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INTRODUCTION

This document provides the Department of Administration (DOA) with the results of our analysis and evaluation of the
feasibility of establishing a Health Care Authority (HCA) to coordinate health plan administration among the entities
included in S.B. 74 and additional users of health care that DOA required to be studied.

PRM Consulting Group (PRM) was selected to conduct the analysis by the DOA following a request for proposal.

Data on health care benefits provided to employees of the entities included in S.B. 74 was obtained through a variety
of channels, including an on-line survey sent to all entities for whom a valid email address was provided. The Phase |
report documents our summary of the data gathered through the on-line survey as well as data obtained directly from
many of the entities.

PRM identified three states that have established a Health Care Authority to coordinate health plan administration for
the state’s Medicaid population and other groups whose health care benefits are funded primarily with state funds.
These states are Washington, Oregon, and Oklahoma. The experience of these states, and other states that have
coordinated health plan arrangements for state employees, political subdivisions, and/or school districts is described in
the section entitled “Experience of Other States.”

Immediately following this introduction are PRM'’s observations and recommendations on the feasibility of establishing
a HCA to coordinate health plan administration among the entities included in S.B. 74.

PRM wishes to thank the individuals who participated in the study, including the staff at the state entities, school
districts, and political subdivisions who provided data and shared their experience on the unique characteristics of
health care in Alaska. PRM also wishes to thank the organizations that provided valuable insights on health care
delivery in Alaska and their views on how a Health Care Authority could support the goals of cost-effective and efficient
health care benefit management. A complete list of entities that participated through the surveys or through interviews

is included in Appendix D.
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OBSERVATIONS AND RECOMMENDATIONS

Alaska’s geography and relatively low population density create challenges for the delivery of professional
services — and unique challenges for health care services. As noted in the Phase | report, in the absence of significant
competition among health care providers, the state can expect to achieve only modest savings through pooled
purchasing alone. This document examines opportunities for additional savings if the state coordinated plan
management activities in the delivery of health care benefits for the various entities identified in S.B. 74 (i.e. School
Districts, Political Subdivisions, University of Alaska, and the health plans funded directly by the State of Alaska). We
examined a range of different approaches (models) for coordinating health plan management, including models similar
to those that have been implemented in other states. For each of the models, we quantified the expected savings
relative to the status quo, with a focus on the long-term savings when all entities would be able to participate (i.e. after
the expiration of existing collective bargaining agreements (CBAs)).

1. Werecommend that the State of Alaska establish a Health Care Authority with three separate pools: one pool for
retirees and two pools for employees, with separate pools for school district employees and all other governmental
employees.

2. Werecommend that all entities be required to participate in the HCA when first feasible and no later than upon the
expiration of the current CBA.

3. We recommend that the HCA develop multiple plan options for medical, prescription drugs, dental, and vision
benefits to provide a wide range in health plan choices to meet the recruitment and retention needs of the various
employers and the health plan needs of their employees. Tables 18 and 19 describe illustrations of plan options
that could be offered for medical and prescription drug coverage and Tables 23 and 24 provide illustrations of

dental and vision plans.

4. We recommend the HCA establish standard premium rates for the plans that reflect the expected costs of each
plan option taking into account the covered population and expected health care utilization. Rates for individual
employers should be determined initially taking into account the current premium rates, size of the employer, and

the standard premium rates.

5. We recommend the HCA establish a tiered premium rate structure, with separate rates that vary with the size and
composition of the household.

6. Werecommend a Health Care Committee or Board be established to provide insight and oversight to the HCA.
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This analysis documents the pooled purchasing savings and coordinated plan administration savings that can be
achieved through the establishment of a Health Care Authority. The rationale for establishing an HCA is that it will be
able to provide health care coverage that is comparable to the plans in place currently at a lower cost to the entities
that fund the coverage, including employees where the employee contributions are stated as fixed percentage cost-
share of the plan cost rate. A single HCA will be able to implement programs and adopt best practices in a uniform

manner that benefits all public employees equally.

Utilizing two pools (one for school employees and one for all other employees) mirrors the approach the state has taken
with respect to other programs, such as the state retirement programs which use separate retirement systems for public
employees and teachers and pooled plan administration across the systems for investment, actuarial, and other
professional services. The demographic composition of the employees in school district plans is sufficiently different
from the demographic composition of the other groups that the two pools are expected to have different costs. Utilizing
two pools therefore will better align the costs of the health benefit programs to their covered groups. The experience
of other states that operate two pools supports this recommendation rather than using a single pool.

Unless all entities are required to participate in the HCA upon the expiration of the current collective bargaining
agreement, the likelihood of success in achieving the goals of improved cost-effectiveness is minimal.

Rates for individual employers should be determined initially taking into account the current premium rates and size of
the employer so that each entity will benefit from the pooled purchasing and coordinated plan administration savings.
Rates for entities that decide to participate will be lower than they would be on their own, as the HCA will obtain the

most favorable costs (e.g. through the use of a state-wide pharmacy purchasing contract).

The use of tiered premium rates across all entities facilitates the most efficient structure for establishing employee
premium rates to incent households where both adults have access to employer provided health care to choose the
most cost-efficient option for their health care coverage. In the absence of this differentiation in premium rates,
dependents will always be covered under the state funded plans, thus subsidizing the costs of providing health care to

the benefit of other employers.

A review of the various health care governance arrangements — both within the state of Alaska and for health care
administration arrangements in other states — clearly showed that the more effective health plans used committees or
boards that met frequently to review the health plan experience and explore and evaluate options for improving plan
performance. To be effective, the board or committee should meet at least as frequently as quarterly. We found that

the more efficiently administered health plans had governance boards or committees that met as often as monthly.
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EXPERIENCE OF OTHER STATES

PRM identified three states that established a Health Care Authority to administer the state’s Medicaid program plus
one or more other health programs covering state employees or other health plan participants. These states are
Washington, Oregon, and Oklahoma. Oklahoma’s Health Care Authority runs SoonerCare (Oklahoma’s Medicaid
program) as well as Insure Oklahoma, a program designed to make health care coverage more affordable for specific
groups of low-income, uninsured adults. The Oklahoma Health Care Authority does not manage the health care
benefits of state employees, which are managed through the Office of Management and Enterprise Services Employees
Group Insurance Division. The Washington Health Care Authority and the Oregon Health Authority cover state
employees and retirees as well as some school employees and employees of subordinate jurisdictions within the state.
The experience of Washington and Oregon is therefore directly relevant to the feasibility study and we have included
below details of their experience.

The Washington state legislature created the Washington State Health Care Authority in 1988 as an independent state
agency responsible for developing and administering health care and other insurance benefit programs for eligible state
employees, retirees, and their dependents. Those programs are operated through the Public Employee Benefits Board
(PEBB). Responsibility for the state’s Medicaid program — Apple Health — was transferred by the Legislature to the
Health Care Authority much more recently, in 2011. Through these two programs, the HCA provides health care
coverage for over 2.2 million Washington residents (approximately 1 of every 3 Washingtonians) and works with

numerous partners with the goal of insuring access to better health care at a lower cost.

The goal of the HCA is to use innovative health policies and purchasing strategies to provide high quality health care
and thereby create a healthier state population. The key principles of the HCA are to operate within a managed care
environment and to transition, wherever feasible, from a fee-for-service health care delivery system to one that is
value-based (i.e., reimbursing providers based on the quality of care delivered rather than on the volume of patients
serviced). The HCA views managed care and the value-based approach as models that more effectively achieve better
care coordination, disease management, and cost control while emphasizing quality of and access to care. The
longer-term vision for this transition is set forth in “A Journey Toward Alignment” published by the Authority in

September, 2015. We have included a copy of this document in Appendix F.

A particularly important initiative just getting under way is collaborating on possible purchasing opportunities such as
“bundling” of payments for health care events (e.g. total joint replacement) across the health care programs for which

the Authority is responsible. The Authority’s longer-term vision is set forth in the HCA'’s “Value Based Purchasing Road

Map” and we have included a copy of that document in Appendix E.

In addition, the Washington HCA has also embarked on major initiatives designed to address cost and efficiency issues
in the purchasing of prescription drugs across both the Apple Health and PEBB programs. Ten years ago, the
Washington HCA joined with the Oregon Health Authority to form the Northwest Prescription Drug Consortium.

4
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Through the consortium, they have negotiated prescription drug purchasing arrangements across state payers,
including the Washington PEBB program, the Department of Corrections, the state’s Workers’ Compensation program,
and state hospitals (but not the Apple Health program). In addition, the state’s PEBB program and the Apple Health

fee-for-service programs are coordinating drug purchasing across a common formulary for preferred drugs.

More comprehensive information about the prescription drug initiatives can be accessed at the following link:

https://www.hca.wa.gov/about-hca/prescription-drug-program

Overall HCA Structure

The HCA is staffed with approximately 1,100 employees and is principally financed through a combination of state and
federal funding. The overall budgeted expenditure for the programs operating under the Health Care Authority is
approximately $10.6 billion. The Apple Health program represents $8.2 billion. The PEBB program accounts for an
additional $2.1 billion. Administrative expenses are 3% of total expenditures, or $317 million based on 2017 budgeted
expenditures.

All of the HCA'’s areas of operations fall under the responsibility of the Health Care Authority Director. A description of
the organization structure of the HCA and identification of the areas of operations and the leadership teams can be

accessed at the following link: https://www.hca.wa.gov/assets/program/hca-org-chart.pdf

While the PEBB and Apple Health programs are operated largely independently under the HCA umbrella, they
collaborate and share resources in a number of areas. In terms of business operations, they share resources across
such areas as information technology, legal, finance, and human resources functions. Other areas of shared services

include contracting and appeals functions within legal services, and legislative affairs coordination.

The programs also operate under a single Medical Director for the HCA, and there is coordination across a number of
clinical initiatives. To date, examples of those initiatives include:

e Development of treatment protocols for Hepatitis C

¢ Reducing the inducing of delivery in childbirth where that will result in better health outcomes

e Treatment of opioid abuse

e Transgender care policy

e Applied Behavioral Analysis therapy for autism

The programs supported through the HCA are outlined below.

The PEBB Program

The PEBB program contracts with a number of health plans and delivery systems including Kaiser Permanente, Group
Health Cooperative (acquired by Kaiser Permanente in early 2017), Regence (as the Third-Party Administrator of the

state’s self-insured medical plan), Premera (as a Third-Party Administrator for bundled episodes of care), Delta Dental

5
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(as the Third-Party Administrator of the state’s self-insured dental plan and for a fully-insured dental plan), and
Williamette Dental. The links below include:

A summary of the medical plans can be accessed at the following link: https://www.hca.wa.gov/public-employee-

benefits/employees/medical-plans-and-benefits

A summary of the dental plans can be accessed at the following link: https://www.hca.wa.gov/public-employee-

benefits/employees/dental-plans-and-benefits

A summary of the other benefits can be accessed at the following link: https://www.hca.wa.gov/public-employee-

benefits/employees/additional-benefits

The PEBB program provides the following benefits and services to active employees, Medicare and Non-Medicare
retirees, and their dependents:

e Offers multiple medical plan options including (1) self-insured and fully-insured plans, (2) preferred provider
organizations and managed care plans, (3) high deductible health plan options, and (4) a supplemental F Medicare

plan.

e Offers multiple dental plan options including (1) self-insured and fully-insured plans and (2) preferred provider

organizations and managed care plans.

e Offers a prescription drug benefit (embedded in the self-insured medical plan only) with an independent pharmacy
and therapeutics committee which evaluates the effectiveness of the drugs that are prescribed.

e Offers a wellness program aimed at reducing health risk and improving the health of members enrolled in a PEBB

medical plan.

e Offers life insurance, accidental death and dismemberment insurance, long-term disability insurance (employees
only), and auto/home insurance.

e For employees only, manages the State’s IRS Section 125 plan (Cafeteria Plan) allowing for pre-tax payroll
deductions for medical plan premium payments, medical flexible spending accounts (FSA), dependent care

assistance program (DCAP) benefits, and Health Savings Account (HSA) contributions.

e Administers legislatively required premium surcharges (related to enrollee tobacco use and if an enrolled

spouse/state-registered domestic partner waived comparable medical benefits from his/her employer)
e Provides full account administration and customer service for retiree, COBRA, and self-pay members only
e Onboards local/subordinate governmental entities to PEBB program benefits (more detail below)
o Performs 1094/1095 Affordable Care Act reporting on behalf of state agencies and higher education institutions

All Washington State employees, retirees, and their dependents are eligible for the PEBB programs offered through

the HCA. In contrast to the operational rules for school districts within the Oregon Health Authority programs, where

6
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participation is generally mandated, the school districts as well as subordinate jurisdictions eligible to participate can

join the Washington State PEBB program at any time, and can leave at any time.
The entities that are permitted by statute to join the plan include the following:

e Counties

e  Municipalities

e Political subdivisions

e Tribal governments

o Employee organizations representing state civil service employees

e School districts and Educational Service Districts

Participation among school districts in particular is minimal. Within the state, there are 296 school districts and

9 Educational Service Districts (ESDs). Overall, these districts employ approximately 122,000 employees who would
be participants if all districts participated in the PEBB program.

As of early 2017, 71 school districts/ESDs had elected to join the PEBB program for at least some of their employees.
While that number represents some 25% of the total number of school districts/ESDs, the participation in terms of the
percentage of employees represented is much smaller. The total enroliment in terms of covered employees is just
3,443 based on the latest data available—so less than 3% of the 122,000 total employees of the combined school

districts/ESDs eligible to join the program.

Participation by other local government jurisdictions eligible to join is somewhat better, though still modest compared
with the population eligible to be covered. An HCA study of participation as part of a legislative analysis in 2016 based
on Washington Department of Retirement Systems data estimated that there were about 75,000 additional employees
who would be included in the PEBB programs if all entities other than school districts/ESDs joined the program. At
present, only about 14,600 employees are covered through the local jurisdictions who have joined the program, or
about one-sixth of those who would be covered if participation were mandatory.

Where local jurisdictions voluntarily join the PEBB program, there is a modest surcharge in the rates they pay reflecting
the claims experience of that portion of the overall non-Medicare risk pool.
Apple Health (Medicaid Program)

The five managed care organizations listed below are contracted to deliver care to Apple Health enrollees and 85

percent of enrollees receive care from among this group of MCOs:

e  Amerigroup Washington

e  Community Health Plan of Washington
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Coordinated Care Washington
Molina Healthcare of Washington

United Healthcare Community Plan

Apple Health provides services to low income residents. Some of the services provided are outlined below:

Autism and Applied Behavioral Analysis Therapy aimed at improving behavior and skills related to the core

impairments associated with autism and other developmental disabilities.

