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IN THE UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
Pensacola Division

STATE OF FLORIDA, by and through
Bill McCollum, et al.,

Plaintiffs,
v, Case No.: 3:10-¢v-91-RV/EMT
UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES,

et al,,

Defendants.

DECLARATION OF PHILIP S. DIAL, FSA

Pursuant to 28 U.S.C. § 1746, ], PHILIP 8. DIAL, FSA, declare the following:

“My name is PHILIP S. DIAL, FSA. [am of sound mind. T have personal knowledge of each
of the true and correct facts stated herein, and 1 am competent and authorized to make this
affidavit.

I hold the positions of Senior Principal and Secretary for Rudd and Wisdom, Inc. (*Rudd and
Wisdom™) and have expertise in the design and financing of health and welfare plans, as
described more fully in my atlached resume. See Attachment [.

Rudd and Wisdom provides consulting actuarial services to the Employees Retirement System of
Texas (“ERS™), pursuant to a contract effective Septernber, 2009 (“Contract”). Pursuant to the
Contract, Rudd and Wisdom provides actuarial advice to the Texas Employees Group Benefits
(Insurance) Program (“GBP”) administered by ERS. Relevant Contract provisions are in
Attachment 2.

Under the Contract, Rudd and Wisdom is responsible for providing actuarial services to ERS in
connection with the GBP, including, but not limited to preparation of actuarial cost projections,
development of recommendations for contribution rates and liability estimates, and provision of
assistance to ERS in preparation of its submission of budget information requested by the Texas
Legislative Budget Board (“LBB™).

I am familiar with the State of Texas’ and ERS’ policies and practices conceming accounting
and financial reporting for health insurance coverage contributions and benefits provided under
the GBP administered by ERS.



I have verified and confirmed the accuracy of the information contained in the Attachments to
this Declaration. Information submitted to ERS by Rudd and Wisdom is accurately contained in
Attachment 3, the Legislative Appropriations Request for Texas State Fiscal Years 2012-2013
(September 1, 2011 to August 31, 2013) (hereinafter the “LAR™). The cost estimates included in
LAR Schedule 6] were prepared by Rudd and Wisdom employees at the requesi of ERS.  These
estimates were prepared by Rudd and Wisdom employees on ERS’ behalf in the regular course
of business at or near the time of the act, event or condition described therein or reasonably soon
thereafter,

Legislative Appropriations Reguest:

} am familiar with LBB’s request, in May, 2010, for ERS to prepare and submit its LAR. Part of
Rudd and Wisdom’s duties under the Contract are to assist ERS in doing so and it did assist with
the LAR as required.

The LBB instructions required ERS to estimate the budgetary impact to the GBP of federal
health care reform: Patient Protection and Affordable Care Act of 2010 (“PPACA;” Public Law
111-148), and the Health Care and Education Reconciliation Act of 2010 (“HCERA;” Public
Law 111-152) (collectively referred to as “federal health care reform” and/or PPACA).

As requesied by ERS, Rudd and Wisdom submitted budgetary estimates to ERS. ERS submitted
the LAR containing those budgetary estimates 1o state leadership, on August 30, 2010.
Relevant portions of the LAR related to federal health care reform are included in Attachment 3.
The LAR containing Rudd and Wisdom’s estimates is publically available on the ERS website:
http://www.ers state. tx us/news/reports/documents/1ar2012-2013 pdf.

The relevant portion of the LAR seeks state funding for ERS to provide basic life and health
insurance benefits to state agency employees, retirees and their eligible dependents under the
GBP.

The State appropriations requested in the LAR are only part of the GBP funding. Other funding
currently comes from:

¢ Member contributions for dependent premiums;

¢ Contributions from higher education institutions and other employers; and

¢ Supplemental funding from the contingency reserve fund (when avajlable) as required
under Section 1551.211 of the Texas Insurance Code.

This declaration addresses only the costs associated with and the appropriation requests to the
State of Texas for state agency members participating in the GBP and excludes contributions

from members, higher education institutions, other employers, and any reserve funds.

Estimated Budpetary Impact of Federal Health Care Reform:

The LAR includes an estimate of the budgetary impact to the State of Texas expected to result
from the impact of federal health care reform on the GBP, shows, per capita, that GBP costs are



projected to increase based on a number of factors including federal health care reform, and
accurately represents the advice Rudd and Wisdom provided under the Contract. See Attachment
3. Schedule 6.].

The actuarial advice provided by Rudd and Wisdom was given to ERS in accordance with the
limited, specific instructions of the LBB. See
hup://www.lbb.state.ix.us/LAR/LAR Agency Instructions.pdf

The following summarizes the information prepared by Rudd and Wisdom at the request of ERS
and included in the LAR pursuant 10 LBB instructions for the estimated State of Texas costs for
state agency members participating in the GBP, known to ERS to date, due to federal health care
reform for state fiscal years 2012 and 2013:

LAR ITEM NAME: Taotal Request Total Request
SFY 2012 SFY 2013
ltem 1-Expand coverage to dependent children up 0 $7.693.000 $8,389,000
agce 26:
Item 2-Cover preventive care at 100%: £14,269,000 $15,508.000
ltem 3-Eliminate lifetime maximum: $158,000 $172,000
Item 4-Patient Centered Outcome Research Fee: $0 $309.00
| TOTAL each state fiscal year: $22,120,000 $£24,378,000
TOTAL fiscal years 2012-2013: $46,498,000

See Anachment 3, Schedule 6.J PART A

Concerns submitted for each itemn included, but were not limitzd to, that ERS continues to review
the impact, application and requirements of federal health care reform to the GBP in conjunction
with existing law. As such, cost estimates are expected to ¢hange and new costs not yet
identified are expected to be identified in the future.

The ympact of enrollment growth was not considered, as instructed by the LBB.

I estimated the following additional cost to the Siate of Texas for swate agency members
participating in the GBP due to federal health care reform, as instructed by ERS and the LBB:

Item 1 — Expand coverage to dependent children up to age 26.

If the expansion of coverage to dependents up to age 26 in federal health care reform
[PPACA Sec. 1001 adds Public Health Services Act (PHSA) Sec. 2714] is applicable to
the GBP, I estimate the following additional cost to the Staie of Texas for state agency
members:

). Based on information provided by ERS, 1 estimate that an additional 6,500 dependent
children will be eligible to participate each year as a result of this provision. ERS
maintains date of birth information on dependents in the GBP. ERS runs a monthly
process to drop dependents who reach age 25 since they are generally no longer
eligible for coverage in the GBP. Dependent children who get married also lose

3



eligibility for coverage under the GBP. Based on the number of dependent children
who are dropped from the GBP each year due to age or mamage, ERS estimated that
an additional 6,500 dependent children will be eligible to participate in the GBP each
year as a result of this provision.

Of these 6,500 dependent children, who wouild become eligible due to federal heaith
care reform and assuming no growth in enrollment, T estimate that an additional 5,418
children will participate in the GBP each year. This estimate is based on the
following assumptions:

a. Under the GBP, the member contribution for child coverage is the same
regardless of the number of children covered. Approximately two-thirds (4,336)
of the newly cligible children will be from families for which the member is
already purchasing child coverage. Since the member will not be required to
make any additional contribution in order to enroll a newly eligible child, I
assumne that all of these children will participate.

b. The remaining one-third (2,164) of the newly eligible children will be from
families for which the member is not currently purchasing child coverage. Since
the member will be required to make a contribution for the coverage of these
chuldren, I assume that only 50% of those eligibie (1,082) will participate.

c. Total participation from these two groups will be 5,418 (4,336 + 1,082).

Based on actual GBP experience data for members under age 30, we estimate that it
will cost approximately $4,096 to cover each additional ¢hild in FY12. This estimate
takes into consideration the expectation that, on average, these new participants will
cost more than other participants their age due to the voluntary nature of their
participation; i.e., those with known health problems will be more likely to participate
than those that are healthy. We expect this cost to increase in accordance with the
health plan benefit cost trend of approximately 9.1% per year to $4,467 (§4,096 +
9.1%) per child in FY13. The health plan benefit cost trend represents the projected
annual increase in per capita ptan expenditures expected to result from increases in
the utilization and price of health care services and increases in the health plan’s share
of such expenses given that member copays, deductibles and coinsurance are
generally fixed.

Based on these assumptions, the additional cost to the plan i1s estimated at $22.2
million (5,418 X $4,096) for FY12 and $24.2 million (5,418 X $4,467) for FY13.
This cost is expected to increase each year in the future 1n accordance with the health
plan benefit cost trend.

The change in eligibility for children will increase the cost of dependent coverage.
The cost will be spread 50%/50% between the employers and the members assuming
confinuation of the current funding. Therefore, the employer cost will increase
$11.1M (50% X $22.2M) for FY12 and $12.1M for FY13 (50% X $24.2M)



4. Based on current enrollment, the employer cost is split among the state (69,33%),

higher education institutions (27.91%) and miscellaneous other employers (2.76%).
Therefore, the additional cost to the State of Texas for state agency members is
estimated to be $7.7 million (69.33% X $11.] million) for FY12 and $8.4 million
(69.33% X $12.1 million) for FY13.

Item 2 — Cover preventive care at 100%.

If 100% coverage of preventive care in federal health care reform [PPACA Sec. 1001
adds PHSA Sec. 2713] is required under the GBP, I estimate the following additional cost
to the State of Texas for state agency members:

L.

I estimate that the plan will incur additional cost of approximately $46 for each of the
543,000 GBP participants expected to be enrolled in FY12 or $25.0 million ($46 X
543,000), based on the following assumptions:

a. The $25 co-payment would be waived on an average of one wellness visit per
year for each participant, thus generating additional cost of $25 per participant for
FY12.

b. Approximately 10% of the participants would incur expenses for labs, tests and
other services that would have been subject to the 20% co-insurance which would
be prohibited under federal health care reform. The average annual expenses that
would have been subject to coinsurance for the affected participants would be
$210. Therefore, the average additional expense for all participants would be §21
(10% X $210) per participant for FY12.

¢. The total additional cost resulting from 100% coverage of preventive care is
estimated to be $46 ($25 + §21) per participant for FY12.

d. The projected enrollment for FY12 is based on the average number of participants
in FY10.

I estimate this cost to increase to about $50 per participant in FY13 in accordance
with the 9.1% health plan benefit cost trend ($46 + 9.1% = $§50) Thus the projected
additional cost would rise to $27.1 million ($50 X 543,000) in FY13.

Since this change will increase the cost of coverage for members and dependents, the
cost will be split between the employers and the members. Based on the current
distribution of contributions, the employers pay 82.15% of the contributions while the
members pay 17.85% of the contnbutions. Therefore the employers’ share of the
projected additional cost would be approximately $20.5 million (82.15% X $25.0
million) for FY12 and $22.3 million (82,15% X $27.1 million) for FY13.

The additional cost to the State of Texas for state agency members would be $14.3
million (69.33% X $20.5 million) for FY12 and $15.5 million (69.33% X $22.3
million) for FY13.



ltera 3 — Eliminate lifetime maximum for out-of-network services.

Though the GBP does not currently apply a lifetime maximum to in-network benefits, if
the GBP is required to eliminate the lifetime maximum for out-of-network services as
specified by federal health care reform [PPACA Sec. 1001 adds PHSA Sec. 2711], 1
estimate the following additional cost to the State of Texas for state agency members:

l.

[ estimate that this provision will increase GBP costs by $250,000 in FY 1 [, $277,000
in FY12, and $303,000 in FY13. These amounts have been established based on
actuarial judgment since data regarding expenses in excess of the current limit are not
available due to the impact of the limit.

Since this change will increase the cost of coverage for members and dependents, the
cost will be split between the employers and the members §82.15%/17.85%. The
employers’ share of the projected additional cost would be approximatety $205,000
{82.15% X $250,000) for FY11, §228,000 (82.15% X $277,000) for FY12 and
$249,000 (82.15% X $303,000) for FY13.

The additional cost to the State of Texas for state agency members would be
$142,000 (69.33% X $205,000) for FY11, $158,000 (69.33% X $228,000) for FY12
and $172,000 (69.33% X $249,000) for FY13.

[tem 4 — Payment of annual fee required to fund Patient Centered Outcomes Research

Trust Fund.

[f the GBP is required to pay into the Patient Centered Qutcomes Research Trust Fund,
as defined by the federal health care reform [PPACA Sec. 6301(e)(2)(A) adds Intemnal
Revenue Code Subchapter B, Sec. 4376], [ estimate the following additional cost to the
State of Texas for state agency members:

1.

The annual fee required under this provision will be $1.00 multiplied by the average
number of participants enrolled in the GBP health plans (HealthSelect and the HMOs)
during FY13, the first state fiscal year to which the fee applies, as defined by federal
health care reform. /4.

The fee will be paid based on the average enrollment for the fiscal year, which I
assume will be about 543,000 members and dependents or $543,000.

Since this change will increase the cost of coverage for members and dependents, the
cost will be split between the employers and the members 82.15%/17.85%. The
employers’ share of the projected additional cost would be approximately $446,000
(82.15% X $543,000) for FY13.

The additional cost to the State of Texas for state agency members would be
$309,000 (69.33% X $446,000) for FY13.



S. This fee will be incurred during FY 13 even though it would not be paid until FY14.

[ reserve the right to amend my testimony, as permitted by the Court, to address costs which may
become known to ERS and Rudd and Wisdom in connection with existing and/or revised state
and federal statures or regulations and/or as relevant input or direction from Texas legislative
leadership is received to permit various calculations and estimates.

I declare under penalty of perjury that the foregoing is true and correct.

Executed on this 39 'day of 5{-"{74 ¢ w2010,

U-/ \Rg\l D

Philip S. Dial, FSA
Senior Principal
Rudd and Wisdom, Inc.




ATTCHMENT 1
Philip S. Dial

Mr. Dial is a graduate of the University of Texas at Austin with a Bachelor’s degree in
Business Administration. He also has a Master’s degree in Actuarial Science from the
University of Michigan. He is a Fellow of the Society of Actuaries and a member of the
American Academy of Actuaries. Mr. Dial has been a consulting actuary with Rudd and
Wisdom, Inc. since 1971 and is the firm’s specialist in the group and health benefits field.
He has seven years experience working with public pension plans. He is a Senior
Principal and Secretary of the firm.

His experience includes:

e Service as consultant to large group and health benefits programs of large public
employers, including that of the State of Texas, the University of Texas System,
the Texas Medicaid Program and group benefits programs of several of the largest
trade and professional associations in Texas. These consulting activities include:

o Health and welfare plan design and financing

o Risk evaluation

Evaluation and selection of insurance, reinsurance, managed care
arrangements ,and administrative contracts

Valuation of other post employment benefits under GASB 43 and 45
Design of alternate funding mechanisms

Actuarial cost projections/statistical modeling

Preparation of budgets and legislative appropriation requests

Legislative impact evaluation and testimony before legislative committees
Provision of technical advise to boards of trustees

Assistance with and provision of testimony before legislative committees
Communication of complex actuarial and risk-related issues to non-
technical personnel

o

O O OO0 o0 o0 oo

o Extensive consulting activities with professional associations in the design,
creation, implementation and operation of captive insurance companies designed
to meet the individual insurance needs of their members. These consulting
services have included strategic planning, financial analysis, policy design,
premium rate determination, assistance in regulatory matters, procurement of
reinsurance and general advice and counsel to staffs and boards of directors.

o Extensive consulting activities with large, public retirement systems in Texas
including actuarial valuations, special studies and investigations of experience.
These services have also included consultation with respect to policy matters,
administrative methodology, benefit design and the drafting of legislation.
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STATE OF TEXAS §

COUNTY OF TRAVIS §

THIRD RESTATED CONTRACT

Article 1. Background

1.1

L3

1.4

1.5

The Employees Retirement System of Texas (“ERS” or “retirement system™) is a constitutional trust fund
established as mandated by Article XVI, Section 67, Texas Constitution, and further organized pursuant to
Subtitle B, Title 8, Tex. Gov't Code, as well as 34 Tex. Admin. Code, Sections 61.1 et seq. ERS administers
retirernent and employment-related benefits, including insurance benefits, for several classes of public
servants, including elected officials, appointed public officers, public employees and their dependents. The
Board of Trustees for the Employees Retirement System of Texas (the “Board™) is the trustee for trust funds
maintained and administered by the retirement system.

RUDD AND WISDOM entered into a Restated and Amended Contract and Renewal (the “First Restated
Contract”), which replaced prior contracts between the parties, for the purpose of Rudd and Wisdom
providing ERS with actuarial services for the administration of the Texas Employees Group Benefits Program
(“GBP"), formerly known as the UGIP, for the period beginning on January 1, 2003 and ending on December
31, 2003 (“the “‘Services”). Thereafter, ERS renewed and extended the Contract through May 31, 2008,
through amendments to the First Restated Contract. On May 30, 2008, the parties renewed and extended the
Contract through August 31, 2009 by entering into the Second Restated Contract (the “Second Restated
Contract™),

The parties hereby desire to enter into this Third Restated Contract (“Third Restated Contract’ or “the
Contract”) in order to renew the Second Restated Contract for an additional term, and to add new language as
outlined below.

As used herein, RUDD AND WISDOM shall mean and necessarily inchide the business entity selected by
ERS to provide the Services (as defined in Article 4) pursuant to the Contract, and also includes RUDD AND
WISDOM's Agents (as defined below) involved in performing, delivering or providing any representations,
warranties, services, equipment, or products relating to the Contract or the Services, The term “Agens” shall
mean affiliates, subsidiaries, representatives, officers, directors, principals, employees, agents, assigns and
any subcontractors and independent contractors. References hereafter in the Contract listing Agent, Agents
and/or any of the above specific entities, in addition to RUDD AND WISDOM, are for emphasis only and are
not intended to limit the scope of the foregoing definition of RUDD AND WISDOM.

For and in consideration of the mutual promises, covenants, and consideration herein expressed, the receipt
and sufficiency of which is hereby acknowledged, the Contract is entered into by and between RUDD AND
WISDOM and ERS to be effective as of the date set forth herein.

Article 2. Contract Term, Renewal, Amendment and Termination

2.1

22

The Contract and all aspects of the Contract will be for a term beginning as of the date executed by an
authorized representative of ERS as set forth on the signature page hereto and extending through August 31,
2011, unless terminated as provided herein or further extended by written agreement of the parties, ERS and
RUDD AND WISDOM agree and acknowledge that the Services to be provided under the Contract are
anticipated to be transacted primarily between September 1, 2009 and August 31, 2011 (the “Service
Period”).

Notwithstanding the immediately preceding paragraph, ERS and RUDD AND WISDOM agree and
acknowledge that there are duties and obligations specified by the Contract to be performed prior to and
following the Service Period, and the parties each agree to perform all such duties and obligations, and all
damages provisions included herein shall thereby be in effect. All contractual provisions related to RUDD
AND WISDOM’s obligations that extend beyond the Service Period, shall survive the termination or
expiration of the Contract. In the event any dispute arises in connection with any aspect of the Contract,

Rudd and Wisdom, Inc., Third Restated Contract
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RUDD AND WISDOM's invoices, ERS must notify RUDD AND WISDOM within that thirty (30) day
period. Any charge or portion of a charge outstanding (30) days after payment is due will be subject to a late
charge, which ERS agrees to pay, equal to the lesser of 1.0% or the maximum allowed by law for each month
that payment remains outstanding.

3.4 This entire Article shall survive any termination, expiration, renewal, extension or amendment of the
Contract.

Article 4. Scope of Services and Guidelines
4.1 RUDD AND WISDOM shall provide actuarial Services required in connection with the administration of the

GBP. The Services include, but are not limited to RUDD AND WISDOM’s agreement to:

A

B.

C.

-

E SN

provide a wide range of actuarial consulting services;

assist and advise ERS in the preparation of Requests for Proposals and Requests for Applications;

review responses to Requests for Proposals and Requests for Applications submitted by carriers,
administrators and health maintenance organizations {each an “HMO™") for reasonableness, accuracy,
and compliance with the theoretical cost model and other applicable pricing information;

advise ERS on pricing standards, service fees, and industry norms and trends;

develop actuarially sound funding projections and contribution rates for ERS’ self-funded plans to be
recommended to the Board and to form the basis for legislative appropriations;

review and analyze proposed premium rates from carriers and HMO's for health plans and other
insurance plans;

assist in the preparation of ERS’ Cost Containment Report;

assist with fiscal note preparation during legislative sessions, and testify before the legislature as
requested;

assist with biennial budget submission to the Legislative Budget Board;

assist ERS in the preparation and review of bids in connection with optional coverages;
analyze utilization data and cost trends for all programs;

assist with plan design for the dental program;

analyze prescription drug program claims information, utilization, costs and rebates and advise on future

td

assist as requested in the review and verification that monthly claim summary totals agree with weekly
benefit reimbursements made to the self-funded plan administrators;

perform actuarial valuations of Other Postemployment Benefits as required in accordance with GASB 43
and guidance issued by the Comptroller of Public Accounts of the State of Texas;

assist in presentations on financial matters to the Board and legislative committees as requested; and

perform other services reasonably requested by authorized ERS staff and by the Executive Director as
needed.

Rudd and Wisdom, Inc., Third Restated Contract
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4.2

4.3

44

Numerous actuarial services are set forth in this Third Restated Contract; however, RUDD AND WISDOM
shall perform only those Services provided for under this Third Restated Contract that are specifically
requested by ERS. ERS is obligated to pay only for those Services so requested and subsequently rendered
by RUDD AND WISDOM. All billings submitted by RUDD AND WISDOM to ERS shall be itemized in a
manner acceptable to ERS.

RUDD AND WISDOM shall not revise the Services for the term of the Contract, unless required by law, or
unless by written agreement between the authorized representatives of the parties. RUDD AND WISDOM
understands that ERS may revise the Services at any time and agrees to cooperate with ERS and to negotiate
in good faith as to any adjustment of the rates reasonably related to such Services.

RUDD AND WISDOM warrants and represents that the Services it provides under the Contract shall be
performed in utmost good faith, in a professional and workmanlike manner and in accordance with applicable
professional standards. RUDD AND WISDOM will immediately correct any work not in compliance with
this warranty.

Article S. Performance

5.1

5.2

RUDD AND WISDOM will perform the services required by this Third Restated Contract on an as-needed
basis from the effective date of this Third Restated Contract.

To enable RUDD AND WISDOM to perform its Services, ERS will promptly providle RUDD AND
WISDOM with such direction, materials, information and access to ERS’ representatives as RUDD AND
WISDOM reasonably requests. RUDD AND WISDOM will not take responsibility for verifying the
accuracy or completeness of information supplied to RUDD AND WISDOM by ERS or ERS’
representatives, but RUDD AND WISDOM agrees to describe the information it requires from ERS in
sufficient detail for ERS to fully, accurately and timely respond to the request. If RUDD AND WISDOM
receives inaccurate, incomplete or improperly formatted information, any additional time and expense
required to correct the information will be billed to ERS as additional services.

Article 6. Work Product

6.1

6.2

63

RUDD AND WISDOM agrees that information provided by ERS which 18 specific to ERS or its employees,
members, annuitants, retirees or business which is or could be incorporated into the work product, produced
or created by ERS as a result of this Third Restated Contract using information provided by ERS will be the
sole and exclusive property of ERS. RUDD AND WISDOM will not sell, lease, publish, or otherwise
distribute any such work product content that belongs to ERS except as necessary for RUDD AND
WISDOM’s performance under this Third Restated Contract. “Work Product” is defined as any documents,
plans, forms, reports, analyses, and account information, databases, participant information, participant lists,
or communications in any communication medium, written or otherwise, which is created, provided or in any
manner utilized in connection with RUDD AND WISDOM’s performance of its obligations under the Third
Restated Contract.

The Services RUDD AND WISDOM performs, together with the Work Product RUDD AND WISDOM
delivers to ERS, are provided for ERS’ use, solely for the intended purpose. ERS will own the copies of the
Work Product delivered to ERS and have the right to use, reproduce and adapt it for ERS’ purposes as ERS
deems necessary. ERS will retain ownership of any information provided by or specific to ERS’ employees,
members, annuitants, retirces, GBP participants or business operations that is or could be incorporated into a
deliverable or contained in RUDD AND WISDOM's Work Product, as well as any conclusions or
recommeniations of RUDD AND WISDOM specific to ERS’ employees, members, annuitanis, retirees,
GBP participants or business operations. RUDD AND WISDOM shall maintain the confidentiality of all
such information as specified in Article 14 herein.

Except as set out in the preceding paragraph, RUDD AND WISDOM will retain all intellectual property
rights, (including patents, trade secrets and copyrights) in its Work Product, including derivative works of it,
and may use it for any purpose.

Rudd and Wisdom, Inc., Third Restated Contract
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IN WITNESS WHEREOQF, ERS and RUDD AND WISDOM, as the two signatories to the Contract, have
memorialized this agreement by executing the Contract to be fully effective as of September 1, 2009, upon
execution by an authorized representative of ERS as set forth below.

