to assist local USDs’ staff with certain benefit functions. Included
in these services would be attending school board meetings, conducting open enrollment
meetings and interacting with employees on benefits, claims and other issues. As few as
six (6) staff members would be needed to perform these functions, perhaps with each
staff member representing 1/6 of the 304 districts. These six members would not need to
be located in Topeka, but located near their applicable assigned districts. It is believed
that these staff members will be key to the satisfaction of the school districts and
ultimately to the success of the State’s health plan.

Other functions will need to be provided or continued, more than likely on an out-
sourcing basis. These would include actuarial and general underwriting services.

Alternatives

The State can choose to provide the services outlined in this section entirely through
internal staff, entirely through outsourcing or some combination of the two. As noted,
the addition of the USDs will require a significant expansion of State staff. The current
staff could not be expected to provide the large number of new activities while
maintaining their current job descriptions. If the State decides to include the USDs, but
not expand conceptual and/or logistical staff, problems will occur.

Additional staff will be necessary to provide new and expanded conceptual services, as
outlined previously. If this expansion does not occur, the current administrative staff will
be able to focus only on the maintenance of the current plans and not proactively
consider changes to the plans that will benefit the State, the USDs and the plan members.
In addition, the logistical services required by the joint State and USD plans will require a
dramatic increase in the administrative staff in order to meet the needs of the larger plan.
If this staff is not expanded — either internally or through outsourcing — logistical duties
will either become the responsibility of the conceptual staff or will be omitted.
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ASSOCIATED EFFECTS

Therefore, if the State opts to provide these services through internal staff, serious
expansion of current staff will be required. As outlined above, it is believed that an
additional 25 staff members will be required. Assuming an average salary range of
$25,000 to $35,000, it is estimated that this expansion will require additional salaries of
$625,000 to $875,000 annually. This cost does not include the cost of benefits which
could total as much as an additional $250,000 to $350,000 per year.

The State’s second alternative would be to outsource the administrative duties, or a subset
of these duties, to a third party. This approach has merit in that few, if any, additional
staff positions would be required and current payroll could be maintained. Third-party
companies that specialize in this service maintain both staff and systems that are capable
of meeting the State’s needs for the current time and into the future. Because they
currently provide these services to many companies, they would not be forced to begin
from “ground zero” as the State would. Outsourcing costs vary according to the actual
services outsourced and the third-party selected to provide the services. These fees could
range from $.71 per employee per month to over $4.00 per employee per month.
Assuming all eligible State and USD employees enroll and are outsourced, annual costs
would range from approximately $900,000 to §5,000,000.

However, there are drawbacks with this approach as well. There is a significant cost
involved with outsourcing benefits, as well as a lengthy implementation phase. The
State would have to determine which administrative services were to be outsourced, the
cost and value of these services, and whether the overall value provided can be justified.

System Needs

The administration and accounting system would have to be changed significantly with
the addition of USDs in the State’s plan. Currently, the State utilizes the SHARP system to
administer benefits. This includes eligibility maintenance and premium collection.
However. these functions cannot be administered through SHARP for non-State
employees. This will require the State to seek an alternative solution - either the
purchase or lease of an administration system that can handle both State and USD
employees, or outsource this function to a vendor that can support both groups. Either
alternative will require a significant amount of time, energy and cost and must be
thoroughly evaluated by the State. This report does not address the financial or
administrative impact of either alternative.

In addition to member eligibility and premium reconciliation, the accounts payable and
accounts receivable functions must be expanded with the addition of the USD
employees. This includes premium payments from the USDs to the State as well as
payments from the to the HMOs and insurance vendors. Administrative systems must be
capable of handling these functions, and must be established prior to the influx of USD
employees.
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VOLUNTARY PARTICIPATION

The premise for this report is that all USDs would be required to be included in the State
plan and on the same basis as all State employees. This means that all USDs would be
required to join the State’s plan and adhere to its eligibility, plan design and contribution
requirements. The results of this study would change dramatically if USDs were allowed
to participate on a voluntary basis.

The following briefly speculates on the disadvantages to the State if USDs were allowed
to voluntarily participate.

Adverse Selection. If individual districts are allowed to choose to participate in the State
plan, adverse selection will occur. This means that USDs with poorer claim experience
would most likely migrate toward the State’s plan, while those with better experience
would continue to provide benefits through some alternative vehicle. This would result
in an increase in the age of covered plan members and in the benefit costs.