Behavioral Health Services through the funding, support, and treatment of youth and adults with addiction and
mental health conditions.

Breast, Cervical and Colon Health Program which provides free cancer screenings.

Dental Services which includes basic and restorative dental services (i.e., routine exams, cleanings, x-rays, fillings,

fluoride applications, etc.) for eligible children up to age 20.

Health Home Program which consists of a set of free services (e.g. individual and family support, transition
planning, referral to community, and social support services) for individuals with serious chronic conditions and
more than one medical or social service need.

Immunizations which include hepatitis B, diphtheria, tetanus, pertussis, haemophilus influenzae type B, etc.

Transportation Services which include non-emergency medical transportation for individuals who have no other

means to access medical care

Other programs and initiatives

Additional programs include:

The Program Integrity Initiative which ensures that state and federal tax dollars are spent appropriately by
identifying improper payments and potential fraud, waste, and abuse. In fiscal year 2015, this program cost
taxpayers $6.3 million to administer and recovered $39.3 million. In the past 6 years, approximately $150 million

was saved or recovered.

Making Informed Health Care Decisions Campaign which empowers individuals and family to become better
informed shoppers and understand how to obtain high quality care and a good patient experience at an affordable

cost.
Tribal Affairs which provides health care support and communication for American Indian and Alaska Natives.

The Bree Collaborative which consists of a group of public and private health care purchasers, health plans,
physicians and other health care providers, hospitals, and quality improvement organizations who work together
to evaluate health practice patterns that generate high cost and identify and recommend evidence-based strategies
to improve the quality, outcomes, and affordability of health care.

R S
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e A health technology assessment program which includes a committee to evaluate scientific evidence to determine

the necessity, safety, and effectiveness of medical treatments.

In conjunction with the Authority’s Realignment Project, the Washington HCA authorized a survey of the Medicaid
programs maintained by a number of other states. Complete responses to the survey were submitted by six states,
including Washington, as follows:

e Arizona

e California

e Florida
e Michigan
e Oregon

e  Washington

The most important observations to make about the contrast between the experience of those states compared with
the situation in Alaska are the degree to which they follow the national pattern in relying on managed care programs in
delivering Medicaid benefits to their eligible populations, and how much more scale they have in fashioning their
Medicaid programs to the needs of those populations, including the development of managed care programs. We
should also note that the data in the survey report on the populations covered by Managed Care programs is somewhat
dated (2011 data) and of course does not reflect the effect of Medicaid expansion on the scale represented by the
covered populations. It is worth noting that in each of these states, the Medicaid population who are receiving health
care through managed care programs would exceed in every instance the entire population of Alaska, based on more

current and post expansion data.

We have included a copy of the survey report (Washington State Health Care Authority Realignment Project—Task 1:
State Medicaid Program Survey) as Appendix G.

The Oregon Department of Human Services (DHS) has a history of almost 20 years, having been initiated under
Governor John Kitzhaber in 1998. Many of the programs now housed within the Oregon Health Authority (OHA) were
part of DHS until the OHA was established by passage of legislation in 2009. OHA now operates as a separate Authority

within the state’s overall governance structure.

There are three principal programs operated under the aegis of the Authority:

R S
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e Oregon Health Plan (OHP), which is the state’s Medicaid Program. This program currently covers about 1 in 4
Oregonians, or more than one million participants. Participation increased by 71% (436,000 new participants) with

the expansion provided for under the Affordable Care Act.

e Employee benefit plans provided through the Oregon Educators Benefits Board (OEBB). OEBB covers most of
Oregon’s K-12 school districts, education service districts and community colleges, as well as a number of charter
schools and local governments. OEBB provides an array of benefits to about 150,000 active and retired employees

and their families.

¢ Employee benefits provided through the Public Employees’ Benefits Board (PEBB). PEBB similarly provides an
array of benefits to about 140,000 active and retired employees, and their dependents from state agencies,

universities, the Oregon Lottery, semi-independent agencies and local governments.

The goals of each program are encapsulated in their respective vision and mission statements, and invoke three
principal objectives: better health, better care, and lower costs for participants and taxpayers.

While the programs operate somewhat independently of each other, they benefit from sharing resources across a
variety of functions such as finance, information technology, continuous process improvement, quality management,

and business support.

An organization chart illustrating the functional areas of operations and identifying the leadership team for each major
area can be accessed at the following link:

http://www.oregon.gov/oha/Documents/OHA%200rganizational%20Chart.pdf

It's important to note that while the objectives are the same for each major area of operations (Medicaid, OEBB, and

PEBB), each is organized somewhat differently.

Overall responsibility for policy-making and oversight for all operations of the Authority is in the hands of the nine
member Oregon Health Policy Board (OHPB). The OHPB was established by legislation in 2009. Board members are

appointed by the Governor and subject to confirmation by the State Senate.

PEBB’s Board is made up of eight voting members, four of whom represent labor and four management. There are
also ex officio management members and two non-voting members of the state legislature. OEBB’s Board is made up
of 12 members, including representatives of management, labor, and local governments, as well as citizen members
of the board.

The array of plans provided under the PEBB program include:

e Core benefits of medical, dental, vision, and life insurance plans
e Optional benefits such as life, long term care, and short and long term disability insurance

e Flexible spending accounts (FSA) and a commuter assistance benefit
10
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e An employee assistance program (EAP)

Under the OEBB program the following benefits are offered to participating employers:

e Core benefits of medical, dental, and vision plans
e  Optional benefits including life, short and long term disability, and long term care insurance
e Health Savings Accounts (HSA), FSA, and commuter assistance benefits

e An employee assistance program (EAP)

In both the PEBB and OEBB programs, the Boards contract with multiple carriers. In an effort to offer members across
the state choice, both programs contract with one statewide carrier and at least one regional carrier. Not all plans are
available in all areas of the state.

All three OHA programs including Oregon Health Plan rely heavily on a Coordinated Care Model (CCM). All three have
contracted with multiple partners in the formation and execution of this model of providing, monitoring and paying for

care.

A key metric in terms of the objective of lowering costs is embedded in the Authority’s demonstration waiver
arrangements with CMS for the Oregon Health Plan. The waiver stipulates growth in per capita health care costs not
to exceed 3.4% per year. It is important, however, that this objective is coupled with intensive monitoring of quality
metrics tied to revenue sharing with providers in their coordinated care organizations. That same per capita cost growth
metric also applies to the PEBB and OEBB health care programs.

In the most recent full year report issued by the Oregon Health Authority [Oregon’s Health System Transformation:
CCO Metrics 2015 Final Report (June, 2016)] the following OHP-specific data were reported:

“The coordinated care model shows improvements in the following areas:

e Hospital readmissions have decreased: The percent of adults who had a hospital stay
and were readmitted for any reason within 30 days has improved by 33 percent since 2011.

Fifteen of 16 CCOs have met or exceeded the benchmark.

e Increased access to primary care for children and adolescents: The percent of
children and adolescents who had a visit with their primary care provider in the past year
has increased from 2014. Adolescent well-care visits have also increased 38 percent since
2011.

e Increased use of effective contraceptives: The percent of women ages 15-50 who are
using an effective contraceptive increased almost 9 percent since 2014, even with the

addition of thousands of new OHP members in 2014.

11
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e Patient-centered primary care home enrollment continues to increase: Coordinated
care organizations continue to increase the proportion of members enrolled in patient-

centered primary care homes. PCPCH enrolliment has increased 69% since 2012.”

The report also noted that “measures in this report that highlight room for improvement include continued engagement

in treatment for alcohol or drug dependence, and tobacco users receiving advice and supports to quit from their doctor.”

Finally, in an overview of Oregon’s 1115 Medicaid 2012-2017 Demonstration, the Oregon Health plan reported the
following:

“In 2012, the Centers for Medicare and Medicaid Services (CMS) approved a renewal of
Oregon’s Section 1115 Demonstration, the Oregon Health Plan (OHP), initiating Oregon’s
groundbreaking health system transformation using the coordinated care model.

During the 2012-2017 period, Oregon made significant progress toward the triple aim of better
health, better care, and lower cost:

e Providing care at the right time and place. Avoidable emergency department use
decreased by nearly 50 percent over five years.

e Better outcomes and care. Hospital readmissions were cut by a third. Substance misuse
assessments, developmental screening and timely prenatal care all increased.

e Lower costs. The Oregon Health Plan has saved the Federal and State governments $1.4
billion in Medicaid costs, just during the 2012 — 2017 waiver period, and has been
responsible for the avoidance of billions more in costs since the OHP’s inception more than
two decades ago. Oregon’s health reforms are projected to save a total of $10.5 billion
between 2012 and 2022 by continuing to hold down OHP health care cost growth to no

more than 3.4 percent per member per year.”

The Medicaid demonstration project is supported by a $1.9 billion grant from the federal government, and is conditioned
on not exceeding the 3.4% limitation on growth in costs, as well as monitoring and achieving agreed upon goals with
respect to the Medicaid quality metrics.

The OEBB program was established and joined PEBB in the Department of Administrative Services (DAS) under
legislation passed in March, 2007. Both programs were folded into the Oregon Health Authority in 2011.

Prior to the creation of OEBB, Oregon had consolidated many school district programs under a single umbrella, the
OEA Trust. Now, under OEBB school districts are permitted to opt out, but they can only do so if they are self-insured
or can show that they can secure comparable benefits at a lower cost. Very few school districts have chosen to opt

out of the program.

12
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It has only been within the last few years that local jurisdictions have been permitted to join PEBB and OEBB.
Recognizing the benefit of bringing more people into the stable insurance pools, Oregon opened up the programs to
local governments and special districts with legislation passed in 2013. Local government participation is optional.
However, in order to avoid groups moving in and out of the risk pools, Oregon Administrative Rules state that once
they’ve joined, they are obligated to stay with a very limited exception. Local governments can only terminate their
PEBB or OEBB coverage to obtain insurance through Oregon’s Insurance Marketplace (ACA — Health Insurance

Exchange) on a one time only basis.

At present, about 85 percent of the care under OHP is provided through the Authority’s sixteen coordinated care
organizations, with the principal exception being the programs maintained for those patrticipants covered through the

state’s tribal health programs. The tribal health programs continue to operate in a fee-for-service environment.

While PEBB and OEBB members are not enrolled in CCOs, both programs support the coordinated care model (CCM)
by seeking optimal health for members through an organized system of care that is patient-centered, focused on
wellness, coordinated and efficient, accessible, and affordable. The CCM system emphasizes the relationship between
patients, providers, and their community; is focused on primary care; and takes an integrated approach to health by
treating the whole person. Health plans offered through OEBB are insured. PEBB offers both insured and self-insured
options.

Details of the benefit plans can be accessed in the following link:

https://www.oregon.gov/oha/pebb/Benefits/2017%20Plan%20Year%20New%20Hire%20Guide.pdf

Details of the dental benefits can be accessed at the following link: http://www.oregon.gov/oha/pebb/Benefits/Dental.pdf

Details of the vision benefits can be accessed at the following link: http://www.oregon.gov/oha/pebb/Benefits/Vision.pdf

While we found no other state with a Health Care Authority assuming responsibility for both the state’s Medicaid
program and the health benefits program available to employees and retirees of both the state and the state’s
subordinate jurisdictions, we have included in this report a brief description of some approaches that selected additional
states have undertaken that may be of relevance to the considerations that will face the Alaska legislature and the
Department of Administration as it makes decisions that will be necessary to attain the objectives set forth by the
legislature in S.B. 74.

The Georgia Department of Community Health provides a comprehensive set of health benefit plans for all state and
school system employees and retirees throughout the state’s governmental structure. The governmental groups

covered include:
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State employees

Teachers

Non-faculty school system employees

Retired employees who elect to continue coverage in retirement

The coverage is provided through three separate sets of plans, as follows:

e The State Employees Plan
e The Teachers Plan

e The Public School Employees Plan

Through the inclusion of all school system employees and employees of the state and all state agencies, Georgia has
created significant scale and purchasing power in the development and maintenance of the plans. At present, the plans
cover some 640,000 employees, retirees, and dependents.

It is notable that all plans include a comprehensive wellness program as part of the plans’ offerings. In addition, the
state has maintained a tobacco surcharge program for more than a decade. Under the surcharge program,l
participants must pay an $80 per month surcharge over and above their regular contributions for the plan option they
have selected if either the participant or a covered dependent is a smoker. The surcharge program is coupled with an
intensive smoking cessation program including counseling services, and in the first six years of the program the number
of plan participants paying the surcharge declined by 44%, to just 25,850.

The following link below takes you to the 2017 Enroliment Guide for participants in the Georgia State Health Benefit
Plan (SHBP). Information about all the plans provided under SHBP can be accessed at the following link:
https://dch.georgia.gov/sites/dch.georgia.gov/files/42578 Active-2016-9.21.16.pdf

The Commonwealth of Pennsylvania has a centralized organization (the Pennsylvania Employees Benefit Trust Fund
or PEBTF) that administers health benefits for active and retired Commonwealth employees. Health benefits for school

employees and employees of the counties and cities are not the responsibility of the PEBTF.

PEBTF was established in 1988 and is charged with the following administrative functions:

e Enrolling and maintaining enrollment information on the following classes of participants:

- Active employees
- Non-Medicare eligible retirees

- Medicare eligible retirees

! http://www.georgiahealthnews.com/2013/04/smokers-surcharge-effect/
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e Administering Get Healthy, the Commonwealth’s program to provide wellness screening for employees and

covered spouses /domestic partners
e  Providing through MyActiveHealth support information to encourage wellness through

- FAQ’s
- A Webinar program
- Registration information

- Information on syncing a mobile device or application
e  Through Quit for Life, encouraging members to quit smoking
e Providing extensive communications to members through such sources as:

- Publications

- News Bulletins

- FAQ’s

- Various other programs to encourage a healthier and better informed member population

e Through the Trust managing the collection of participant and employer contributions, including the investment of

trust fund reserves and distributing required premiums to participating vendors.