RUDD AND WISDOM EMPLOYEES RETIREMENT SYSTEM
OF TEXAS
o (A0 A, A fota
By: \J \ By: (\1 §
Printed Name: Printed Name: Ann S, Fuelie
Title: SZC..N '}-Gr}g Title: Executive Director
Date: /Oq Date: &~ {8-019

*Signature fust ¥e notarized.

STATE OF TEXAS

COUNTY OF TRAVIS

This instrument was subscribed, sworn to, and acknowledged before me on ( 2 L4 Pro t S0,

2009, by _!iég&e o (D*QLGQ , of Rudd and Wisdom, Inc., a Texas corporation, on behalf of said

corporation.

§
§
§

P Y

Nogary Publiclih and for the State of Texas

(stamp) "
Printed Name of Notary: S

My Commission expires; ? -38/- Dla / \?

.

JENNIFER GRISSOM
Notary Public
STATE OF TEXAS

Commission Exp. 07-31-2013

Notary without Bond

Rudd and Wisdom, Inc., Third Restated Contract
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ADMINISTRATOR'S STATEMENT
82ND REGULAR SESSION, FISCAL YEARS 2012-2013

Agency Code: 327
Agency Name: Employees Retirement System of Texas

Ann S. Fuelberg, Executive Director

| am pleased to present the Legislative Appropriations Request (LAR) for the Employees Retirement System of Texas. The LAR requests funding to
provide retirement and insurance benefits to more than 500,000 State of Texas employees, retirees and their eligible family members. These benefits
support the State’s goal to recruit, retain, and reward the high-quality workforce Texas needs to make government work for all of its citizens. The programs
provide financial security for more than 76,000 retired Texans and health care for one of every 46 Texans, including 118,387 children under the age of

18. The programs benefit Texas through the impact of pension payments spent in Texas and medical claim payments to Texas doctors, hospitals, and
pharmacies.

This request supports:

= Four retirement plans: service retirement for state employees (ERS); elected state officials and district attorneys (ESO), law enforcement and custodial
officers (LECOS), and two judicial plans including state district and appellate judges (JRS | and JRS II). Disability retirement benefits -- occupational
and non-occupational -- are a part of each plan.

= Two death benefit programs: $5,000 lump sum death benefit paid to survivors of state retirees; $250,000 special death benefit paid to the survivors of
certain Texas public safety officers killed in the line of duty.

= Three insurance programs: employee and retiree health insurance, the State Kids Insurance Program (SKIP)and employee and retiree basic life
insurance.

ACCOMPLISHMENTS

The continued commitment and careful stewardship of the State, combined with active contract and investment management by ERS, have built a

model benefits program. Over 200 employers rely on these benefits to attract the employees they need. Texas is a large and growing state, with diverse
workforce needs ranging from professors to prison guards. The benefits program must compete with the private sector and other governmental entities, at
a cost that Texas taxpayers can reasonably support. To earn that support, ERS manages the programs to lower costs without sacrificing quality or value.

This past biennium, ERS worked with the Legislature to modify both the retirement and insurance programs to address rising costs. House Bill 2559
addressed the sustainability of the state pension program by modifying key components of the program, such as retirement eligibility, benefit calculations,
contribution rates, and return to work employment rules. The new provisions, which went into effect for all employees hired on or after September 1,
2009, are similar to provisions now being considered by states across the country. Texas already prohibits many other pension plan cost drivers, such as
automatic retiree cost of living adjustments and increasing or “spiking” retirement benefits by manipulating final salary figures. All employees contribute to
their own retirement security.

In the insurance plan, ERS took a multi-pronged approach to address a funding shortfall accelerated by higher than expected hospital costs. Negotiated
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provider discounts shaved $2.7 billion from provider-billed charges. When hospitals requested unreasonable price increases, ERS terminated them from
the provider network. Unlike many plan sponsors, ERS enforced a court settlement in the pharmacy program, holding our pharmacy benefit manager to
honor contractual discounts based on a court ordered price rollback, saving the program an estimated $15 million a year.

Despite these cost-cutting successes, the health insurance plan faced a funding gap. Working with insurance plan participants, ERS developed proposals
to share costs with participants. The plan, which goes into effect on September 1, 2010, targets high cost services, while allowing people to manage their

budgets. The new benefit design is sensitive to members’ preferences and feedback, which ERS received through a series of statewide listening sessions
and a survey that drew a 26 percent response rate. Following these changes, participants will be responsible for about 21% of the health care costs of the
program.

EXTERNAL CHALLENGES

Among the many external challenges ERS faced during the past biennium, the most significant was the downturn in the U.S. economy and its effect
on the investment market. While ERS was not immune to the market decline, the trust fund’s long-term horizon, conservative approach, and diversified
investment portfolio makes it well suited to withstand such short-term market volatility.

Another challenge will be the impact and implementation of federal health care reform. While some provisions could have a positive effect, others will
certainly increase some short-term costs. Having depleted the insurance contingency reserve fund to cover previous funding shortfalls, the program does
not have reserves to deal with these cost increases.

A continuing challenge for the health care program is the rising costs associated with health care delivery. The costs continue to climb at rates well above
inflation. Rising costs are due to continuing increases in the price and utilization of health care services because of several factors, including an aging
population, an increase in chronic health conditions, the introduction of costly new procedures and medications, and cost shifting to insured patients.

External budget pressure could also affect the retirement program. If Texas reduces the workforce through layoffs or retirement incentives, retirement rates
could skyrocket. Currently 13% of the state workforce is eligible to retire. Even employment practices such as furloughs or salary freezes could increase
the number of retirements. Retirement rates that exceed current assumptions and experience increase the cost of providing benefits. The last retirement
incentive was a significant factor in increasing system costs by accelerating retirement rates above the system’s funding assumptions.

RETIREMENT APPROPRIATION REQUEST

The state starts funding retirement benefits as soon as a worker enters the system. This funds the benefits throughout an employee’s working career. The
normal cost is calculated by determining the current rate of employer and employee contributions needed to pay for future retirement benefits, assuming
that retirement rates and investment earnings match expectations. The current normal cost is 12.38%. System members contribute 6.5% of that cost.

The unfunded liability of a system is adversely affected when the system does not consistently receive enough contributions to pay the normal cost of
providing benefits and pay down any unfunded liability. To cover this unfunded liability, contributions must increase to an actuarially sound contribution
rate. The current actuarially sound contribution rate for the ERS employee retirement trust fund is 15.84% based on the valuation as of August 31, 2009.

Both the normal and the actuarially sound contribution rate will change based on the fiscal year end actuarial valuation of the trust fund. In addition to the
fiscal year update, a special mid-year actuarial updated valuation of the fund will be done as of February 28, 2011 in order to provide the Legislature with
the most current estimates.
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BASELINE REQUESTS FOR THE RETIREMENT PROGRAM:

=  Employee and elected class retirement
$814 million to fund the state retirement contribution at the base line of 6.95%.
The member contribution is assumed to remain at 6.5% for the biennium. This baseline request (13.45%) slightly exceeds the current normal cost
of 12.38%. This amount does not equal the actuarially sound contribution rate as set by state law and accounting standards. That means it is not
enough to amortize the unfunded accrued liability, or even pay the interest on the liability.

= Law Enforcement and Custodial Officer Supplemental Retirement Trust Fund (LECOS)
$47.7 million to fund the LECOS program at the base line of 1.59%.
LECOS members began contributing to the LECOS retirement fund on September 1, 2009. The LECOS member contribution is assumed to remain
at 0.5% of payroll for the biennium. This baseline request (2.09%) slightly exceeds the current normal cost of 2.07%, but it is not sufficient to amortize
the unfunded accrued liability over a measurable period.

= JRSPlan|
$54.5 million to fund the Judicial Retirement Plan | at current levels.
JRS | is a closed plan that receives appropriations equal to benefit payments.

=  JRSPlanll

$22.7 million to fund the Judicial Retirement Plan Il at the base line of 16.83%.

Plan Il judges contribute 6% of payroll to the plan. The JRS Il member contribution is assumed to remain at 6% of payroll for the biennium. At these
contribution levels, the plan is considered actuarially sound.

=  Chapter 615

$12.1 million to fund public safety officer death benefits at current levels.
= Retiree death benefit

$16.2 million to fund retiree lump sum death benefits at current levels.
EXCEPTIONAL ITEM REQUESTS FOR THE RETIREMENT PROGRAM:
= Current Actuarially Sound Contribution for Retirement Trust Fund
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$282.3 million to provide the actuarially sound contribution rate as required in Sec. 811.006 of the Texas Government Code.

The current actuarially sound contribution rate is 15.84%, requiring an employer contribution of 9.34%, in addition to the member contribution of 6.5%.
The actuarially sound contribution rate is made up of the normal cost of 12.38%, and the contributions needed to erase the unfunded liability over 31
years. The current difference is 3.46% between the normal cost and the actuarially sound contribution rate. The system reported an unfunded liability
in 2003, following years of below normal cost contributions, the impact of retirement incentives and two years of negative investment returns. The
liability has continued to grow because the fund has not received enough contributions to cover the normal cost and pay down the unfunded debt.

Current Actuarially Required Contribution for Law Enforcement and Custodial Officers Supplemental Fund

$14.9 million for the LECOS fund to provide the actuarially sound contribution rate as required in Sec. 811.006 of the Texas Government Code. The
current actuarially sound contribution rate is 2.58%, requiring an employer contribution of 2.08%, in addition to the member contribution of 0.5%.

GROUP BENEFITS (INSURANCE) PROGRAM APPROPRIATIONS REQUEST

BASELINE REQUESTS FOR THE GROUP BENEFITS PROGRAM:

$2.5 billion to fund the program at the prescribed base level, below the current spending levels

The baseline request for the FY2012-2013 biennium provides slightly more funding than the estimated and appropriated state funding for the FY2010-
2011 biennium. Current GBP expenditures are much higher than that appropriated amount. Those higher costs were covered by using funds from
the GBP contingency reserve fund as supplemental funding; i.e., the contingency reserve fund is being used to supplement state contributions.

ERS expects the contingency reserve fund to be almost fully depleted by August 31, 2011, and unavailable to supplement state contributions in the
FY2012-2013 biennium.

Funding the program at this baseline level would require GBP spending cuts of about 17%. This level of cuts cannot be achieved through standard
cost-shifting strategies. This level of cuts would drastically alter the current benefit design and cost sharing structure of the plan. In order to meet this
lower funding level, the state would not be able to maintain the current contribution strategy. Since at least 1993, the State has paid 100% of the cost
of member coverage and 50% of the cost of dependent coverage. At this baseline funding level, it would be necessary for members (employees and
retirees) to pay 20% of the cost of member only coverage and 60% of the dependent coverage cost. For employees covering their families, this would
be a 41% increase to their premium contributions.

Alternatively, the State could choose to restructure the plan design, shifting to a high deductible health plan with an associated health savings account
for employees, or a catastrophic health plan.

EXCEPTIONAL ITEM REQUESTS FOR THE GROUP BENEFITS PROGRAM:

Funding to maintain health plan benefits at FY2011 levels

In addition to the baseline funding request, the program needs $575.6 million to fund the program at a level sufficient to cover GBP costs for the
FY2012-2013 biennium, including projected increases in health plan costs. The baseline funding level is based on an average of the FY2010-2011
program costs and not the actual costs as of August 31, 2011. This lower figure was then reduced by 5%. To make up for this deficit, and to cover
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any cost increases, this exceptional item, together with the baseline, requests annual increases in per capita funding of 15.58% for FY2012 and
8.89% for FY2013. ERS expects the contingency reserve fund to be almost fully depleted at the start of the biennium and not available to supplement
program funding.

Per capita health plan benefit costs are projected to increase based on a number of factors including:

how many and what type of health care services and medications will be used by program participants,
how much service and drug costs are expected to increase,

how much plan costs will be lowered through cost containment and members’ cost share and behavior, and
the impact of legislative changes, such as expanded coverage required by federal health care reform.

The FY2012 percentage increase is larger than the FY2013 percentage increase. The FY2012 request includes replacing the contingency fund
spend down (4.89%), plus the projected costs related to health care reform (1.74%) in addition to the plan cost trend of 8.95%. In FY2013, the per
capita funding increase is equal to the per capita increase in GBP cost. Note that this item does not re-establish the contingency reserve fund. Re-
establishment of the contingency reserve fund is in a separate exceptional item request.

State appropriations are only part of the GBP funding. Other funding comes from:

e Member contributions for dependent premiums,

e Contributions from higher education institutions, and other employers, and

e Supplemental funding from the contingency reserve fund (when available).

Funding to meet statutory requirement for the GBP contingency reserve fund:

$311.2 million to re-establish the contingency reserve fund as required under Section 1551.211 of the Texas Insurance Code.

The statute requires ERS to request funding necessary to maintain a contingency reserve fund adequate to cover self-funded expenditures for an
average 60-day period in the next biennium, or a balance of about $569 million as of August 31, 2013. This funding request, together with additional

funding from (a) higher education institutions, (b) other employers participating in the program, and (c) members who elect dependent coverage, is
expected to be sufficient to meet the statutory minimum.

ESTIMATED BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM

This LAR includes an estimate of the budgetary impact to the Group Benefits Program (GBP) of the federal HR 3590, Patient Protection and Affordable
Care Act of 2010 (PPACA), and HR 4872, the Health Care and Education Reconciliation Act of 2010, collectively referred to as federal health care reform.
We appreciate the recognition that there is considerable uncertainty surrounding state implementation. The PPACA, as amended, includes many changes
to existing statutes, regulations, and to other provisions of the PPACA itself, and many requirements and references are not clearly stated, organized, or
cross-referenced and/or are vague and ambiguous. It is unclear whether some of the provisions will apply to the GBP, as noted throughout the Part 6.J.
schedule.

ERS anticipates that legislative guidance will be issued that will affect these estimated costs. Some regulations are not yet published; others were only
recently issued, without sufficient opportunity for ERS to consider all of the possible impacts and costs. ERS is prepared to revise this estimate as
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additional information, such as newly issued or revised statutes, regulations, interpretations or other guidance and/or any court rulings become available.

There is the possibility that the GBP could qualify for revenue from the Early Retiree Reinsurance Program. The ERRP provides reimbursement to

plan sponsors providing health insurance coverage to retirees who are over age 55 and who are not yet eligible for Medicare. Plan sponsors may be
reimbursed for 80 percent of claims between $15,000 and $90,000 for eligible retirees and their spouses and dependent children. ERS has applied for
participation in the ERRP on behalf of the GBP. If the application is accepted, ERS will submit periodic requests for the GBP’s share of the $5 billion
appropriation for the program. However, it is unclear if the funding is sufficient to respond to all applications, if the GBP application will be approved, and if
the State would agree to accept any funding provided to the program. With all of these variables, any possible cost savings are too uncertain to include on
the Part 6.J. schedule.

GASB STANDARDS RELATING TO OTHER POST EMPLOYMENT BENEFITS (OPEB)

As reported in the last LAR, the Governmental Accounting Standards Board (GASB) now requires governmental employers to value and report the
projected cost of providing current and future retirees with other post-employment benefits (OPEB), primarily health care benefits. Texas funds OPEB on a
pay-as-you-go basis and does not have a continuing, or constitutional, obligation to provide insurance benefits to employees or retirees beyond each fiscal
year. ERS reports the information required under GASB Statement No. 43, Financial Reporting for Postemployment Benefit Plans Other than Pension
Plans, to the Texas Comptroller of Public Accounts. This LAR requests funding for the cost of providing life and health benefits to retirees during FY2012-
2013, as detailed in the request, but does not request funding for any future costs associated with OPEB.

GASB is also considering changing the reporting method for pension liabilities that would change how the unfunded liability is reported. The proposal
would report the unfunded liability (or net pension liability) on the State’s balance sheet. This shifts the reporting to a total obligation and makes it harder to
determine if an employer is meeting its short-term obligations to the plan. If approved, these proposed accounting standards could go into effect as early
as 2012. The standards would initially be implemented for pension plan reporting and then could affect OPEB calculations. GASB clearly states that the
proposed standards are for accounting and financial reporting only and are separate from funding standards.

AGENCY AUTHORITY AND POLICY ON CRIMINAL BACKGROUND CHECKS
In accordance with Texas Government Code, Chapter 411.1402, ERS may obtain criminal history record information maintained by the Texas Department
of Public Safety (DPS) for all job applicants. The criminal history information may be used to evaluate an applicant for employment. All ERS job postings

will state that the agency conducts a criminal history check on the primary and secondary candidate(s) recommended for the position.

Criminal history checks may also be conducted on current or former employees when circumstances necessitate such checks. Only the Executive
Director or designee may approve a request for a criminal history check on current or former employees.

ERS will conduct an FBI fingerprint check on all applicants, including internal candidates, selected to fill “covered person” positions. Covered persons are
defined in the ERS Investments Policy as all ERS Investments staff, Investment Accounting staff, the Investment Compliance Auditor, the Chief Operating
Officer, and Executive Director.

A conviction is not an automatic cause for an adverse personnel action. However, failure to report a conviction may result in corrective action up to and
including termination of employment.
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The ERS will review all criminal convictions on a case-by-case basis based on several factors including:

The nature and seriousness of each offense and its relationship to the duties of the position.
The number of offenses committed by the individual.

The length of time since the offense,

The individual's work performance and/or history,

The accuracy of the information on the individual’'s employment application, and

The explanation the candidate provides in the event of a criminal conviction.
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EMPLOYEES RETIREMENT SYSTEM OF TEXAS

Board Members Dates of Terms Hometown

I. Craig Hester, Chair November 1, 2005 - August 31, 2010 Austin, Texas
Cydney Donnell, Vice-Chair June 20, 2007 — August 31, 2012 Fredricksburg, Texas
Yolanda “Yoly” Griego August 31, 2009 — August 31, 2015 El Paso, Texas
Owen Whitworth September 1, 2005 — August 31, 2011 Austin, Texas
Donald Wood January 8, 2009 — August 31, 2014 Odessa, Texas
Cheryl MacBride October 19,2009 - August 31, 2013 Austin, Texas
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1)

2)

3)

4)

5)

6)

EMPLOYEES RETIREMENT SYSTEM OF TEXAS
ORGANIZATIONAL CHART SUPPLEMENTARY INFORMATION

BOARD OF TRUSTEES

The board is composed of six members and headed by the Chairperson. It is responsible for formulating the basic policies, rules and regulations
consistent with the purposes, policies, principles and standards stated in the statutes. The board members serve as fiduciaries of all trust funds
administered by the ERS. The Executive Director and Internal Audit report to the Board of Trustees.

EXECUTIVE DIRECTOR

The Executive Director, who manages a staff of four, is appointed by the Board of Trustees. The Executive Director advises and recommends to
the board what will be needed to transact the business of the ERS. The Executive Director is responsible for the preparation of an annual operating
budget indicating the amount needed to pay the retirement system’s expenses for the following fiscal year. This budget is submitted to the board
for review and adoption. Governmental Relations, Investments, Communications and Research, and Legal Services staff report to the Executive
Director.

INTERNAL AUDIT

The Director of Internal Audit directs a staff of four. Internal Audit provides independent, objective assurance and advisory services to the agency.
LEGAL SERVICES

The General Counsel directs a staff of 15. The Legal Services division advises the Board of Trustees, the Executive Director and Division Directors
regarding all legal matters affecting ERS and the programs it administers. Division staff represents ERS and the Board of Trustees in administrative
appeals related to members and retirees claims for insurance benefits and disability retirement.

GOVERNMENTAL RELATIONS

The Director of Governmental Relations directs a staff of two. Governmental Relations serves as the key contact and liaison for requests and
inquiries from the Governor’s office, Legislature, and legislative agencies, and external communications with the media. It monitors and reports on
ERS related legislation, legislative studies, and studies or reports conducted by other state agencies.

COMMUNICATIONS AND RESEARCH

The Director of Communications and Research directs a staff of 14. The Division manages communications with ERS members and participants

including employees, retirees and human resources staff of the employers served by ERS. Writers, graphic designers, trainers, and speakers
educate these audiences through print publications, the ERS website, face-to-face presentations, webcasts and benefits fairs.
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7)

8)

9)

10)

11)

12)

13)

14)

INVESTMENTS

The Deputy Executive Director of Investments directs a staff of 58. The Investments Division is responsible for managing fund assets in order to earn
a sufficient return on investments to insure the payments due to members of the retirement plan.

CHIEF OPERATING OFFICER

The Chief Operating Officer, who directs a staff of six, is responsible for the daily operations of the ERS. Benefit Contracts, Finance, Customer
Benefits, Human Resources, Information Systems, and Operations Support staff report to the Chief Operating Officer.

HUMAN RESOURCES

The Human Resources Manager directs a staff of three. Human Resources is responsible for administering the personnel program for ERS. Itis
responsible for hiring and retaining a competent, quality work force.

BENEFIT CONTRACTS

The Director of Benefit Contracts directs a staff of 20. The Benefit Contracts division is responsible for the administration of contracts with vendors
that provide benefits related products and services to ERS customers.

FINANCE

The Chief Financial Officer directs a staff of 35. The Finance division includes Budget, General Accounting, Purchasing, Investment Accounting and
Revenue Processing. Finance performs the accounting and budgeting functions for the agency.

CUSTOMER BENEFITS

The Director of Customer Benefits directs a staff of 97. The Customer Benefits division communicates, counsels and responds to benefit related
inquiries from ERS customers. Division staff calculates and pays annuity and survivor benefits, processes insurance transactions, and oversees the
flexible benefits and deferred compensation program.

INFORMATION SYSTEMS

The Chief Technology Officer directs a staff of 63. The Information Systems division is responsible for the development and operation of all
automated systems in support of the agency’s mission.