Administrative Expenses. The combined pool of State employees and all USD
employees will have potentially lower administrative costs on a per employee basis. If
only a portion of the USDs join, the fixed expenses will increase resulting in higher
administrative expenses on a per employee basis.

Purchasing Power. If all USDs are brought into the State’s plan, the purchasing power
would be enhanced significantly. Adding only a portion of the USDs might still enhance
purchasing power, but certainly not by as much as the full group.

Larger Districts. The larger districts will be likely to maintain their own plans and
autonomy, thus withholding their employees from the State’s plan. The loss of these
districts would impact administrative expenses and purchasing power.

Urban Districts. Urban districts would not be as likely to join the State’s plan because
of their ability to select from a broader range of managed care plans and vendors. Thus,
the composition of the State’s plan would reflect an increase in rural indemnity plan lives
and higher costs due to the absence of managed care plan discounts and cost
management provisions.

Staff Requirements. If USDs are allowed to join on a voluntary basis, the additional
conceptual staff members outlined in this report would continue to be needed. While it
may appear logical that the number of additional logistical staff members would be
reduced, it is doubtful that the number would be reduced substantially. For example, the
entire field force would still likely be needed to provide coverage statewide. The data
manager, nurse auditor and attorney would still be necessary. Some areas — such as
eligibility support and customer service — might have reductions from the numbers
shown in this report, but would nonetheless need to be increased significantly over
current levels.
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VOLUNTARY PARTICIPATION

Questionable Areas. Many new questions will arise if USDs are allowed to join on a
voluntary basis, including:

= Will a district’s decision to join or to leave the State’s plan be irrevocable?

= If decisions are not irrevocable, what conditions will be placed on such districts?
For example, how long will a district be required to stay out of the State plan before
it is eligible to rejoin?

» Will the current situation change significantly? Will USDs still not provide coverage
because of the expense? Will the number of covered employees change to any
significant degree?

® How large a voice will the USDs have on the HCC? the EAC, or any reconfigured
similar group? Would this change year over year with the changing USD
enrollment?

The following speculates on the advantages that exist for the USDs if participation is
allowed to be voluntary, as outlined below:

Autonomy. USDs who do not want to participate in the State’s plan could maintain their
individual autonomy. They could continue to determine their own benefit levels,
eligibility requirements, contribution strategies and managed care vendors. This would
be particularly important to the larger USDs who are able to negotiate benefits and costs
with their vendors.

“Cherry Picking”. USDs could evaluate the marketplace and compare their costs under
the State plan with those of other vendors. This would allow the USDs to select the
lowest cost option to benefit their employees. If no restrictions are placed on their entry
or departure from the State’s plan, individual USDs might move in or out of the plan
frequently.

Continuance of Cash Out Options. The cash out option is an important benefit to
many USD employees throughout the State. It is viewed, more often than not, as a part
of the employees’ salaries. With voluntary participation, districts could continue
providing a cash out option and could negate a potential employee relations issue.
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EXHIBITS

Active Cost Assumptions

Total
USD Emplovees State Enrollees Combined
Total Eligible 68,300 37,678 105,984
Total Enrolled
90% USD Participation 61,475 920% 35,567 94% 97,042 92%
70% USD Participation 47 814 70% 35,567 94% 83,381 79%
Medical Counts by
Coverage Tier
(90% USD Participation)
Employee Only 35,348 57.5% 17,694 49.7% 53,042 54.7%
Employee Plus Spouse 4,611 7.5% 4,011 11.3% 8,622 8.9%
Employee Plus Child(ren) 7,684 12.5% 5,300 14.9% 12,984 13.4%
EE, Sps and Child(ren) 13,832 22.5% 8,502 24.1% 22,394 23.1%
Total 61,475 100.0% 35,567 100.0% 97,042 100.0%
Medical Counts by
Coverage Tier
(70% USD Participation)
Employee Only 27,493 57.5% 17,694 49.7% 45,187 54.2%
Employee Plus Spouse 3,586 7.5% 4,011 11.3% 7,597 9.1%
Employee Plus Child(ren) 5,977 12.5% 5,300 14.9% 11,277 13.5%
EE, Sps and Child(ren) 10,758 22.5% 8,562 24.1% 19,320 23.2%
Total 47,814 100.0% 35,567 100.0% 83,381 100.0%
1999 Monthly
Medical Total Cost
Employee Only $229.00 $219.00 $226.00
Employee Plus Spouse $452.00 $440.00 $446.00
Employee Plus Child(ren) $393.00 $383.00 $389.00
EE, Sps and Child(ren) $560.00 $544.00 $554.00
Total $341.00 $347.00 $343.00
1999 Monthly
Dental Total Cost
Employee Only $15.00 $15.00 $15.00
Employee Plus Spouse $30.00 $29.00 $30.00
Employee Plus Child(ren)  $27.00 $27.00 $27.00
EE, Sps and Child(ren) $37.00 $34.00 $36.00
Total $23.00 $23.00 $23.00
William M. Mercer, Incorporated Page 25
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EXHIBITS