Employee Contributions

Commonwealth employees pay 5 percent of base pay for coverage. Coverage can be employee only or employee and
dependents including a spouse so long as the spouse’s employer does not offer health insurance coverage.2 The
contribution of 5 percent of base pay is the same whether the employee enrolls in employee only or employee and
dependent coverage. Employees who participate in the PEBTF “Get Healthy” program are eligible for a reduced
contribution rate of 2 percent of base pay. If a Commonwealth employee’s spouse is also covered by PEBTF, then
both the spouse and the employee must patrticipate in the Get Healthy program to be eligible for the lower contribution
rate. About three quarters of employees are eligible for the reduced rate of 2 percent. The employee contributions

cover all covered benefits under the program (medical, prescription drug, dental, and vision).

School Districts Health Benefits

Over 85 percent of Pennsylvania school districts obtain health care coverage for their employees from one of 37 health
trusts or consortia. These consortia are generally local or regional in nature covering school districts in one or more
adjacent counties. The consortia range in size from 4 to 48 school districts covering from between 1,450 lives to over
48,000 lives. The largest consortium, Allegheny County Schools Health Insurance Consortium (ACSHIC), includes 52
entities in total. This consortium alone covers over 48,000 lives, about one-quarter the size of the active employee

membership in Pennsylvania Employee Benefit Trust Fund.

2 https://iwww.wcupa.edu/hr/benefits/documents/PEBTFSpouseDomesticPartnerEligibility. pdf
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The Department of Administration identified Vermont as a possible model for the State of Alaska, as Vermont was one
of eight states that were selected for the Multi-Payer Advanced Primary Care Practice (MAPCP) Demonstration Project,
sponsored by the Centers for Medicare & Medicaid Services (CMS). The Multi-Payer Advanced Primary Care Practice
was envisioned to join state-sponsored initiatives to promote the principles characterizing patient-centered medical
home (PCMH) practices.

The Multi-Payer Advanced Primary Care Practice demonstration required each participating state’s Patient-centered
Medical Home initiative to be implemented by a state agency as part of a state-sponsored reform initiative. Medicare
joined state reform initiatives already in progress.

Participation by commercial and public payers in the Vermont program was comprehensive, including Medicaid, the
state employee’s health insurance plan, Catamount Health (the state-subsidized insurance plan for the uninsured), and
all major commercial health insurers (BCBS of Vermont, CIGNA, and Mohawk Valley Plan) who were required to
participate. Participation by self-insured employers was voluntary.

The “Multi-Payers” in the MAPCP demonstration project were therefore:

e CMS as the payer for the Medicare population,
e Vermont and the federal government as the payers for the Medicaid population, and

e Vermont for funding state employee’s health benefits.

The goal of the MAPCP is to promote transformation of practices to PCMHs and the establishment of Community
Health Teams (CHTSs). The Vermont Blueprint employs strategies to:

e improve access to and coordination of care through the use of CHTSs;

e increase quality of care and patient safety by establishing self-management goals and tracking progress; and

e improve experience with care by enhancing beneficiaries’ knowledge of their health conditions through
self-management education and communication with their care providers and by increasing engagement in

decision making about their care.

Successful interventions have the goal of more efficient utilization patterns, including increased use of primary care

services and reductions in emergency room visits, avoidable inpatient admissions, and readmissions.
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BASELINE OF CURRENT HEALTH BENEFITS

PRM collected health benefit information for Alaska’s public employers using an on-line survey tool. Each of the entities
was given the opportunity to submit details of the health plan (or multiple plans) that they provide or offer to employees.
Key health plan data elements collected included:

e The health plan financing arrangement (i.e. whether the plan was fully-insured or self-insured, with or without

stop-loss insurance)

e Details of the health plan design, including deductibles, copays, coinsurance levels, and out-of-pocket limits for
in-network (preferred providers) and out-of-network (non-participating or non-preferred providers)

e Enrollment information; and

e Total annual plan cost (either a composite rate, or separate rates for each tier of coverage) and employee

contribution rates.

HEALTH PLAN FINANCING ARRANGEMENTS

Table 1 below shows that most of the employees in the public employer plans today are covered through self-insured
arrangements. Entities that contract with an insurance company for fully-insured coverage have limited their upside
costs. These fully-insured arrangements allow for greater predictability in budgeting by the entity and are most often
used by smaller political subdivisions. When setting the premium amount for fully-insured coverage the insurance
carrier includes a loading for large or catastrophic claims, as well as a risk-premium to cover the cost of capital.

Most of the self-insured plans purchased stop-loss insurance. The stop-loss premiums protect the entity from very
large or catastrophic claims incurred by individual plan participants (individual stop-loss) and/or from above normal
levels of aggregate claims (e.g. over 125% of expected costs — aggregate stop-loss) which may happen if there is a
higher than expected number of large claims or much greater utilization in general (e.g. due to an unusually virulent

influenza strain) and above normal number of plan participants incur claims.

Table 1: Health Plan Financing Arrangements

Aggregate Annual Prevalence
Sl e Premium / Claims Within Category

Self-insured

Schools 10,280 $216,976,956 34% 33%

Non-School Entities 19,854 $401,505,487 66% 63%
Fully-insured

Schools 427 $7,512,207 42% 1%

Non-School Entities 578 $12,000,056 58% 2%
Minimum Premium

Schools 0 $0 0% 0%

Non-School Entities 240 $4,942,111 100% 1%
Total 31,379 $642,936,817 100%
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Table 1 contains the aggregate data only for entities that provided complete information on their health plan financing

arrangements. Entities that did not provide either the aggregate premium/claims information or whether the plan was

self-insured, fully-insured or used the minimum premium financing method could not be included in the tabulation.

Accordingly, the count of the number of employees in Table 1 is a subset of the count of the total number of employees

for entities that submitted some data that was summarized in the Phase | report.

Table 2 below shows a list of the entities and their plans, along with the total monthly cost, which includes both employee

and employer costs. It also shows the tier structure of the plans (i.e. whether the entity uses a composite rate or tiered

rates that vary by household size and composition).

Table 2: Monthly Medical and Prescription Drug Plan Cost by Plan

Total
=01114Y Monthly
Cost

Alaska Gasline Development Corporation $37,000
Alaska Gateway Schools $100,450
Alaska Housing & Finance Corp $605,529
AlaskaCare

AlaskaCare Economy Plan $3,120,561

AlaskaCare Standard Plan $6,585,071

AlaskaCare Premium Plan $483,935
Aleutian Region Schools $8,753
Aleutians East Borough Schools $54,234
Anchorage Schools

Anchorage Schools CDHP $568,142

Anchorage Schools PPO $2,949,967

AEA Plan 1 $5,087,289
ASEA/AFSCME Local 52

ASEA/AFSCME Local 52 Plan A $10,441,581

ASEA/AFSCME Local 52 Plan B $2,490,306

ASEA/AFSCME Local 52 Plan C $274,696

ASEA/AFSCME Local 52 Plan D $8,360
Bering Strait Schools $447,542
Bristol Bay Borough $85,109
Bristol Bay Borough Schools $21,747
Chugach Schools $36,756
City and Borough of Juneau $1,365,134
City and Borough of Sitka $242,081
City and Borough of Wrangell $76,516
City of Chignik $5,051
City of Delta Junction $20,080
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Composite

or Tiered

Tiered
Composite
Tiered

Tiered
Tiered
Tiered
Composite
Tiered

Composite
Composite
Composite

Tiered
Tiered
Tiered
Tiered
Composite
Tiered
Composite
Tiered
Tiered
Tiered
Composite
Composite
Composite
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Table 2: Monthly Medical and Prescription Drug Plan Cost by Plan

- voninly  Composite
Cost

City of Dillingham $57,304 Tiered
City of Egegik $6,735 Composite
City of Homer $108,161 Tiered
City of Kodiak $262,295 Composite
City of Nenana $8,440 Composite
City of Palmer $160,815 Tiered
City of Saint Mary's $3,368 Composite
City of Saint Paul** $22,344 Tiered
City of Saxman $6,109 Composite
City of Seldovia $11,787 Composite
City of Soldotna $83,978 Tiered
City of Unalaska $331,632 Composite
City of Valdez $213,338 Composite
City of Wasilla

City of Wasilla Plan 502 $94,547 Composite

City of Wasilla Plan A $81,302 Composite

City of Wasilla Teamster-Employer Welfare Trust $5,100 Composite
Copper River Schools $106,106 Composite
Cordova City Schools $90,000 Composite
Craig City Schools $91,264 Composite
Delta/Greely Schools

Delta/Greely Schools HDHP $18,980 Composite

Delta/Greely Schools Plan BB $87,860 Composite

Delta/Greely Schools Plan EB $33,117 Composite
Denali Borough $33,460 Tiered
Denali Borough Schools $115,593 Composite
Dillingham City Schools $97,079 Tiered
Fairbanks North Star Borough $618,762 Tiered
Fairbanks North Star Borough Schools

Fairbanks NSB Schools Plan A $2,893,292 Tiered

Fairbanks NSB Schools Plan B $379,940 Tiered
Galena City Schools $425,351 Tiered
Haines Borough $61,270 Composite
Haines Borough Schools

Haines Borough Schools Plan 1 $49,296 Composite

Haines Borough Schools Plan 2 $36,024 Composite
Hoonah City Schools $51,389 Tiered
Hydaburg City Schools $15,416 Composite

Juneau Borough Schools
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Table 2: Monthly Medical and Prescription Drug Plan Cost by Plan
Total

Entity Monthly Coorn'll}i)grsei(tie
Cost
Juneau Borough Schools JEA Plan $603,136 Composite
Juneau Borough Schools JESS Plan $353,025 Composite
Juneau Borough Schools JESS Plan Waived $16,841 Composite
Juneau Borough Schools Plan CA $9,359 Composite
Juneau Borough Schools Plan EA $36,710 Composite
Juneau Borough Schools Plan Exempt EA $14,200 Composite
Juneau Borough Schools Plan FB $3,500 Composite
Kake City Schools $33,344 Composite
Kenai Peninsula Borough $657,817 Composite
Kenai Peninsula Borough Schools $2,163,474 Composite
Ketchikan Gateway Borough $104,084 Tiered
Ketchikan Gateway Borough Schools $323,961 Tiered
Klawock City Schools $46,237 Tiered
Kodiak Island Borough $80,410 Composite
Kuspuk Schools $115,184 Tiered
Lake and Peninsula Borough Schools $131,318 Tiered
Local 71
Local 71 Blue Plan $2,874,889 Tiered
Local 71 Yellow Plan $505,814 Tiered
Lower Kuskokwim Schools $781,470 Composite
Lower Yukon Schools $698,322 Composite
Matanuska-Susitna Borough* $555,291 Composite
Mat-Su Borough Schools
Mat-Su Borough Schools AB Plan $75,062 Composite
Mat-Su Borough Schools CB Plan $1,883,363 Composite
Mat-Su Borough Schools FB Plan $1,139,846 Composite
Mat-Su Borough Schools HDHP $403,476 Composite

Municipality of Anchorage
Municipality of Anchorage $500 Deductible Plan $1,706,011 Composite

Municipality of Anchorage Copay 1000 Plan $577,095 Composite

Municipality of Anchorage HDHP $765,767 Composite
Nenana City Schools $120,597 Composite
Nome Public Schools $84,106 Composite
Northwest Arctic Borough Schools $804,683 Composite
Petersburg Borough $141,553 Tiered
Petersburg Borough Schools $113,750 Composite
Pribilof Schools $17,100 Composite
Sitka Borough Schools $272,660 Tiered
Southeast Island Schools $42,874 Composite
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Table 2: Monthly Medical and Prescription Drug Plan Cost by Plan

- voninly  Composite
Cost
Southwest Region Schools $99,668 Tiered
Tanana Schools (was suppressed) $7,151 Tiered
Unalaska City Schools $143,834 Composite
University of Alaska
University of Alaska 750 plan $1,675,626 Tiered
University of Alaska CDHP $1,104,061 Tiered
University of Alaska HDHP $2,144,454 Tiered
Valdez City Schools $240,120 Composite
Wrangell City Schools $58,552 Composite
Yakutat City Schools $25,000 Composite
Yukon-Koyukuk Schools $132,035 Composite

*Excludes dental and vision costs **Excludes dental costs

HEALTH PLAN ACTUARIAL VALUES

Appendix B lists the health plan actuarial values for those entities that provided sufficient health plan information for
the plan to be evaluated. Some entities offer multiple plans. For each entity, PRM developed the actuarial value of
each plan. A detailed description of the methodology used for determining the health plan actuarial values is included
in appendix B. In brief, the actuarial value is a measure of the relative generosity of coverage. The larger the actuarial
value, the greater the proportion of covered charges that will be paid by the plan, and consequently, the smaller the
portion of covered charges that are the responsibility of the plan participant. If there are no deductibles, copays, or
other types of participant cost-sharing, then the actuarial value would be 100%. The minimum actuarial value permitted
as primary employer-provided coverage that is compliant with the Affordable Care Act is 60%.

Table 3 below shows the distribution of plans by actuarial value. By way of reference, the highest value (most generous)
plan that can be purchased on the ACA “metal tier” exchanges is the Platinum plan. In 2016 platinum plans have a
maximum actuarial value of 92%. The targeted actuarial value for platinum plans is expressed in the ACA as 90%,
with a permissible variation of minus 2% to plus 2%, or 88% to 92%. Some 30 plans that submitted data in the survey
covering just over a quarter of the covered population had actuarial values of 92% and above. Table 3 also shows
that there were a few plans with actuarial values below 76%, although these plans had a relatively small number of
enrollees covering only one percent of the total population of covered lives.

Table 3: Distribution of Plans by Actuarial Value

Actuarial Value Range Number of Plans Number of Employees SENEENIES O To_tal
Covered Population

>96% 3 614 2%
92%-96% 27 8,254 26%
88%-92% 9 5,462 17%
84%-88% 12 8,665 27%
80%-84% 29 6,036 19%
76%-80% 20 2,613 8%
72%-76% 3 165 1%
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Given the wide variation in health plans currently in use by the various employers, a consolidated health plan

administration will require a menu of several plan options to meet the needs of the different employers.