OPERATIONS SUPPORT

The Operations Support Manager directs a staff of 15. The Operations Support division provides support services such as records management,
printing, mail and building maintenance.
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2 A. SUMMARY OF BASE REQUEST BY STRATEGY DATE:  8/31/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 9:26:12AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name:  Employees Retirement System
Goal / Objective | STRATEGY Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
1 To Administer Comprehensive and Actuarially Sound Retirement Programs
1 Ensure Actuarially Sound Retirement Programs
1 ERS - RETIREMENT 359,777,501 396,828,631 408,042,003 407,055,299 407,055,303
2 LECOS RETIREMENT PROGRAM 20,870,584 23,781,999 23,914,782 23,848,390 23,848,391
3 JUDICIAL RETIREMENT SYSTEM - PLAN 2 11,368,443 11,380,232 11,351,883 11,366,057 11,366,058
4 JUDICIAL RETIREMENT SYSTEM - PLAN 1 28,170,864 27,300,248 27,189,972 27,245,110 27,245,110
5 PUBLIC SAFETY BENEFITS 3,865,675 5,923,207 6,173,207 6,048,207 6,048,207
6 RETIREE DEATH BENEFITS 7,378,210 8,088,040 8,088,040 8,088,040 8,088,040
TOTAL, GOAL 1 $431,431,277 $473,302,357 $484,759,887 $483,651,103 $483,651,109

2 Provide Employees & Retirees with Quality Health Program

1 Manage GBP for State & Higher Education Employees

1 GBP - GENERAL STATE EMPLOYEES

1,083,588,315

1,189,280,616

1,274,281,049

1,250,491,206

1,250,491,209

2 POST RETIREMENT HEALTH BENEFITS 0 0 0 0 0
TOTAL, GOAL 2 $1,083,588,315 $1,189,280,616 $1,274,281,049 $1,250,491,206 $1,250,491,209

TOTAL, AGENCY STRATEGY REQUEST $1,515,019,592 $1,662,582,973 $1,759,040,936 $1,734,142,309 $1,734,142,318
TOTAL, AGENCY RIDER APPROPRIATIONS REQUEST* $0 $0
GRAND TOTAL, AGENCY REQUEST $1,515,019,592 $1,662,582,973 $1,759,040,936 $1,734,142,309 $1,734,142,318
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2 A. SUMMARY OF BASE REQUEST BY STRATEGY DATE:  8/31/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 9:26:12AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name:  Employees Retirement System

Goal / Objective | STRATEGY Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013

METHOD OF FINANCING:

General Revenue Funds:

1 General Revenue Fund 909,430,452 997,559,567 1,057,179,806 1,041,075,242 1,041,075,244
SUBTOTAL $909,430,452 $997,559,567 $1,057,179,806 $1,041,075,242 $1,041,075,244

General Revenue Dedicated Funds:

469 Crime Victims Comp Acct 2,000,000 1,750,000 2,000,000 1,875,000 1,875,000

994 GR Dedicated Accounts 52,112,961 58,923,931 62,876,335 61,715,608 61,715,611
SUBTOTAL $54,112,961 $60,673,931 $64,876,335 $63,590,608 $63,590,611

Federal Funds:

555 Federal Funds 268,601,581 312,556,973 327,471,839 324,591,624 324,591,626
SUBTOTAL $268,601,581 $312,556,973 $327,471,839 $324,591,624 $324,591,626

Other Funds:

6 State Highway Fund 272,338,340 279,447,366 296,391,452 292,020,018 292,020,019

573 Judicial Fund 4,404,209 3,414,070 3,405,565 3,409,817 3,409,818

998 Other Special State Funds 6,132,049 8,931,066 9,715,939 9,455,000 9,455,000
SUBTOTAL $282,874,598 $291,792,502 $309,512,956 $304,884,835 $304,884,837
TOTAL, METHOD OF FINANCING $1,515,019,592 $1,662,582,973 $1,759,040,936 $1,734,142,309 $1,734,142,318

*Rider appropriations for the historical years are included in the strategy amounts
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE 8/31/2010
82nd Regular Session, Agency Submission, Version 1 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
GENERAL REVENUE
1 General Revenue Fund
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$477,867 $36,500,628 $26,203,789 $0 $0
Regular Appropriations
$953,312,255 $940,441,300 $1,002,108,979 $1,041,075,242 $1,041,075,244

RIDER APPROPRIATION
ArtIX, Sec 17.01, Schedule C Pay Raises (2010-11 GAA)

$0 $73,612

Art IX, Sec 17.02(a) Additional Appropriation for Employees Benefits

$0 $(456,013)

Art IX, Sec 17.02(b) Additional Appropriation for Employees Benefits

$0 $11,359,152

Art IX, Sec 19.61, Schedule C Pay Raises (2008-09 GAA)
$96,113

Art IX, Sec 19.62(a), Salary Increase (2008-09 GAA)
$8,604,107

HB 1, 80th Leg., R.S., Art I, page 1-33, rider 14; Contingency SB1847
$(7,989,735)
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
GENERAL REVENUE
HB 15 Data Centers Consolidation, Sec 30 (h-1) — Reductions
$(1,747,880) $0 $0 $0 $0
TRANSFERS
Art IX, Sec 17.13(a) One Time Payments
$0 $11,462,784 $17,527,155 $0 $0
LAPSED APPROPRIATIONS
Lapsed Appropriations
$(43,322,275) $(1,821,896) $(1,932,173) $0 $0
TOTAL, General Revenue Fund
$909,430,452 $997,559,567 $1,057,179,806 $1,041,075,242 $1,041,075,244
TOTAL, ALL GENERAL REVENUE
$909,430,452 $997,559,567 $1,057,179,806 $1,041,075,242 $1,041,075,244
GENERAL REVENUE FUND - DEDICATED
469 GR Dedicated - Compensation to Victims of Crime Account No. 469
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$712,124 $0 $0 $0 $0
Regular Appropriations
$1,287,876 $2,208,940 $2,208,940 $1,875,000 $1,875,000
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
GENERAL REVENUE FUND - DEDICATED
LAPSED APPROPRIATIONS
Lapsed Appropriations
$0 $(458,940) $(208,940) $0 $0
TOTAL, GR Dedicated - Compensation to Victims of Crime Account No. 469
$2,000,000 $1,750,000 $2,000,000 $1,875,000 $1,875,000
994 General Revenue Dedicated Accounts
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$0 $1,733,071 $1,000,718 $0 $0
Regular Appropriations
$56,056,996 $55,214,544 $59,010,447 $61,715,608 $61,715,611
RIDER APPROPRIATION
Art IX, Sec 17.01, Schedule C Pay Raises (2010-11 GAA)
$0 $102,837 $102,837 $0 $0
Art IX, Sec 17.02(a) Additional Appropriation for Employees Benefits
$0 $1,441,228 $2,252,672 $0 $0
Art IX, Sec 17.13(a) One Time Payments
$0 $432,251 $509,661 $0 $0
Art IX, Sec 19.61, Schedule C Pay Raises (2008-09 GAA)
$102,575 $0 $0 $0 $0
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
GENERAL REVENUE FUND - DEDICATED
Art IX, Sec 19.62(a), Salary Increase (2008-09 GAA)
$583,280 $0 $0 $0 $0
HB 1, 80th Leg., R.S., Art I, page 1-33, rider 14; Contingency SB1847
$(546,392) $0 $0 $0 $0
HB 15 Data Centers Consolidation, Sec 30 (h-1) — Reductions
$(363,900) $0 $0 $0 $0
LAPSED APPROPRIATIONS
Lapsed Appropriations
$(3,719,598) $0 $0 $0 $0
TOTAL, General Revenue Dedicated Accounts
$52,112,961 $58,923,931 $62,876,335 $61,715,608 $61,715,611
TOTAL, ALL GENERAL REVENUE FUND - DEDICATED
$54,112,961 $60,673,931 $64,876,335 $63,590,608 $63,590,611
TOTAL, GR & GR-DEDICATED FUNDS
$963,543,413 $1,058,233,498 $1,122,056,141 $1,104,665,850 $1,104,665,855
FEDERAL FUNDS
555 Federal Funds
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$0 $8,960,462 $4,912,648 $0 $0
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE 8/31/2010
82nd Regular Session, Agency Submission, Version 1 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
FEDERAL FUNDS
Regular Appropriations
$279,375,181 $299,895,516 $317,737,242 $324,591,624 $324,591,626
RIDER APPROPRIATION

Art IX, Sec 17.01, Schedule C Pay Raises (2010-11 GAA)

$0 $48,656 $48,656 $0 $0
Art IX, Sec 17.02(a) Additional Appropriation for Employees Benefits

$0 $1,593,232 $2,394,449 $0 $0
Art IX, Sec 17.13(a) One Time Payments

$0 $2,059,107 $2,378,844 $0 $0
Art IX, Sec 19.61, Schedule C Pay Raises (2008-09 GAA)

$51,416 $0 $0 $0 $0
ArtIX, Sec 19.62(a), Salary Increase (2008-09 GAA)
$2,665,387 $0 $0 $0 $0
HB 1, 80th Leg., R.S., Art I, page 1-33, rider 14; Contingency SB1847
$(2,338,998) $0 $0 $0 $0
HB 15 Data Centers Consolidation, Sec 30 (h-1) — Reductions
$(1,760,551) $0 $0 $0 $0

LAPSED APPROPRIATIONS
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
FEDERAL FUNDS
Lapsed Appropriations
$(9,390,854) $0 $0 $0 $0
TOTAL, Federal Funds
$268,601,581 $312,556,973 $327,471,839 $324,591,624 $324,591,626
TOTAL, ALL FEDERAL FUNDS
$268,601,581 $312,556,973 $327,471,839 $324,591,624 $324,591,626
OTHER FUNDS
6 State Highway Fund No. 006
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$0 $8,202,550 $4,661,173 $0 $0
State Highway Fund No. 006
$281,589,751 $279,828,161 $300,262,419 $292,020,018 $292,020,019
RIDER APPROPRIATION
Art IX, Sec 17.01, Schedule C Pay Raises (2010-11 GAA)
$0 $740,896 $740,896 $0 $0
Art IX, Sec 17.02(a) Additional Appropriation for Employees Benefits
$0 $298,379 $582,859 $0 $0
Art IX, Sec 17.02(b) Additional Appropriation for Employees Benefits
$0 $(11,359,152) $(11,883,072) $0 $0
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE 8/31/2010
82nd Regular Session, Agency Submission, Version 1 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
OTHER FUNDS
Art IX, Sec 17.13(a) One Time Payments
$0 $1,736,532 $2,027,177 $0 $0
ArtIX, Sec 19.61, Schedule C Pay Raises (2008-09 GAA)
$796,957 $0 $0 $0 $0
Art IX, Sec 19.62(a), Salary Increase (2008-09 GAA)
$2,569,624 $0 $0 $0 $0
HB 1, 80th Leg., R.S., Art I, page 1-33, rider 14; Contingency SB1847
$(2,359,711) $0 $0 $0 $0
HB 15 Data Centers Consolidation, Sec 30 (h-1) — Reductions
$(704,897) $0 $0 $0 $0
LAPSED APPROPRIATIONS
Lapsed Appropriations
$(9,553,384) $0 $0 $0 $0
State Highway Fund No. 006
$272,338,340 $279,447,366 $296,391,452 $292,020,018 $292,020,019
573 Judicial Fund No. 573
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$2,678,202 $36,493 $27,988 $0 $0



2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
OTHER FUNDS
Regular Appropriations
$1,726,007 $3,377,577 $3,377,577 $3,409,817 $3,409,818
TOTAL, Judicial Fund No. 573
$4,404,209 $3,414,070 $3,405,565 $3,409,817 $3,409,818
998 Other Special State Funds
REGULAR APPROPRIATIONS
Estimated Appropriation Revision
$0 $259,338 $151,861 $0 $0
Other Special State Funds
$6,339,824 $8,188,711 $8,744,923 $9,455,000 $9,455,000
RIDER APPROPRIATION
ArtIX, Sec 17.02(a) Additional Appropriation for Employees Benefits
$0 $410,975 $732,513 $0 $0
Art IX, Sec 17.13(a) One Time Payments
$0 $72,042 $86,642 $0 $0
Art IX, Sec 19.62(a), Salary Increase (2008-09 GAA)
$87,057 $0 $0 $0 $0
HB 1, 80th Leg., R.S., Art I, page 1-33, rider 14; Contingency SB1847
$(82,577) $0 $0 $0 $0
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2 B. SUMMARY OF BASE REQUEST BY METHOD OF FINANCE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:37:26AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
METHOD OF FINANCING Exp 2009 Est 2010 Bud 2011 Req 2012 Req 2013
OTHER FUNDS
LAPSED APPROPRIATIONS
Lapsed Appropriations
$(212,255) $0 $0 $0 $0
TOTAL, Other Special State Funds
$6,132,049 $8,931,066 $9,715,939 $9,455,000 $9,455,000
TOTAL,ALL OTHER FUNDS
$282,874,598 $291,792,502 $309,512,956 $304,884,835 $304,884,837

GRAND TOTAL

FULL-TIME-EOUIVALENT POSITIONS

REGULAR APPROPRIATIONS
Regular Appropriations from MOF Table
(2008-09 GAA)
Regular Appropriations from MOF Table
(2010-11 GAA)
Regular Appropriations

TOTAL, ADJUSTED FTES

NUMBER OF 100% FEDERALLY FUNDED

FTEs

$1,515,019,592

$1,662,582,973

$1,759,040,936

$1,734,142,309

$1,734,142,318

0.0

0.0

305.8 0.0 0.0
0.0 312.0 323.0 0.0 0.0
0.0 0.0 0.0 3320 332.0

305.8 312.0 323.0 332.0 332.0
0.0 0.0 0.0 0.0 0.0
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8/31/2010

2.C. SUMMARY OF BASE REQUEST BY OBJECT OF EXPENSE DATE:
82nd Regular Session, Agency Submission, Version 1 TIME: 9:40:34AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
OBJECT OF EXPENSE Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

1002 OTHER PERSONNEL COSTS
2009 OTHER OPERATING EXPENSE

3001 CLIENT SERVICES

OOE Total (Excluding Riders)

OOE Total (Riders)
Grand Total

$420,187,392

$1,083,588,315

$459,291,110

$1,189,280,616

$470,498,640

$1,274,281,049

$469,514,856

$1,250,491,206

$469,514,862

$1,250,491,209

$11,243,885 $14,011,247 $14,261,247 $14,136,247 $14,136,247
$1,515,019,592 $1,662,582,973 $1,759,040,936 $1,734,142,309 $1,734,142,318
$1,515,019,592 $1,662,582,973 $1,759,040,936 $1,734,142,309 $1,734,142,318
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2.D. SUMMARY OF BASE REQUEST OBJECTIVE OUTCOMES

82nd Regular Session, Agency Submission, Version 1
Automated Budget and Evaluation system of Texas (ABEST)

Date : 8/31/2010
Time: 9:28:11AM

Agency code: 327 Agency name: Employees Retirement System
Goal/ Objective /| Outcome Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
1 To Administer Comprehensive and Actuarially Sound Retirement Programs
1 Ensure Actuarially Sound Retirement Programs
KEY 1 % of ERS Retirees Expressing Satisfaction with Member Benefit Services
95.04% 95.00% 97.00% 97.00% 97.00%
2 # of Years to Amortize the ERS Unfunded Actuarial Accrued Liability
9,999,999,999.90 9,999,999,999.90 9,999,999,999.90 9,999,999,999.90 9,999,999,999.90
3 # Years to Amortize the LECOS Unfunded Actuarial Accrued Liability
9,999,999,999.90 9,999,999,999.90 9,999,999,999.90 9,999,999,999.90 9,999,999,999.90
4 # of Years to Amortize the JRS-2 Unfunded Actuarial Accrued Liability
4.80 3.80 2.80 1.80 0.80
5 ERS Time-weighted Rate of Return (5 Year Rolling Basis)
4.48% 3.50% 3.70% 2.60% 5.10%
6 ERS Annual Operating Expense Per Member
59.83 59.90 59.90 59.90 59.90
7 Investment Expense as Basis Points of Net Assets
17.97 15.29 16.00 16.00 16.00
8 Percent of Time the ERS On-line System is Available to Customers
98.00 98.00 98.00 98.00 98.00
2 Provide Employees & Retirees with Quality Health Program
1 Manage GBP for State & Higher Education Employees
KEY 1 Percent of HealthSelect Participants Satisfied with Network Services
90.00% 89.00% 89.00% 89.00% 89.00%
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2.E. SUMMARY OF EXCEPTIONAL ITEMS REQUEST
82nd Regular Session, Agency Submission, Version 1
Automated Budget and Evaluation System of Texas (ABEST)

DATE: 8/31/2010
TIME : 9:38:31AM

Agency code: 327

Agency name: Employees Retirement System

2012 2013 Biennium
GR and GR and GR and
Priority Item GR/GR Dedicated All Funds FTEs GR Dedicated All Funds FTEs GR Dedicated All Funds
1 Retirement Progr Actuarially Sound $89,142,848 $141,160,489 $89,142,848 $141,160,489 $178,285,696 $282,320,978
2 LECOS Progr Actuarially Sound $6,769,075 $7,436,355 $6,769,075 $7,436,355 $13,538,150 $14,872,710
3 Group Benefit Program Cost Increase $137,286,858 $222,322,830 $218,139,566 $353,255,995 $355,426,424 $575,578,825
4 Group Benefit Program Reserve Fund $91,987,431 $148,964,776 $100,163,023 $162,204,358 $192,150,454 $311,169,134
Total, Exceptional Items Request $325,186,212 $519,884,450 $414,214,512 $664,057,197 $739,400,724 $1,183,941,647
Method of Financing
General Revenue $305,731,960 $305,731,960 $389,526,225 $389,526,225 $695,258,185 $695,258,185
General Revenue - Dedicated 19,454,252 19,454,252 24,688,287 24,688,287 44,142,539 44,142,539
Federal Funds 100,867,925 129,287,421 230,155,346
Other Funds 93,830,313 120,555,264 214,385,577
$325,186,212 $519,884,450 $414,214,512 $664,057,197 $739,400,724 $1,183,941,647
Full Time Equivalent Positions
Number of 100% Federally Funded FTEs 0.0 0.0
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2.F. SUMMARY OF TOTAL REQUEST BY STRATEGY DATE : 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME : 9:29:10AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name:  Employees Retirement System
Base Base Exceptional Exceptional Total Request Total Request
Goal/Objective/STRATEGY 2012 2013 2012 2013 2012 2013
1 To Administer Comprehensive and Actuarially Sound Retirement Prog
1 Ensure Actuarially Sound Retirement Programs
1 ERS - RETIREMENT $407,055,299 $407,055,303 $141,160,489 $141,160,489 $548,215,788 $548,215,792
2 LECOS RETIREMENT PROGRAM 23,848,390 23,848,391 7,436,355 7,436,355 31,284,745 31,284,746
3 JUDICIAL RETIREMENT SYSTEM - PLAN 2 11,366,057 11,366,058 0 0 11,366,057 11,366,058
4 JUDICIAL RETIREMENT SYSTEM - PLAN 1 27,245,110 27,245,110 0 0 27,245,110 27,245,110
5 PUBLIC SAFETY BENEFITS 6,048,207 6,048,207 0 0 6,048,207 6,048,207
6 RETIREE DEATH BENEFITS 8,088,040 8,088,040 0 0 8,088,040 8,088,040
TOTAL, GOAL 1 $483,651,103 $483,651,109 $148,596,844 $148,596,844 $632,247,947 $632,247,953
2 Provide Employees & Retirees with Quality Health Program
1 Manage GBP for State & Higher Education Employees
1 GBP - GENERAL STATE EMPLOYEES 1,250,491,206 1,250,491,209 371,287,606 515,460,353 1,621,778,812 1,765,951,562
2 POST RETIREMENT HEALTH BENEFITS 0 0 0 0 0 0
TOTAL, GOAL 2 $1,250,491,206 $1,250,491,209 $371,287,606 $515,460,353 $1,621,778,812 $1,765,951,562
TOTAL, AGENCY
STRATEGY REQUEST $1,734,142,309 $1,734,142,318 $519,884,450 $664,057,197 $2,254,026,759  $2,398,199,515
TOTAL, AGENCY RIDER
APPROPRIATIONS REQUEST
GRAND TOTAL, AGENCY REQUEST $1,734,142,309 $1,734,142,318 $519,884,450 $664,057,197 $2,254,026,759 $2,398,199,515
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2.F. SUMMARY OF TOTAL REQUEST BY STRATEGY DATE : 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME : 9:29:10AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name:  Employees Retirement System
Base Base Exceptional Exceptional Total Request Total Request
Goal/Objective/]STRATEGY 2012 2013 2012 2013 2012 2013
General Revenue Funds:
1 General Revenue Fund $1,041,075,242 $1,041,075,244 $305,731,960 $389,526,225 $1,346,807,202 $1,430,601,465
$1,041,075,242 $1,041,075,244 $305,731,960 $389,526,225 $1,346,807,202 $1,430,601,46¢
General Revenue Dedicated Funds:
469 Crime Victims Comp Acct 1,875,000 1,875,000 0 0 1,875,000 1,875,00C
994 GR Dedicated Accounts 61,715,608 61,715,611 19,454,252 24,688,287 81,169,860 86,403,89¢
$63,590,608 $63,590,611 $19,454,252 $24,688,287 $83,044,860 $88,278,89¢
Federal Funds:
555 Federal Funds 324,591,624 324,591,626 100,867,925 129,287,421 425,459,549 453,879,047
$324,591,624 $324,591,626 $100,867,925 $129,287,421 $425,459,549 $453,879,04"
Other Funds:
6 State Highway Fund 292,020,018 292,020,019 90,793,526 116,733,934 382,813,544 408,753,953
573 Judicial Fund 3,409,817 3,409,818 0 0 3,409,817 3,409,81¢&
998 Other Special State Funds 9,455,000 9,455,000 3,036,787 3,821,330 12,491,787 13,276,33C
$304,884,835 $304,884,837 $93,830,313 $120,555,264 $398,715,148 $425,440,101
TOTAL, METHOD OF FINANCING $1,734,142,309 $1,734,142,318 $519,884,450 $664,057,197 $2,254,026,759 $2,398,199,51%
FULL TIME EQUIVALENT POSITIONS 332.0 332.0 0.0 0.0 332.0 332.0
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2.G. SUMMARY OF TOTAL REQUEST OBJECTIVE OUTCOMES Date : 8/31/2010

82nd Regular Session, Agency Submission, Version 1 Time: 9:39:33AM
Automated Budget and Evaluation system of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
Goal/ Objective Outcome
Total Total
BL BL Excp Excp Request Request
2012 2013 2012 2013 2012 2013
1 To Administer Comprehensive and Actuarially Sound Retirement Programs
1 nsw eHlctra iallyBorsdReti emestl og amu
KEY 1 % of ERS Retirees Expressing Satisfaction with Member Benefit Services
97.00% 97.00% 97.00% 97.00%
2 # of Years to Amortize the ERS Unfunded Actuarial Accrued Liability
9,999,999,999.90 9,999,999,999.90 31.00 31.00 31.00 31.00
3 # Years to Amortize the LECOS Unfunded Actuarial Accrued Liability
9,999,999,999.90 9,999,999,999.90 31.00 31.00 31.00 31.00
4 # of Years to Amortize the JRS-2 Unfunded Actuarial Accrued Liability
1.80 0.80 1.80 0.80
5 ERS Time-weighted Rate of Return (5 Year Rolling Basis)
2.60% 5.10% 2.60% 5.10%
6 ERS Annual Operating Expense Per Member
59.90 59.90 59.90 59.90
7 Investment Expense as Basis Points of Net Assets
16.00 16.00 16.00 16.00
8 Percent of Time the ERS On-line System is Available to Customers
98.00 98.00 98.00 98.00

2 Provide Employees & Retirees with Quality Health Program
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2.G. SUMMARY OF TOTAL REQUEST OBJECTIVE OUTCOMES

82nd Regular Session, Agency Submission, Version 1

Automated Budget and Evaluation system of Texas (ABEST)

Date : 8/31/2010
Time: 9:39:33AM

Agency code: 327 Agency name: Employees Retirement System
Goal/ Objective Outcome
Total Total
BL BL Excp Excp Request Request
2012 2013 2012 2013 2012 2013
1 MasagelGBPlo BtatekkHlighe ki drcatios i mployeeu
KEY 1 Percent of HealthSelect Participants Satisfied with Network Services
89.00% 89.00% 89.00% 89.00%
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 1 Provide an Actuarially Sound Level of Funding As Defined by State Law Service: 06 Income: A.2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Output Measures:

1 Number of ERS Retirees Added to Annuity Payroll 5,016.00 5,218.00 5,425.00 5,650.00 5,880.00
KEY 2 Number of ERS Accounts Maintained 213,808.00 222,290.00 229,000.00 236,000.00 243,000.00
Explanatory/Input Measures:

1 Number of ERS Annuitants 73,265.00 76,700.00 80,500.00 84,200.00 88,100.00
Objects of Expense:

1002 OTHER PERSONNEL COSTS $359,777,501 $396,828,631 $408,042,003 $407,055,299 $407,055,303

TOTAL, OBJECT OF EXPENSE $359,777,501 $396,828,631 $408,042,003 $407,055,299 $407,055,303

Method of Financing:
1 General Revenue Fund $213,160,791 $238,116,824 $247,859,830 $245,854,882 $245,854,883
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $213,160,791 $238,116,824 $247,859,830 $245,854,882 $245,854,883

Method of Financing:
994  GR Dedicated Accounts $14,421,110 $15,943,427 $16,308,833 $16,234,225 $16,234,226

SUBTOTAL, MOF (GENERAL REVENUE FUNDS - DEDICATED) $14,421,110 $15,943,427 $16,308,833 $16,234,225 $16,234,226

Method of Financing:
555  Federal Funds

00.327.001 ERS Retirement $66,249,533 $76,001,924 $76,190,838 $76,969,972 $76,969,973
CFDA Subtotal, Fund 555 $66,249,533 $76,001,924 $76,190,838 $76,969,972 $76,969,973
SUBTOTAL, MOF (FEDERAL FUNDS) $66,249,533 $76,001,924 $76,190,838 $76,969,972 $76,969,973

Method of Financing:
6  State Highway Fund $63,798,266 $64,090,000 $64,900,803 $65,235,813 $65,235,813

998  Other Special State Funds $2,147,801 $2,676,456 $2,781,699 $2,760,407 $2,760,408
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System

GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:

STRATEGY: 1 Provide an Actuarially Sound Level of Funding As Defined by State Law Service: 06 Income: A.2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
SUBTOTAL, MOF (OTHER FUNDS) $65,946,067 $66,766,456 $67,682,502 $67,996,220 $67,996,221
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $407,055,299 $407,055,303
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $359,777,501 $396,828,631 $408,042,003 $407,055,299 $407,055,303
FULL TIME EQUIVALENT POSITIONS: 305.8 312.0 323.0 332.0 332.0

STRATEGY DESCRIPTION AND JUSTIFICATION:

The Employees Retirement System of Texas (ERS) is the administrative body for the State Employees Retirement System; authorized by Article XVI, Section 67(b) 3, Texas
Constitution, and governed by Title 8, Subtitle B, Texas Government code. The retirement system covers employees of most state agencies, statewide elected officials, and
legislators.

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:

The retirement program administered by the ERS is a defined benefit pension plan. ERS members contribute 6.5% of their salary. The state contributes 6.95%. The combined
contributions are held in a trust fund where they combine with investment earnings to fund retirement benefits. The funding is calculated by making actuarial assumptions about
the future demographics of the members and the trust fund earnings. Any significant deviation between experience and actuarial assumptions can affect the funding calculation.
Among the many factors that can affect the program are across-the-board pay raises that are above or below assumptions, significant turns in the investment markets, and
retirement rates of state employees that are different than the assumptions, such as accelerated retirements as a result of a retirement incentive program.

Assumptions:

The above funding request assumes 6.95% state contribution, 6.5% member contribution and no growth in payroll for Fiscal Year 2012 and 2013. The appropriation is requested to
be “estimated” since it is payroll driven.

