FEORBLEIEC EMPFLOYEES ™

PEBB

DAS General Services Building
1225 Ferry St SE, Ste B, Salem

PUBLIC MEETING AGENDA
Tues., May 4, 2010; 3:00 — 4:30 p.m.

Welcome and Call 1O OO e 3:00-3:10
Rich Peppers, Chair

Overview of Meeting (info)
Joan Kapowich, Administrator
The Board will hear an overview of the meeting agenda topics.

2011 Renewal Discussion (info/discussion: Bdattach.l)..............c.cccooe... 3:10 - 4:30

Mikel Gray, Mercer

Paul McKenna, Board Member

Wendy Edwards, Director of Operations

There will be a discussion of the projected trend for 2011, current state and future needs

of the stabilization and Standard demutualization funds, and possible plan design
changes.

ADJOURN ... e 4:30
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. 2011 Renewal Discussion

This overview includes updated information on fiscal issues
and 2011 trend projections.

= Statewide self-insurance
Stabilization fund balance
Trend projections for 2011
= Compared to 09-11 GRB
Standard Demutualization Overview
= 2008 decision by Board
* Projections
Collective Bargaining Agreement Overview
= Article 31
= Letters of Agreement
List of options for Board to consider
= Additional staff and Mercer work for May full Board meeting
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. Statewide Self-Insurance

= Transition from Regence to Providence
o PEBB enhanced transition for members through March 31, 1010

o Extended exceptions on Rx for 8,000 PEBB members through June
30, 2010

o Expansion of networks

= Impacts for 2011
o Rural subsidy change for Deschutes and Jackson counties
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. Stabilization Fund Beginning Balance 2009-2011

PEBB 09-11 Beginning Balance Stabilization Funds

FSA - Health Care,
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. Stabilization Fund Balance for PPO Self-Insurance

Note: Stabilization fund balance does not include reserve requirements for other self-insured

plans
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. Trend Projections for 2011

Oregon PEBB Regence PPO Plan
Per Member Per Month (PMPM) Claims
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. 2009-2011 Biennial Rate Impact

= 2010 actual overall rate increase = 6.6%
— (based on March 15, 2010 enrollment)

= 2011 estimated overall rate increase (based on claims through 2009) = 10%

2010 Overall increase = $ 42 million in total premium over 2009

5% base increase in GRB = $ 32 million in total premium over 2009
$ 10 million*

2011 Overall increase (estimate) = $ 67 million in total premium over 2010

5% base increase in GRB = $ 34 million in total premium over 2010
$ 33 million*

Total 2009-2011 increase= $109 million in total premium over 2010

5% base increase in GRB = $ 66 million in total premium over 2010
$ 43 million*

*all funds
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. 2010 Actual Rate Increase

= The increase in rates required a commitment of $10 million of PEBB
stabilization fund reserves to maintain current benefits and financing
arrangements with the 5% composite premium base increase in the
Governor's Recommended Budget (GRB). This $42 million overall increase for
2010 breaks down across plans as follows:

o Kaiser HMO: $10 million, or $6 million above GRB 5% base.
o Providence Choice: $22 million, or $21 million above GRB 5% base.

o PEBB Statewide (Providence): $8 million, or $16 million below GRB 5%
base.

o ODS dental: $2 million, or $0.2 million below GRB 5% base.

o Kaiser dental: $0.1 million, or $0.2 million below GRB 5% base.

o Willamette dental: $0.2 million, or $0.2 million below GRB 5% base.
o VSP: -$0.4 million, or $1 million below GRB 5% base.

— Enroliment in the Providence Choice plan doubled as people switched from
the Statewide plan which is reflected in the increases or decreases from
the 5% base
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. Standard Demutualization Fund Overview

The Standard demutualized in 1999 resulting in the State receiving an amount equal to
the value of StanCorp Financial stock

= Standard Insurance Company sent a demutualization payment to PEBB on April 16,
1999. The payment was placed in a trust account with the Department of Treasury
upon advice of PEBB legal counsel pending resolution of all litigation related to the
Fund. On September 24, 2007, the final lawsuit, PEBB vs. OHSU was settled with the
transfer of $3,570,875.40 from the Fund to OHSU.