Bubble Charts

The following “bubble charts” show the health plan actuarial value as well as the composite monthly cost or premium
rate for each of the entities that provided complete information. The monthly “composite rate” cost is shown on the X-
axis of the chart and the actuarial value is shown on the Y-axis. The size of the “bubble” represents the number of
covered employees in each entity — with the large “bubbles” representing existing pooling. The chart on the left shows
the actuarial values, cost, and enrollment for the state entities and political subdivisions. The chart on the right shows
the actuarial values, cost, and enrollment for employees in the school district health plans. The same scale was used
for both charts. The charts illustrate graphically that the majority of school districts are providing health plans with
actuarial values below 85 percent, whereas the majority of state entities and political subdivisions are providing health

plans with actuarial values above 85 percent.

Figure 1 — Bubble Charts of Health Plan Actuarial Values, Composite Rates, and Number of Covered Employees

State Agencies and Political Subdivisions School District Health Plans
100% 100%
Qe
95% 95% 4 99,
’ ° ’ @ g, 9.
90% 90% J
L]
85% 85% °
80% 80%
- .
75% 75% 09
° °
70% 70%
S0 $1,000 $2,000 $3,000 $4,000 S0 $1,000 $2,000 $3,000 $4,000

The actuarial value of a health plan does not necessarily measure the employer provided value. The employer provided
value includes the portion of the plan cost that is paid by the employer. For example, if an employer pays 80 percent
of the premium for a plan with an actuarial value of 90 percent, the employer provided value is 72 percent. This is less
than the employer provided value for an employer that pays the full cost of a plan that has an actuarial value of 80

percent.
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HEALTH PLAN YEARS

There is wide use of both fiscal year and calendar year health plans but the HCA will need to consolidate to a single
plan year structure across all entities.

Table 4: Number of Entities and Covered Employees by Health Plan Year

Number of Entities
Calendar Year

Schools 5 3,440
Other 8 8,303
Fiscal Year
Schools 30 6,256
Other 22 12,148

Employers whose plan years are different from the HCA’s chosen plan year structure can administer a short plan year
to align with the HCA. An example of plan year alignment is illustrated below.

Table 5: Sample of Plan Year Alignment

Short Plan Year Date Aligned with
HCA Plan Year Employer Plan Year Needed HCA
Calendar Year Calendar Year No January 2019
(January - December 2019) = (January - December 2019) ry
Calendar Year Fiscal Year Yes
(January - December 2019) (July 2017 - June 2018) (July - December 2018) JENIETR) 208
Fiscal Year Calendar Year Yes July 2019
(July 2019 - June 2020) (January - December 2018) (January - June 2019) Y
Fiscal Year Fiscal Year
(July 2019 - June 2020) (July 2019 - June 2020) N July 20

ADMINISTRATION FEES

Table 6 illustrates the range of fees that self-insured employers pay to insurance vendors to administer their health
plans. The table below includes entities for whom the data was available.

Table 6: Range of Health Plan Administrative Fees

Fees Per Employee Per

Month
Minimum $14
Maximum $68
Overall Average $36

Most employers (71 percent) have monthly administrative fees that are less than $40 per employee. Of the 29 percent

of employers who have administrative fees above $40, 8 percent of them pay more than $60 per employee per month.
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Table 7: Distribution of Health Plan Administrative

Fees by Entity

Under $20

$20 - $29 33%
$30 - $39 21%
$40 - $49 13%
$50 - $59 8%
$60 - $69 8%
$70 and above 0%

COLLECTIVE BARGAINING AGREEMENTS

Table 8 provides a summary of the years when collective bargaining agreements end. Some entities have multiple
bargaining groups and for these entities the table includes an indication for years where the CBAs expiration years are
in different calendar years. Atthe time the information was collected in the fall of 2016, there were no CBAs that ended
in 2020 or later years. Of the CBAs submitted as part of the data collection process, 40 percent end in 2017.

Table 8: CBA Contract by Entity and Expiration Year

Entities 2016 2017 2018 2019 2020 or later
Total 6 22 10 17 0

PRESCRIPTION DRUG ARRANGEMENTS

The table below provides a summary of how the plans are managing their prescription drug benefits. The table shows
that the pharmacy benefit is combined with medical for the majority of employers. However, the majority of covered
lives are already in prescription drug arrangements that are managed separately from the medical plan. Only entities
that provided complete information with respect to whether the prescription drug coverage was combined with the

medical plan or provided separately from the medical plan were tabulated in this summary.

Table 9: Plans by Prescription Drug Arrangement

Primary Plan Only for Entities with Multiple Plans
(This data represents entities who provided complete information on their plans’ prescription drug arrangement)

Pharmacy Benefit Entities Employees
Combined with Medical 47 11,083
Separate from Medical 33 20,704
Total 80 31,787
Entities That Participate in Rx Coalitions
Participate in HCCMCA Purchasing Coalition 7 9,860
Participate in Other Rx Coalition 18 3,139

HEALTH CARE COST TREND RATES

The baseline costs from 2016 are projected to increase over the next five years with an assumed set of health care
cost trend rates. The selection of the assumed cost trend rates took into account health care cost trend rates in Alaska
as well as the forces that continue to affect the growth in health care costs that have resulted in health care cost trend
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rates that are larger than inflation, wage growth, and the annual growth in per capita GDP. To gauge the long-term
difference in health care cost trend rates in Alaska from the rest of the US, data from the Centers for Medicare and
Medicaid Services (CMS) covering state-wide health care costs from 1980 to 2009 was examined. The annual
compound growth rate in per capita health care costs in the US was found to be 7.0% over the 29-year period, and
7.2% in Alaska. Recent trend rates for the larger self-funded Alaska entities included in the analysis ranged from a
decrease of 3.5 percent to an increase of 9 percent. In the short-term, pharmacy claims are projected to increase at
higher rates than medical claims, driven by the introduction of high-cost specialty drugs. Data from several entities
showed that pharmacy costs are currently a smaller share of total costs in Alaska than in the US as a whole. While
the absolute level of health care costs in Alaska are found to be higher than the average for all states, the forces that
affect health care cost growth (wages of health care providers, rents, impact of new technology, changes in utilization
patterns, etc.) are expected to impact Alaska at broadly the same rate of change as for other states. The lower weight
for prescription drugs results in the medium-term projection that health care cost increases in Alaska will increase at a
slightly slower pace than in the rest of the US.

The Society of Actuaries' Pension Section and Health Section Research teams commissioned Professor Thomas E.
Getzen of Temple University to construct a resource model for the projection of long term health care cost trends.
Baseline values and ranges for each variable in the Long Run Medical Cost Trends Model were developed by Professor
Getzen and reviewed by a group of experienced health actuaries in August 2016. Annual rates of increase in medical
costs were taken from the CMS Office of the Actuary National Health Expenditure estimates. Historical values of
inflation and income were taken from the Bureau of Economic Analysis Current-Dollar and Real GDP series, with
projections for 2016 to 2026 from the Congressional Budget Office Long Term Economic Outlook. Population data and
projections were taken from the U.S. Census Bureau Resident Population series.

The baseline assumed short-term health care cost trend rates used in the current SOA-Getzen model are 5.9% in 2017,
5.8% in 2018, declining gradually to 5.5% in 2021. Taking into account the slightly higher (0.2%) long-term health care
cost trend rate in Alaska, compared to the whole of the US, and the slightly lower (0.14%) short-term health care cost
trend rate attributable to the lower share of claims costs from prescription drugs, the baseline SOA-Getzen rates have
been used in the projection.

If there are no changes in benefits, and no changes in the relative share of total plan costs that are paid by employees
through participant contributions, then the expected aggregate cost for all entities in 2017 is expected to be $957 million,
reflecting an expected health care cost increase rate of 5.9% between 2016 and 2017. Table 10 shows the assumed
health care cost trend rates for each of the next five years.

Table 10: Health Care Cost Trend Rates?

2017/ 2018/ 2019/ 2021/
2016 2017 2018 2019 2020

Assumed health care cost trend rate 5.90% 5.80% 5.70% 5.60% 5.50%

3 Source: Society of Actuaries -Getzen model; short-term health care cost trend rates.
https://www.soa.org/research-reports/2016/research-hlthcare-trends/.
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The projection anticipates that the composition of the population (i.e. average age) would not change materially over
the next five years as retiring employees will be replaced with younger new hires, resulting in a stable average age.
Individual entities with a small number of covered lives may experience some ageing — for example if the same
employees are covered in each of the next three years, then the average age of the covered group will age three years.
However, when one of the older participants retires then that entity would experience a drop in average age if the retiree
is replaced by a younger new hire.

Table 11: Projected Medical and Prescription Drug Costs - Status Quo

In $Millions
Expected | Expected | Expected | Expected | Expected
2017 2021
Based on survey data $643 $681 $720 $761 $804 $848
Extrapolated costs for 44,000 $903 $957 $1,012 $1,070 $1,130 $1,192
employees with benefits
School Districts $315.2 $333.8 $353.1 $373.3 $394.2 $415.9
All other entities $588.0 $622.7 $658.9 $696.4 $735.4 $775.8
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EMPLOYEE CONTRIBUTION RATES

COVERAGE TIERS AND EMPLOYEE CONTRIBUTION RATES

It is instructive to compare the participant contribution structures adopted by governments in managing their employee
health care programs. As shown in Table 12 the large majority of states offer three-tier or four-tier systems for allocating
the costs of dependent coverage, with four tiers being most common. The use of the single tier (also referred to as
composite rate) is common among public employee health plans in Alaska. The use of a composite rate can lead to
unintended consequences in terms of adverse selection by households where both adults have employment-based
health care benefits made available to them.

Table 12: Coverage Tiers in State Employee Health Plans

Coverage Tier State
Two tiers: Employee only; employee plus family AL, FL, IA, IN, MA, MN, ND, NY, OH,

PA, RI, WI
Three tiers: Employee only; employee plus one dependent; employee CA, CT, HI, IL, NH, UT, VA, VT, WV
plus two or more dependents
Four tiers: Employee only; employee plus spouse; employee plus AR, AZ, CO, DE, GA, KS, KY, LA,
child(ren); employee plus family MD, ME, MI, MT, NC, NE, NJ, NM,
NV, OR, SC, TN, TX, WA, WY
Five tiers: Employee only; employee plus spouse; employee plus one MS
child; employee plus two children; employee plus family
Six tiers: Employee only; employee plus spouse; employee plus one ID, MO, OK, SD
child; employee plus two or more children; employee plus spouse and
one child; employee plus spouse and two or more children

Source: 2013 publicly available information from the Pew-MacArthur Study, used with permission from The Pew
Charitable Trusts.

We have illustrated the impact that the use of composite rates as well as employee contribution policies can have on
net employer sponsored health care costs by reference to three employers who provided data for the study. The table
below shows the total 2016 monthly health care rates (i.e. the total paid by the employee plus the employer) for the
plan with the largest enroliment if the employer offered two or more plan options. The table shows that the “rate” for
Matanuska-Susitna Borough is the same for all four tiers. This is referred to as a single tier or composite rate. Fairbanks
North Star Borough Schools uses three tiers: the lowest rate is for employee only coverage, a middle rate is used for
both the employee and spouse and the employee and children coverage tiers, and the highest rate is for employee and
family coverage. Galena City Schools uses four tiers: the lowest rate is for employee only coverage, the next lowest
rate is for employee and children coverage, a higher rate applies to a couple (employee and spouse), and the highest

rate applied to employee and family coverage.
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Table 13: 2016 Total Monthly Health Care Rates

Employee Employee & Employee & Employee

Only Spouse Children & Family
Matanuska-Susitna Borough $1,786 $1,786 $1,786 $1,786
Fairbanks North Star Borough Schools $1,256 $1,947 $1,947 $2,776
Galena City Schools $806 $1,772 $1,450 $2,497

The following chart illustrates these rates graphically.

Figure 2 - Total Monthly Health Care Rates

Monthly Total Rates

B Matanuska-Susitna Borough  m Fairbanks North Star Borough Schools  ® Galena City Schools

$3,000
$2,500

$2,000

$1,500
$1,000
$500
S0

Employee Only Employee & Spouse Employee & Children Employee & Family

EMPLOYEE CONTRIBUTION RATES

The following table shows the 2016 monthly employee contribution rates. Matanuska-Susitna Borough uses a single
coverage tier and therefore charges the same employee contribution amount for employee only coverage as it does for
employee and family coverage. Employees of Fairbanks North Star Borough Schools pay $169 per month for employee
only coverage (coincidentally almost identical to the Matanuska-Susitna Borough required contribution level), but pay
higher amounts for covering more family members in the health plan. Galena City Schools contribution policy has no
contribution for employee only coverage; $205 per month for employee and spouse (or employee and children)
coverage — about the same amount as required by Matanuska-Susitna Borough and Fairbanks North Star Borough

Schools — and double that amount for employee and family coverage.
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Another way of interpreting the employee contribution rate is to look at the additional cost for covering a spouse. At
Matanuska-Susitna Borough, there is no additional cost for covering a spouse. At Fairbanks North Star Borough
Schools, the additional cost is about $56 per month (the difference between $225 and $169, or the difference between
$282 and $225). At Galena City Schools, the cost of covering a spouse is $205 per month.

Table 14: 2016 Monthly Employee Contribution Rates

Employee Employee & Employee & Employee

Only Spouse Children & Family
Matanuska-Susitna Borough $170 $170 $170 $170
Fairbanks North Star Borough Schools $169 $225 $225 $282
Galena City Schools $0 $205 $205 $410

The employee contribution rates are illustrated in the chart below the table.

Figure 3 - Monthly Employee Contribution Rates

Monthly Employee Contribution Rates

B Matanuska-Susitna Borough ™ Fairbanks North Star Borough Schools B Galena City Schools
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The following table shows the enrollment mix for 2016. Matanuska-Susitna Borough is covering the spouses for 75%
of their employees, Fairbanks North Star Borough Schools are covering the spouses for 67% of their employees, while
Galena City Schools are only covering 21% of the spouses of their employees. The larger percentage of spouses
covered by the Matanuska-Susitna Borough and Fairbanks North Star Borough Schools plans is in part attributable to
the low employee contribution requirement (or in Matanuska-Susitna Borough’s case zero cost) incurred by the

employee for covering their spouse.
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The enrollment data is also shown graphically.