The method of finance reflects proportionality as provided by the LBB.
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 2 LECOS Retirement Program Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Output Measures:

1 Number of LECOS Retirees Added to Annuity Payroll 766.00 665.00 700.00 740.00 780.00

2 Number of LECOS Accounts Maintained 53,876.00 54,547.00 55,500.00 56,500.00 57,500.00
Explanatory/Input Measures:

1 Number of LECOS Annuitants 6,793.00 7,289.00 7,375.00 7,450.00 7,525.00
Objects of Expense:

1002 OTHER PERSONNEL COSTS $20,870,584 $23,781,999 $23,914,782 $23,848,390 $23,848,391
TOTAL, OBJECT OF EXPENSE $20,870,584 $23,781,999 $23,914,782 $23,848,390 $23,848,391
Method of Financing:

1 General Revenue Fund $18,740,166 $21,182,626 $21,300,896 $21,241,761 $21,241,761
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $18,740,166 $21,182,626 $21,300,896 $21,241,761 $21,241,761
Method of Financing:

994  GR Dedicated Accounts $249,787 $304,410 $306,109 $305,259 $305,260
SUBTOTAL, MOF (GENERAL REVENUE FUNDS - DEDICATED) $249,787 $304,410 $306,109 $305,259 $305,260
Method of Financing:

555  Federal Funds

00.327.003 LECOS Retirement $73,327 $92,750 $93,268 $93,009 $93,009

CFDA Subtotal, Fund 555 $73,327 $92,750 $93,268 $93,009 $93,009

SUBTOTAL, MOF (FEDERAL FUNDS) $73,327 $92,750 $93,268 $93,009 $93,009
Method of Financing:

6  State Highway Fund $1,807,304 $2,202,213 $2,214,509 $2,208,361 $2,208,361
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 2 LECOS Retirement Program Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
SUBTOTAL, MOF (OTHER FUNDS) $1,807,304 $2,202,213 $2,214,509 $2,208,361 $2,208,361
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $23,848,390 $23,848,391
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $20,870,584 $23,781,999 $23,914,782 $23,848,390 $23,848,391

FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:

The ERS is the administrator of the Law Enforcement and Custodial Officer Supplemental Retirement Fund (LECOSRF), governed by Title 8, Subtitle B, Texas Government Code.
The program provides supplemental retirement benefits to certified peace officers employed by specific state agencies, including the Department of Public Safety, the Texas
Alcoholic Beverage Commission, and the Parks and Wildlife Commission, and custodial officers employed by the Texas Department of Criminal Justice. The State contribution is
appropriated by the legislature.

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:

The LECOSREF is a defined benefit retirement plan. As such, it is dependent on advance actuarial funding. The funding is analyzed each year through an Actuarial Valuation,which
examines annual experience and projects future funding based on actuarial assumptions. Any significant deviation between future experience and actuarial assumptions can affect
the outcome of these projections. Among the many factors that can affect the program are growth of the covered employee population, across the board pay raises that are above

or below assumptions, significant turns in the investment market, and retirement rates that are different than the assumptions, such as accelerated retirements as a result of a
retirement incentive program.

Assumptions:

The above funding request assumes 1.59% state contribution, 0.5% member contribution, and no growth in payroll for Fiscal Years 2012 and 2013. The appropriation is requested to
be “estimated” since it is payroll driven.
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 3 Maintain Retirement Program for State Judicial Officers Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Output Measures:

1 Number of JRS-2 Retirees Added to Annuity Payroll 39.00 13.00 30.00 13.00 30.00

2 Number of JRS-2 Accounts Maintained 667.00 686.00 696.00 701.00 710.00
Explanatory/Input Measures:

1 Number of JRS-2 Annuitants 187.00 170.00 180.00 170.00 195.00
Objects of Expense:

1002 OTHER PERSONNEL COSTS $11,368,443 $11,380,232 $11,351,883 $11,366,057 $11,366,058
TOTAL, OBJECT OF EXPENSE $11,368,443 $11,380,232 $11,351,883 $11,366,057 $11,366,058
Method of Financing:

1 General Revenue Fund $6,964,234 $7,966,162 $7,946,318 $7,956,240 $7,956,240
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $6,964,234 $7,966,162 $7,946,318 $7,956,240 $7,956,240
Method of Financing:

573  Judicial Fund $4,404,209 $3,414,070 $3,405,565 $3,409,817 $3,409,818
SUBTOTAL, MOF (OTHER FUNDS) $4,404,209 $3,414,070 $3,405,565 $3,409,817 $3,409,818
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $11,366,057 $11,366,058
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $11,368,443 $11,380,232 $11,351,883 $11,366,057 $11,366,058

FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System

GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:

STRATEGY: 3 Maintain Retirement Program for State Judicial Officers Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

The ERS is the administrator of the Judicial Retirement System of Texas, Plan Two (JRSII), created under Article XVI, section 67, of the Texas Constitution and governed by Title 8,
Subtitle E, Texas Government Code. The JRS II covers state judicial officers who first took office on or after September 1, 1985. Members of the JRS 1I contribute 6 percent of salary.
Under Sections 840.103 and 840.106, Texas Government Code, the State contributes a percentage of the members’ aggregate state compensation sufficient to finance any actuarial
liability over a period that does not exceed 30 years by one or more years. This strategy is part of the ERS goal of administering comprehensive and actuarially sound retirement
programs and supports the objective of retaining proper funding and investment growth for the programs.

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:

Like the State employee system, the JRS II program is a defined benefit pension plan. The funding of a defined benefit program is calculated by making actuarial assumptions
about the future demographics of the covered employee group and about trust fund investment earnings. Any significant deviation between experience and actuarial assumptions
can affect the funding calculation. A few of the many factors which can affect the program include pay raises for judicial officers, significant turns in the investment markets, and
legislation which increases the number of covered positions.

Assumptions:

The above funding request assumes 16.83% state contribution, 6% member contribution and no growth in payroll for Fiscal Years 2012 and 2013. The appropriation is requested
to be “estimated” since it is payroll driven.
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3.A. STRATEGY REQUEST

DATE: 8/30/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 4 Provide for the Payment of JRS-1 Benefits as Required by Law Service: 06 Income: A.2 Age: B.2
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Output Measures:

1 Number of JRS-1 Retirees Added to Annuity Payroll 13.00 6.00 10.00 5.00 9.00

2 Number of JRS-1 Accounts Maintained 30.00 33.00 30.00 29.00 28.00
Explanatory/Input Measures:

1 Number of JRS-1 Annuitants 472.00 459.00 450.00 435.00 419.00
Objects of Expense:

1002 OTHER PERSONNEL COSTS $28,170,864 $27,300,248 $27,189,972 $27,245,110 $27,245,110
TOTAL, OBJECT OF EXPENSE $28,170,864 $27,300,248 $27,189,972 $27,245,110 $27,245,110
Method of Financing:

1 General Revenue Fund $28,170,864 $27,300,248 $27,189,972 $27,245,110 $27,245,110
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $28,170,864 $27,300,248 $27,189,972 $27,245,110 $27,245,110
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $27,245,110 $27,245,110
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $28,170,864 $27,300,248 $27,189,972 $27,245,110 $27,245,110

FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:

The ERS is the administrative body for the Judicial Retirement System of Texas. Plan One (JRS 1), created under Article XVI, Section 67, Texas Constitution, and governed by
Title B, Subtitle D, Texas Government Code. Benefits under JRS I are paid by direct appropriation from General Revenue. State Judicial officers who first held office before
September 1, 1985 are eligible for membership in the JRS 1. This is a closed plan that has not had any new covered members since 1985. Judges who took office for the first time on

or after September 1, 1985 are in the JRS 1I plan.

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:
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3.A. STRATEGY REQUEST

DATE: 8/30/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 4 Provide for the Payment of JRS-1 Benefits as Required by Law Service: 06 Income: A.2 Age: B.2
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

External factors affecting the JRS I program include pay raises for state judicial officers and the demographics of the Plan’s membership.

Assumptions:

Funding for Fiscal Years 2012 and 2013 is requested with no growth assumption from the Fiscal Year 2010/2011 base. Although this request does not include an amount for JRS I
membership refunds, any JRS I membership refunds requested would be paid out of this appropriation. The appropriation is requested to be “estimated” since it is a pay-as-you-go

plan.
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 5 Provide Death Benefits to Beneficiaries of Public Safety Workers Service: 06 Income: A.2 Age: B3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Output Measures:
1 Number of Death Benefit Claims Processed 13.00 22.00 20.00 20.00 20.00
2 Number of Beneficiaries Receiving Benefits 127.00 131.00 135.00 135.00 140.00
Objects of Expense:
3001 CLIENT SERVICES $3,865,675 $5,923,207 $6,173,207 $6,048,207 $6,048,207
TOTAL, OBJECT OF EXPENSE $3,865,675 $5,923,207 $6,173,207 $6,048,207 $6,048,207

Method of Financing:
1 General Revenue Fund $1,865,675 $4,173,207 $4,173,207 $4,173,207 $4,173,207
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $1,865,675 $4,173,207 $4,173,207 $4,173,207 $4,173,207

Method of Financing:

469  Crime Victims Comp Acct $2,000,000 $1,750,000 $2,000,000 $1,875,000 $1,875,000
SUBTOTAL, MOF (GENERAL REVENUE FUNDS - DEDICATED) $2,000,000 $1,750,000 $2,000,000 $1,875,000 $1,875,000
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $6,048,207 $6,048,207
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $3,865,675 $5,923,207 $6,173,207 $6,048,207 $6,048,207

FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:

Chapter 615 Texas Government Code provides for payment by the state of a $250,000 lump sum, plus monthly dependent benefits, to the survivors of Texas law enforcement or
fire fighting personnel who are killed in the line of duty. The eligibility for benefits is not tied to state employment and extends to local law enforcement and firefighters. In addition,
certain survivors qualify for the payment of funeral expenses. The ERS is the administrative body for this program.
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3.A. STRATEGY REQUEST

DATE: 8/30/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 5 Provide Death Benefits to Beneficiaries of Public Safety Workers Service: 06 Income: A.2 Age: B3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:

Payments under this Program are directly dependent on the number of public safety officers killed in the line of duty each year within the State.

Assumptions:

Funding for Fiscal Years 2012 and 2013 is requested with no growth assumption from the Fiscal Year 2010/2011 base. The appropriation is requested to be “estimated” since it is

event driven.
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System

GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:

STRATEGY: 6  Provide Lump-sum Retiree Death Benefits. Estimated. Service: 06 Income: A.2 Age: B.2
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

Output Measures:
1 Number of Retiree Death Benefits Paid 1,848.00 2,018.00 2,175.00 2,350.00 2,550.00

Efficiency Measures:

1 Average Number of Days to Process Retiree Death Benefits 7.00 7.00 7.00 7.00 7.00
Objects of Expense:

3001 CLIENT SERVICES $7,378,210 $8,088,040 $8,088,040 $8,088,040 $8,088,040

TOTAL, OBJECT OF EXPENSE $7,378,210 $8,088,040 $8,088,040 $8,088,040 $8,088,040

Method of Financing:

1 General Revenue Fund $7,378,210 $8,088,040 $8,088,040 $8,088,040 $8,088,040
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $7,378,210 $8,088,040 $8,088,040 $8,088,040 $8,088,040
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $8,088,040 $8,088,040
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $7,378,210 $8,088,040 $8,088,040 $8,088,040 $8,088,040

FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:

Section 814.501, Texas Government Code, provides that the State shall pay a lump sum death benefit of $5,000 to the survivor or estate of a person retired under any of the
retirement programs administered by the ERS Board of Trustees.

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:
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3.A. STRATEGY REQUEST

DATE: 8/30/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 6  Provide Lump-sum Retiree Death Benefits. Estimated. Service: 06 Income: A.2 Age: B.2
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

This strategy is affected by the annual death rate of ERS retired members.

Assumptions:

Funding for Fiscal Years 2012 and 2013 is requested with no growth assumption from the Fiscal Year 2010/2011 base. The appropriation is requested to be “estimated” since it is

event driven.
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 2 Provide Employees & Retirees with Quality Health Program Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Manage GBP for State & Higher Education Employees Service Categories:
STRATEGY: 1 Provide Basic Insurance Program to General State Employees. Estimated Service: 06 Income: Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Output Measures:
1 In-Network Services as a Percentage of Total Services 93.20 % 95.50 % 95.50 % 95.50 % 95.50 %
2 Mental Health/Substance Abuse Costs as % of Total HealthSelect 1.90 % 2.00 % 2.00 % 2.00 % 2.00 %
Costs
3 Prescription Drug Program Costs as Percent of Total HealthSelect 21.90 % 21.30 % 19.50 % 19.60 % 19.90 %
Costs
Efficiency Measures:
KEY 1 Percent of Medical Claims Processed within Thirty Days 99.20 % 98.90 % 99.00 % 99.00 % 99.00 %
2 Percent of All Electronic Pharmacy Claims Paid Within 21 Days 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
KEY 3 Total Cost Paid Per HealthSelect Member for Admin & Claims 16.87 16.89 17.35 18.04 18.76
Processing
4 Total Cost Paid/HealthSelect Member/ Pharmacy Admin & 1.29 1.31 1.34 1.37 1.42
Claims Process
Explanatory/Input Measures:
1 # Employees, Retirees & Dependents Covered by GBP Health 518,140.00 534,636.00 536,131.00 544,763.00 553,533.00
Care Plans
2 Percent of Participants in HMOs 11.10 % 6.60 % 6.30 % 6.30 % 6.30 %
3 Average Monthly State Contribution Per SKIP Enrollee 117.10 126.71 136.83 151.24 166.96
4 Number of Members Enrolled in SKIP 6,096.00 6,234.00 6,334.00 6,436.00 6,540.00
5 Number of Children Covered by SKIP 12,700.00 12,988.00 13,197.00 13,409.00 13,625.00

Objects of Expense:
2009 OTHER OPERATING EXPENSE

TOTAL, OBJECT OF EXPENSE

Method of Financing:

1 General Revenue Fund

$1,083,588,315
$1,083,588,315

$633,150,512

$1,189,280,616
$1,189,280,616

$690,732,460
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 2 Provide Employees & Retirees with Quality Health Program Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Manage GBP for State & Higher Education Employees Service Categories:
STRATEGY: 1 Provide Basic Insurance Program to General State Employees. Estimated Service: 06 Income: A.2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $633,150,512 $690,732,460 $740,621,543 $726,516,002 $726,516,003
Method of Financing:

994 GR Dedicated Accounts $37,442,064 $42,676,094 $46,261,393 $45,176,124 $45,176,125
SUBTOTAL, MOF (GENERAL REVENUE FUNDS - DEDICATED) $37,442,064 $42,676,094 $46,261,393 $45,176,124 $45,176,125
Method of Financing:

555  Federal Funds

00.327.002 ERS Insurance $202,278,721 $236,462,299 $251,187,733 $247,528,643 $247,528,644
CFDA Subtotal, Fund 555 $202,278,721 $236,462,299 $251,187,733 $247,528,643 $247,528,644
SUBTOTAL, MOF (FEDERAL FUNDS) $202,278,721 $236,462,299 $251,187,733 $247,528,643 $247,528,644

Method of Financing:
6  State Highway Fund

998  Other Special State Funds
SUBTOTAL, MOF (OTHER FUNDS)

TOTAL, METHOD OF FINANCE (INCLUDING RIDERS)

TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS)
FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:

$206,732,770
$3,984,248
$210,717,018

$1,083,588,315

$213,155,153
$6,254,610

$219,409,763

$1,189,280,616

$229,276,140
$6,934,240

$236,210,380

$1,274,281,049

$224,575,844
$6,694,593

$231,270,437

$1,250,491,206

$1,250,491,206

Chapter 1551, § 1551.211 of the Texas Insurance Code, created the Texas Employees Group Benefits Program (GBP) and established the ERS as the administrative body for that
program. That article explains that the State will provide a program of health care insurance and other appropriated insurance coverage to be funded by employee and state funds.
This strategy supports the ERS goal of providing a comprehensive health care program and the attendant objective of efficiently managing the program.
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System

GOAL: 2 Provide Employees & Retirees with Quality Health Program Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Manage GBP for State & Higher Education Employees Service Categories:

STRATEGY: 1 Provide Basic Insurance Program to General State Employees. Estimated Service: 06 Income: A.2 Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:

This strategy is affected by a variety of elements, ranging from state policy toward its employees, to rising medical cost throughout the United States. Beginning September 1, 1992,
the ERS created a self-funded managed care program, HealthSelect, to help ensure that state employees will continue to have access to affordable health insurance.

Assumptions:

The $2.5 billion in the ERS baseline request is calculated based on the Fiscal Year 2010 estimated and Fiscal Year 2011 budgeted base level with no state contribution increases for
Fiscal Years 2012 and 2013. This baseline funding request is not enough to provide the same level of insurance benefits currently provided by the State and would require major
changes to the current plan structure and benefits design. These changes would be in addition to the changes implemented in the current biennium that resulted in $143 million in
additional cost shifting to members to close an insurance program funding gap. Additional funding is requested in our Exceptional Items to maintain existing benefits. The current
level of benefits provides for full funding for the monthly premium contributions for full-time state employees and eligible retirees and a 50% contribution for eligible dependents of
employees and retirees. This contribution request also includes funding for the State Kids Insurance Program (SKIP).
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3.A. STRATEGY REQUEST DATE: 8/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:56:38AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
GOAL: 2 Provide Employees & Retirees with Quality Health Program Statewide Goal/Benchmark: 8 0
OBJECTIVE: 1 Manage GBP for State & Higher Education Employees Service Categories:
STRATEGY: 2 Provide Supplement to Post Retirement Health Benefits. Estimated Service: 06 Income: A.l Age: B.3
CODE DESCRIPTION Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
Objects of Expense:

2009 OTHER OPERATING EXPENSE $0 $0 $0 $0 $0
TOTAL, OBJECT OF EXPENSE $0 $0 $0 $0 $0
Method of Financing:

1 General Revenue Fund $0 $0 $0 $0 $0
SUBTOTAL, MOF (GENERAL REVENUE FUNDS) $0 $0 $0 $0 $0
Method of Financing:

994 GR Dedicated Accounts $0 $0 $0 $0 $0
SUBTOTAL, MOF (GENERAL REVENUE FUNDS - DEDICATED) $0 $0 $0 $0 $0
TOTAL, METHOD OF FINANCE (INCLUDING RIDERS) $0 $0
TOTAL, METHOD OF FINANCE (EXCLUDING RIDERS) $0 $0 $0 $0 $0

FULL TIME EQUIVALENT POSITIONS:

STRATEGY DESCRIPTION AND JUSTIFICATION:

Chapter 1551, § 1551.211 of the Texas Insurance Code, created the Texas Employees Group Benefits Program (GBP) and established the ERS as the administrative body for that
program. The program provides insurance benefits to active employees and eligible retired employees and their dependents. In the General Appropriations Act of the 80th
Legislature, Regular Session, funds were appropriated to the ERS to cover costs to comply with possible federal requirements and reporting of post retirement benefits.

EXTERNAL/INTERNAL FACTORS IMPACTING STRATEGY:

This strategy was affected by a variety of elements, ranging from state policy toward its retirees, to interpretation of federal regulations and reporting requirements. The end result
was no change to current processes, and therefore, there was no additional cost to the state. The appropriation was lapsed at the end of FY2009.
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3.A. STRATEGY REQUEST
82nd Regular Session, Agency Submission, Version 1
Automated Budget and Evaluation System of Texas (ABEST)

DATE:
TIME:

8/30/2010
11:56:33AM

SUMMARY TOTALS:

OBJECTS OF EXPENSE:
METHODS OF FINANCE (INCLUDING RIDERS):

METHODS OF FINANCE (EXCLUDING RIDERS):

FULL TIME EQUIVALENT POSITIONS:

$1,515,019,592 $1,662,582,973 $1,759,040,936
$1,515,019,592 $1,662,582,973 $1,759,040,936
305.8 312.0 323.0
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$1,734,142,309
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$1,734,142,309

332.0

$1,734,142,318
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$1,734,142,318

332.0



3.B. Rider Revisions and Additions Request

Agency Agency Name: Prepared By: Date: Request Level:
Code:
327 Employees Retirement System Michael C. Wheeler August 30, 2010 Base
Current
Rider Page Number in 2010-2011
Number GAA Proposed Rider Language
4 1-33 State Contribution to Employees Retirement Program. The amount specified above in A.1.1,

Retirement Contributions, is based on a state contribution of 6:45 6.95 percent of payroll, including annual
membership fees of $3 for contributing members for each fiscal year.

6 1-3233 State Contribution to Group Insurance for General State Employees. Funds identified above for
group insurance are intended to fund:

a. the total cost of the basic life and health coverage for all active and retired employees;

b. fifty percent of the total cost of health coverage for the spouses and dependent children of all
active and retired employees who enroll in coverage categories which include a spouse and/or
dependent children;

c. the additional cost of providing a premium structure comparable to the Children’s Health
Insurance Program (CHIP) for dependent children of state employees enrolled in the State Kids
Insurance Program (SKIP); and

d. the incentive program to waive participation in the Group Benefit Plan (Opt-Out).

In no event shall the total amount of state contributions allocated to fund coverage in an optional health
plan exceed the actuarially determined total amount of state contributions that would be required to fund
basic health coverage for those active employees and retirees who have elected to participate in that
optional health plan.

During each fiscal year, the state’s monthly contribution shall be determined by multiplying (1) the per
capita monthly contribution as certified herein by (2) the total number of full-time active and retired
employees enrolled for coverage during that month.
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3.B. Rider Revisions and Additions Request

Agency Agency Name: Prepared By: Date: Request Level:
Code:
327 Employees Retirement System Michael C. Wheeler August 30, 2010 Base
Current
Rider Page Number in 2010-2011
Number GAA Proposed Rider Language
For each employee or retiree that waives participation in the Group Benefit Plan and enrolls in allowable
optional coverage, the Employees Retirement System shall receive $60 per month in lieu of the “employee-
only” state contribution amount. The waived participant may apply up to $60 per month towards the cost
of the optional coverage.
Each year, upon adoption of group insurance rates by the Board of Trustees, the Employees Retirement
System must notify the Comptroller, the Legislative Budget Board, and the Governor of the per capita
monthly contribution required in accordance with this rider for each full-time active and retired employee
enrolled for coverage during the fiscal year.
It is the intent of the Legislature that the Employees Retirement System control the cost of the group
insurance program by not providing rate increases to health care providers participating in HealthSelect
during the 2040-11 2012-13 biennium.
one:
13 1-34 Appropriation for the Deferred Compensation Trust Fund and the TexaSaver Trust Fund. All

money deposited into the Deferred Compensation Trust Fund, Employees Retirement System No. 0945 and
the TexaSaver Trust Fund No. 0946 pursuant to § 609.512 Government Code are hereby appropriated to

the system for the 2036-11 2012-2013 biennium for the purposes authorized by law.
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4.A. EXCEPTIONAL ITEM REQUEST SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:30:37AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name:
Employees Retirement System
CODE DESCRIPTION Excp 2012 Excp 2013
Item Name: Retirement Program Actuarially sound as per Sec. 811.006, Government Code
Item Priority: 1
Includes Funding for the Following Strategy or Strategies: 01-01-01 Provide an Actuarially Sound Level of Funding As Defined by State Law
OBJECTS OF EXPENSE:
1002 OTHER PERSONNEL COSTS 141,160,489 141,160,489
TOTAL, OBJECT OF EXPENSE $141,160,489 $141,160,489
METHOD OF FINANCING:

1 General Revenue Fund 83,256,456 83,256,456
6 State Highway Fund 23,347,945 23,347,945

555 Federal Funds
00.327.001 ERS Retirement 27,653,340 27,653,340
994 GR Dedicated Accounts 5,886,392 5,886,392
998 Other Special State Funds 1,016,356 1,016,356
TOTAL, METHOD OF FINANCING $141,160,489 $141,160,489

DESCRIPTION / JUSTIFICATION:

The funded ratio for the ERS retirement fund has declined steadily since 2001, driven downward by funding below actuarial sound levels and negative market returns at the
beginning and end of the decade. Benefit enhancements that were approved in the 1990’s intensified the decline. The 81st Legislature passed new plan provisions that reduced
plan liabilities and lowered the normal cost of the plan. The legislation also increased contribution requirements for both the state and the member. The total contribution rate
(13.45%) now exceeds the normal cost by 1.07% of payroll, but it is not enough to amortize the unfunded liability over 31 years (15.84%). In order to restore the fund to the
actuarially sound level of funding set forth in Sec. 811.006 of the Texas Government Code, a 9.34% state contribution rate would be required along with the 6.5% member
contribution.

