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Date: November 15, 2018 
Prepared By: Joseph W. Simon 
Purpose: Understand the current financial needs of the Retiree 
Health Care Authority and preview 2019 legislative proposals 
Witness: David Archuleta, Executive Director, New Mexico 
Retiree Health Care Authority 
Expected Outcome: Informational 

Retiree Health Care Fund Solvency 
Background 

Like most other states, public employees in New Mexico have access to post 
employment healthcare benefits subsidized by the state.    In New Mexico, the Retiree 
Health Care Authority (RHCA) provides subsidized health insurance benefits to more 
than 63 thousand retirees and dependents, but healthcare costs are rising more 
quickly than the amount of revenue collected by the authority.  According to RHCA’s 
long term solvency model, between FY18 and FY23, total expenditures are expected to 
rise by about 10 percent per year, while income is only expected to increase by 6.5 
percent, with most of the increase coming from retirees in the form of increased 
medical premiums.  Although current public employees and their employers are 
required to make payments to RHCA, the retiree health care fund is expected to 
become insolvent by 2037.  As a result, the RHCA board and staff have considered 
several proposals to increase the long term solvency of the fund, including proposals 
for the Legislature to consider during the 2019 legislative session. 

Retiree Health Care Act Overview 

Since 1990, RHCA has provided subsidized health insurance benefits for those retired 
from public service professions.  Of the more than 160 thousand active and retired 
member of RHCA, about half are from educational institutions, including school 
districts, charter schools, regional education cooperatives, New Mexico School for the 
Blind and Visually Impaired, New Mexico School for the Deaf, New Mexico Military 
Institute, and higher education institutions other than University of New Mexico and 
New Mexico State University. 

When RHCA began in 1990, the authority immediately began covering 
retirees with no pre-funding.  As a result, employer and active 
employee contributions have been used to pay current retiree benefits. 
By FY07, the retiree health care fund had only $122 million in assets, 
more than $4 billion in liabilities, and was projected to become 
insolvent in FY14.  Legislation passed in 2009 increased the employer 
and active employee contribution rates and assets rose from 3 percent 
of liabilities in FY07 to 11.3 percent in FY18. 

Y ears Empl oy ee Empl oy er

1990 - 2001 0.50% 1.00%

2002 - 2009 0.65% 1.30%

2010 0.83% 1.66%

2011 0.92% 1.84%

2012 - present 1.00% 2.00%

Retiree Health Care Authority 
Contribution Rates

Source: RHCA
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RHCA’s medical plans are funded by a combination of retiree-paid premiums and the 
premium subsidies that are funded through employer and employee contributions 
during the retiree’s working life.  Medical premiums are set by the board each year, 
and the amount of each member’s subsidy is determined based on the subsidy 
schedule established by the board through administrative rule and the maximum 
subsidy determined by the board when setting premium rates.  See Attachment 1: 
NMRHCA Medical Plan Monthly Premium Contributions for January 1, 2019 – 

December 31, 2019.  Since January 2016, the maximum health 
insurance subsidy paid on behalf of eligible retirees has been 64 
percent of the total premium for pre-Medicare members, 36 percent 
of the total premium for spouses of pre-Medicare members, and 0 
percent of the total premium for children.  Subsidies for members 
who are eligible for Medicare are 50 percent for members, 25 
percent for spouses, and 0 percent for children.  Members with 20 
years of service credit are currently eligible for the full maximum 
subsidy, but members with less service credit only receive a 
percentage of the maximum subsidy.  Currently subsidies are 
reduced by 6.25 percentage points for each year under 20 years of 
service.  Retirees must have worked for a participating employer 
for at least five years to receive benefits from RHCA. 

Under the Retiree Health Care Act, participating employers, active employees and 
retirees are responsible for the financial viability of the program.  When creating 
RHCA, the Legislature declared that “the expectation of receiving future benefits may 
be modified from year to year in order to respond to changing financial exigencies,” 
and stated “the legislature does not intend for the Retiree Health Care Act to create 
trust relationships among the participating employees, retirees, employers and the 
[RHCA]” (see Section 10-7C-3 NMSA 1978). 

Although the New Mexico Constitution provides protections for public pension 
benefits, such protections may not extend to retiree healthcare benefits.  While it has 
never been definitively stated that RHCA is not “an applicable retirement plan” under 
Article 20, Section 22 of the New Mexico Constitution, the New Mexico Supreme 
Court has limited these protections in the past.  In Bartlett v. Cameron (2014-NMSC-002, 
316 P.3d 889), a New Mexico Supreme Court decision that found annual cost-of-living 
adjustments were not included in the vested property right protected by the New 
Mexico Constitution, the court reasoned: 

“Unless we are satisfied that the Legislature intends to create a property right, 
this Court presumes that the Legislature is implementing public policy when 
it enacts a statute, policy which it is free to change in the future.  To presume 
otherwise would upset the balance of the separation of powers, and affect the 
Legislature’s ability to respond to changing economic conditions.” 

Because the Retiree Health Care Act states it was not the intention of the Legislature 
to create a trust relationship between RHCA and its members, it is possible the benefits 
provided by RHCA are not protected by the New Mexico Constitution. 

For example, a pre-Medicare retiree with 10 years 
of service receives a subsidy equal to 37.5 percent 
of 64 percent of the total premium, or 24 percent 
of the total premium.  The retiree would pay 76 
percent of the total premium.  