Table 15: 2016 Enroliment

Employee Employee & Employee & Employee

Only Spouse Children & Family
Matanuska-Susitna Borough 15% 27% 9% 48%
Fairbanks North Star Borough Schools 21% 20% 12% 47%
Galena City Schools 64% 10% 15% 11%

Figure 4 - 2016 Enrollment Mix

Enrollment Mix
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The impact on enrollment mix, and therefore employer costs, from changes in employee contribution rates can be
significant. For example, if the contribution policy were adjusted and just 25% of the spouses currently enrolled in the

plan enrolled in a different plan, Mat-Su Borough'’s costs would decline by over 10 percent.

These three employers and the different approaches that have adopted for contribution policies illustrate the impact

that contribution rates can have on plan participation — and therefore costs.

The following chart shows the relationship between spousal contributions and spousal coverage for a broader set of
entities. Only entities that require a contribution for employee and family coverage (even if that is the same contribution

required for employee only coverage) are included and the data was also restricted to those entities with a minimum of
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55 members. Five entities do not require an additional contribution for spousal coverage. These five employers are
shown on the X (horizontal) axis as having spousal participation rates ranging from 49% to 82%. Eight employers
require an additional contribution of at least $250 per month to cover the spouse. The effect of charging an additional
higher contribution is clearly seen in the chart, with the percentage of total members covering a spouse declining to a
range of 21% to 68%. Figure 5 includes a “best fit” line which shows the implied relationship between the amount of

the spousal contribution and the percentage of members that cover a spouse.

Figure 5 - Spousal Contribution and Coverage Relationship

Relationship between Spousal Contributions and Spousal Coverage
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Effectively employers who require no or limited additional employee contributions for spouses and other dependents
subsidize the costs of other employers by essentially always being the plan of choice where both spouses work and
both working spouses have access to employer sponsored health care benefits. The following table illustrates the
leveraged financial impact that relatively small changes in employee premium rates can have on an employer’s net
cost. Table 16 shows the total monthly cost and employee monthly premiums and enrollment for an entity and the
modeled change in enroliment from setting the spousal premium equal to the premium required for employee only
coverage. Based on the increase in the spousal premium from $56 (which is less than the premium required for

employee only coverage) to $169, the same as the amount required for employee only coverage, the enrollment is
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expected to change with a 25% reduction in the numbers electing Employee and Spouse and Employee and Family
coverage (i.e. Employee and Spouse enrollment declines from 20% to 15%).

Table 16: Modeled Impact on Enrollment from Changes in Spousal Contribution Rates

Employee Employee & Employee & | Employee

Only Spouse Children & Family
Total Monthly Cost $1,256 $1,947 $1,947 $2,776
Employee Monthly Premiums $169 $225 $225 $282
Current Enrollment mix 21% 20% 12% 47%
If Contributions adjusted for Spouses to $169 $338 $225 $395
Expected enrollment mix 38% 15% 12% 35%

The weighted average cost per employee is currently $2,194 per month (i.e. 21% x $1,256 + 20% x $1,947 + 12% X
$1,947 + 47% x $2,776). The weighted average employee premiums are $240 for a net cost of $1,953. After the
employee premium change for spousal coverage, the modeled weighted average cost per employee declines by $221
to $1,973, and the weighted average modeled employee premium increases by $40 to $280. Therefore, the net cost
to the employer declines by over 13% from $1,953 to $1,693. Some 85 percent of the savings are attributable to the

reduction in the number of spouses covered under this employer’s plan.

Table 17: Modeled Savings from Adjusting the Spousal Contribution

1. Current Average Gross Cost per Employee $2,194
2. Current Average Employee Contributions per Employee $240
3. Current Net Cost per Employee $1,953
4. Modeled Average Gross Cost per Employee $1,973
5. Modeled Average Employee Contributions per Employee $280
6. Modeled Net Cost per Employee $1,693
7. Savings (3. Minus 6.) $260
8. Savings as a % of Current Net Cost (7. /3.) 13.3%

Please See Appendix | (page 178) for a more extended discussion of the issues involving in setting rates for employee
and dependent contributions and the steps employers are taking to reduce costs by incenting participants in households
where other employer coverage is available to elect other employers’ health care plans.
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PROPOSED BENEFITS FOR COORDINATED
PLAN ADMINISTRATION

MEDICAL PLANS

Coordinated health plan administration utilizing a menu of health plan options would facilitate three key objectives:

e Employers could select a health plan with a very similar set of benefits and comparable actuarial value by choosing
one (or more than one where multiple plans are now in place) of the HCA health plan designs. There would little

if any change in costs moving from the former health plan to one of the new health plan options.

e The reduced set of benefit plan options would still provide the flexibility for each employer to tailor their benefit

choices to fit their budget.

e Alimited number of health plans will materially reduce the amount of time devoted to communicating and managing

multiple health plan design and cost information.

After reviewing the range of health plan designs and considering the number of employees enrolled in each plan, PRM
found that a set of four different health plans would be sufficient to provide choice, while facilitating mapping from the
current plan to the plan with the closest actuarial value. While the plan designs below illustrate the concept and provide
mapping to the range of values desired, we should note that other plan designs could also be used to achieve the same

or similar results.

Table 18: lllustration of Medical Plan Options

Health Plan Options Option 1 Option 2 Option 3 Option 4
Medical Plan Type Qualified HDHP PPO 2 PPO 3 PPO 4
Prescription Drug Plan Drug: Plan A Drug: Plan B Drug: Plan C Drug: Plan C
Actuarial Value 76% 82% 89% 94%
In-Network Annual Plan Deductible $1,500 $1,000 $350 $150
(Individual / Family) $3,000 $2,000 $700 $300
In-Network Coinsurance 30% 20% 20% 10%
Maximum Out-of-Pocket including $6,500 $4,000 $1,850 $650

deductible for in-network coverage

(Individual / Family) $13,000 $8,000 $3,700 $1,300
Out-of-Network Annual Plan Deductible e 2l ey el
(Individual / Family) $6,000 $4,000 $1,400 $600
Out-of-Network Coinsurance 50% 40% 40% 30%
Out-of-Network OOP Maximum o o . $4,000
excluding deductible No limit No limit No limit

o . $8,000
(Individual / Family)
Primary Care Office Visit Coinsurance and deductible
Specialist Office Visit Coinsurance and deductible
Emergency Room Coinsurance and deductible
Inpatient Hospitalization Coinsurance and deductible
Outpatient Hospitalization Coinsurance and deductible
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Table 19: lllustration of Prescription Drug Plan Options

Prescription Drug Plan Options Drug Plan A Drug Plan B
Retail Generic $10
Retail Formulary Brand Subject to the combined medical 20% (max $200)

| | d and prescription drug $1,500
Retail Non-Formulary Bran
y individual deductible ($3,000 20% (max $200)
Mail Order Generic family), 30% coinsurance, and $20
Mail Order Formulary Brand $6,500 individual out-of-pocket 20% (max $400)
. limit ($13,000 family).
Mail Order Non-Formulary Brand imit (3 amily) 20% (max $400)
Specialty 20% (max $400)

20% (max $400)

Using the above set of health plans, PRM mapped the existing health plans into one of the four options. The objective

was to ensure the change in value (higher or lower) would be small and in all cases for the change to fall within the de

minimis range of 4%.

Plans with an actuarial value below 78% were mapped to Option 1. This mapping results in enrollment of 2,194

employees in Option 1, about 7% of the total. The largest change in actuarial value for any plan mapped to Option

1is 1.8%, well below the 4% threshold.

® Plans with an actuarial value below 85.1% and above 78.9% were mapped to Option 2. This mapping results in

enroliment of 8,913 employees in Option 2, about 28% of the total. The largest change in actuarial value for any

plan mapped to Option 2 is 3%, below the 4% threshold.

® Plans with an actuarial value below 92.1% and above 86.0% were mapped to Option 3. This mapping results in

enroliment of 13,059 employees in Option 3, about 41% of the total. The largest change in actuarial value for any

plan mapped to Option 3 is 2.6%, below the 4% threshold.

® Plans with an actuarial value above 92.9% were mapped to Option 4. This mapping results in enrollment of 7,643

employees in Option 4, about 24% of the total. The largest change in actuarial value for any plan mapped to

Option 4 is 2.7%, below the 4% threshold.
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The table below summarizes the information on how plans were initially “mapped” to one of the four standard options.

Table 20: Mapping of Current Plans to Four Optional Plan Designs

Actuarial Current Plans Mapped to this Option if AV is Percent of Total
Option 1 76% 72.0% 78.0% 2,194 7%
Option 2 82% 78.9% 85.1% 8,913 28%
Option 3 89% 86.0% 92.1% 13,059 41%
Option 4 94% 92.9% 97.5% 7,643 24%

DENTAL AND VISION PLANS

Approximately 74 percent of employers surveyed indicated that they offer dental and vision benefits to employees and
in most instances these benefits are offered in conjunction with medical and prescription drug plans. This means that
if an employee elects medical coverage, dental and/or vision is automatically included.

The table below shows the total aggregated costs (i.e., both employer and employee contributions) for 2016 and is
based on enrollment and cost information from the entities that participated in the survey. We have estimated the total
number of employees eligible for dental and vision benefits to be consistent with the medical plans (i.e., 44,000 lives)
and the total expenditure was estimated to be $62 million in 2016. The projected cost through 2021 is also illustrated
in the table below.

Table 21: Projected Total Costs - Status Quo

In $Millions
Extrapolated costs for 44,000 Expected | Expected | Expected | Expected | Expected
employees with benefits 2021
Dental $62.3 $65.4 $68.7 $72.2 $75.4 $78.8
Vision $14.1 $14.5 $15.0 $15.4 $15.9 $16.4
Total for Dental & Vision $76.4 $79.9 $83.7 $87.6 $91.3 $95.2

The estimated trend used to develop the projected cost are illustrated below and assumes no changes in benefits,
contribution cost shares, or material change in the population.

Table 22: Dental and Vision Cost Trend Rates

Assumed dental and vision cost trend

Dental* 5.0% 5.0% 5.0% 4.5% 4.5%
Vision® 3.0% 3.0% 3.0% 3.0% 3.0%

4 Source: Metropolitan Life Insurance Company
5 Source: National Vision Administrators

35



STATE OF ALASKA
Health Care Authority Feasibility Study

PRM COMSULTING GROUP 2017

PRM modeled the dental and vision plan designs shown in the tables below to illustrate examples of plan options that

could be offered to employees. The models are based on the range of plan designs that are currently offered to

employees. Other design models could be used to achieve similar results.

Table 23: Illustration of Dental Plan Design Options

Dental Plan Features

Option 1

In-Network & Out-of-Network Services

Annual Plan Deductible

Option 2

Option 3

(per person) $150 $100 $50
Annual Benefit Maximum $2.500 $1,500 $1,000
(per person)

Diagnostic and Preventive Services 100% 100% 100%
Basic Services 80% 80% 90%
Restorative Services 50% 50% 60%
Orthodontia 50% 50% 50%

(employers can choose whether to include ortho)

Table 24: lllustration of Vision Plan Design Options

Vision Plan Features

Option 1

Frequency (eye exam, frames & lenses) 12/24124
In-Network Services
Exams $50 copay

Standard Lenses Plan pays up to $100

Bifocal Lenses Plan pays up to $150

Trifocal Lenses

Frames

Medically Necessary Contacts
Elective Contacts
Out-of-Network Services
Eye Exam

Standard Lenses

Bifocal Lenses

Trifocal Lenses

Frames

Medically Necessary Contacts
Elective Contacts

P ggusgimne

Plan pays up to $150
Plan pays up to $150
Plan pays up to $150
Plan pays up to $100

Plan pays up to $50
Plan pays up to $50
Plan pays up to $75
Plan pays up to $100
Plan pays up to $125
Plan pays up to $210
Plan pays up to $105

Option 2
12/12/12

$25 copay for eyes

$60 copay for contacts

$25 copay
$30 copay
$30 copay
Plan pays up to $195
$30 copay
Plan pays up to $130

Plan pays up to $100
Plan pays up to $100
Plan pays up to $100
Plan pays up to $100
Plan pays up to $150
Plan pays up to $210
Plan pays up to $105
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As seen with the medical health plans, coordinating plan administration of the dental and vision benefits are expected
to generate additional savings. The expected savings for the next five years are illustrated in the table below.

Table 25: Projected Total Costs Under Coordinated Plan Management

In $Millions
Expected | Expected | Expected | Expected | Expected

2017 2021
1. Dental $65.4 $68.7 $72.2 $75.4 $78.8
2. Vision $14.5 $15.0 $15.4 $15.9 $16.4
Savings (%)
1. Dental 0.2% 0.8% 2.8% 4.7% 4.7%
2. Vision 0.05% 0.24% 1.12% 2.0% 2.0%
Savings (Amounts in Millions)
1. Dental $.13 $.55 $2.0 $3.6 $3.7
2. Vision $.01 $.04 $.17 $.32 $.33
3. Total for Dental and Vision $0.14 $0.59 $2.17 $3.92 $4.03
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IMPACT ON BASELINE OF COORDINATED PLAN
ADMINISTRATION

Coordinated plan administration facilitates the optimal level of savings from both improved plan administration and cost-

effective purchasing.