EXTERNAL/INTERNAL FACTORS:

Assumptions:

The above request assumes a 9.34% state contribution, 6.5% member contribution, and no growth in payroll for Fiscal Years 2012 and 2013.
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4.A. EXCEPTIONAL ITEM REQUEST SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:30:37AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name:
Employees Retirement System
CODE  DESCRIPTION Excp 2012 Excp 2013

Item Name: LECOS Program Actuarially Sound
Item Priority: 2
Includes Funding for the Following Strategy or Strategies: 01-01-02 LECOS Retirement Program

OBJECTS OF EXPENSE:
1002 OTHER PERSONNEL COSTS 7,436,355 7,436,355
TOTAL, OBJECT OF EXPENSE $7,436,355 $7,436,355
METHOD OF FINANCING:
1 General Revenue Fund 6,680,409 6,680,409
6 State Highway Fund 641,331 641,331
555 Federal Funds
00.327.003 LECOS Retirement 25,949 25,949
994 GR Dedicated Accounts 88,666 88,666
TOTAL, METHOD OF FINANCING $7,436,355 $7,436,355

DESCRIPTION / JUSTIFICATION:

This program provides a supplemental retirement benefit to Certified Peace Officers and Custodial Officers. The program funds a 0.5% supplement to the normal retirement
formula, which increases the retirement formula multiplier to 2.8% per year of service. The benefit becomes payable after 20 years of service in a qualified position.

The funded ratio for the LECOS fund is declining and fell below 100% in Fiscal Year 2007. The LECOS funded ratio decline is a result of both benefit enhancements, negative
market returns at the beginning and end of the decade, and insufficient State funding. The State had not contributed to this supplemental fund since 1993 until contributions
resumed in Fiscal Year 2008. Although the legislature approved a normal cost contribution of 1.59% in the 80th Legislative Session, normal cost has risen to 2.07% based on the
August 2009 Actuarial Valuation. In order to restore the trust to the actuarially sound level of funding as set forth in Sec 811.006 of the Texas Government code, a 2.08% state
contribution rate would be required along with a 0.5% member contribution.

EXTERNAL/INTERNAL FACTORS:

Assumptions:

The above funding request assumes 2.08% state contribution, 0.5% member contribution, and no growth in payroll for Fiscal Years 2012 and 2013.

4.A. Page 2 of 4



4.A. EXCEPTIONAL ITEM REQUEST SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:30:37AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name:
Employees Retirement System
CODE DESCRIPTION Excp 2012 Excp 2013
Item Name: Group Benefit Program Cost Increases,Contingency Fund Spend Down Replacement, and Health Care Reform
Item Priority: 3
Includes Funding for the Following Strategy or Strategies: 02-01-01 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE:
2009 OTHER OPERATING EXPENSE 222,322,830 353,255,995
TOTAL, OBJECT OF EXPENSE $222,322,830 $353,255,995
METHOD OF FINANCING:

1 General Revenue Fund 129,215,669 205,314,990
6 State Highway Fund 40,001,631 63,559,896

555 Federal Funds
00.327.002 ERS Insurance 43,824,530 69,634,224
994 GR Dedicated Accounts 8,071,189 12,824,576
998 Other Special State Funds 1,209,811 1,922,309
TOTAL, METHOD OF FINANCING $222,322,830 $353,255,995

DESCRIPTION / JUSTIFICATION:

Costs for the insurance program exceeded funding for the FY 2010-11 biennium. To cover the shortfall, the plan used contingency reserves of $262 million. ERS also implemented
plan changes that are expected to shift $143 million in additional cost to members. With only an estimated $20.9 million in contingency reserve funds available to start the 2012-13
biennium, contributions will need to increase to maintain the current level of benefits. The contribution increase required for the State to maintain the health insurance plan as it

is currently structured is 15.58% in FY 2012 and 8.89% in FY 2013. Although the base level of funding was adjusted upward to reflect the supplemental funds from the
contingency

reserve fund, it was also adjusted downward for the 5% reduction. The amount requested in this exceptional item represents the difference between the amount needed for

increases of 15.58% in FY 2012 and 8.89% in FY 2013 and the adjusted base level for the GBP approved by the LBB.

EXTERNAL/INTERNAL FACTORS:

Assumptions:

The above request is based on state contribution increases of 15.58% in FY 2012 and 8.89% in FY 2013, and $20.9 million available for spend-down from the GBP contingency
reserve. The projected balance in the GBP contingency reserve would be zero at the end of Fiscal Year 2013. Plan cost trend is projected as follows: 1) 2.7% -Utilization
Trend;

2) 5.0% - Cost-Per-Unit Trend; 3) 1.4% - Member Cost Share Leverage; and 4) 9.1% - Plan Cost Trend. The higher contribution in FY 2012 also reflects 4.89% needed to replace
the funds that were used from the contingency reserve fund, and 1.74% in cost increases related to the federal health care reform act.
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4.A. EXCEPTIONAL ITEM REQUEST SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:30:37AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name:
Employees Retirement System
CODE DESCRIPTION Excp 2012 Excp 2013
Item Name: Group Benefit Program 60 Day Reserve Fund
Item Priority: 4
Includes Funding for the Following Strategy or Strategies: 02-01-01 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE:
2009 OTHER OPERATING EXPENSE 148,964,776 162,204,358
TOTAL, OBJECT OF EXPENSE $148,964,776 $162,204,358
METHOD OF FINANCING:

1 General Revenue Fund 86,579,426 94,274,370
6 State Highway Fund 26,302,619 29,184,762

555 Federal Funds
00.327.002 ERS Insurance 29,364,106 31,973,908
994 GR Dedicated Accounts 5,408,005 5,888,653
998 Other Special State Funds 810,620 882,665
TOTAL, METHOD OF FINANCING $148,964,776 $162,204,358

DESCRIPTION / JUSTIFICATION:

Chapter 1551, Section 211 of the Texas Insurance Code requires ERS to request funding necessary to maintain a reserve adequate to pay 60 days of claims in the self-funded
health insurance program. At the end of Fiscal Year 2011, this fund is expected to have a balance of $20.8 million. In order to maintain the fiscally prudent 60-day
reserved fund,ERS requests $311.2 million in additional general state funds for this purpose. The claims reserve fund also receives local funding from higher education,

the Texas Municipal Retirement System, the Texas County and District Retirement System, the Community Supervision and Corrections Department and the Windham School

District,

all of which participate in the Group Benefits Program. Employees also contribute a portion of the funding through their share of out-of-pocket premium costs.

EXTERNAL/INTERNAL FACTORS:

Assumptions:

The above funding request is based on an increase of 27.27% in FY 2012 and 8.89% in FY 2013 in state contributions to achieve the GBP reserve balance of $569 million

(or 60 days of claims) at the end of Fiscal Year 2013.
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4 B. EXCEPTIONAL ITEMS STRATEGY ALLOCATION SCHEDULE

82nd Regular Session, Agency Submission, Version 1
Automated Budget and Evaluation System of Texas (ABEST)

DATE: 8/31/2010
TIME:  9:49:42AM

Agency code: 327 Agency name: Employees Retirement System
Code Description Excp 2012 Excp 2013
Item Name: Retirement Program Actuarially sound as per Sec. 811.006, Government Code
Allocation to Strategy: 1-1-1 Provide an Actuarially Sound Level of Funding As Defined by State Law
STRATEGY IMPACT ON OUTCOME MEASURES:
2 #of Years to Amortize the ERS Unfunded Actuarial Accrued Liability 31.00 31.00
OBJECTS OF EXPENSE:
1002 OTHER PERSONNEL COSTS 141,160,489 141,160,489
TOTAL, OBJECT OF EXPENSE $141,160,489 $141,160,489
METHOD OF FINANCING:
1 General Revenue Fund 83,256,456 83,256,456
6 State Highway Fund 23,347,945 23,347,945
555 Federal Funds
00.327.001 ERS Retirement 27,653,340 27,653,340
994 GR Dedicated Accounts 5,886,392 5,886,392
998  Other Special State Funds 1,016,356 1,016,356
TOTAL, METHOD OF FINANCING
’ $141,160,489 $141,160,489
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4 B. EXCEPTIONAL ITEMS STRATEGY ALLOCATION SCHEDULE

82nd Regular Session, Agency Submission, Version 1
Automated Budget and Evaluation System of Texas (ABEST)

DATE: 8/31/2010
TIME:  9:49:42AM

Agency code: 327 Agency name: Employees Retirement System

Code Description Excp 2012 Excp 2013
Item Name: LECOS Program Actuarially Sound
Allocation to Strategy: 1-1-2 LECOS Retirement Program
STRATEGY IMPACT ON OUTCOME MEASURES:
3 # Years to Amortize the LECOS Unfunded Actuarial Accrued Liability 31.00 31.00
OBJECTS OF EXPENSE:
1002 OTHER PERSONNEL COSTS 7,436,355 7,436,355
TOTAL, OBJECT OF EXPENSE $7.436,355 $7.436,355
METHOD OF FINANCING:
1 General Revenue Fund 6,680,409 6,680,409
6 State Highway Fund 641,331 641,331
555 Federal Funds
00.327.003 LECOS Retirement 25,949 25,949
994 GR Dedicated Accounts 88,666 88,666
TOTAL, METHOD OF FINANCING
’ $7,436,355 $7,436,355
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4 B. EXCEPTIONAL ITEMS STRATEGY ALLOCATION SCHEDULE DATE: 8/31/2010

82nd Regular Session, Agency Submission, Version 1 TIME:  9:49:42AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
Code Description Excp 2012 Excp 2013
Item Name: Group Benefit Program Cost Increases,Contingency Fund Spend Down Replacement, and Health Care Reform
Allocation to Strategy: 2-1-1 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE:
2009 OTHER OPERATING EXPENSE 222,322,830 353,255,995
TOTAL, OBJECT OF EXPENSE
’ > $222,322,830 $353,255,995
METHOD OF FINANCING:
1 General Revenue Fund 129,215,669 205,314,990
6 State Highway Fund 40,001,631 63,559,896
555 Federal Funds
00.327.002 ERS Insurance 43,824,530 69,634,224
994 GR Dedicated Accounts 8,071,189 12,824,576
998 Other Special State Funds 1,209,811 1,922,309
TOTAL, METHOD OF FINANCING $222,322,830 $353,255,995
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4 B. EXCEPTIONAL ITEMS STRATEGY ALLOCATION SCHEDULE DATE: 8/31/2010

82nd Regular Session, Agency Submission, Version 1 TIME:  9:49:42AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name: Employees Retirement System
Code Description Excp 2012 Excp 2013
Item Name: Group Benefit Program 60 Day Reserve Fund
Allocation to Strategy: 2-1-1 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE:
2009 OTHER OPERATING EXPENSE 148,964,776 162,204,358
TOTAL, OBJECT OF EXPENSE
’ $148,964,776 $162,204,358
METHOD OF FINANCING:
1 General Revenue Fund 86,579,426 94,274,370
6 State Highway Fund 26,802,619 29,184,762
555 Federal Funds
00.327.002 ERS Insurance 29,364,106 31,973,908
994 GR Dedicated Accounts 5,408,005 5,888,653
998 Other Special State Funds 810,620 882,665
TOTAL, METHOD OF FINANCING $148.964,776 $162,204,358
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4.C. EXCEPTIONAL ITEMS STRATEGY REQUEST DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:31:27AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency Code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: -0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 1 Provide an Actuarially Sound Level of Funding As Defined by State Law Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Excp 2012 Excp 2013
STRATEGY IMPACT ON OUTCOME MEASURES:
2 # of Years to Amortize the ERS Unfunded Actuarial Accrued Liability 31.00 31.00
3 # Years to Amortize the LECOS Unfunded Actuarial Accrued Liability 31.00 31.00
OBJECTS OF EXPENSE:
1002 OTHER PERSONNEL COSTS 141,160,489 141,160,489
Total, Objects of Expense $141,160,489 $141,160,489
METHOD OF FINANCING:
1 General Revenue Fund 83,256,456 83,256,456
6 State Highway Fund 23,347,945 23,347,945
555 Federal Funds
00.327.001 ERS Retirement 27,653,340 27,653,340
994 GR Dedicated Accounts 5,886,392 5,886,392
998 Other Special State Funds 1,016,356 1,016,356
Total, Method of Finance $141,160,489 $141,160,489

EXCEPTIONAL ITEM(S) INCLUDED IN STRATEGY:

Retirement Program Actuarially sound as per Sec. §11.006, Government Code
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4.C. EXCEPTIONAL ITEMS STRATEGY REQUEST DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:31:27AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency Code: 327 Agency name: Employees Retirement System
GOAL: 1 To Administer Comprehensive and Actuarially Sound Retirement Programs Statewide Goal/Benchmark: 8 -0
OBJECTIVE: 1 Ensure Actuarially Sound Retirement Programs Service Categories:
STRATEGY: 2 LECOS Retirement Program Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Excp 2012 Excp 2013
OBJECTS OF EXPENSE:
1002 OTHER PERSONNEL COSTS 7,436,355 7,436,355
Total, Objects of Expense $7,436,355 $7,436,355
METHOD OF FINANCING:
1 General Revenue Fund 6,680,409 6,680,409
6 State Highway Fund 641,331 641,331
555 Federal Funds
00.327.003 LECOS Retirement 25,949 25,949
994 GR Dedicated Accounts 88,666 88,666
Total, Method of Finance $7,436,355 $7,436,355

EXCEPTIONAL ITEM(S) INCLUDED IN STRATEGY:

LECOS Program Actuarially Sound
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4.C. EXCEPTIONAL ITEMS STRATEGY REQUEST

DATE: 8/31/2010

82nd Regular Session, Agency Submission, Version 1 TIME: 9:31:27AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency Code: 327 Agency name: Employees Retirement System
GOAL: 2 Provide Employees & Retirees with Quality Health Program Statewide Goal/Benchmark: 8 -0
OBJECTIVE: 1 Manage GBP for State & Higher Education Employees Service Categories:
STRATEGY: 1 Provide Basic Insurance Program to General State Employees. Estimated Service: 06 Income: A2 Age: B.3
CODE DESCRIPTION Excp 2012 Excp 2013
OBJECTS OF EXPENSE:
2009 OTHER OPERATING EXPENSE 371,287,606 515,460,353
Total, Objects of Expense $371,287,606 $515,460,353
METHOD OF FINANCING:
1 General Revenue Fund 215,795,095 299,589,360
6 State Highway Fund 66,804,250 92,744,658
555 Federal Funds
00.327.002 ERS Insurance 73,188,636 101,608,132
994 GR Dedicated Accounts 13,479,194 18,713,229
998 Other Special State Funds 2,020,431 2,804,974
Total, Method of Finance $371,287.606 $515,460,353

EXCEPTIONAL ITEM(S) INCLUDED IN STRATEGY:

Group Benefit Program Cost Increases,Contingency Fund Spend Down Replacement, and Health Care Reform

Group Benefit Program 60 Day Reserve Fund
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6.A. HISTORICALLY UNDERUTILIZED BUSINESS SUPPORTING SCHEDULE Date: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 Time: 9:56:41AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency Code: 327 Agency: Employees Retirement System
COMPARISON TO STATEWIDE HUB PROCUREMENT GOALS
A. Fiscal Year 2008 - 2009 HUB Expenditure Information
Total Total
Statewide Procurement HUB Expenditures FY 2008 Expenditures HUB Expenditures FY 2009 Expenditures
HUB Goals Category % Goal % Actual Diff Actual $ FY 2008 % Goal % Actual Diff Actual $ FY 2009
11.9% Heavy Construction 0.0 % 0.0% 0.0% $0 $0 0.0 % 0.0% 0.0% $0 $0
26.1% Building Construction 0.0 % 0.0% 0.0% $0 $30,307 32.7 % 32.8% 0.1% $1,825 $5,567
57.2% Special Trade Construction 2.7 % 2.7% 0.0% $59,383 $2,169,992 12.2 % 12.2% 0.0% $350,039 $2,857,963
20.0% Professional Services 7.5% 7.5% 0.0% $143,000 $1,895,508 6.3 % 6.3% 0.0% $122,153 $1,931,798
33.0% Other Services 4.5% 4.5% 0.0% $1,284,470 $28,256,077 53% 5.3% 0.0% $1,223,127 $23,077,756
12.6% Commodities 36.6 % 36.7% 0.1% $1,067,840 $2,910,208 23.8% 23.9% 0.1% $677,928 $2,838,773
Total Expenditures 7.2% $2,554,693 $35,262,092 7.7% $2,375,072 $30,711,857

B. Assessment of Fiscal Year 2008 - 2009 Efforts to Meet HUB Procurement Goals

Attainment:
For fiscal year 2008, the agency exceeded the HUB procurement goal for Commodities by 24%.

For fiscal year 2009, the agency exceeded the HUB procurement goals for Building Construction by 6.6% and Commodities by 11.2%.

Applicability:

The “Heavy Construction” category is not applicable to agency operations in either fiscal year 2008 or 2009 since the agency did not have any strategies or programs

related to this category of construction.

Employees Retirement System operates from trust funds and does not receive any appropriation from the State Legislature for its operating budget.

Factors Affecting Attainment:

In fiscal year 2008, the goal of “Building Construction” procurement category was not met. The majority of the contracts for this year involved major building

improvements.

In both fiscal years, the goal of “Special Trade Construction” procurement category was not met. Most of the contracts involved major building renovation and

improvements.

In both fiscal years, the goal of “Professional Services” procurement category was not met. The majority of ERS' required services involve actuarial and auditing services

for pension and group insurance programs.
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6.A. HISTORICALLY UNDERUTILIZED BUSINESS SUPPORTING SCHEDULE Date: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 Time: 9:56:41AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency Code: 327 Agency: Employees Retirement System

In both fiscal years, the goal of “Other Services” procurement category was not met. Most of the contracts involve investment services for the State retirement fund and
insurance services for State employees.

"Good-Faith" Efforts:
The agency made the following efforts to comply with the statewide HUB procurement goals per 1 TAC Section 111.13(c):

« ensured that contract specifications and terms and conditions were clearly stated, reflected the agency’s actual requirement, and did not impose any unreasonable or
unnecessary requirements

when applicable, potential bidders are provided with lists of certified HUBs for subcontracting

attended HUB conferences and prepared and distributed information on how to contract with agency in order to encourage and increase participation

meet regularly with HUB vendors to provide information for doing business with the agency and the state of Texas.
purchasing staff directly solicits more certified HUBs than required on all applicable bid opportunities

whenever possible, HUBs are contacted exclusively for procurements that are under the competitive procurement threshold
publish solicitation notices to ERS external website

improved website information to increase access to agency's opportunities and procurement processes
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6.C. FEDERAL FUNDS SUPPORTING SCHEDULE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME:  9:52:42AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name:  Employees Retirement System
Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
CFDA NUMBER/ STRATEGY
00.327.001 ERS Retirement
1 -1 -1 ERS-RETIREMENT 66,249,533 76,001,924 76,190,838 76,969,972 76,969,973
TOTAL, ALL STRATEGIES $66,249,533 $76,001,924 $76,190,838 $76,969,972 $76,969,973
ADDL FED FNDS FOR EMPL BENEFITS 0 0 0 0 0
TOTAL, FEDERAL FUNDS $66,249,533 $76,001,924 $76,190,838 $76,969,972 $76,969,973
ADDL GR FOR EMPL BENEFITS $0 $0 $0 $0 $0
00.327.002 ERS Insurance
2 -1 -1 GBP-GENERAL STATE EMPLOYEES 202,278,721 236,462,299 251,187,733 247,528,643 247,528,644
TOTAL, ALL STRATEGIES $202,278,721 $236,462,299 $251,187,733 $247,528,643 $247,528,644
ADDL FED FNDS FOR EMPL BENEFITS 0 0 0 0 0
TOTAL, FEDERAL FUNDS $202,278,721 $236,462,299 $251,187,733 $247,528,643 $247,528,644
ADDL GR FOR EMPL BENEFITS $0 $0 $0 $0 $0
00.327.003 LECOS Retirement
1 -1 -2 LECOS RETIREMENT PROGRAM 73,327 92,750 93,268 93,009 93,009
TOTAL, ALL STRATEGIES $73,327 $92,750 $93,268 $93,009 $93,009
ADDL FED FNDS FOR EMPL BENEFITS 0 0 0 0 0
TOTAL, FEDERAL FUNDS $73,327 $92,750 $93,268 $93,009 $93,009
ADDL GR FOR EMPL BENEFITS $0 $0 $0 $0 $0
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6.C. FEDERAL FUNDS SUPPORTING SCHEDULE DATE:  8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME:  9:52:42AM
Automated Budget and Evaluation System of Texas (ABEST)

Agency code: 327 Agency name:  Employees Retirement System

Exp 2009 Est 2010 Bud 2011 BL 2012 BL 2013
CFDA NUMBER/ STRATEGY

SUMMARY LISTING OF FEDERAL PROGRAM AMOUNTS

00.327.001  ERS Retirement 66,249,533 76,001,924 76,190,838 76,969,972 76,969,973
00.327.002  ERS Insurance 202,278,721 236,462,299 251,187,733 247,528,643 247,528,644
00.327.003  LECOS Retirement 73,327 92,750 93,268 93,009 93,009
TOTAL, ALL STRATEGIES $268,601,581 $312,556,973 $327,471,839 $324,591,624 $324,591,626
TOTAL , ADDL FED FUNDS FOR EMPL BENEFITS 0 0 0 0 0
TOTAL, FEDERAL FUNDS | $268,601,581  $312,556,973  $327471,839  $324,591,624  $324,591,626
TOTAL, ADDL GR FOR EMPL BENEFITS $0 $0 $0 $0 $0

SUMMARY OF SPECIAL CONCERNS/ISSUES

Assumptions and Methodology:
The method of finance reflects proportionality as provided by the LBB.

Potential Loss:
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6.H. Estimated Total of All Agency Funds Outside the GAA Bill Pattern
Employees Retirement System of Texas

|[ESTIMATED GRAND TOTAL OF AGENCY FUNDS OUTSIDE THE 2012-13 GAA BILL PATTERN | $ 31,982,414,589 |

Retirement Trust Fund (0955)

19,097,775,053
1,385,387,056
2,692,929,633
23,176,091,742

Estimated Beginning Balance in FY 2010
Estimated Revenues FY 2010
Estimated Revenues FY 2011

$
$
$
FY 2010-11 Total $

Estimated Beginning Balance in FY 2012 $ 20,002,387,404
Estimated Revenues FY 2012 $ 2,523,630,658
Estimated Revenues FY 2013 $ 2,667,739,696

FY 2012-13 Total $ 25,193,757,758

Constitutional or Statutory Creation and Use of Funds:

The ERS Retirement Trust Fund is created by Government Code, Section 815.310. Funds in the account are used to pay retirement annuities and to operate the retirement system.

Method of Calculation and Revenue Assumptions:

Revenues to the trust fund include member contributions, state contributions, investment income, and other revenues. Investment income can vary widely from year to year. State contributions
are dependent upon legislative action. For this document, other revenue is assumed to remain constant at the FY 2010 level for FY 2011-13. Investment Income is calculated using the 8% return
assumption used in the ERS actuarial valuation report for August 31, 2009. State contributions are estimated at the LAR Base Level of 6.95%. Zero payroll growth is assumed for FY 2012-13.
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6.H. Estimated Total of All Agency Funds Outside the GAA Bill Pattern
Employees Retirement System of Texas

Insurance Fund (0973)

Estimated Beginning Balance in FY 2010 $ 282,483,838
Estimated Revenues FY 2010 $ 2,180,927,771
Estimated Revenues FY 2011 $ 2,329,215,694

FY 2010-11 Total $ 4,792,627,303
Estimated Beginning Balance in FY 2012 $ 20,855,627
Estimated Revenues FY 2012 $  2,692,107,499
Estimated Revenues FY 2013 $ 2,931,435,856

FY 2012-13 Total $ 5,644,398,982

Constitutional or Statutory Creation and Use of Funds:

The Insurance Fund is created by Insurance Code, Section 1551.401. Funds in the account are used for all payments of any coverages provided for under the Group Benefits Program and for
payment of expenses of administering the program.

Method of Calculation and Revenue Assumptions:

Revenues to the trust fund include member contributions, state contributions, investment income, and other revenues. It is assumed that contributions from the state and the members for FY
2012 and FY 2013 will be established at the actuarial assumption levels of 15.58% in FY 2012 and 8.89% for FY 2013. Contribution increases are estimated at 6.5 and 6.8% for FY 2010-11.
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6.H. Estimated Total of All Agency Funds Outside the GAA Bill Pattern
Employees Retirement System of Texas

LECOS Trust Fund (0977)

Estimated Beginning Balance in FY 2010 $ 634,778,749
Estimated Revenues FY 2010 $ 52,483,738
Estimated Revenues FY 2011 $ 62,402,787

FY 2010-11 Total $ 749,665,274
Estimated Beginning Balance in FY 2012 $ 665,201,845
Estimated Revenues FY 2012 $ 76,554,626
Estimated Revenues FY 2013 $ 80,785,024

FY 2012-13 Total $ 822,541,494

Constitutional or Statutory Creation and Use of Funds:

The LECOS Trust Fund is created by Government Code, Section 815.317. Funds in the account are used to pay law enforcement and custodial officer supplemental retirement and death
benefits to law enforcement and custodial officers and to pay for the administration of the fund.