— Prior to the final settlement, PEBB requested assistance from the Department of
Justice regarding Board authority to use proceeds of the Standard Insurance
Company’s (Standard’s) demutualization. On February 16, 2007, the Department
of Justice issued an Opinion:

— ...”PEBB must deposit the money into the Public Employees’ Revolving Fund and
use the money in accordance with the statutes governing the Revolving Fund.”

— ORS 243.167(1) provides that, “among other purposes the board may retain the
funds (in the Revolving Fund) to control expenditures, stabilize benefit premium
rates and self-insure.”

— Oregon Law 2005 Chapter 601 Section 6(4) established that some of the
Revolving Fund money is limited and PEBB must get prior approval from the
Legislature or E-Board to spend the money.

= |n 2008, PEBB chose to use the standard demutualization funds to extend optional life
insurance to members

— $20,000 of coverage in addition to current $5,000 of basic life coverage.
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. PEBB life iInsurance

Basic Life Insurance Runout

Balance 3/31/2010
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. Collective Bargaining Agreement Language

= Article 31 2(a) of the 2009-2011 SEIU Local 503, OPEU/State of Oregon CBA

— “For plan year January 1, 2010 through December 31,
2010, the Employer will increase its monthly
contributions by up to five percent (5%) of the actual
monthly composite resulting for plan year 20009.

— For plan year January 1, 2011 through December 31,
2011, the Employer will increase its monthly contribution
by up to five percent (5%) of the actual monthly
composite resulting for plan year 2010.

— If in either or both of the plan years described above, the
premium increase is greater than five percent (5%), the
Parties shall jointly petition the Public Employees’
Benefit Board to use reserve funding to pay for premium
Increases in excess of five percent (5%).”
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. CBA Letters of Agreement

= Letters of Agreement (Appendix A of the CBA)

= Article 31, Insurance, has the following letters of agreement
— Letter of Agreement 31.00-05-135
o Part-Time Employee Health Insurance Subsidy
— Letter of Agreement 31.00-09-186
o PEBB Premium Increases
— Letter of Agreement 31.00-09-187
o PEBB Reserve Reimbursement
— Letter of Agreement 31.00-09-188
o PEBB Provider Tax Assessment
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. CBA Letter of Agreement 31.00-09-186

= PEBB Premium Increases

o |ncrease in premium costs above 5% but less than 10% in plan
years 2010 and 2011 will be paid by the Employer for the non-
General Fund (GF) share of costs

o Parties jointly petition PEBB to pay for the GF share of increases
above 5% but less than 10% in plan years 2010 and 2011 out of
PEBB reserves.

- Parties jointly request that PEBB first access PEBB
Stabilization Fund reserves and only draw on money in the
Standard Demutualization Account in the event there is not
enough money in the Stabilization Fund to pay for the
Increase without jeopardizing PEBB’s ability to self-insure
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. CBA Letter of Agreement 31.00-09-187

— PEBB Reserve Reimbursement

o Legislature allocated $32 million to the GF 2009-2011 budget for
Increases in public employee health insurance costs (up to 5%
per plan year) during the life of the CBA

o (2) “If the State does not expend the entire thirty-two million
dollars ($32,000,000) General Fund allocation, per Section 1
above, the State will require the Legislature, or the Emergency
Board if the Legislature is not in session, to release any unspent
portion of the thirty-two million dollars ($32,000,000) General
Fund (and corresponding other funds). The purpose of
requesting release of the remaining funds is to reimburse the
PEBB for expenditures PEBB may agree to make from the
Stabilization Fund (SF) reserves to offset premium increases in
excess of the budgeted five percent (5%) during the 2010 and/or
2011 benefit plan years.”
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. CBA Letter of Agreement 31.00-09-188

— PEBB Provider Tax Assessment

“The Parties recognize that, pursuant to HB2116, the State of Oregon
has levied an assessment on PEBB claims.

Should PEBB increase the rates it charges to the Employer based on
this assessment, the Employer will pay for the portion of the rate
Increase that is attributable to the assessment. These payments will
be in addition to the up to five percent (5%) increase in premium costs
provided under Article 31 of this Contract and shall be made without
petitioning PEBB to use reserves.”
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. Options for Board Consideration

= At the April 19, 2009 meeting, the Board selected Providence to administer the
self-insured Statewide plan. One of the benefits of self insurance is flexibility.
The benefit can be changed (increases or decreases in coverage) depending
on experience, trend and the size and performance of the stabilization fund,
among other things.