Establishing a Health Care Authority to administer health plans for the Political Subdivisions, School Districts, State
employee health plans and other entities listed in S.B. 74 is expected to achieve savings in the following areas:

e The cost for fully-insured plans includes risk premiums (i.e. claims fluctuation margins) and profit as well as the
administration charges and incurred claims costs. Moving from fully-insured to self-insured will reduce the cost by
removing the risk premium and profit and reduced administration costs on a per person basis. Savings would also
accrue from pooled purchasing. There would also be savings from no longer paying premium taxes, however
these taxes are currently part of State receipts so from an aggregate state budget perspective, these will not result
in net savings to the State.

e Alarge plan covering over 40,000 employees can achieve risk premium savings as it would not need to purchase
stop-loss insurance. While some of the entities (e.g. the AlaskaCare plans) do not purchase stop-loss insurance,
many of the self-insured plans do. The stop-loss insurance provides important protections for the trusts and other
entities that have a one-year budgeting cycle and do not have the financial resources to weather a spike in claims
due to cyclical effects (e.g. an unusually virulent influenza strain that results in a material increase in office visits
and hospitalizations), or rare, but expensive treatments for a few individuals. For entities that provided details of
the stop-loss premiums and recoveries, the savings can be estimated by comparing the cost of the premiums and
subtracting the amount of recoveries. For entities that only provided stop-loss premium information, the savings
were estimated at 40 percent of the stop-loss premiums. This estimate was developed from an analysis of
stop-loss premiums and recoveries from other studies conducted by PRM.

e Athird area of savings will accrue to the Health Care Authority, and therefore to the participating employers, by
negotiating administrative fees. In prior procurements PRM has secured reduced administrative fee levels based

on the size of the covered group, with lower per employee fees for larger group sizes.

e Afourth area of savings can be achieved through coordinated plan administration that reduces the complexity of
the annual administration tasks, such as rate development, plan communications, and eliminating redundancies

and inconsistencies in areas such as periodic bidding and procurement.

e Pooled purchasing savings are expected to be achieved by carving out the prescription drug benefit and
competitively bidding the coverage under a single policy. The exact amount of savings will only be known after
the competitive bidding has been completed. For entities that already participate in a pharmacy purchasing

coalition, the level of savings will be the marginal improvement from the current arrangement to the pooled PBM
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contract. For those entities that have not carved out their prescription drug coverage and do not currently
participate in a pharmacy coalition, PRM estimates that the amount of savings will be approximately 10 percent of
the current pharmacy expenditures. For entities that provided a combined health plan cost and did not separately
identify what portion was attributable to prescription drugs, PRM estimates that 15 percent of the cost is attributable

to prescription drugs.

e Pooled purchasing savings are also expected to be achieved by competitively bidding a Travel Benefit / Centers
of Excellence contract. Some entities already have a travel benefit contract. For these entities, PRM expects
there will be some additional savings, primarily associated with savings in the administrative fees, which are

expected to be lower under a single large contract.

The table below shows the projected baseline costs (status quo) in row 1 without pooled purchasing or coordinated
plan management. Row 2 shows the expected costs with coordinated plan management and row 3 with pooled
purchasing. Row 4 shows the expected costs under combined plan management and pooled purchasing. Row 5
shows the expected annual savings from coordinated plan management. Row 6 shows the expected annual savings
with pooled purchasing. The savings are based on each entity participating in the HCA upon the expiration of the
current CBA. For example, if a CBA expires in 2018, the savings under coordinated plan management will first accrue
in 2019.6

Table 26: Projected Medical and Prescription Drug Costs Under Pooled Purchasing and Coordinated Plan Management

In $Millions
Expected | Expected | Expected | Expected | Expected

2017 2018 2019 2020 2021
1. Status Quo $956.5 $1,012.0 $1,069.7 | $1,129.6 @ $1,191.7
2. Coordinated Plan Management $948.9 $1,000.9 $1,056.1 @ $1,113.0 $1,174.3
3. Pooled Purchasing $954.6 $1,006.7  $1,059.2 | $1,115.6 @ $1,177.2
4. Plan Management and Pooled Purchasing $947.0 $995.7 $1,045.7 $1,099.1  $1,159.8
Savings $Millions
5. Coordinated Plan Management (2. — 1.) $7.6 $11.0 $13.5 $16.5 $17.4 $66.1
6. Pooled Purchasing (3. — 1.) $1.9 $5.3 $10.4 $13.9 $14.5 $46.0
7. Plan Management and Pooled Purchasing (4. — 1.) $9.5 $16.3 $23.9 $30.4 $31.9 $112.1
Savings Percent
8. Coordinated Plan Management (5. /1.) 0.8% 1.1% 1.3% 1.5% 1.5%
9. Pooled Purchasing (6. /1.) 0.2% 0.5% 1.0% 1.2% 1.2%
10. Plan Management and Pooled Purchasing (7. /1.) 1.0% 1.6% 2.3% 2.7% 2.7%

5 To assure that the most current data available from survey respondents was used we requested participation and premium rate
data as of September 30, 2016. While the majority of survey respondents reported using a fiscal year basis for the operation of their
plans, a substantial minority use a calendar year basis. The annual savings depicted in Table 26 for future years meld the savings
estimates based on the data provided for fiscal year plans with plan years ending June 30, 2017 and calendar year plans ending
December 31, 2016.
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Table 26 shows that coordinated plan management savings increase over time to 1.5% of the cost and pooled
purchasing savings rise to 1.2% by year 4. Combined, the plan management and pooled purchasing savings are

expected to yield 2.7% annual savings.

The following chart shows the expected growth in savings as additional entities begin to participate in the HCA upon

the expiration of the current CBAs.
Figure 6 — Projected Health Plan Savings

Projected Aggregate Public Employer Health Plan Savings
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EVALUATION OF ORGANIZATION MODELS

PRM has evaluated several organizational approaches (models) for the coordinated plan administration of the various

public employer health benefit plans.

We have described below the status quo in terms of the different groups of employees and / or retirees, and how their

health care benefits are currently administered.

Group A

Group B

Group C
Group D

Group E

State retirees’ health care benefits are administered in a separate pool. Two cohorts of retirees (legacy
retirees in the defined benefit plans and the new cohort of retirees in the defined contribution plans)

have access to specific health plans.

State employees patrticipate in health plans established through their agency or union. The separate

health plans includes:

e AlaskaCare

e Local71

e ASEA/AFSCME Local 52

e PSEA

e Masters Mates and Pilots

e Health plan for University of Alaska employees

e Alaska Gasline Development Corporation

e Alaska Housing Finance Corporation

Employees working for school districts participate in health plans established by their employer.
Employees working for political subdivisions participate in health plans established by their employer.

Individual Alaskans not covered for health insurance by their employer. These individuals can
purchase subsidy-eligible coverage through the ACA exchange (Premera only in 2017), or non-subsidy

eligible coverage from one of several authorized insurance companies.

The following organizational models were evaluated. For each model, we provide a brief description with respect to

which groups can participate, and whether the participation is optional or mandatory.

Model 1 (Similar to the Washington State PEBB Model)

e Single risk pool for non-retired state funded or supported public employees (Groups B, C, and D). Retirees are

assumed to remain in a separate pool.
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e  Multiple benefit plan choices (e.g. the four medical plan options described in this report, plus three dental and two

vision options)

e Mandatory participation for state employees (Group B), optional for school districts (Group C) and political
subdivisions (Group D)

e No access to the pool from individual Alaskans (Group E)

Model 2 (Similar to the Oregon State PEBB and OEBB Model)

e  Two risk pools for non-retired state funded or supported public employees

—  One pool for education employees (Group C)
—  Separate pool for other public employees (Groups B and D)

— Retired employees (Group A) are assumed to remain in a separate pool.

e Multiple benefit plan choices (e.g. the four medical plan options described in this report, plus three dental and two

vision options)
e Mandatory participation for state employees, school districts and political subdivisions

e No access to the pool from individual Alaskans (Group E)

Model 3 (State Administered Captive)

e  Status quo for all entities, with the availability of purchasing stop-loss insurance from a state administered captive.
Captive sets rates to cover the cost of individual and aggregate stop-loss coverage with allowance for

administration of the captive, but no allowance for profit or risk charges. (Groups B, C, and D)
e Each entity can continue to select and administer its own health care benefits

e No access from individual Alaskans (Group E)

Model 4 (Multiemployer Plans — Designed to Minimize the PPACA High Cost Tax)
e Potential for multiple pools
¢ Initial pool of multiple employers opting to join for all or some of their employees. (Includes Groups B, C, and D)

¢ No access for individual Alaskans (Group E)

Model 5 (Public / Private Exchange Model)

e Single pool (Groups B, C, D, and E), maintain separate pool for retired employees (Group A)

e  Multiple benefit plan choices (e.g. the four medical plan options described in this report, plus three dental and two

vision options)
e Voluntary participation
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SUMMARY OF EVALUATION OF MODELS

The following table summarizes the projected savings (or costs) under each of the models. Immediately following this
summary table are detailed descriptions of each model and the assumptions utilized in projecting the savings.

Table 27: Projected Savings or (Costs)

In $Millions
Expected | Expected | Expected | Expected | Expected 5-Y_ear
savings
Status Quo $956.5  $1,012.0 $1,069.7 $1,129.6  $1,191.7
Model 1 — Single Risk Pool. All state entities
plus school districts and political subdivisions $5.9 $12.1 $18.6 $24.2 $25.4 $86.2

that opt to participate.
Model 2 — Two Risk Pools. All school districts

in one pool. All Political Subdivisions and $9.4 $16.1 $22.5 $28.1 $29.4 $105.5
State employees in the second pool.

Model 3 — State Administered Captive $1.0 $1.0 $1.1 $1.1 $1.2 $5.4
Model 4 — Multi-employer Plans $0.0 $0.0 $0.0 $29.4 $31.2 $60.6

Model 5 — Public / Private Exchange. Single
pool, state employees plus optional
participation from school districts and political
subdivisions and individuals.

($22.7) ($18.1) ($13.3) ($9.5) ($10.2) ($73.8)

MODEL 1 (SIMILAR TO THE WASHINGTON STATE PEBB MODEL)

This model utilizes a single risk pool for non-retired state funded or supported public employees (Groups B, C, and D).
Employers would choose from multiple benefit plan choices (e.g. the four medical plan options described in this report,
plus three dental and two vision options). Participation would be mandatory for state employees (Group B), and optional
for school districts (Group C) and political subdivisions (Group D). There would be no access to the pool from individual
Alaskans (Group E).

For Model 1 we quantified the financial savings compared to the status quo based on the following assumptions:

e Maximum pooled purchasing savings as a percentage of current costs can be achieved as the single pool will
contain a sufficiently large number of plan participants to optimize the purchasing savings.

e Maximum pooled plan administration savings as there will only be one pool and the pool will contain a sufficiently
large number of plan participants to achieve the lowest possible plan administration fees.

e Assume that only those school districts and political subdivisions whose costs are currently above the projected

pooled plan cost will participate.

We mapped current health plans to one of four standard designs, targeting the health plan closest to the current plan’s
actuarial value. For a few employers with large enroliment whose plans value were between two of the four standard
plans we mapped a portion of the enroliment to each of the two closest standard plans. Figures 7-10 show the entities

whose plans were mapped into health plan options 1, 2, 3 and 4.
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Table 28: Projected Costs and Savings under Model 1
In $Millions

Based on 44,000 benefit eligible employees

1. Status Quo Costs
2. Plan Management
3. Pooled Purchasing

4. Plan Management and Pooled Purchasing

5. Number of Employees Assumed Joining

6. Savings as a Percent of Status Quo

Savings $Millions
7. Plan Management
8. Pooled Purchasing

9. Plan Management and Pooled Purchasing

$956.5
$951.8
$955.3
$950.6

6,284

0.6%

$4.7

$1.2
$5.9

$1,012.0

$1,004.2

$1,007.6
$999.9

11,173

1.2%

$7.7

$4.4
$12.1

$1,069.7
$1,059.2
$1,061.6
$1,051.1

18,509

1.7%

$10.5

$8.1
$18.6

$1,129.6
$1,116.6
$1,118.4
$1,105.4

2.1%

$13.0
$11.2
$24.2

$1,191.7
$1,178.0
$1,180.0
$1,166.3

2.1%

$13.7
$11.7
$25.4

$49.6
$36.6
$86.2

Figure 7 shows the current health plans with actuarial values above 92 percent. Each circle (or bubble) on the chart

represents three dimensions of the health plan. The plans are shown by (a) composite monthly cost (i.e. the total cost

before employee premiums), (b) actuarial value (i.e. the relative generosity of the coverage), and (c) size of the plan in

terms of covered employees. The “bubble” size represents the relative size of the covered population.

Figure 7 — Bubble Chart of 27 Plans Mapped to Option 4 Health Plan
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Figure 8 shows the current health plans with actuarial values above 86 percent and below 92 percent. Each circle (or
bubble) on the chart represents three dimensions of the health plan. The plans are shown by (a) composite monthly
cost (i.e. the total cost before employee premiums), (b) actuarial value (i.e. the relative generosity of the coverage),
and (c) size of the plan in terms of covered employees. The “bubble” size represents the relative size of the covered
population. For entities whose plans have an actuarial value below 89 percent, the expected cost reflects the increase
from covering a slightly larger percent of covered charges. Similarly, for the six entities with plans whose actuarial
values are above 89 percent, mapping to the Option 3 plan design is expected to result in a slightly lower cost as the

plan will be covering a slightly smaller portion of the covered charges.

Figure 8 — Bubble Chart of 16 Plans Mapped to Option 3 Health Plan
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Figure 9 shows the current health plans with actuarial values above 78 percent and below 88 percent. Each circle (or
bubble) on the chart represents three dimensions of the health plan. The plans are shown by (a) composite monthly
cost (i.e. the total cost before employee premiums), (b) actuarial value (i.e. the relative generosity of the coverage),
and (c) size of the plan in terms of covered employees. The “bubble” size represents the relative size of the covered
population. For entities whose plans have an actuarial value below 82 percent, the expected cost reflects the increase
from covering a slightly larger percent of covered charges. Similarly, for the six entities with plans whose actuarial
values are above 82 percent, mapping to the Option 2 plan design is expected to result in a slightly lower cost as the

plan will be covering a slightly smaller portion of the covered charges.

Figure 9 — Bubble Chart of 41 Plans Mapped to Option 2 Health Plan
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Figure 10 shows the current health plans with actuarial values below 79 percent. Each circle (or bubble) on the chart
represents three dimensions of the health plan. The plans are shown by (a) composite monthly cost (i.e. the total cost
before employee premiums), (b) actuarial value (i.e. the relative generosity of the coverage), and (c) size of the plan in
terms of covered employees. The “bubble” size represents the relative size of the covered population. For entities
whose plans have an actuarial value below 76 percent, the expected cost reflects the increase from covering a slightly
larger percent of covered charges. Similarly, for the six entities with plans whose actuarial values are above 76 percent,
mapping to the Option 1 plan design is expected to result in a slightly lower cost as the plan will be covering a slightly

smaller portion of the covered charges.
Figure 10 — Bubble Chart of 16 Plans Mapped to Option 1 Health Plan
Plans Mapped to Option 1 (76%)
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Model 1 will include all state entities (Group B). Participation by school districts and political subdivisions is voluntary,
and therefore we assume that only those school districts and political subdivisions whose costs are currently above the
projected pooled plan cost will participate, as they will recognize savings immediately. Employers are assumed to
select health plan options that most closely match the current benefit plan choices and to maintain the employee

contribution rates.