Method of Calculation and Revenue Assumptions:

Revenues to the trust fund include member contributions, state contributions, investment income, and other revenues. Investment income can vary widely from year to year. It is assumed that
contributions from the state for FY 2012 and FY 2013 will be established at the current level of 1.59%. Investment income is calculated using the 8% return assumption used in the ERS
actuarial valuation report for August 31, 2009. Enrollment is assumed to remain at the FY 2010 level with no payroll growth for FY 2012-13.
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6.H. Estimated Total of All Agency Funds Outside the GAA Bill Pattern
Employees Retirement System of Texas

JRS Il Trust Fund (0993)

Estimated Beginning Balance in FY 2010 $ 205,730,088
Estimated Revenues FY 2010 $ 22,096,866
Estimated Revenues FY 2011 $ 36,855,554

FY 2010-11 Total $ 264,682,508
Estimated Beginning Balance in FY 2012 $ 245,417,073
Estimated Revenues FY 2012 $ 36,456,353
Estimated Revenues FY 2013 $ 39,842,929

FY 2012-13 Total $ 321,716,355

Constitutional or Statutory Creation and Use of Funds:

The JRS Il Trust Fund is created by Government Code, Section 840.305. Funds in the account are used to pay judicial retirement benefits and administrative expenses.

Method of Calculation and Revenue Assumptions:

Revenues to the trust fund include member contributions, state contributions, investment income, and other revenues. Investment income can vary widely from year to year. State contributions
are dependent upon legislative action. Investment income is calculated using the 8% return assumption used in the ERS actuarial valuation report for August 31, 2009. State contributions are
estimated at the LAR baseline request level of 16.83%. Enrollment is assumed to remain at the FY 2010 level with no payroll growth for FY 2012-13.
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 9/30/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 11:38:47AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013
Item Number: 1 Item Name: Expand Coverage to Dep up to Age 26
Includes Funding for the following Strategy or Strategies:
0002-0001-0001 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE
2009 OTHER OPERATING EXPENSE $0 $0 $0 $0 $7,693,000 $8,389,000
TOTAL, OBJECT OF EXPENSE $0 $0 $0 $0 $7,693,000 $8,389,000
METHOD OF FINANCING
1 General Revenue Fund $0 $0 $0 $0 $4,471,941 $4,876,526
SUBTOTAL, GENERAL REVENUE FUNDS $0 $0 $0 $0 $4,471,941 $4,876,526
994 GR Dedicated Accounts $0 $0 $0 $0 $279,256 $304,521
SUBTOTAL, GR DEDICATED $0 $0 $0 $0 $279,256 $304,521
6 State Highway Fund $0 $0 $0 $0 $1,383,971 $1,509,181
998 Other Special State Funds $0 $0 $0 $0 $41,542 $45,300
SUBTOTAL, OTHER FUNDS $0 $0 $0 $0 $1,425,513 $1,554,481
555 Federal Funds
00.327.002 ERS Insurance $0 $0 $0 $0 $1,516,290 $1,653,472
SUBTOTAL, FEDERAL FUNDS $0 $0 $0 $0 $1,516,290 $1,653,472
TOTAL, METHOD OF FINANCING $0 $0 $0 $0 $7,693,000 $8,389,000
FULL-TIME-EQUIVALENT POSITIONS (FTE): 0.0 0.0 0.0 0.0 0.0 0.0
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013

LEGAL AUTHORITY/STATUTORY REFERENCE FOR ITEM:
H.R. 3590, Sec. 1001 (adds Sec 2714 of Public Health Services Act); H.R. 4872, Sec. 2301

DESCRIPTION/KEY ASSUMPTIONS:

1. This provision of the law may become applicable to the GBP September 1, 2011; i.e., for FY 2012.

2. No enrollment growth, but we estimate an additional 5,418 dependents (married and unmarried) will
participate in the GBP at a cost per dependent of $4,096 in FY 2012
and $4,467 in FY 2013.

3. Since this change will increase the cost of dependent coverage, the cost will be spread equally between the
employers and the members assuming the current funding strategy continues.

4. The share of the additional employer cost attributable to state agency members is 69.33%

5. Expense amounts shown are the total projected increase in employer cost for state agency members only.

CONCERNS:
Disclaimer: ERS continues to review the impact of the PPACA and consider health reform obligations in conjunction with existing and/or revised state and federal statutes
and regulations. As such, costs estimated herein are expected to change and new costs not yet identified are expected to be identified in the future.
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013
Item Number: 2 Item Name: 100% Preventive Care
Includes Funding for the following Strategy or Strategies:
0002-0001-0001 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE
2009 OTHER OPERATING EXPENSE $0 $0 $0 $0 $14,269,000 $15,508,000
TOTAL, OBJECT OF EXPENSE $0 $0 $0 $0 $14,269,000 $15,508,000
METHOD OF FINANCING
1 General Revenue Fund $0 $0 $0 $0 $8,294,569 $9,014,801
SUBTOTAL, GENERAL REVENUE FUNDS $0 $0 $0 $0 $8,294,569 $9,014,801
994 GR Dedicated Accounts $0 $0 $0 $0 $517,965 $562,940
SUBTOTAL, GR DEDICATED $0 $0 $0 $0 $517,965 $562,940
6 State Highway Fund $0 $0 $0 $0 $2,566,993 $2,789,889
998 Other Special State Funds $0 $0 $0 $0 $77,053 $83,743
SUBTOTAL, OTHER FUNDS $0 $0 $0 $0 $2,644,046 $2,873,632
555 Federal Funds
00.327.002 ERS Insurance $0 $0 $0 $0 $2,812,420 $3,056,627
SUBTOTAL, FEDERAL FUNDS $0 $0 $0 $0 $2,812,420 $3,056,627
TOTAL, METHOD OF FINANCING $0 $0 $0 $0 $14,269,000 $15,508,000
FULL-TIME-EQUIVALENT POSITIONS (FTE): 0.0 0.0 0.0 0.0 0.0 0.0
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013

LEGAL AUTHORITY/STATUTORY REFERENCE FOR ITEM:
H.R. 3590, Sec. 1001 (adds Sec 2714 of Public Health Services Act); H.R. 4872, Sec. 2301

DESCRIPTION/KEY ASSUMPTIONS:
1. This provision of the law may become applicable to the GBP on September 1, 2011.

2. No enrollment growth but assumes that the plan will incur additional cost of approximately $46 for each of the 543,000 GBP participants in FY2012. We expect the cost
to increase to about $50 per participant in FY2013.

3. Since this change will increase the cost of coverage for members and dependents, the cost increase will be split between the employers and the members 82.15%/17.85%,
as is the current cost.

4. The share of the additional employer cost attributable to state agency members is 69.33%.

5. Expense amounts shown are the total projected increase in employer cost for state agency members only.

CONCERNS:
Disclaimer: ERS continues to review the impact of the PPACA and consider health reform obligations in conjunction with existing and/or revised state and federal statutes
and regulations. As such, costs estimated herein are expected to change and new costs not yet identified are expected to be identified in the future.
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013
Item Number: 3 Item Name: Eliminate Lifetime Maximum
Includes Funding for the following Strategy or Strategies:
0002-0001-0001 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE
2009 OTHER OPERATING EXPENSE $0 $142,000 $71,000 $71,000 $87,000 $101,000
TOTAL, OBJECT OF EXPENSE $0 $142,000 $71,000 $71,000 $87,000 $101,000
METHOD OF FINANCING
1 General Revenue Fund $0 $82,544 $41,273 $41,273 $50,573 $58,712
SUBTOTAL, GENERAL REVENUE FUNDS $0 $82,544 $41,273 $41,273 $50,573 $58,712
994 GR Dedicated Accounts $0 $5,155 $2,577 $2,577 $3,158 $3,666
SUBTOTAL, GR DEDICATED $0 $5,155 $2,577 $2,577 $3,158 $3,666
6 State Highway Fund $0 $25,546 $12,773 $12,773 $15,651 $18,170
998 Other Special State Funds $0 $767 $383 $383 $470 $545
SUBTOTAL, OTHER FUNDS $0 $26,313 $13,156 $13,156 $16,121 $18,715
555 Federal Funds
00.327.002 ERS Insurance $0 $27,988 $13,994 $13,994 $17,148 $19,907
SUBTOTAL, FEDERAL FUNDS $0 $27,988 $13,994 $13,994 $17,148 $19,907
TOTAL, METHOD OF FINANCING $0 $142,000 $71,000 $71,000 $87,000 $101,000
FULL-TIME-EQUIVALENT POSITIONS (FTE): 0.0 0.0 0.0 0.0 0.0 0.0
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013

LEGAL AUTHORITY/STATUTORY REFERENCE FOR ITEM:
H.R. 3590, Sec. 1001 (adds Sec 2714 of Public Health Services Act); H.R. 4872, 2301

DESCRIPTION/KEY ASSUMPTIONS:

1. This provision of the law may become applicable to the GBP on September 1, 2010.

2. No enrollment growth.

3. Since this change will increase the cost of dependent coverage, the cost will be spread equally between the
employers and the members assuming the current funding strategy continues.

4. The share of the additional employer cost attributable to state agency members is 69.33%

5. Expense amounts shown are the total projected increase in employer cost for state agency members only.

CONCERNS:
Disclaimer: ERS continues to review the impact of the PPACA and consider health reform obligations in conjunction with existing and/or revised state and federal statutes
and regulations. As such, costs estimated herein are expected to change and new costs not yet identified are expected to be identified in the future.
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013
Item Number: 4 Item Name: PCORTF Fee
Includes Funding for the following Strategy or Strategies:
0002-0001-0001 Provide Basic Insurance Program to General State Employees. Estimated
OBJECTS OF EXPENSE
2009 OTHER OPERATING EXPENSE $0 $0 $0 $0 $0 $309,000
TOTAL, OBJECT OF EXPENSE $0 $0 $0 $0 $0 $309,000
METHOD OF FINANCING
1 General Revenue Fund $0 $0 $0 $0 $0 $179,621
SUBTOTAL, GENERAL REVENUE FUNDS $0 $0 $0 $0 $0 $179,621
994 GR Dedicated Accounts $0 $0 $0 $0 $0 $11,217
SUBTOTAL, GR DEDICATED $0 $0 $0 $0 $0 $11,217
6 State Highway Fund $0 $0 $0 $0 $0 $55,589
998 Other Special State Funds $0 $0 $0 $0 $0 $1,669
SUBTOTAL, OTHER FUNDS $0 $0 $0 $0 $0 $57,258
555 Federal Funds
00.327.002 ERS Insurance $0 $0 $0 $0 $0 $60,904
SUBTOTAL, FEDERAL FUNDS $0 $0 $0 $0 $0 $60,904
TOTAL, METHOD OF FINANCING $0 $0 $0 $0 $0 $309,000
FULL-TIME-EQUIVALENT POSITIONS (FTE): 0.0 0.0 0.0 0.0 0.0 0.0
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6.J PART A BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME: 9:54:17AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
CODE DESCRIPTION Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013

LEGAL AUTHORITY/STATUTORY REFERENCE FOR ITEM:
H.R. 3590, Sec. 1001 (adds /sec 2714 of Public Heatlh Services Act); H.R. 4872, Sec, 2301

DESCRIPTION/KEY ASSUMPTIONS:
1. This provision of the law may become applicable to the GBP September 1, 2012.

2. The law provides for payment of a fee equal to $1 per participant per year in FY2013 for funding the Patient-Centered Outcomes Research Provisions to study the quality and
relevance of treatment received by patients. The fee increases to $2 per participant in FY2014.

3. No enrollment growth; Assumes that it will be paid on the average enrollment for the fiscal year, which we have assumed will be about 543,000 members and dependents.
4. Since this change will increase the cost of coverage for members and dependents, the cost will be split between the employer and members 82.15%/17.85%, as is the current cost.
5. The share of the additional employer cost attributable to state agency members is 69.33%.

6. Expense amounts shown are the total projected increase in employer cost for state agency members only.

CONCERNS:
Disclaimer: ERS continues to review the impact of the PPACA and consider health reform obligations in conjunction with existing and/or revised state and federal statutes
and regulations. As such, costs estimated herein are expected to change and new costs not yet identified herein are expected to be identified in the future.
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6.J PART B SUMMARY OF BUDGETARY IMPACTS RELATED TO FEDERAL HEALTH CARE REFORM SCHEDULE DATE: 8/31/2010
82nd Regular Session, Agency Submission, Version 1 TIME:  9:57:59AM
Automated Budget and Evaluation System of Texas (ABEST)
Agency code: 327 Agency name: Employees Retirement System
Total Total
Request Request
ITEM ITEM NAME Est 2010 Bud 2011 BL 2012 BL 2013 Excp 2012 Excp 2013 2012 2013
1 Expand Coverage to Dep up to Age 26 $0 $0 $0 $0 $7,693,000 $8,389,000 $7,693,000 $8,389,000
2 100% Preventive Care $0 $0 $0 $0 $14,269,000  $15,508,000  $14,269,000  $15,508,000
3 Eliminate Lifetime Maximum $0 $142,000 $71,000 $71,000 $87,000 $101,000 $158,000 $172,000
4 PCORTF Fee $0 $0 $0 $0 $0 $309,000 $0 $309,000
Total, Cost Related to Health Care Reform $0 $142,000 $71,000 $71,000 $22,049,000  $24,307,000  $22,120,000  $24,378,000
METHOD OF FINANCING
GENERAL REVENUE $0 $82,544 $41,273 $41,273 $12,817,083  $14,129,660  $12,858,356  $14,170,933
FUNDS
GR DEDICATED $0 $5,155 $2,577 $2,577 $800,379 $882,344 $802,956 $884,921
SUBTOTAL, GR & GR - DEDICATED FUNDS $0 $87,699 $43,850 $43,850 $13,617,462 $15,012,004 $13,661,312 $15,055,854
FEDERAL FUNDS $0 $27,988 $13,994 $13,994 $4,345,858 $4,790,910 $4,359,852 $4,804,904
OTHER FUNDS $0 $26,313 $13,156 $13,156 $4,085,680 $4,504,086 $4,098,836 $4,517,242
TOTAL $0 $142,000 $71,000 $71,000 $22,049,000  $24,307,000  $22,120,000  $24,378,000
FULL-TIME-EQUIVALENT POSITIONS(FTE): 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

6.J. Page 1 of 1



Exhibit 22



IN THE UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
Pensacola Division

STATE OF FLORIDA, by and through
Bill McCollum, et al.,

Plaintiffs,
V. Case Noa.: 3:10-¢v-91-RV/EMT
UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES,

et al.,,

Defendants.

STATE OF TEXAS §
§
COUNTY OF TRAVIS §

DECLARATION OF ROBERT KUKLA

Pursuant to 28 U.S.C. § 1746, |, ROBERT KUKLA, declare the following:

“My name is ROBERT KUKLA. 1am of sound mind. I have personal knowledge of each of
the facts stated herein, and 1 am competent and authorized to make this affidavit.

[ hold the position of Director of Benefit Contracts for the Employees Retirement System of
Texas (ERS). Additionally, 1 have a number of years of professional group insurance
underwriting and other insurance industry experience.

My official duties at ERS include managing the Benefit Contracts division of ERS. The division
manages the vendors and providers who serve as administenng firms within the Texas
Employees Group Benefit Program (“GBP”), including, but not limited to, third party
administrators and HMOs for GBP health insurance. 1 oversee all benefit contract areas from
procurement to award to contract monitoning, contract compliance and contract enforcement.
Benefit Contracts ts also responsible for the administration of the Social Security program for all
public entities in the State of Texas. In addition, I am familiar with, and it is my official duty to
manage the insurance coverage contributions and benefits provided under the GBP and
administered by ERS. In the course of my duties, I am responsible for supplying information
responsive to legislative inquinies regarding the GBP, among other duties.



The fumnishing of the following information is within my official duties and those duties include
making an accurate report, which has been done here. All of the statements contained herein are
true and correct, and prepared by or received by ERS in the ordinary course of its business.

GBP Eligibility, “full time employees” and waiting periods:

Eligible GBP participants include state officers and employees who perform services for the
State of Texas and their dependents, employees and retirees of certain institutions of higher
education and their dependents, as specified by Texas Insurance Code Ch. 1551.

Additionally, the Health Select of Texas®>” Plan within the GBP is a self-funded health plan.
There are also two fully insured HMOs within the GBP for which ERS serves as the plan
sponsor. Since at least 1993, the State has paid 100% of the cost of member coverage and 50%
of the cost of dependent coverage. Accordingly, any increase or decrease in GBP costs
attributable to a member would be borne by the State at 100%, and any increase or decrease in
GBP costs attributable to dependent coverage would be split 50%/50% by the State (including
higher education) and member, under the current plan.

ERS’ statutory waiting period, in Tex. Ins. Code § 1551.104 provides that all “full time”
employees are covered automatically by the GBP, subject to a waiting period that is never
shorter than 90 days, but may be longer than 90 days, i.e. the first day of the month following the
completion of 90 days of service. Id. at §1551.055 (see also 24 Texas Administrative Code
§81.5). Under the current General Appropnations Act, the state pays 100% of the insurance
contributions for each such employee. Id. at §1551.319(a). All part-time employees are offered
an opportunity to enroll as well. Any person working fewer than 40 hours per week is
considered to be a “part-time” employee, Id. at §1551.003(11), and must pay one-half of the
contribution for coverage, Id. at §1551.319(b). If the part-time employee agrees to pay his or her
share of the contributions, then he/she is permitted to enroll tn the program.

Impacts of federal health care reform not contained in LAR:

ERS is required to submit estimates and reports relating to appropriations requested by the Texas
Legislative Budget Board (LBB) or under the board’s direction. In May, 2010, the LBB
instructed ERS to prepare and submit its Legislative Appropriations Request for Texas State
Fiscal Years 2012-2013 (September 1, 2011 to August 31, 2013) (hereinafter the “LAR”). The
LBB instructions required ERS to estimate the budgetary impact to the GBP of federal health
care reform: Patient Protection and Affordable Care Act of 2010 (“PPACA;” Public Law 11]1-
148), and the Health Care and Education Reconciliation Act of 2010 (“HCERA;” Public Law
111-152)(collectively referred to as “federal health care reform™ and/or PPACA).

Various expected cost impacts of federal health care reform were supplied to the LBB by ERS as
required. See Declaration of Michael Wheeler, ERS Chief Financial Officer; see also,
Declaration of Philip S. Dial, FSA, Rudd and Wisdom, Inc., ERS consulting actuary.

However, based on the limited, specific instructions the LBB requested for the LAR, such as the
specific state fiscal years to be included, and with LBB recognition of uncertainties in federal



health care reform, the following federal health care reform provisions were not addressed in the
LAR. If the following provisions are applicable to ERS and no exceptions apply, ERS expects at
least the following requirements to have a negative cost impact to the GBP, though ERS has not
estimated exact figures and/or has insufficient information to do so at this time:

Reporting:

[f ERS is a group health plan providing minimum essential coverage and the
federal health care reform “reporting” provisions [PPACA Sec. 1501 et seq.]
require ERS or its third-party administrator(s) to issue statements to individuals
about coverage, those requirements would require ERS to incur costs or pay its
contractors to prepare such reports and statements. Those costs have not been
calculated or estimated for the GBP and/or require input or direction from Texas
legislative leadership.

Broader Automatic enrollment:

As described above, if ERS is subject to the automatic enroliment of “full time”
employees as defined by federal health care reform, ERS expects the GBP to
incur costs when additional participants are automatically enrolled who might
otherwise not elect to be enrolled, and/or possibly be subject to the application of
potential) penalties if it fails to automatically enroll these employees as defined by
federal health care reform. Those costs have not been calculated or estimated for
the GBP and/or require input or direction from Texas legislative leadership.

Insurance Exchange:

If ERS is subject to the various federal health care reform requirements for
insurance exchange(s) [PPACA Sec. 1301 et seq, 1402], such as but not limited to
establishing the health insurance exchange, participating in the exchange, being
assessed penalties for (potentially) not offering qualified coverage, providing
notice to individuals, etc., ERS expects the GBP to incur costs and/or possibly be
applied fines. Too little is known about the exchange, and those costs have not
been calculated or estimated for the GBP and/or require input or direction from
Texas legislative leadership.

Rescissions:

If ERS is subject to the federal health care reform prohibitions of group health
plan coverage rescissions once an enrollee is covered, except in cases of fraud or
material intentional misrepresentation [PPACA Sec. 2712], ERS expects the GBP
to incur costs because the GBP currently provides for rescission in cases of
negligence and mistake for coverage that would otherwise be rescinded but for
federal health care reform. Those costs have not been calculated or estimated for
the GBP and/or require input or direction from Texas legislative leadership.



Independently, the GBP cannot reliably estimate the number of future expected
cases of negligence or mistaken coverage.

Evidence of Insurability:

If ERS is subject to the federal health care reform evidence of insurability
prohibitions [PPACA Sec. §1201 amending PHSA §2705] and those prohibitions
apply to ERS late enrollees as defined by the GBP, which is unclear to ERS, ERS
would expect the GBP to incur costs because the GBP currently screens late
enrollees for evidence of insurability. Those costs have not been calculated or
estimated for the GBP and/or require input or direction from Texas legislative
leadership. Independently, the GBP cannot reliably estimate the number of late
enrollees who would have otherwtse been excluded for lack of evidence of
insurability.

Grandfathered Status:

ERS has not determined grandfathered status and/or made elections to modify or
revoke any plan changes that would result in loss of grandfathered status as
permitted by federal health care reform [PPACA Sec. §1251(e)] on or before
August 31, 2011. ERS expects that any GBP loss of grandfathered status would
result in additional cost to comply with federal health care reform that would have
otherwise been grandfathered. The loss of grandfathered status has not been
confirmed by ERS, nor have all costs of any such loss been calculated or
estimated for the GBP and/or require input or direction from Texas legislative
leadership.

I reserve the right to amend my testimony, as permitted by the Court, if additional tederal
regulations or guidance is issued, and/or costs become known to ERS and/or relevant
input or direction from Texas legislative leadership is received to permit various
calculations and estimates.

[ declare under penalty of perjury that the foregoing is true and correct.
Executed on thi:blm.day of September, 2010.

L olih & D

Robert Kukla, Director of Benetfit Contracts
Employees Retirement System of Texas

SUBSCRIBED AND SWORN TO BEFORE ME on this the > Rl4day of September,

2010, Q : ;.

Nofary PubliC, State of Texas

ren, JENNIFER GRISSOM
Notary Public

o) STATE OfF TEXAS

/" Commisslon Exp. 07-31-2013

Notary without Bond




Exhibit 23



IN THE UNITED STATES DISTICE COURT
FOR THE NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and
through BILL McCOLLUM, et al.,

Plaintiffs,
V. Case No. 3:10-cv-91-RV/EMT
UNITED STATES DEPARTMENT
OF HEALTH AND HUMAN
SERVICES, et al.,

Defendants.

DECLARATION OF NEAL T. GOOCH

1. Pursuant to 28 U.S.C. § 1746, I, Neal T. Gooch, being first duly sworn upon
oath, declare as follows:

2. Thave personal knowledge of the matters set forth in this Declaration.

3. Iam and since May 19, 2010 have been the Utah Insurance Commissioner.
Under the Utah Insurance Code (Title 31A, Utah Code Ann.), the Commissioner is the
chief officer of the Utah Insurance Department (“Department’).

4. From about September 1, 1997 to January 15, 2010, I served as Utah’s Deputy
Insurance Commissioner.

5. From January 15, 2010 to May 19, 2010 I served as Utah’s Acting

Insurance Commissioner.



6. Since the enactment of the Patient Protection and Affordable Care Act
(“PPACA”) on March 23, 2010, the focus of the Utah Insurance Department has been to
understand PPACA and its impact on the work of the Department and the Utah insurance
market.

7. The director of the Utah Insurance Department’s Health Insurance Division
has had to allocate a substantial portion, if not the principal amount of her work schedule
toward indentifying which provisions of PPACA relate to the insurance market in Utah
and developing a strategy to prevent affected Utah insurance statutes from being
preempted by PPACA so that the regulation of insurance will remain under my
jurisdiction.

8. The most immediate impact of PPACA arises from the provisions in PPACA
related to changes in insurance coverage in the insurance market. These changes required
the department to reallocate some of its resources in the Health Insurance Division, the
Producer Licensing Division, the Market Conduct Division and the Property and Casualty
Life Division to meet the demands of PPACA.

9. Because of the enactment of PPACA, the individuals in thé Utah Insurance
Department’s Health Insurance Division have had to triage their work and work only on
PPACA implementation and only address non-PPACA matters that are critical to the
welfare of the current market. This has limited their ability to perform their duties as set
forth in the Utah Insurance Code.