If the retiree has coverage for a spouse, he or she 
would receive a subsidy of 37.5 percent of 36 
percent of the premium, or 13.5 percent of the 
total premium.  The retiree would pay 86.5 percent 
of the total premium for his or her spouse. 
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Retiree Health Care Fund Solvency 

To maintain long-term solvency, RHCA has taken a number of steps to increase 
revenue and reduce liabilities.  For the 2019 legislative session, RHCA will ask the 
Legislature to increase employee and employer contributions to the retiree health 
care fund by 0.5 percent, phased in over four years.  The proposal would bring rates 
to 1.5 percent for employees and 2.5 percent for employers.  RHCA estimates this 
would bring the fund an additional $43.2 million per year by FY24 and the increases 
to employer contributions would have a general fund impact of $17.4 million. 
Municipal and county employers would see $5.8 million in additional contributions 
and public employee contributions would rise by $20 million. 

Another proposal would raise additional revenue by limiting the 
subsidy offered to pre-Medicare retirees, effectively increasing 
retiree premiums.  Currently, a pre-Medicare retiree with at 
least 20 years of service credit receives a subsidy equal to 64 
percent of the total health insurance premium for the retiree 
and 36 percent of the total premium for a retiree’s spouse.  Those 
with less than 20 years of service credit receive a percentage of 
that subsidy, based on years of service.  RHCA’s board is 
considering reducing the maximum subsidy offered by 1 
percentage point per year until the maximum subsidy for a 
retiree is 60 percent and the maximum subsidy for a retiree’s 
spouse is 30 percent. 

In May 2018, the RHCA board initiated rulemaking proceedings 
to decrease the level of subsidy a member receives for each year 
of service credit and to establish a minimum age of 55 for future 
retirees to receive any subsidy from RHCA.  The proposed rule 
would better align RHCA’s subsidy schedule with a 25-year 
career, rather than the current 20-year standard.  As a result, 
those with shorter careers would end up paying a higher 
percentage of the total premium in retirement.  By instituting a 
minimum age for receiving RHCA subsidies, the authority may be able to limit the 
amount of time members are eligible for pre-Medicare benefits.  Under current 
policies, pre-Medicare retirees — those under 65 years of age — are eligible for a larger 
subsidy than Medicare-eligible retirees and are more expensive to insure.  This rule 
change would apply only to those who are not members of an enhanced retirement 
plan.  Public safety employees and judicial members pay a higher contribution to the 
retiree health care fund and are expected to have a shorter career than most public 
employees.    

The RHCA board has also considered asking the Legislature to make changes to 
annual distributions from the general fund.  In 1992, the state began to transfer 
general fund revenue to the retiree health care fund as the result of a bill to begin 
taxing pension payments from the Public Employee Retirement Association and the 
Educational Retirement Board.  Laws 2016 (2nd S.S.), Chapter 1 (Senate Bill 7), enacted 
during the October 2016 special session, reduced the transfer as part of an effort to 

Age of 
Member

Number of 
Members

Per Member 
Medical 
Claims

40 to 44 117               $6,532
45 to 49 622               $4,684
50 to 54 1,858            $7,417
55 to 59 4,266            $7,877
60 to 64 8,219            $9,353
65 to 69 11,633         $3,152
70 to 74 10,094         $2,924
75 to 79 6,955            $3,320
80 to 84 4,398            $3,539
85 and Over 3,726            $3,524
Total 51,888 

Source: Retiree Health Care Authority

Retiree Health Care Authority 
Members and Medical C laims 

Note: Excludes members under age 40. Per member 
medical claims includes prescription drug claims.

Calendar Year 2017



LESC Hearing Brief: Retiree Health Care Fund Solvency, November 15, 2018 
4 

balance the state budget.  RHCA staff estimate that the law will have a $741 million 
negative impact on the retiree health care fund between FY17 and FY36.  

In addition to these policy changes, the RHCA board made plan design changes that 
increase member cost-sharing and increased medical premiums to keep up with costs. 
For 2019, pre-Medicare premiums will increase by 8 percent and RHCA’s Medicare 
supplement plan will increase by 6 percent and copays for non-generic prescription 
drugs will increase.   

Conclusion 

For most of its existence, the retiree health care fund has been only a few years away 
from insolvency.  Over the years, regular changes to healthcare premiums, plan 
design, and contributions for active employees have managed to increase the life of 
the fund, but further changes will be needed in the future.  As with prior year reforms, 
RHCA’s strategic plan appears to recognize the need for shared sacrifice by splitting 
the costs of solvency between participating employers, active employees, pre-
Medicare retirees, and Medicare-eligible retirees. 

At the same time, the Legislature will need to consider priorities when addressing 
retiree healthcare solvency.  In addition to RHCA, the Educational Retirement Board 
(ERB) will also present a plan to ensure the long-term sustainability of its trust fund. 
Unlike RHCA benefits, ERB pensions are clearly covered by the legal protections of 
the New Mexico Constitution and, as a result, are more difficult to resolve.  Further, 
widespread protests around teacher salaries and working conditions are likely to put 
upward pressure on teacher salaries, and New Mexico will likely need to put more 
money into salaries to remain competitive with other states.  While retirement 
benefits remain an important part of the overall compensation package, it is unclear 
if stronger retirement benefits outweigh lower salaries for many considering the 
teaching profession.  To increase the attractiveness of the teaching profession, the 
Legislature will need to balance the salary needs of school districts and charter 
schools with the benefits provided by ERB, RHCA, and the Public Schools Insurance 
Authority. 
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