Pros/Cons for Model 1

Model 1 is expected to yield savings of just over 2% of the current cost. Employers would have the flexibility of selecting
a plan or plans that meet their recruitment and retention needs with the knowledge that costs would be substantially
more stable in future years and more predictable than under the status quo. As entities other than state agencies have

the option whether to participate or not, this model would not capture the maximum amount of coordinated plan
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administration savings, as some entities whose costs today are materially lower than the projected pooled plan costs

may choose to remain outside the HCA.

In addition, based on the experience of Washington State where participation in the state’s HCA programs is voluntary,
the assumption in this model that jurisdictions and school districts with higher than average costs would participate may
be too optimistic. That assumption implies that roughly half of all employers would participate—a much higher
participation rate than the Washington HCA has been able to achieve over many years of operations. Lower
participation would result in lower savings than this model predicts.

In addition, the state and its contractors would incur higher expenses in communicating and marketing the new
programs, and would face competitive pressure from existing vendors who will have an economic stake in maintaining

the status quo.

This model utilizes two risk pools for state funded or supported public employees (Groups B, C, and D). Employers
would choose from multiple benefit plan choices (e.g. the same four medical plan options described in this report, plus
three dental and two vision options). Participation would be mandatory for state employees (Group B), school districts
(Group C) and political subdivisions (Group D). There would be no access to the pool from individual Alaskans (Group
E).

For Model 2 we quantified the financial savings compared to the status quo based on the following assumptions:

e Maximum pooled purchasing savings as a percentage of current costs as the single pool will contain all plan

participants and achieve the optimal pooled purchasing savings.

e Substantial pooled plan administration savings, however as there will be two pools the administration fees will be
somewhat larger than under a single pool (as claims and enrollment will need to be tracked separately for each

pool), and therefore the savings from coordinated plan administration are reduced slightly.

® Entities in Groups B, C, and D will all participate upon the expiration of the current collective bargaining agreement.

First, we projected the costs under the status quo — and aggregated the extrapolated costs for all school districts, all

other entities, and the total for all groups. The following table shows the projected costs by year and group.
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Table 29: Status Quo Cost Projection for Schools Separately from all other entities
Amounts in $Millions

Status Quo Costs

Schools $315.2 $333.8 $353.1 $373.3 $394.2 $415.9

Non-School Entities $588.0 $622.7 $658.9 $696.4 $735.4 $775.8
State Entities $328.5 $347.9 $368.1 $389.1 $410.9 $433.5
Political Subdivisions $259.5 $274.8 $290.8 $307.3 $324.5 $342.3

Total $903.2 $956.5 $1,012. $1,069.7 $1,129.6 $1,191.7

Next, we projected the savings applying the plan management and pooled purchasing savings assumptions outlined
above. In aggregate, we project that Model 2 would produce about $29.4 million in savings in 2021.

Table 30: Projected Savings ($) under Model 2
Amounts in $Millions

2017 2018 2019

Plan Management

a. Schools $4.0 $5.8 $7.3 $8.5 $9.0 $34.6
b. Non-School Entities $4.3 $6.1 $5.9 $6.7 $7.1 $30.2
c. Total $8.3 $12.0 $13.2 $15.2 $16.1 $64.8

Pooled Purchasing

a. Schools $0.9 $1.4 $2.4 $2.8 $2.9 $10.4
b. Non-School Entities $0.2 $2.7 $6.9 $10.0 $10.4 $30.3
c. Total $1.1 $4.1 $9.3 $12.8 $13.3 $40.7

Plan Management and Pooled Purchasing

a. Schools $4.9 $7.2 $9.7 $11.3 $11.9 $45.0
b. Non-School Entities $4.6 $8.9 $12.8 $16.8 $17.5 $60.6
c. Total $9.4 $16.1 $22.5 $28.1 $29.4 $105.5

Number of Employees Assumed Joining

a. Schools 8,692 2,768 3,491 0 0
b. Non-School Entities 1,213 8,921 18,916 0 0
c. Total 9,904 11,689 22,407 0 0
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Table 31: Projected Savings (%) under Model 2

2017 2018 2019

Plan Management

a. Schools 0.4% 0.6% 0.7% 0.8% 0.7%
b. Non-School Entities 0.5% 0.6% 0.5% 0.7% 0.6%
c. Total 0.9% 1.2% 1.2% 1.3% 1.3%

Pooled Purchasing

a. Schools 0.1% 0.1% 0.2% 0.2% 0.2%
b. Non-School Entities 0.0% 0.3% 0.7% 0.9% 0.9%
c. Total 0.1% 0.4% 0.9% 1.1% 1.1%

Plan Management and Pooled Purchasing

a. Schools 0.5% 0.7% 0.9% 1.0% 1.0%
b. Non-School Entities 0.5% 0.9% 1.2% 1.5% 1.5%
c. Total 1.0% 1.6% 2.1% 2.5% 2.5%

Pros/Cons for Model 2

Model 2 is expected to yield savings of just over 3% of the current cost for school districts and about 2% for all other
entities. Employers would have the flexibility of selecting a plan or plans that meet their recruitment and retention needs
with the knowledge that costs would be substantially more stable in future years and more predictable than under the
status quo. As all entities would be required to participate, this model would capture close to the maximum amount of

coordinated plan administration savings, as well as the maximum amount of pooled purchasing savings.

The principal disadvantage compared with Model 1 is some loss of control at the individual employer level. However,
this can be substantially offset by careful design of the various plan choices that can be mapped to existing
arrangements and the additional savings that this model creates for employers, participants and taxpayers.

MODEL 3 (STATE ADMINISTERED CAPTIVE)

This model evaluates the strategy of making available to all entities a state administered captive to provide stop-loss
insurance. The model anticipates that the captive will set premium rates to cover the expected cost of individual and
aggregate stop-loss coverage with allowance for administration of the captive, but no allowance for profit or risk
charges. The availability of the captive will be limited to Groups B, C, and D, but individuals and would not be allowed
to purchase coverage. Each entity can continue to select and administer its own health care benefits. For Model 3 we

quantified the financial savings compared to the status quo based on the following assumptions:

e Entities that currently administer their self-insured plans without stop-loss will continue to do so.
e Entities that currently purchase fully-insured coverage will continue to do so.

e Entities that purchase stop-loss insurance will switch to the State administered captive.
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e  Savings, net of administration costs for the State administered captive are assumed to be 0.20% of claims costs.

It is our understanding that the Department of Administration, in its administration of the AlaskaCare Plans for active
state employees and dependents and retired employees of all state funded employers and their dependents, has
recently examined the issue of purchasing stop-loss coverage for the AlaskaCare plan and concluded that such a
purchase was unnecessary and uneconomic. That decision is consistent with our experience with other employers
whose health care plans cover as many patrticipants or more than the plans aggregated under the AlaskaCare umbrella.

For this analysis, the AlaskaCare Plan covers 6,176 active participants and dependents, and 70,300 retired participants

and dependents. For a plan of that size, in our experience stop-loss coverage would rarely if ever be purchased.

While stop-loss coverage can make sense—and indeed may be prudent and necessary for smaller employers who
elect to self-insure their health care benefit program, especially given the removal of annual and lifetime limits required
under the provisions of the Affordable Care Act—for large employers it is generally an uneconomic decision to purchase

stop-loss insurance.

That reflects two related considerations:

e  First, the larger the covered population, the smaller the fluctuations will be year to year from expected future claims
experience, and the smaller the impact even a very large claim will have on the overall cost of the plan. The 2004
Society of Actuaries Large Claims Study reported that claims in excess of $500,000 represented between 0.26%
and 0.43% of total claims costs in the three years of data studied.”

e Second, the carriers who offer stop-loss coverage are dealing with a different predictability issue. They must deal
with the very large swings in expected experience when you accept liability only for the much smaller number of
expected claimants who will exceed a given threshold (especially at higher specific stop-loss limits). They will
necessarily structure their pricing to cover the increased risk of claims fluctuations above those limits, and generally
target loss ratios not to exceed some 60% to at most 70% of earned premium. That substantial spread between
premiums and expected claims reflects a number of expense items typically included in setting stop-loss premium
rates, including:®
— Sales expenses, both those directly incurred by the insurer and paid in the form of commissions to brokers

and/or fees to third party administrators, which ordinarily are in the 10% to 15% range;
— Underwriting and overhead expenses

—  Claims adjudication costs

7 https://www.soa.org/experience-studies/2000-2004/research-medical-large-claims-experience-study/

Year Claimants Claims Claims > $500,000 Percent of Total Cost
1997 1,241,438 $2,003,162,218 $5,128,533 0.26%
1998 1,460,854 $2,466,093,741 $5,275,949 0.21%
1999 1,591,738 $2,599,356,658 $11,178,358 0.43%

8 http://www.ascende.com/Insight-Knowledge/Advisories-Publications/Using-a-Captive-to-Insure-Stop-Loss-Coverage-for-a-Medical-
Benefit-Plan/
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—  Claims fluctuation margins
—  Profit margin other than underwriting profits
—  Contributions to surplus

—  State premium taxes

Elimination of the necessity for purchasing stop-loss coverage is a not insubstantial factor in the development of
potential savings for those smaller to medium-sized employers who might be aggregated under a coordinated approach
to plan administration which covered all or a substantial portion of those state funded employers who now provide

health benefits independently.

The potential additional scale associated with such an approach to plan administration is addressed elsewhere in this
study. But the important—and we believe dispositive—point is that we concur that the DOA’s analysis that resulted in
the decision not to purchase stop-loss coverage for the AlaskaCare plan was a correct decision, and the analysis is
only fortified by the potential expansion of covered participants under an approach which aggregates the purchasing
power of all employers whose health care benefits are funded directly or indirectly by the State of Alaska.

Limited Savings from Establishing A Captive

We have quantified the potential savings that might be achieved by establishing a state-run captive, compared with the
status quo. We assumed that those employers that currently self-insure without stop-loss coverage would continue to
do so. Furthermore, we assumed that those entities that currently purchase fully-insured coverage would continue to
do so. For all others, we assumed that the level of stop-loss coverage in place currently would not be changed, and
that the State would establish premium rates for the state’s captive to cover all operating costs, but with no profit or

contribution to surplus. Across all public employer entities the expected savings moving from insurance company

purchased stop-loss to the state’s captive are estimated to be $1.0 million in 2017 and would increase to only $1.2
million in 2021.

Table 32: Projected Savings From Establishing a State Administered Captive
Amounts in $Millions
Based on 44,000 Benefit

o 2016 2017 2018 2019 2020 2021
Eligible Employees

State sponsored captive $1.0 $1.0 $1.1 $1.1 $1.2

Pros/Cons for Model 3

Model 3 is expected to yield savings of just over $1 million, or less than 0.1% of the current cost for all entities, compared
with the status quo. This model would provide no economic benefit for those employers that are self-insured and do
not use stop-loss, and only limited benefit to the entities who currently use stop-loss and purchase coverage from
insurers. This model would not capture any economic savings from pooled purchasing nor from coordinated plan
administration other than from the costs of stop-loss coverage. Given the level of effort needed to establish and manage

a captive and the limited savings achievable, we do not recommend this model.
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The model also implies that existing plan arrangements would remain in place, and thus the much greater savings
projected from other models would be foregone. Particularly for Model 2, which assumes maximum participation and
therefore savings, the necessity for purchasing stop-loss disappears altogether since the cost of large claims can be
readily absorbed by the much larger pool of participants, just as they are absorbed now by the AlaskaCare plan.

Model 4 would establish a multiemployer plan (or plans) with the initial pool of employers opting to join for all or some
of their employees, and would be available to all entities including the state employees in Group B, School Districts and
Political Subdivisions.

Under the Affordable Care Act, high cost plans would incur a tax of 40 percent of the excess of the cost of the health
plan above the High Cost Tax threshold. As final regulations have not been issued, the estimates were based on good
faith compliance with the law.

For Model 4 we quantified the expected PPACA excise taxes compared to the status quo based on the following

assumption:

e Entities whose costs are projected to exceed the ACA High Cost tax threshold in 2020 are assumed to participate
in a multiemployer plan. No other changes to the benefits are assumed (i.e. each employer will maintain their
current health plan arrangements and employer/employee cost sharing).

The Potential Multiemployer Plan Opportunity for Alaska’s Public Employer Health Plans
in a Consolidated Administration Context

The Affordable Care Act (ACA) has already resulted in additional costs for all employer sponsored health benefit plans
through the requirements for paying per person fees, including the Transitional Reinsurance Fee (which has now
expired), and a fee for the Patient Centered Outcomes Research Institute (PCORI). These fees are now part of the
base cost for health care, as is the cost associated with the requirements that preventive services must now be covered
at 100 percent and that dependent children remain eligible for a parent’s health care plan until age 26. Taken together,

these fees and required plan changes generally amount to additive costs of about 1.5 to 2.5 percent of premiums.

A more pressing future concern is the fact that at present the impending imposition of the Excise Tax on so-called
“Cadillac Plans” remains in the law. And as House Speaker Paul Ryan has stated following the decision to pull the
American Health Plan Act before bringing that Act before the House of Representatives for a vote, given the political

uncertainties which remain in play it is possible that the ACA will remain in effect “for the foreseeable future.”®

The excise tax under the ACA was originally scheduled to take effect in 2018, but was delayed until 2020 by the

passage in December, 2015 of the Consolidated Appropriations Act of 2016. Given the uncertain prospects of future

9 http://www.cbsnews.com/news/no-health-care-bill-vote-ryan-obamacare-stay-foreseeable-future/

53

i


http://www.cbsnews.com/news/no-health-care-bill-vote-ryan-obamacare-stay-foreseeable-future/

STATE OF ALASKA o

Health Care Authority Feasibility Study

PRM COMSULTING GROUP 2017

legislation that might further defer or repeal the tax, it is prudent especially for Alaska’s public employers that we discuss
the potential implications for sponsors of high cost health plans and set forth why we believe that if the excise tax
remains in place it will be a major catalyst for the State of Alaska’s public employers to consider combining plan

administration in a multiemployer plan as a way of mitigating the costs that may lie ahead.

The original threshold for imposition of the tax in 2018 was $10,200 for self only coverage, and $27,500 for other than
self only coverage. These tax threshold amounts are scheduled to be indexed by consumer price inflation (CPI-U) plus
an additional 1 percent (i.e. CPI-U +1%) for 2018 & 2019 then CPI-U thereafter. While the changes in the thresholds
can’t be known now, it is reasonable to assume in estimating the future thresholds the same increases in CPI-U that
were assumed in the Congressional Budget Office scoring of the ACA, which was an increase in CPI-U of 2% each
year. Under that assumption, the thresholds would be projected to increase to $10,821 in 2020 for self only coverage,
and $29,175 for other than self only coverage.