10. The two (2) full-time employees at the Utah Insurance Department’s



Office of Consumer Health Assistanée, who are tasked with educating the public on
insurance matters and assisting them with non-PPACA complaints and inquiries relating
to insurance companies and coverage, have also had to limit their work on their
statutorily mandated job assignments because they have been spending substantial time
on PPACA.

11. The fiscal impact on the Utah Insurance Department’s General Fund
appropriation arising from reallocating resources within the Department to perform
PPACA related duties is $628,000 per year.

Reinsurance Program — PPACA § 1341

12. The situation is similar for the reinsurance mandates of PPACA. In
2009, it is estimated that the State of Utah had 302,400 uninsured individuals. It is
estimated that 10% of those individuals would be classified as being uninsurable and will
therefore be considered uninsurable or high risk individuals under PPACA. PPACA will
require these 302,400 individuals to be to be insured in the market place and that the risk
of the 30,000 high risk individuals in the State of Utah risk is to be managed with a risk
adjustment mechanism specified in PPACA. This risk adjustment function will require
an agency to administer the risk allocation among insurance companies that is required
by PPACA. It is estimated that such an agency will require a significant number of full
time employees and other costs to staff the operations of such an agency.

13. The cost to the Department’s General Fund appropriation of establishing and

operating such an agency to administer and implement the risk adjustment system



associated with the federally mandated health exchange system and is estimated to be
$2,008,900 per year.

Premium Review Process

14. Another impact of PPACA is that it requires the Department to change the
form and rate regulation and review scheme and process in regard to health insurance
products that will be required to be offered both in and out of the exchange mandated by
PPACA. Current law is a file and use statutory scheme. Products offered in the
mandated federal exchanges will have to be filed, reviewed and certified before they can
be used in the exchange. This will create a dual systém and require the Department’s rate
and form analysts to be trained to apply the requirements imposed upon the policy form
and rate review process by PPACA. For the rate review after the federal grants
terminate, the state will have to fund the costs imposed by the new review process. The
additional burden for certification of health insurance policy forms will be bourn fully by
the State. We estimate those costs to the department’s General Fund appropriation be
$1,501,100 per year.

Health Insurance Exchange

15. Currently, the State of Utah has a Health Insurance Exchange organized in
the Governor’s Office of Economic Development. This exchange, organized as an
independent effort by the State to mitigate the costs of the health insurance premiums to
its residents, does not include many of the functions and services mandated under

PPACA. As aresult, I anticipate that the cost to the State of Utah in implementing the



requirements of PPACA for its Health Exchange will be significant. It is my
understanding that to make the current health exchange compliant with PPACA, the
- exchange will need a call center, administrative functions, program functions and
technology and other functions that are currently not part of the regulatory oversight
scheme of the industry or government and will require a full time staff to provide the
services and regulation required under PPACA.

DATED this _&(day of September, 2010.

P A 4

Neal T. Gooch
Utah Insurance Commissioner

STATE OF UTAH )
8§
COUNTY OF SALT LAKE )

g\ (Vo Joo_v\m Qéﬁs’ &£
On the S day of September, 2010 before me, _&ﬁ&;‘mr, ,

a notary public, personally appeared Neal T. Gooch, proved on the basis of satisfactory

evidence to be the person whose name is subscribed to this instrument, and

acknowledged that he executed the same. Witness my hand and official seal.

NOTARY PUBLIC
ELVA JOA‘%‘M :CES‘%E
u
B‘:Ilﬁﬁt(:%ity. ﬁt.ah §4114
M‘mmmmion ezngwos
omnug !apo 10
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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, et al.,
Plaintiffs,
V.
UNITED STATES DEPARTMENT OF

HEALTH AND HUMAN SERVICES,
et al,,

DECLARATION OF DAVID N.
SUNDWALL, M.D., EXECUTIVE
DIRECTOR, UTAH DEPARTMENT
OF HEALTH, IN SUPPORT OF
PLAINTIFFS’ MOTION FOR
SUMMARY JUDGMENT

Case No. 3:10-cv-91-RV/EMT

Defendants.
STATE OF UTAH )
:SS
COUNTY OF SALT LAKE )

I, David N. Sundwall, M.D., being first duly sworn, declare as follows:

1. I am over the age of twenty-one and am familiar with the facts set forth herein.

2. Tam a physician licensed to practice in the State of Utah.

3. I am the Executive Director of the Utah Department of Health, the single state agency

operating the Medicaid program in the State of Utah..

4. Tam responsible for the preparation of the budget of the Medicaid program and am



personally familiar with the records that support the assertions in this affidavit.

5. Utah joined the federal Medicaid program shortly after it was created by Congress in
the 1960s. In 1981 the Utah Legislature enacted the "Medical Assistance Act" in Title 26,
Chapter 18 of the Utah Code.

6. The Utah Legislature requires the Medicaid program to be operated in the most
economical and cost-effective manner possible. Utah Code Ann. § 26-18-2.3 (1)(c) (Supp.
2010).

7. Utah's continued participation in the Medicaid program is based on the expectation
that the terms of its participation would not be altered significantly by the federal government to
increase the control of the federal government and to reduce Utah's discretionary authority.

8. The Patient Protection and Affordable Care Act (“the Act”) expands eligibility for
enrollment beyond Utah's ability to fund its participation. Under existing eligibility criteria,
individuals applying for Medicaid must be under an income threshold, be under an asset
threshold, and fit into a category of need (i.e., disabled, pregnant, etc.).

9. The Act increases the income threshold, eliminates the asset threshold, and eliminates
categories of need. As a result, all Utahns under 133% of the federal poverty level (about
$30,000 for a family of four) will qualify for Medicaid beginning January 1, 2014.

10. Utah projects this will result in at least 110,000 new individuals enrolling in

Medicaid at that time. The current average monthly enrollment is about 210,000 individuals.



11. The costs for these "newly eligible" enrollees will be covered by 100 % federal funds
for the first three yéars of the expansion. But that federal participation erodes to 90 % in 2020.

12. The Act’s new mandate for individuals to maintain health insurance coverage will
create an increased incentive for families currently eligible but not enrolled in Medicaid to enroll.
Utah will have to cover the costs of this increased enrollment at the traditional match rate: about
a 70/30 federal-state split.

13. Medicaid and Children's Health Program outlays for Utah consume 19% of Utah's
budget.

14. For FY 2009-2010, Utah spent $230 million in state funds on Medicaid. The
projected increases in state funds needed for Medicaid under the Act are $37 million in 2014,
eventually growing to $157 million in 2021.

15. The Act therefore forces Utah to increase state funding for these programs from
current levels by 16% in 2014, increasing year by year to 68% in 2021.

16. It would not now be feasible for Utah to cease its participation in Medicaid and make
alternative arrangements for a traditional Medicaid-like program prior to the Act taking effect.

17. The added costs to Utah under the Act would not be offset by increased federal

contributions under the Act.



18. The Act also will also require Utah to provide medical services, as distinguished
from providing payment for medical services. The future costs to the state of this mandate are
potentially massive, but have not yet been quantified.

DATED this 2™ day of September, 2010.

Executive Director
Utah Department of Health

STATE OF UTAH )
iSS
COUNTY OF SALT LAKE )

Subscribed and sworn to before me on this _L day of September 2010 by David N.

Sundwall, M.D.

NOTARY PUBLIC

. NOTARY PUBLIC
v AUTUM R, WHITTEN

Lake City, Utah 84114
My Cemmission Expires
January 1, 2011

STATE OF UTAH
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et dl.,

Plaintiffs,
Vs. Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF PLAINTIFF MARY BROWN
IN SUPPORT OF PLAINTIFFS’ MOTION FOR SUMMARY JUDGMENT

I, Mary Brown, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:
1. I am 55 years old, a citizen of the United States, and a citizen and resident of the State of

Florida. I am personally familiar with the facts contained herein, and I am competent to testify thereto.

2. I am a member of the National Federation of Independent Business (“NFIB”) in good
standing.
3. I am the Co-Owner, Secretary, and Treasurer of Brown & Dockery, Inc., an automobile

repair facility located at 2707 E. 15th St., Panama City, Florida 32405. My business has two employees

apart from myself.
4. I am married and have no children under the age of 26.
5. I do not have health insurance and have not had health insurance for the past four years. I

devote my financial resources to maintaining my business and paying my employees.




6. I regularly use my personal funds to meet my business expenses. I have recently held off
cashing my paycheck on occasion to meet my business expenses.

7. I do not qualify for Medicare or Medicaid and I do not receive health or medical benefits
from either program. I do not expect to qualify for Medicare in or before 2014, or for Medicaid under
the Patient Protection and Affordable Care Act (“ACA”), Pub. L. No. 111-148, 124 Stat. 119 (2010).

8. I am subject to the ACA’s individual insurance mandate. I object to being forced to
obtain and maintain qualifying health insurance coverage for myself and my dependents, or to pay a
penalty for failing to have such insurance, and to the ACA’s unconstitutional overreaching and its
encroachment on the States’ sovereignty. I do not believe that the cost of health insurance coverage is a
wise or acceptable use of my financial resources.

9. Both my business and myself will be harmed if T must purchase health care insurance
coverage, which I neither want nor need, to comply with the ACA, or pay the prescribed penalties for
non-compliance. This is because, in either case, I will be forced to divert financial resources from my
own priorities, and particularly from supporting and running my business as I consider to be best and
most advantageous. I believe that the added costs of ACA compliant insurance will threaten my ability
to maintain my own, independent business.

10.  To comply with the individual mandate, I would be forced to reorder my personal and
business affairs. Well in advance of 2014, I must now investigate whether and how to both obtain and
maintain the required insurance and at the same time to support my business and to make it grow.

11. I must also now investigate the impact that complying with the individual insurance
mandate wi]l have on my priorities and especially whether, in light of the costs of complying with the
individual mandate, my independent business can continue to be a viable going concern, or whether to

comply I would have to lay off my employees, close my business, and seek employment that provides

-




qualifying health insurance as a benefit.

12.  In order to comply with the ACA’s individual insurance mandate, I believe that I would
have to plan and take appropriate action before 2014 if I am to avoid being penalized for not complying
when this requirement becomes effective.

I declare under penalty of perjury that the foregoing is true and correct.

Executed this 2o day of October, 2010at _ / /. /S AN

£ i 5

Mary Brown
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et al,,

Plaintiffs,
Vs. Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF PLAINTIFF KAJ AHLBURG
IN SUPPORT OF PLAINTIFFS’ MOTION FOR SUMMARY JUDGMENT

I, Kaj Ahlburg, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:
1. [ am 51 years old, a citizen of the United States, and a citizen and resident of the State of

Washington. I am personally familiar with the facts contained herein, and I am competent to testify

thereto.
2. I am retired, holding no present employment.
3. I am married and have two c‘hildr{én' under the age of 26.
4. I do not have health insurance and have not had health insurance for the past six years. I

have no intention or desire to purchase health insurance in the future, as I am now and reasonably expect
to remain financially capable of fully paying for my and my family’s healthcare services out of my own
resources as needed.

5. I do not qualify for Medicare or Medicaid and I do not receive health or medical benefits

from either program. I do not expect to qualify for Medicare in or before 2014, or for Medicaid under




the Patient Protection and Affordable Care Act ("ACA™). Pub. L. No. 111-148, 124 Stat. 119 (2016).

6. I am subject to the ACA s individual insurance mandate, Ek“}bj@ti to being forced to
obtain and maintain qualifying health care insurance for myself and my dependents, or to pay a penalty
for failing to have such insurance, and to the ACA’s unconstitutional overreaching and its encroachment
on the States’ sovereignty.

7. [ do not believe that the cost of hézi’fﬁﬁi:'ifznsurzmce in general, or in particular the cost of
coverage that is compliant with the ACA. rcprcsmﬁs a sensible or acceptable use of my financial
resources,

8. I will be harmed if | am required to obtain and maintain such insurance, which 1 neither
need nor want, or to pay the prescribed penalties for non-compliance. This is because, in either case, |
will be forced to divert funds from other priorities which | know to be more important for myself and
my family.

9, To comply with the individual insurance mandate. femd well in advance of 2014, T must
now investigate whether and how to rearrange my personal financial affairs so as to ensure the
availability of sufficient funds to pay the premiums associated with ACA compliant insurance coverage.
and to establish what impact mcvtiﬁg this r-a;:quéa‘m%%ﬁﬁ_'wiﬂ have on my priorities for myself and my
family. particularly how these priorities would have o change as a result,

10 In order to comply with the individual mandate | believe that [ would have to plan
and take appropriate action before 2014 so as to meet its requirements if I am to avoid being penalized
for not complying when this requirc«:-n"lmﬁ becomes effective.

1 declare under penalty of perjury that the foregoing is true and correct.

Executed this | s tday of November, 2010 at_ Pay € Anagelesr, Wa shin g tan,

,,,,,,,,,,,,,, Vo AR QL iy

Kaj Ahlburg v

B
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et al., '

Plaintiffs,
Vs. Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF DONALD A. DANNER
IN SUPPORT OF PLAINTIFFS' MOTION FOR SUMMARY JUDGMENT

I, Donald A. Danner, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:

1. I am over the age of 18. I am personally familiar with the facts contained in this
declaration, and I am competent to testify thereto.

2.. I am the President and Chief Executive Officer of the National Federation of Independent
‘Business (“NFIB”). In this capacity, I am intimately _familiaf with the structure, operations and ﬁnance's
of NFIB and have personal knoWledge of the injuries done to NFIB and many of its members as a result
of the passage and enactment of the Patient Protection and Affordable Care Act (“ACA”), Pub. L. No.
111-148, 124 Stat. 119 (2010). | |

3. NFIB, a California nonprofit mutual benefit corporaﬁon, is the nation’s leading
association of small businesses and has a presence in all 50 States and the District of Columbia. The
NFIB Small Business Legal Center is a nonpfoﬁt, pﬁblic interest law firm established to provide legal

resources and be the voice for small businesses in the nation’s courts through representation on issues of




public interest affecting small businesses.

4. NFIB’s mission is to promote and protect the rights of its members to own, operate, and
earn success in their businesses, in accordance with lawfully-imposed government requirements. In
accordance with NFIB's articles of incorporation, a public document with which I am personally
familiar, its corporate purpose is, among other things, "[t]o promote the economic, ﬁnéncial and political
welfare of its members," "to organize the independent or small business men into an association to the
end that his voice may be heard effectively in local, state, and national affairs affecting small business,"
é.nd "[t]o foster the promotion and advancement of éivic, commercial, industrial and political welfare of
its members in their respective communities."

5. NFIB’s mémbership includes nearly 40,000 sole proprietors. Many of these individuals
operate fheir businesses themselves or are otherwise personally involved in the day-to-day management
of their enterprise.

6. NFIB’s service to its members includes providing information regarding legal and
regulatory issues faced by small businesses, as well as information and advice regarding compliance
with federal and state regulatory requirements, including individuals who own and operate their own
business.

7. Healthcare-related issues have been among NFIB’s highest public bolicy priorities in the
past twenty years. NFIB’s Reseérch Foundation has conducted at least five polls and surveys
specifically to determine the Burden to its small business members of bffering health care benefits to
employees. These polls and surveys have resulted in five publications: (1) “NFIB Small Business Poll:
Health Insurance” (2003); (2) “Price SensitiVity in Health Care: Implications for Health Care Policy”
(2005); (3) “A Study of Adrﬁinistrative Costs Accming to Association Health Plans” (2005); (4) “NFIB

Small Business Poll: Health Insurance, Purchasing” (2007); and (5) “Health Insurance Reform in an

2-




Experimental Market” (2009).

8. In addition, NFIB members guide the organization’s public policy po’sitions through
periodic “Member Ballots.” In this way NFIB advances the consensus of its members as a whole rather
than the more narrow interests of any particular trade group.

9. Since March of 1985, NFIB has asked its members a ballot question on either healthcare
or health insurance at least 63 times. Of those questions, eleven dealt with employer-mandated
healthcare and on ﬁvé occasions members were asked whether Congress should establish a mandatory
national health insurance program or whether individuals should bé required to obtain health insurance
coverage for themselves. On all but one occasion (1993), NFIB members olverwhelmingly rejected
adoption of an individual health insurance mandate.

10.  NFIB alsb regularly produces a “Problems and Priorities” report identifying the issues 6f
greatest concern to its membership. This publication is based on the responses of a large sample of
NFIB’s small business owner membership to a quéstionnaire. The questionnaire presents 75 potential
business problems, including those related to public policy. Reépondents are asked to rate the severity
of each potential problem on a scale of 1 to 7, with answers ranging from “Critical Problem” to “Not a
Problem.”

11.  Since 1986, the cost of health insurance has been the top priority of NFIB’s small
business members. NFIB sple proprietor members also rate the cost of health ins;u;rance as their top
concern.

12.  As demonstrated by the declarations of NFIB members submitted in this case, many
NFIB members are suffering actual and immediate injuries because of the ACA's mandate that
individuals obtain and maintain a statutorily established minimum level of health insurance covefagé for

" themselves and their families. These uninsured Small business owners are and will continue to be




subject to the ACA's individual insurance mandate and object to being forced to Vobtain healthcare

insurance coverage for themselves and their dependents or pay a p(enalty. For individuals and small

business owners who do not have insuranc;e, and especially sole proprietors, the costs of obtaining

qualifying coverage will mean that they have fewer financial resources available to operate and grow

their Businesses. These members will be forced to divert resources from their business endeavors, or

otherwise reorder their economic cichmstances and priorities, to obtain the required coverage,
regardless of their own conclusions regarding whether or not having such coverage for themselves and

their dependents is a worthwhile cost of doing business. In some cases, the costs associated with
obtaining and maintaining ACA qualifying health insurance will ’threaten members' ability to maintain
their own, independent small businesses as viable, going concerns.

13, In addition, the passage and enactment of the ACAv has resulted in significant new costs
for NFIB. Since passage, NFIB has been required to expénd substantial additional resources to advise
its meémbership on ACA-related compliance issues.

14.  To this end, NFIB paid staff has to date collectively spent approximately 2,430 hours
helping NFIB members understand and compiy with the ACA. This is an unprecedénted amount of time
and resources for NFIB to spend on one issue.

15. This new cost represents 2% of NFIB’s total state and federal policy budget and

[rest of page intentionally left blank]




constitutes a significant burden on NFIB.

I declare under penalty of perjury that the foregoing is true and correct.

Executed this A’j day of November, 2010 at LL) as‘ﬂ ) fIQ\JVOﬂ , D.C,

sl £ .

/ Donald A. BDanner
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et al.,

Plaintiffs,
VS. Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF DANA GRIMES
IN SUPPORT OF PLAINTIFFS’ MOTION FOR SUMMARY JUDGMENT

I, Dana Grimes, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:
1. I am 48 years old, a citizen of the United States, and a citizen and resident of the State of

New York. I am personally familiar with the facts contained in this declaration, and I am competent to

testify thereto.

2. I am a member of the National Federation of Independent Business (“NFIB”) in good
standing.

3. I am the sole proprietor of Premier Renovations, located at 65 County Route 52,

Greenwich, NY 12834. My business provides building and home contracting services and has no

employees.

4. I am divorced and have two children under the age of 26. My children live out-of-state

with my ex-wife.




5. I have used my personal funds to meet my business expenses when necessary and I invest
a substantial amount of my income back into my business.

6. I do not have health insurance. Until recently, I had health insurance provided through
the U.S. Chamber of Commerce, but I chose to terminate my coverage because I believed it was too
expensive. I am in excellent health and my medical expenses are roughly $100 per year, but my
previous insurance cost me $6000 per year. I last visited the doctor after injuring myself at work with a
chainsaw, and I fully paid my own medical expenses out-of-pocket.

7. I do not qualify for Medicare or Medicaid and I do not receive health or medical benefits
from either program. I do not expect to qualify for Medicare in or before 2014, or for Medicaid under
the Patient Protection and Affordable Care Act (“ACA”), Pub. L. No. 111-148, 124 Stat. 119 (2010).

8. I will be subject to the ACA’s individual insurance mandate. I object to the ACA’s
unconstitutional overreaching and to being forced to obtain and maintain qualifying health care
insurance for myself and my dependents, or to pay a penalty for failing to have such insurance. I do not
wish to have such insurance and I do not believe that the costs associated with health insurance are a
wise or acceptable use of my financial resources.

9. Both my business and myself will be harmed if I must purchase health care insurance
coverage, which I neither want nor need, to comply with the ACA, or pay the prescribed penalties for
non-compliance. This is because, in either case, I will be forced to divert financial resources away from
my own priorities, and particularly from supporting and running my business as I consider to be best and
most advantageous. I believe that the added costs of ACA compliant insurance will make it difficult, if
not impossible, for me to remain in business.

10.  To comply with the individual mandate, I would be forced to reorder my personal and

business affairs. Well in advance of 2014, I must now investigate whether and how to both obtain and

2




maintain the required insurance and at the same time to support my business and make it grow.

11.  In particular, I must investigate what impact the costs of compliance with the individual
insurance mandate will have on my priorities, and especially whether, in light of those costs, my
independent business can continue to be a viable going concern, or whether to comply I would have to
close my business and seek employment that provides qualifying health insurance coverage as a benefit.

12.  In order to comply with the ACA’s individual insurance mandate, I believe that I would
also have to plan and take appropriate action before 2014 if I am to avoid being penalized for not
complying when this requirement becomes effective.

I declare under penalty of perjury that the foregoing is true and correct.

Executed thisT\ day of October, 2010 at = R0 P v
U

R 3 57%‘«*”“—

Dana Grimes
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et al.,

Plaintiffs,
VS. Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF DAVID KLEMENCIC
IN SUPPORT OF PLAINTIFFS’ MOTION FOR SUMMARY JUDGMENT

I, David Klemencic, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:
1. I am 50 years old, a citizen of the United States, and a citizen and resident of the State of

West Virginia. I am personally familiar with the facts contained in this declaration, and I am competent

to testify thereto.

2. I am a member of the National Federation of Independent Business (“NFIB”) in good
standing.

3. I am the sole proprietor of Ellenboro Floors, located at 108 W. Washington Street,

Ellenboro, West Virginia 26346. My business sells flooring. I have no employees.
4, I am married and have no children under the age of 26.
3. My business and personal funds are not kept separate, and I use my personal funds to pay

my business expenses when necessary.

6. I do not have health insurance. My wife has insurance through her employer, Tim




Horton’s Restaurant, but I am not covered under it. I last had health insurance over 12 years ago. I have
looked into purchasing health insurance within the past year but have determined that it is too expensive.

7. I do not qualify for Medicare or Medicaid and I do not receive health or medical benefits
from either program. I do not expect to qualify for Medicare in or before 2014, or for Medicaid under
the Patient Protection and Affordable Care Act (“ACA”), Pub. L. No. 111-148, 124 Stat. 119 (2010).

8. I am subject to the ACA’s individual insurance mandate. I object to the ACA’s
unconstitutional overreaching and to being forced to obtain and maintain qualifying health care
insurance for myself and my dependents, or to pay a penalty for failing to have such insurance. I do not
wish to have such insurance and do not believe that the cost of health insurance is a wise or acceptable
use of my financial resources.

9. Both my business and myself will be harmed if I must purchase health care insurance
coverage, which I neither want nor need, to comply with the ACA, or pay the prescribed penalties for
non-compliance. This is because, in either case, I will be forced to divert financial resources from my
own priorities, and particularly from supporting and running my business as I consider to be best and
most advantageous. I believe that the added costs of ACA compliant insurance will threaten my ability
to maintain my own, independent business.

10.  To comply with the individual mandate, I would be forced to reorder my personal and
business affairs. Well in advance of 2014, I must now investigate whether and how to both obtain and
maintain the required insurance and at the same time to support my business and to make it grow.

11.  In particular, I must investigate what impact the costs of compliance with the individual
insurance mandate will have on my priorities, and especially whether, in light of those costs, my
independent business can continue to be a viable going concern, or whether to comply I must close my

business and seek employment that provides qualifying health insurance as a benefit.

R




12.  In order to comply with the ACA’s individual insurance mandate, I believe that I would
also have to plan and take appropriate action before 2014 if I am to avoid being penalized for not
complying when this requirement becomes effective.

I declare under penalty of perjury that the foregoing is true and correct.

Executed this 22 day of October, 2010 at  F: 00 Au

/D/

David Klemencic
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et al.,

Plaintiffs,
Vs, Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF PAUL MCCLAIN
IN SUPPORT OF PLAINTIFFS’ MOTION FOR SUMMARY JUDGMENT

I, Paul McClain, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:
1. I am over the age of 18, a citizen of the United States, and a citizen and resident of the

State of Indiana. I am personally familiar with the facts contained herein, and I am competent to testify

thereto.

2. I am a member of the National Federation of Independent Business (“NFIB”) in good
standing.

3. I am the sole proprietor of AJ Towing & Recovery, located at 1415 Lafayette St., Fort

Wayne, Indiana 46802. My business provides automotive towing and recovery services and has two
employees.
4, I sometimes use my personal funds to meet my business expenses.