Active Demographic Summary

Total

USD Employees State Enrollees Combined
Counts .
Male 17,824 26% 17,587 49% 35,411 34%
Female 50,482 74% 17,980 51% 68,462 66%
Total 68,306 100% 35,567 100% 103,873 100%
Average Age
Male 43.7 443 44.0
Female 43.3 43.2 43.3
Total 43.4 43.8 43.5
Age Distribution
<20 96 0.1% 37 0.1% 1535 0.1%
20 -24 1,837 2.7% 783 2.2% 2,620 2.5%
25 - 29 6,127 9.0% 2,754 7.7% 8,881 8.5%
30 - 34 6,888 10.1% 3,948 11.1% 10,836 10.4%
35 -39 9,176 13.4% 5,128 14.4% 14,304 13.8%
40 - 44 11,136 16.3% 5,862 16.5% 16,998 16.4%
45 - 49 12,530 18.3% 6,083 17.1% 18,613 17.9%
50 - 54 10,340 15.1% 5,056 14.2% 15,396 14.8%
55 - 59 6,460 9.5% 3,488 9.8% 9,948 9.6%
60 - 64 2,805 4.1% 1,790 5.0% 4,595 4.4%
65+ 011 1.3% 638 1.8% 1,549 1.5%
Total 68,306 100.0% 35,567 100.0% 103,873 100.0%
Average $25,000 $34,000 $28,000
Annual Pay
Annual Pay
Distribution
< $17,000 25205 36.9% 2,490 7.0% 27,695 26.7%
$17,000 - $29,999 15,369 22.5% 17,570 49.4% 32,939 31.7%
$30,000+ 27,732 40.6% 15,507 43.6% 43,239 41.6%
Total 68,306  100.00% 35,567 100.0% 103,873 100.0%
William M. Mercer, Incorporated Page 26



EXHIBITS

Retiree Demographic Summary

Counts
Male
Female
Total

Average Age
Male

Female
Total

Age Distribution
350
53 -39
60 - 64
65 - 69
70 - 74
7a =70
80 - 84
85 - 89
90 - 94
95~ 59
100+
Total

Average Annual
Pension

* USD retirees and surviving spouses currently receiving a KPERS pension.

Total
USD Employees* State Enrollees Combined
8,068 33% 4,306 45% 12,374 36%
16,682 67% 5,237 55% 21,919 64%
24,750 100% 9,543 100% 34293 100%
70.6 70.5 70.6
737 72.6 73.4
72,7 Flad 72.4
418 1.7% 363 3.8% 781 2.3%
1,521 6.1% 447 4.7% 1,968 5.7%
3,773 15.2% 1,295 13.6% 5,068 14.8%
4,857 19.6% 1,826 19.1% 6,683 19.5%
3 949 16.0% 1,861 19.5% 5,810 16.9%
3,563 14.4% 1,688 17.7% 5,251 15.3%
3,023 12.2% 1,180 12.4% 4,203 12.3%
2,171 8.8% 650 6.8% 2,821 8.2%
1,134 4.6% 198 2.1% 1,332 3.9%
300 1.2% 29 0.3% 329 1.0%
41 0.2% 6 0.1% 47 0.1%
24,750 100.0% 9,543 100.0% 34,293 100.0%
$8,800 $7,200 $8,400
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EXHIBITS

KANSAS USD FEASIBILITY STUDY
Summary Statistics
USD Respondent Summary

Type of Respondents
1. Total Respondents
2. No health plan
3. Data incomplete and not analyzed
4. Insured

o W

Self-funded with TPA administration
Dental coverage offered

Subsidies

7. Reported subsidizing health care coverage

Number Percentage
199 65%
12 6%
14 7%
75 38%
98 49%
83 42%
45 23%

8. Average subsidy (based upon number of districts)
9. Average subsidy (based upon number of employees)

Plan Designs

10,
11.
12.