= Staff and consultants compiled this list of potential actions to encourage
deliberations on priorities and values that could prove helpful in good times or
bad times.

= Priorities give time for consultants and staff to research potential impact on
members, update pricing and determine steps to implement a change. This
permits the board to move quickly in the future should the need arise.
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. Plan design options

$100 In-Network/$200 Out-of-Network Deductible ($8,700,000) Low Low
$250 In-Network/$500 Out-of-Network Deductible ($20,800,000) Medium Low
$500 In-Network/$1,000 Out-of-Network Deductible ($38,300,000) Medium Low
$100/$200 Deductible, 4 Office Visits not subject to

Deductible ($8,000,000) Low Low
$250/$500 Deductible, 4 Office Visits not subject to

Deductible ($17,900,000) Medium Low
$500/$1,000 Deductible, 4 Office Visits not subject to

Deductible ($31,500,000) Medium Low
$1,250 Out-of-Pocket Max ($3,200,000) Low Low
$1,500 Out-of-Pocket Max ($5,800,000) Low Low
20% Emergency Room Coinsurance ($200,000) Low Low
$100 Emergency Room Copayment ($4,700,000) Low Low
Remove non-formulary brand tier exception ($2,700,000) Low Low
20% PCP, 35% Specialist Office Visit Coinsurance ($1,700,000) Low Medium
25% Medically Necessary, 50% Elective Surgery

Coinsurance ($1,000,000) Low Medium
$2,000 Out-of-Pocket Max ($9,800,000) Medium Low
$50 Deductible for Rx only ($2,300,000) Low Low
Retail: $10 Generic, $30 Brand, Higher of 50% or $60

Brand non-Formulary

Mail Order: 2.5x Retail ($11,700,000) Medium Low
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. Other considerations
= Evidence-based plan design benefit tier

= Specialty pharmacy tier for prescription drugs
= Alternative care benefit limits

= Bariatric surgery modifications

— Requiring flat co-payment amount (Washington PEBB $1,400;
OEBB proposed $1,000)

— Prior Authorization and additional requirements

= Sleep study benefit modifications
— Requiring flat co-payment amount (e.g., $100)
— Prior Authorization

= Discontinue rural subsidy for PY 2011
= Require Health Risk Assessments (HRASs) for all members*

= Offer PEBB dependents >18 WW benefit at no cost*

*May have associated cost initially with long-term benefits





Bdattach.1

. Other Considerations

= OEBB Evidence-Based Plan Design

Approved changes at April 29, 2010 meeting and is the largest group adopting
this tier in the country

Design elements include:
— $100 co-payment on sleep studies and imaging (MRI,CT,PET scans)

— An incentive tier of lower co-payments for office visits and medications for
asthma, cardiac and diabetes

— A shared cost tier where members will pay $500 for:

o spinal surgery for pain, hip and knee replacements, knee and shoulder
arthroscopy and outpatient upper endoscopy.

— Carriers and OEBB will arrange for educational materials for members and
providers on alternatives

— Free weight management program

o education, coaching, screening and assessment, and weight loss
support program

— Other changes — increased cost sharing
o - higher co-payments, out of pocket maximums and deductibles
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. Other Considerations

= Premium modification options include a wide range of methods for
employers and employees to share in the cost of premiums:

— Member pays a lump sum contribution
— Member pays a percent of salary contribution (e.g., 1-2%)
— Employer pays a certain % of the insurance premium

— Employer covers individual employee only; member pays for
dependents

— Employer requires health risk assessments, provides tobacco use
and/or BMI thresholds

— Carrots and sticks are sometimes modified by salary level — lesser
penalties at lower end of pay scale

= Providence sent a letter outlining terms with 2012 extension
— $750,000 Health Improvement Fund

— 0% increase in administrative rates for 2012 (0% increase from
2010 to 2011)
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MERCER

MARSH MERCER KROLL
GUY CARPENTER OLIVER WYMAN

www.mercer.com
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