S. I do not have health insurance, nor have I had health insurance as an adult in the past. I




do not offer health insurance to my employees.

6. I do not qualify for Medicare or Medicaid and I do not receive health or medical benefits
from either program. I do not expect to qualify for Medicare in or before 2014, or for Medicaid under
the Patient Protection and Affordable Care Act (“ACA”), Pub. L. No. 111-148, 124 Stat. 119 (2010).

7. I am subject to the ACA’s individual insurance mandate. I object to the ACA’s
unconstitutional overreaching, and to being forced to obtain and maintain qualifying health care
insurance for myself and my dependents, or to pay a penalty for failing to have such insurance. I do not
believe that the cost of health insurance is a wise or acceptable use of my financial resources.

8. Both my business and myself will be harmed if I must purchase health care insurance
coverage, which I neither want nor need, to comply with the ACA, or pay the prescribed penalties for
non-compliance. This is because, in either case, I will be forced to divert financial resources away from
my own priorities, and particularly from supporting and running my business as I consider to be best and
most advantageous. I believe that the added costs of ACA compliant insurance will make it difficult, if
not impossible, for me to remain in business.

9. To comply with the individual mandate, I would be forced to reorder my personal and
business affairs. Well in advance of 2014, I must now investigate whether and how to both obtain and
maintain the required insurance and at the same time to support my business and to make it grow.

10.  In particular, I must investigate what impact the costs of compliance with the individual
insurance mandate will have on my priorities, and especially whether, in light of those costs, my
independent business can continue to be a viable going concern, or whether to comply I must close my
business and seek employment that provides qualifying health insurance as a benefit.

11.  In order to comply with the ACA’s individual insurance mandate, I believe that I would

also have to plan and take appropriate action before 2014 if I am to avoid being penalized for not

2-




complying when this requirement becomes effective.

[ declare under penalty of perjury that the foregoing is true and correct.

Executed this i/ day of October, 2010 at S 0o /Y5 Lnfnyelle S Faattin oy Frr

Paul McClain
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF FLORIDA
PENSACOLA DIVISION

STATE OF FLORIDA, by and through
BILL McCOLLUM, ATTORNEY
GENERAL OF THE STATE OF
FLORIDA, et al.,

Plaintiffs,
VS. Case No. 3:10-cv-91-RV/EMT

UNITED STATES DEPARTMENT OF
HEALTH AND HUMAN SERVICES, et
al.,

Defendants.

DECLARATION OF TIMOTHY THOMPSON
IN SUPPORT OF PLAINTIFFS’ MOTION FOR SUMMARY JUDGMENT

I, Timothy Thompson, under the provisions of 28 U.S.C. § 1746, hereby declare as follows:
1. I am 46 years old, a citizen of the United States, and a citizen and resident of the State of

Ohio. I am personally familiar with the facts contained herein, and I am competent to testify thereto.

2. I am a member of the National Federation of Independent Business (“NFIB”) in good
standing.
3. I am the sole proprietor of Thompson’s Automotive, located at 893 2 U.S. Highway 250,

North Ashland, Ohio 44805. My business provides automotive repair services and has no employees.

4. I am single and have two children under the age of 26.
5. I regularly use my personal funds to meet my business expenses.
6. I do not have health insurance. I last had health insurance many years ago when I worked

at a factory.




7. I do not qualify for Medicare or Medicaid and I do not receive health or medical beneﬁts
from either program. I do not expect to qualify for Medicare in or before 2014, or for Medicaid under
the Patient Protection and Affordable Care Act (“ACA”), Pub. L. No. 111-148, 124 Stat. 119 (2010).

8. I am subject to the ACA’s individual insurance mandate. I object to the ACA’s
unconstitutional overreaching, and to being forced to obtain and maintain qualifying health care
insurance for myself and my dependents, or to pay a penalty for failing to have such insurance. I do not
wish to have health insurance, and I do not believe that the costs associated with that coverage are a wise
or acceptable use of my financial resources.

9. Both my business and myself will be harmed if I must purchase health care insurance
coverage, which I neither want nor need, to comply with the ACA, or pay the prescribed penalties for
non-compliance. This is because, in either case, I will be forced to divert financial resources away from
my own priorities, and particularly from supporting and running my business as I consider to be best and
most advantageous. I believe that the added costs of ACA compliant health insurance will threaten my
ability to maintain my own, independent business.

10.  To comply with the individual mandate I would be forced to reorder my personal and
business affairs. Well in advance of 2014, I must now investigate whether and how to both obtain and
maintain the required insurance and at the same time to support my business and to make it grow.

11.  In particular, I must investigate what impact the costs of compliance with the individual
insurance mandate will have on my priorities, and especially whether, in light of those costs, my
independent business can continue to be a viable going concern, or whether to comply I must close my
business and seek employment that provides qualifying health insurance as a benefit.

12. In order to comply with the ACA’s individual insurance mandate, I believe that I would




also have to plan and take appropriate action before 2014 if I am to avoid being penalized for not
complying when this requirement becomes effective.

I declare under penalty of perjury that the foregoing is true and correct.

Executed this a/_ day of October, 2010 at FO0 pem, /j( 9/{ / q nJ; 0 /}/ .

Timothy Phompson /
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DEPARTMBENT OF HEALTH & HUMAMN SERVICES
Centers for Modicae & Medicaid Services

7500 Security Boulevard, Mail Stop §2-01-16
Baltimore, Maryland 21244-1850

JUN 24 200

Ms. Monica Coury

Assistant Director

Office of Intergovernmental Relations

Arizona Health Care Cost Containment System
B0 East Jefferson

Phoenix, AZ B5034

Dear Ms. Coury:

| write to acknowlcdge your May 12 letter withdrawing Arizona's March 18™ request 1o
terminate the KidsCare program, Since the KidsCare program has been reinstated, Arizona is not
currently considered 1o be in violation of the "maintenance of effort” provisions in the Affordable
Care Act and consequently will be able to continue receiving Federal financial participation for
Medicaid and CHIP.

We undersiand that the renewed funding for the KidsCare program approprisied in Arizona SB
1043 is primarily contingent on Federal action to extend the enhanced Federal Medical Assistance
Percentage (FMAP) in the American Reinvestment and Recovery Act (ARRA). If the extension of
the enhanced ARRA FMAP is not approved by Congress, Arizona will be expected 1o indentify
funding from other sources. Please keep us informed about the status of the renewed funding for
the reinstated KidsCare program.

Please contact me at 410-786-5143 if you have questions or need clarification.

Bl X AR

Barbara K. Richards
Acting Director
Division of Staiz Children’s Health Insurance

ce:  Ms Glorda Magle, Associate Regional Administrator, Region TX
Ms. Susan Ruiz, Regiomal CHIP Coordinator
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For release on delivery
10:15am. EDT
August 2, 2010

Challenges for the Economy and State Governments

Remarks by
Ben S. Bernanke
Chairman
Board of Governors of the Federal Reserve System
at the

Annua Meeting of the Southern Legidlative Conference
of the Council of State Governments

Charleston, South Carolina

August 2, 2010



It isapleasure to be able to address this conference of southern leaders and
legislators. Assome of you may know, | was raised only about 150 miles from herein
Dillon, South Carolina, and remain connected to this area through family ties.

Our nation has endured a deep recession that in turn was triggered by the most
severe financial crisis since the Great Depression. Today, the financial crisis appears to
be mostly behind us, and the economy seems to have stabilized and is expanding again.
But we have a considerable way to go to achieve afull recovery in our economy, and
many Americans are still grappling with unemployment, foreclosure, and lost savings.

The recession--as al of you know too well--has al so battered the budgets of state
and local governments, primarily because tax revenues have declined sharply. Many
states and localities continue to face difficulties in maintaining essential services and
have significantly cut their programs and work forces. These cuts have imposed
hardships in local jurisdictions around the country and are also part of the reason for the
sluggishness of the national recovery.

Today, | will touch on current economic and financia conditions and then turn to
some near-term and longer-term challenges--fiscal and otherwise--facing state
governments.

The Economic Outlook

After aprecipitous decline in late 2008 and early 2009, the U.S. economy
stabilized in the middle of last year and is now expanding at a moderate pace. While the
support to economic activity from stimulative fiscal policies and firms’ restocking of
their inventories will diminish over time, rising demand from households and businesses

should help sustain growth. In particular, in the household sector, growth in real
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consumer spending seems likely to pick up in coming quarters from its recent modest
pace, supported by gains in income and improving credit conditions. In the business
sector, investment in equipment and software has been increasing rapidly, in part asa
result of the deferral of capital outlays during the downturn and the need of many
businesses to replace aging equipment. At the same time, rising U.S. exports, reflecting
the expansion of the global economy and the recovery of world trade, have helped foster
growth in the U.S. manufacturing sector.

To be sure, notable restraints on the recovery persist. The housing market has
remained weak, with the overhang of vacant or foreclosed houses weighing on home
prices and new construction. Similarly, poor economic fundamentals and tight credit are
holding back investment in nonresidential structures, such as office buildings, hotels, and
shopping malls.

Importantly, the slow recovery in the labor market and the attendant uncertainty
about job prospects are weighing on household confidence and spending. After two years
of job losses, private payrolls expanded at an average of about 100,000 per month during
thefirst half of this year, an improvement but still a pace insufficient to reduce the
unemployment rate materially. In al likelihood, significant time will be required to
restore the nearly 8-1/2 million jobs that were lost over 2008 and 2009. Moreover, nearly
half of the unemployed have been out of work for longer than six months. Long-term
unemployment not only imposes exceptiona near-term hardships on workers and their
families, it aso erodes skills and may have long-lasting effects on workers' employment

and earnings prospects.
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Financial conditions--though much improved since the depth of the financial
crisis--have become somewhat |ess supportive of economic growth in recent months.
Notably, concerns about the ability of Greece and a number of other euro-area countries
to manage their sizable budget deficits and high levels of public debt roiled global
financial markets in the spring, including our own. In response to these fiscal pressures,
European leaders put in place a number of strong measures, including an assistance
package for Greece and backstop financing for euro-area countries. And, recently,
European banking supervisors released the results of comprehensive stress tests of their
banks.' On net, these measures appear to have reduced concernsin financial markets
about European prospects.

Like financial conditions generally, the state of the U.S. banking system has aso
improved significantly since the worst of the crisis. Loss rates on most types of loans
seem to be peaking, and, in the aggregate, bank capital ratios have risen to new highs.
However, many banks continue to have alarge volume of troubled loans, and bank
lending standards remain tight. With credit demand weak and with banks writing down
problem credits, bank loans outstanding have continued to decline. Small businesses,
which depend importantly on bank credit, have been particularly hard hit by restrictive
lending standards. At the Federal Reserve, we have been working to facilitate the flow of
funds to creditworthy small businesses. Along with the other banking supervisors, we
have emphasized to banks and examiners that lenders should do all they can to meet the

needs of creditworthy borrowers, including small businesses.? We also have conducted

! For information on the 2010 European Union stress testing, see the Committee on European Banking
Supervisors website at www.c-ebs.org/EuWideStressT esting.aspx.

2 See Board of Governors of the Federal Reserve System, Federal Deposit Insurance Corporation, National
Credit Union Administration, Office of the Comptroller of the Currency, Office of Thrift Supervision, and
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extensive training of our bank examiners, with the message that lending to viable small
businessesis good for the safety and soundness of our banking system as well as for our
economy. We will continue to monitor bank lending and to seek feedback from banks
and borrowers.

Inflation has been low, with consumer pricesrising at an average annual rate of
about 1 percent in the first half of this year, and we anticipate it will remain subdued over
the next couple of years.®> Slack in labor and product markets has damped wage and price
pressures, and rapid productivity increases have helped firms control their production
costs. Meanwhile, measures of expected inflation generaly have remained stable.

Fiscal Challenges for State Governments

Cutsin state and local programs and employment are also weighing on economic
activity. These cuts principally reflect the historically large decreases in state tax
revenues during the recession. Sales tax revenues have declined with household and
business spending, and income tax revenues have been hit by drops in wages and salaries,
capital gains, and corporate profits. In contrast, property tax revenues collected by local
governments generally held up well through the beginning of this year, although
reappraisals of the values of homes and commercial properties may affect those

collectionsin the future. For the 15 states represented in the Southern Legidlative

Conference of State Bank Supervisors (2010), “Regulators | ssue Statement on Lending to Creditworthy
Small Businesses,” joint press release, February 5,

www.federal reserve.gov/newsevents/press/bereg/20100205a htm.

® The discussion in the text refers to inflation as measured by the price index for personal consumption
expenditures.
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Conference (SLC), state tax revenues fell roughly 10 percent in 2009, similar to the
average of al states.*

Medicaid spending is another source of pressure on state budgets. The recession
and the weak job market have swelled the rolls of Medicaid participants. In 2009,
caseloads were 11 percent above their 2007 level in the region represented by the SLC,
again similar to the average in al states.

With revenues down and Medicaid spending up, other categories of spending by
state governments have been tightly squeezed. Over the past year, numerous state
governments have laid off or furloughed employees, decreased capital spending, and
reduced aid to local governments. Indeed, state and local payrolls have fallen by more
than 200,000 jobs from their peak near the end of 2008. Some states have also raised
taxes, but the weak economy has made it difficult to find significant new revenues.

Assistance from the federal government, especially through the fiscal stimulus
package, has eased, but certainly not eliminated, the budget difficulties faced by states.
Although states and localities will continue to receive significant aid this year, that source
of help will be winding down next year.

On amore positive note, state and local tax revenues seem set to increase as
economic activity expands. Indeed, 11 of the 15 states of the SLC reported earlier this
year that they expect fiscal year 2011 revenues to be at least somewhat higher than the

previous fiscal year.> And improvementsin the job market should gradually ease some

* The Southern Legislative Conference comprises the states of Alabama, Arkansas, Florida, Georgia,
Kentucky, Louisiana, Mississippi, Missouri, North Carolina, Oklahoma, South Carolina, Tennessee, Texas,
Virginia, and West Virginia.

® See Southern Legislative Conference (2010), “What Are the Revenue Estimates for Fiscal Y ears 2010 and
2011 in the SLC States?” Question of the Month, February,

www. sl catlanta.org/QoM/2010/QuesFeb10 html.
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of the demands on Medicaid and other social services. Moreover, the municipal bond
market has remained reasonably receptive this year to most borrowers, with rateslow and
new issuance relatively solid, despite the concerns about the fiscal positions of many state
and local governments. All that being said, with economic conditions still far from
normal, state budgets will probably remain under substantial pressure for a while, leaving
governors and legislatures adifficult juggling act as they try to maintain essential

services while meeting their budgetary obligations.

A question for the longer run is whether the vulnerability of state budgets to
business-cycle downturns can be ameliorated. The pressures that states face during and
after arecession are the result, in part, of balanced-budget rules in state constitutions that
prohibit the use of long-term borrowing to cover operating budget shortfalls, a constraint
not faced by the federal government, as you know. | do not advocate changing the
bal anced-budget rules followed by 49 of the 50 states; they provide important discipline
and are a key reason that states have not built up long-term debt burdens comparable to
those of many national governments. However, asis the case today, these rules may
force significant state cutbacks in bad economic times when services are most needed.
Moreover, many government programs--in areas such as education or health care, for
example--are likely to be most effective when funding sources are stable and predictable,
allowing for longer-term planning.

Tools exist to help mitigate the effects of the business cycle on state budgets.
Many states deal with revenue fluctuations by building up reserve--or “rainy day” --funds
during good economic times. Measured as a percent of general fund expenditures, the

aggregate reserve fund balances for all state governments stood at a record of about
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12 percent at the end of 2006; the states represented by the SLC had accumulated above-
average reserves of around 16 percent. These high reserve-fund balances were helpful in
lessening the severity of spending cuts or tax increases in many states. Nevertheless,
given the depth of the recent recession, even these historically high reserve-fund balances
proved insufficient to buffer fully the budgets of most states. Thus, state governments
may wish to revisit their criteriafor accumulating fiscal reserves. Building arainy-day
fund during good times may not be politically popular, but it can pay off during the bad
times.

In principle, some smoothing of state government expenditures over time could
take place through the capital budget. Maintaining or even increasing the pace of
infrastructure construction when the economy is weak fosters economic devel opment and
provideslocal jobs, and it may even alow the state to get more bang for the buck because
of increased competition among private contractors when demand is slack. However,
voters and policymakers may understandably be reluctant to approve new bond issues
and take on additional costs for debt paymentsin a period of fiscal and economic stress.

Beyond balanced-budget rules, state government finances al so fluctuate because
of the increasing sensitivity of their revenues to changes in economic conditions. For
example, capital income, which tends to vary substantially more than wage and salary
income, has over time become arelatively more important source of state persond
income taxes.® Also, sales taxes that understandably exempt certain necessities may aso

lead to more cyclicality in collections. As state legislatures review their tax systems, they

® See Richard Mattoon and Leslie McGranahan (2008), “Revenue Bubbles and Structural Deficits: What's
a State to Do?" Working Paper No. 2008-15 (Chicago: Federa Reserve Bank of Chicago, July), available
at www.chicagofed.org/webpages/publications/working_papers/2008/wp_15.cfm; and David L. Soquist
and Sally Wallace (2003), “Capital Gains. Its Recent, Varied, and Growing (?) Impact on State Revenues,”
State Tax Notes, August 18, available at www.taxpolicycenter.org/publications/url.cfm? D=1000613.
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may wish to consider revenue stability along with other critical features of the tax code
such as fairness, support for economic growth, and administrative costs.

Of course, healthy economic growth can ease state and local fiscal problems--and
federal fiscal problems, for that matter. Notwithstanding the very difficult near-term
budget issues you face, | urge you not to take your eye off the important goal of
promoting growth.

A basic economic principleisthat growth requiresinvestment. Investment
includes physical investment such as infrastructure development; surely, adequate
transportation networks and the like are necessary for economic growth. But for
sustained economic development, investment in people--in their knowledge and skills--is
even more important. No economy can succeed without a high-quality workforce,
particularly in an age of globalization and technical change. | think thisisalesson that
the South, as aregion, has learned quite well. When | attended public schools in South
Carolinain the 1960s, measures of per-pupil spending, years of schooling, and student
achievement in the South lagged significantly behind other parts of the country. Since
then, those indicators have changed, very much for the better. Because of the concerted
efforts of state and local governments, high school completion rates in the South have
gradually converged to the national average. Southern colleges and universities have
become more prominent nationally and internationally, and we have seen the emergence
of leading centers of education and innovation, such as the Research Triangle Park area
in North Carolina and the high-tech area around Austin, Texas. Economic progress and a

high quality of life have in turn attracted educated workers and new industries.
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Doubtless, investment in education and training has been a key source of the remarkable
economic gains that the South has achieved over the past 50 years or so.

| am confident that, in light of this experience, your efforts to improve education
and workforce skillswill continue. Asyou do that, please keep in mind that formal K-12
and post-secondary education, as important as they are, do not alone build better
workforces. Research increasingly has shown the importance for both individuals and
the economy as a whole of both early childhood education as well as efforts to promote
the lifelong acquisition of skills. The payoffs of early childhood programs can be
especialy high.” For instance, investment in preschool programs for disadvantaged
children has been shown to increase high school graduation rates. Because high school
graduates have higher earnings, pay more taxes, and are less likely to need to use public
health programs, such investments can pay off even from the narrow perspective of state
budgets; of course, the returnsto the overall economy and to the individuals themselves
are much greater.®

Additionally, in a dynamic economy in which job requirements are constantly
changing, individuals aready in the workforce need opportunities to improve their skills
throughout their lives. There are many ways to provide such opportunities. For example,
community colleges and vocational schools play essential rolesin training and retraining
workers, especiadly if they do so in close collaboration with private employers, and they

do so at arelatively low cost. State governments can facilitate public-private

" For example, see the work of the Human Capital Research Collaborative, ajoint project of the University
of Minnesota and the Federal Reserve Bank of Minneapolis, at www.humancapitalrc.org.

8 See, for example, Henry M. Levin, Clive Belfield, Peter Muennig, Cecilia Rouse, Barbara Wolfe, and
Nathan Tefft (2007), “The Public Returns to Public Educational Investmentsin African American Males,”
Discussion Paper 112 (Minneapolis: Early Childhood Research Collaborative, April), available at
www.earlychildhoodrc.org/papers/dpl12-abstract.cfm.
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collaboration to help individuals gain skills that the market demands. Though creating
opportunities for workersto retrain is always important, it is especially critical now,
when the high rate of long-term unemployment threatens the longer-term employability
and productivity of many.

Providing economic opportunity and rising living standards for as many people as
possibleis, of course, the fundamental rationale for continued economic development.
From the perspective of government finances, however, healthy local economies will also
be necessary if state governments are to successfully confront some difficult, longer-term
fiscal issues. Asyou know, with the retirement of state employees that are part of the
baby-boom generation and the continued rise in health-care costs, states' retiree pension
and health-care obligations will become even more difficult to meet in coming years.
Estimates of states' unfunded pension liabilities span a wide range, but some researchers
put the figure as high as $2 trillion at the end of last year.® States' unfunded liabilities are
significantly higher than before the recession and financial crisis because many pension
fund investments have declined in value, and because many states have found it difficult
to maintain pension contributions while their budgets are under stress. Indeed, some
estimates suggest that, on average, states would need to more than double their typical
annual pension contributions over the next decade to avoid collectively exhausting their
pension funds during the next couple of decades. *° This daunting problem has no easy

solution; in particular, proposals that include modifications of benefits schedules must

°See AliciaH. Munnell, Richard W. Kopcke, Jean-Pierre Aubry, and Laura Quinby (2010), Valuing
Liabilities in State and Local Plans (Chestnut Hill, Mass.: Center for Retirement Research at Boston
College, June), available at http://crr.bc.edu/briefs/valuing_liabilities in_state and local_plans.html.

19 See Joshua Rauh (2010), “Are State Public Pensions Sustainable? Why the Federal Government Should
Worry About State Pension Liabilities,” Working Paper Series (Evanston, Ill.: Northwestern University,
May), available at http://ssrn.com/abstract=1596679.
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take into account that accrued pension benefits of state and local workersin many
jurisdictions are accorded strong legal protection, including, in some states, constitutional
protection.™

In addition to pensions, states will have to address the burgeoning cost of retiree
health benefits. Estimates of these liabilities are subject to significant uncertainty, largely
because we have little basis on which to project health-care costs decades into the future.
However, one recent estimate suggests that state governments have a collective liability
of almost $600 billion for retiree health benefits.’> These benefits have traditionally been
funded on a pay-as-you-go basis and therefore could entail a substantial fiscal burden in
coming years as large numbers of state workersretire.

Of course, the demographic and health-care trends faced by state governments
present severe challenges for federal fiscal policymakers aswell. Long-term projections
of the federal government’s budget under current policies and plausible economic
assumptions show a structural budget gap that is both large relative to the size of the
economy and increasing over time.*® To steer clear of sudden, sharp, and disruptive
shiftsin spending programs and tax policies, and to retain the confidence of the public
and financial markets, federal policymakers need to develop a credible plan to restore

fiscal sustainability.

1! See Jeffrey R. Brown and David W. Wilcox (2009), “Discounting State and Local Pension Liabilities,”
American Economic Review, vol. 99 (May), 538-42. It should be noted that future pension accruals and
health benefits generally seem to be accorded alower level of protection.

12See Pew Center on the States (2010), The Trillion Dollar Gap: Underfunded State Retirement Systems
and the Road to Reform (Washington: PCS, February), available at
www.pewcenteronthestates.org/report_detail .aspx?id=56695.

3 For example, see the alternative fiscal scenario in the Congressional Budget Office (2010), The Long-
Term Budget Outlook (Washington: CBO, June), available at

www.cho.gov/doc.cfm?index=11579& zzz=40884.
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The states have the opportunity to serve as role models for effective long-term
fiscal planning. Given the size of long-term obligations and the importance of meeting
commitments to employees and the public, | don’t think these problems can be solved
simply through across-the-board cutsin existing state programs. Instead, states should
intensively review the effectiveness of al of their programs and be willing to make
significant changes to deliver necessary services at lower cost. Thiswillingnessto look
for new solutions seems especially important in the case of health programs, where costs
are growing the most quickly.

Conclusion

Today | have highlighted the challenges that state legislators face, both in the
South and in other regions. In the past few years, the weak economy has significantly
reduced state and local government revenues, which in turn has forced difficult decisions
on spending and taxes. An improving economy should help, but state finances will
remain under pressure for sometime. Inthelonger term, like the federal government,
state governments must respond to the aging of the population and the seemingly
inexorable rise in health-care costs. These are daunting challengesindeed, but | believe
we can find constructive ways to meet them, and | suspect that many of these solutions
will be found at the state level. Dealing with the fiscal challenges at all levels of
government will be essential to ensuring that our resilient and dynamic economy delivers

rising living standards to the citizens of your states and to our nation as awhole.