15

14.

HMO

PPO (with incentive or disincentive):
Indemnity (includes discount
arrangements without incentives)
Percent with multiple plan offerings

$ 158 per month
$ 160 per month

Average Relative Value (Ratio of State's plans to USD plans)

a. Insured
b. Self-Insured

% of Plans % of Employees
17% 30%

46% 35%

37% 35%

35% 65%

1.02

1.12
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USD Insured Plan Costs

1. Number of USD Respondents with Insured Plans
2. Number of Contracts

Employee Only

Employee + Spouse

Employee + Child(ren)

Family

Total Contracts

Total Annual Premium

Premium Per Employee Per Month
Weighted Average Relative Value
Adjusted Actuarial Cost per Employee
Weighted Anniversary Date

Projected to Calendar 1999

L e

@ = en o g

75

8,645

749

437

3,431
13,262
$51,804,843
$326

1.02

$320
September 1
$328
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USD Self-Insured Plan Costs

rchasing Gr nalyz
- South West Plains Regional Service Center Health Tnsurance Group (SWPHIG)
- South Central Kansas Health Insurance Group (SCKHIG)
- Greenbush Health (Greenbush)

Other Purchasing Groups

- ESSDACK Insurance Group
- Smoky Hill Health Insurance Group

Summary of Plan Costs

Purchasing Group / USD SWPHIG SCKHIG  Greenbush* Great Bend Hayes Total
1. Expected Claim Cost $305 $299 $220 $336 $321 $293
2. Reinsurance Costs 10 108 110 51 11 66
3. Administration 15 36 18 13 14 23
4. Total $330 $443 $348 $400 $346 $382
5. Reinsurance Level $75,000 $25,000 $10,000 $50,000 $75,000 $44,113
6. Number of Employees Enrolled 1,204 1,595 723 281 528 4,331
7. Number of USDs 27 29 13 1 1 71
* Only includes USDs with Greenbush who responded.
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State Employees’ Health Insurance Organization and Management Survey
| Number of State and Public Employees Enrolled in State Insurance Program
| 1997 Cost of
Health Ins : it i
o : . Program . Number of Medical Options
i Employees Dependents Retirees (active/retiree) | Indemnity PPO POS HMO
State A (KS) 35,500 36,900 9,700 $165M 1 1 2 6
State B (AR) 62,103 57,218 9,871 $234 M p 1 1 5
State C (CO) 30,000 66,000 ™ — $gom " = 2 = 6
State 1D (GA) 208,586 285,386 53,603 $893 M 2 —
State E (IA) 27,000 33,000 6,000 $125 M 1 1 — 9
State F (MO) 65,000 64,000 10,100 125M — 2 6 15
State G (NE) 15,215 N/A 475 $60M — 2 — 2
State H (OK) 92,000 ™ 68,250 ™ 34,600 $264 M ™ 1 — — 6
State 1™ (TN) 107,000 100,001-200,000 6,400 $251 M-500 M P . 5
™ Active Only
 Mcdical and Pharmacy
* Approximate
“1996 Survey Information
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State Employees’ Health Insurance Organization and Management Survey

| Other Benefit Types Managed by the Insurance Progtram

Benefit Type :
Employee | Dependent Flexible Long-Term
] Prescription Life Life Spending Care :

: Dental | Vision Drug Insurance | Insurance Disability | Retitement Account ' | Insurance Other

State A v v v v v v COBRA,
Shared
Leave

State C v v v v v v v v

State D v v v v v / v v Legal
Insurance

State E v v v v v

State E v v v v v v v

State F v v Employee
Assistance
Program

State G v v v v v v v COBRA

State H v v v v

State 17 v v ¥

1996 Survey Information
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EXHIBITS

State Employees’ Health Insurance Organization and Management Survey

| Public Groups Offered the Medical Program e :
‘ ; Public Groups
State ~ Public : Community Public ' : By
. Employee | School EE | University College Library Municipality County | = City . Other
State A v v
State B v v
State C v v
State D v v v 6
State E v v
State F v v v v v v v v
State G v
State H v v v v v v v v
State I @ v v v v v some non-profit
 One county
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State Employees’ Health Insurance Organization and Management Survey

[ Number of Employees by Job Function

Job Function i
i Plan
Claims Finance/ . : Monitoring/
Monitoring/ .| Accounting/ | Enrollment/ Customer - Communi- Quality EAP/
3 o Actuarial Audit Billing Service cation Assurance. Wellness Other. .

State A 2 .25 FTE 6" @ 10 FTE @ 1.5 COBRA/125
Compliance - 1,
Administrative - 2

State B — 6 5 5 1 3 — Retiree - 1,
CODBRA -1

State C Job functions shared. Most benefit calls referred to the dedicated customer service unit at cach health plan. Agency has ten total

cmployees. No functions are outsourced.

State D 8 10 15 8 1 55 — Compensation

State E 1 1 2 2 () 1 1

State F 0 6 16 15 1 4 —_ 75 total
employees: HR,
Administrative,
Mailroom, Data
Management,
Marketing, and
other areas not
reported

State G — 1 1.25 1.25 5 — —

State H 2 11 59 24 3 14 9@ Data Services -
14, Administrative
Functions - 29

State 1™ 2 3 4" 14 1 3 3 Support Staff - 7

() g
" Actuarial Qutsourced

L¢3
» EAP outsourced

) . . . . . . . . .
Health Plan Monitoring and Quality Assurance combined with Claims Monitoring/Actuarial

(4) 5 . . s . .
Customer Service combined with Enrollment (4 employees for actives, 2 employceces for retirees)

1996 Survey Information

{6) - . o
Includes two employees from State Information Division

7 . .
Includes two part-time employees counted as one full-time employee
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State Employees’ Health Insurance Organization and Management Survey

Positions and Salary Levels by Job Function

Plan
Claims Finance/ e | Monitoring/
Monitoring/ Accounting/ Enrollment/ Customer | Quality _ ;
- Actuarial Audit ~_Billing Service Communication | Assurance EAP/Wellness Other
State A Program Consultant Mgmt. System HR Prof. IV HR Prof. 111
I Analysis I 45,000 - 55,000 45,000 - 55,000
35,000 - 45,000 35,000 - 45,000
State B Did Not Provide
State C Job functions shared. Benefit Planner: 48,000 - 72,000; Administrative Assistant: 19,000 - 24,000
State D Health Benefits | Financial Division Eligibility Tinit Support System Advanced Benelits Quality Compensation/
Division Director Director Manger Unit Manager | Information Specialist Assurance Staffing Division
65,000 - 85,000 65,000 - 85,000 35,000 - 45,000 35,000 - 45,000 35,000 - 45,000 Manager Director
40,000 - 50,000 65,000 - 85,000
Admin/Systems

Division Director
65,000 - 85,000

State E Benctit Program Enrollment Wellness
Administrator Coordinator Coordinator
$44,000 - 60,000 28,000 - 35,000 42,000 - 53,000
COBRA
Administrator
33,000 - 43,000
State F Manager of Fiscal Manager of | Manager of Manager of
Affairs Membership | Customer Rcsc:lrci:l and
42,000 = 69,000 42,000 — 69,000 | Support Compliance
42,000 — 69,000 44,000 — 73,000
State G — Accountant Benefit Benetit Benetit Technician 1
32,000 = 43,000 Technician | Technician 11 28,000 — 37,000
24,000 - 32,000 28,000 — 37,000
State H CPA Director of CPA Member Service Director of Public Asst. Wellness D.P. App.
65,000 - 75,000 Accounting 45,000 - 55,000 Manager Information Administrator Coordinator Specialist
60,000 - 70,000 30,000 - 40,000 45,000 - 55,000 | 55,000 - 65,000 30,000 - 40,000 35,000 - 45,000
Deputy
Administrator
65,000 - 75,000
State 17 Legislation/Policy Accountant 11 Information | henefit Specialist Communication Opcrations Director
Dir 25,000 - 35,000 28,000 - 35,000 25,000 - 30,000 Specialist Manager 45,000 - 60,000

50,000 - 60,000

Program Evaluation

35,000 - 45,000

Account Clerk [
17,000 - 20,000

Systems Support
20,000 - 25,000

Appeals
Coordinator
22,000 - 25,000
Customer Service
20,000 - 25,000

25,000 - 40,000

40,000 - 55,000
Program Eval.
35,000 - 45,000
Benefit
Specialist
25,000 - 30,000

EAP Coordinator
35,000 - 45,000
Wellness Coord.
35,000 - 45,000
Wellness
Specialist

22,000 - 30,000
Support Staff
15,000 - 22,000

M 1994 Survey Information
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