The determination of the tax will depend in part on the regulations to be issued by Treasury and the IRS. The IRS
Notices issued to date call for adjustments to the actual costs to reflect differences in the age and gender profile of the
health plan participants compared to the working population. Furthermore, the regulations include upward adjustments
for non-Medicare participants between age 55 and 64. These age and gender adjustments are likely to push the
thresholds up for many employers, increasing the thresholds by some 5 to 10 percent. We should note that Flexible
Spending Account amounts will be added directly to the nominal cost of health care plans, as will amounts contributed
toward HSAs and HRAs, which will make maintenance of these plans more problematic.

Of greatest importance in the context of this study of the potential benefits of a coordinated approach to health care
plan purchasing and administration for Alaska public employer plans supported by state expenditures, there is in effect
an exception to the normal thresholds that will apply to health care plans for levying the tax when such plans are
provided as part of a multiemployer plan. Multiemployer plans will be taxed only if they exceed the family threshold
cost, regardless of the mix of self only and self plus dependents participation. That could represent a major savings
opportunity for Alaska’s public employers with high cost health plans who organize the purchase and administration of

their plan under the IRC provisions which govern multiemployer plans.

The Potential Effect of the Excise Tax on Alaska Public Employers Who Maintain High
Cost Health Plans

It is important to note first that given the high per capita health care costs of Alaska’s population compared with the
remaining states of the union, the excise tax will be expected to affect a much higher proportion of employer health

care plans initially than will be the case in other states, and the effect will be more severe.

First, the national picture. In August 2015 the Kaiser Family Foundation published an Issue Brief on the impending
effect of the tax, based on an analysis of the data from their 2015 Kaiser/HRET Survey of Employer Health Benefits.
Based on the status quo (i.e., no reduction in current benefit levels) with respect to current and projected health benefit
costs among their survey respondents, their data analysis projected that 16 percent of employers who sponsored health
benefit plans would exceed the thresholds that trigger the tax in 2018 for at least one plan they offer, increasing to 36
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percent by 2028. When the prevalence of Flexible Spending Account plans was taken into account, the percentage of
employers with plans which will trigger the tax increased to 26 percent in 2018, and to 42 percent in 2028.

These data are shown in the Table from the Kaiser Issue Brief immediately below:

Table 33: High Cost Plan Tax (HCPT)

Percent of Employers Offering Health Benefits with Plans that would exceed HCPT
Threshold with 5% Annual Premium Growth

Health Plan Premium, Health Plan Premium,

Year Self-Only Threshold c E”.‘F"O.yer Employer Contributions to
ontributions to HSA HRA & FSA
HSA, HRA ’
2018 $10,200 16% 26%
2023 $11,800 22% 30%
2028 $13,500 36% 42%

Source: Kaiser Family Foundation analysis

The data we have developed in the survey of Alaska’s public-sector employers that we conducted in the course of this
study presents a more alarming picture. Based on the reported premiums, we show in the table below the estimated
percentage of survey respondents for whom at least one of their plans would exceed the thresholds in 2020, and in
2025 and 2030. (For the purpose of the projections of the proportion of these plans exceeding the projected thresholds
we have used the same factors as CBO used in scoring the Act—future increases in health care costs of 5.6% per
year, and in CPI-U of 2% per year.)

Table 34: Projected Employers Exceeding Tax Threshold ‘

Year 2020 2025 2030
Percent 69% 84% 96%

Multiemployer vs. Single Employer Plans

In the context of this report, there is a particularly important distinction under PPACA between plans organized as
multiemployer plans versus plans that are single employer plans or so-called multiple employer plans, for the purpose

of imposing the excise tax for high cost plans.
The definition of multiemployer plans is provided in IRC § 414(f) as follows:

(1) Definition
For purposes of this part, the term “multiemployer plan” means a plan
(A) to which more than one employer is required to contribute,
(B) which is maintained pursuant to one or more collective bargaining agreements between one or more
employee organizations and more than one employer, and

(C) which satisfies such other requirements as the Secretary of Labor may prescribe by regulation.
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Some but not all multiemployer plans are Taft-Hartley plans. In a Taft-Hartley setting the plan is governed by a board
of trustees with equal numbers of representatives of management and labor.

In plans other than multiemployer plans, the cost thresholds above which the tax is assessed are separate for self only
and family participants. For multiemployer plans, however, the cost threshold is set by IRC § 4980I(b)(3)(B)(ii), at the

family cost level regardless of the mix of self only participants and those who cover dependents.

This multiemployer plan exception represents a major future opportunity for the State of Alaska plans which will exceed
the taxing threshold in 2020 and in the future, if the plans are organized so that they meet the statutory definition of a
multiemployer plan and qualify for this more favorable treatment.

The magnitude of this opportunity is illustrated in the examples on the following two pages. Example 1 shows the cost
over ten years for a hypothetical single employer plan covering 1,000 total participants, the cost of which in 2020 is 1
percent over the projected thresholds for both self only ($10,821) and family ($29,175) coverage.

In Example 2, we show the same cost for a multiemployer plan assuming the same 1,000 total participants. Both
examples assume that 30 percent of the participants cover self only, and 70 percent cover dependents. That would be
approximately the ratio of self only to family participants we would expect in a typical plan which expressed costs on a
per capita basis and did not differentiate in rates for self only versus family coverage.

Ignoring taxes, over the ten-year period 2020 — 2029 the total cost of both health care plans excluding the additional
taxes would be $309.23 million, or $30,923 per participant per year.
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As the examples show, there is a significant advantage under PPACA for multiemployer plans, both in deferring the

date at which the tax will be imposed and substantially mitigating the effect of the tax indefinitely over time.

For the hypothetical single employer plan in Example 1, the tax is levied immediately for the 2020 plan year, since the
example assumes that the plan is 1 percent above the cost threshold for both self only and family coverage as of that
year. The tax in the first year for each self only participant is $43; by year ten (2029) the tax has increased to $1,966.
Expressed as a percentage of premium, the tax grows from 0.4 percent of premiums in 2020 to 11.0 percent of

premiums in 2029.

The same growth and order of magnitude for the tax increment applies for family coverage. The tax in 2020 is $117,
or the same 0.4 percent of family premiums; by 2029 the tax has increased to $5,300 per family participant, or the same

11.0 percent of family premiums that applies to the self only premiums.

Over the entirety of the ten-year period illustrated in Example 1, the total taxes add just over $20 million to this
hypothetical employer’s health care expense, against a total cost excluding the tax of $309.23 million. The taxes thus
represent an additional 6.5 percent burden over and above this employer’s total health care cost, or just over $2,000

per year per participant.

In projecting future costs in both examples, we have used the same assumptions used by the Congressional Budget
Office in preparing revenue and cost estimates for PPACA, namely that health care costs would increase over the
period at a rate of 5.6 percent annually, and CPI would increase over the period at 2.0 percent annually.

Example 2 shows the much lesser tax burden created when this same calculation is done assuming the same 1,000
participants, with 700 participants covering dependents and 300 covering self only in a multiemployer plan setting. The
blending of the self only and family costs produces a per capita cost in the first year of $23,905 per participant, well
below the projected family threshold under the statute of $29,175 for 2020. Using the CBO assumptions, the
multiemployer plan with the same underlying health care costs and distribution of self only and family participants will
not incur additional tax cost until 2026, seven years into the period. And the total tax burden over the last four years of
the ten-year period will be $3.5 million, versus the $20 million in tax cost incurred by a single employer plan with the

same health care costs and mix of self only and family participants.

And as we pointed out earlier, a very large difference in tax liability will pertain indefinitely over time. In addition, since
the tax can be avoided only by reducing benefit levels, it is obvious that this lesser tax burden for multiemployer plans
compared with single employer plans will require less dramatic reductions in benefits to further delay the onset of the

tax, and reduce the amount of the tax liability, than would be required if the plan were a single employer plan.

While it is beyond the scope of this report to examine in depth the legal requirements and other considerations that will
be involved in determining whether to organize Alaska’s public employer plans along those lines that would capture
this benefit of multiemployer plan status, it is obvious that this particular approach to restructuring health care benefits
for those employers is among those steps that could yield substantial savings to the State and to participants and

taxpayers over time, assuming that the current statutory requirements imposing this tax remain in place.
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Table 35 shows the estimated Excise Taxes payable under both the single-employer plan thresholds and the
multiemployer plan thresholds. Use of the multiemployer thresholds significantly reduces the taxes.

Table 35: Estimated Excise Tax

Estimated Excise Tax Threshold Under Single Employer Plan and Multi-Employer Plan Status
2020 2025 2030

Estimated Single-Employer Tax $44.2 $101.0 $197.4

Estimated Multiemployer Employer Tax $14.8 $50.2 $101.0

Estimated Savings $29.4 $50.8 $96.4
Summary

The expected taxes payable in 2020 with single-employer thresholds is $44.2 million, and with multiemployer thresholds
it would be $14.8 million. Therefore, using a multiemployer plan is projected to save $29.4 million in 2020. Table 35

shows the projected savings for 2020 and 2021.

Table 36: Projected Savings From Establishing Multiemployer Plans
In $Millions

Based on 44,000 Benefit

Eligible Employees

Estimated PPACA Excise Tax

savings N/A N/A N/A $29.4 $31.2

Pros/Cons for Model 4

Assuming no changes in current law, Model 4 will reduce the growth in costs due to payment of excise taxes by over
$29 million in 2020, the first year the tax is applicable. This model could be adopted in conjunction with either Models
1 or 2, and applied to each of the health plans administered by the HCA. Participants in the HCA would therefore
benefit from both the coordinated plan administration & pooled plan purchasing savings associated with being a

participant in a larger group health plan as well as minimize the amount of excise taxes payable.

To avoid equity issues among participating employers would require adopting the multiemployer plan model at the
outset only for those employers who were above or very close to the thresholds for imposing the tax, and accepting

new entrants as additional participating employers approached those thresholds.

Finally, the uncertain future of the efforts currently under way in the Congress to pass new health care legislation,
including in the American Health Care Act of 2017 (H.R. 1628) a further delay in the effective date for this tax to 2025,

makes a wait and see posture appropriate at this time.

MODEL 5 (PUBLIC / PRIVATE EXCHANGE MODEL)

This model would establish a single risk pool open to all groups, including plans covering state employees, school
districts, political subdivisions and individual Alaska residents who want to purchase individual health insurance

coverage. The risk pool would include the same multiple benefit plan choices (e.g. the four medical plan options
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described in this report, plus three dental and two vision options), and participation would include all state employees
with other groups that opt to participate.

For Model 5 we quantified the financial savings/ (costs) compared to the status quo based on the following assumptions:

e Maximum pooled purchasing savings as a percentage of current costs as the single pool will contain a sufficiently

large number of plan participants to optimize the purchasing savings.

e Maximum pooled plan administration savings as the single pool will contain a sufficiently large number of plan
participants to achieve the lowest possible plan administration fees.

e Assume that all state employees will participate in the public/private exchange pool (Group B)

e Assume that only those school districts (subset of Group C) and political subdivisions (subset of Group D) whose

costs are currently above the projected pooled plan cost will participate.
e Assume that individual Alaskans will participate if the premium rate is lower than the rate quoted in the individual

insurance marketplace for a plan of equivalent value.

The four health care plans are projected to have the following composite rates, ranging from $1,507 for the lowest value
plan to $1,842 per employee per month for the highest value plan. The Single Premium rate was estimated to be 60

percent of the composite rate.

Table 37: Rates by Plan Option ‘

Composite Actuarial Single

Rate Value Premium Rate
Option 1 $1,507 76% $904
Option 2 $1,633 82% $980
Option 3 $1,759 89% $1,056
Option 4 $1,842 94% $1,105

Based on marketplace individual insurance premium rates?®?, individuals not eligible for a PPACA subsidy whose
premium rate is above the HCA plan rates are assumed to purchase individual coverage in the HCA. The pooled
premium rate of $980 per month for Option 2 plan is expected to fully cover the cost for an individual age 39. For
individuals under age 39, the HCA will receive more in premiums than is expected to be needed to cover the claims.
For individuals over age 39, the cost of the claims is expected to exceed the premium received.

The distribution of the number of individuals by age was taken from the actual 2015 enrollment, as shown in the

following chart.

10 Source: https://www.healthsherpa.com/
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Figure 13 - Members by Age
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Table 38 illustrates the projected costs or savings vary based on how many individuals choose to obtain coverage in
the HCA. The column labeled “100%” assumes that all individuals whose marketplace age-based insurance premium
is higher than the pooled HCA rate would choose to purchase coverage under this model. The 100% assumption
translates into just over 10,000 individuals. As the age-based claims cost for these individuals is projected in aggregate
to exceed the pooled premium rate, expanding the pool to cover individuals would increase the cost to the HCA by
$57.1 million. In aggregate, we project that the pooled purchasing and plan management savings accruing to the
entities would be $5.9 million in 2017, increasing to $25.4 million in 2021.

Table 38: Projected Savings (Cost) Under Public Private Exchange in 2017

In $Millions
Percentage of Individuals Currently Buying Individual Insurance Who Are Assumed to Purchase
Coverage in the HCA When Doing So Results In a Lower Cost to the Individual
Percentage Assumed to Purchase

Coverage in the HCA 100% 5% 50% 25%
Enrollment! 10,819 8,114 5,410 2,705
Cost to HCA ($M) $57.1 $42.8 $28.6 $14.3
Pooled Savings (Table 28, Item 9) ($5.9) (%$5.9) ($5.9) ($5.9)
Net Financial Cost (Savings) ($M) $51.2 $36.9 $22.7 $8.4

11 Based on the 2015 individual insurance enrollment data, there were 10,819 individuals age 39 or older. Assuming 25%
enrollment in the HCA, there would be 2,705 individuals obtaining coverage.
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Table 39: Projected Savings (Cost) Under Public / Private Exchange Model

In $Millions
Assuming 50% of Individuals Currently Buying Individual Insurance Purchase Coverage in the HCA
When Doing So Results In a Lower Cost to the Individual

2017 2018 2019 2020 2021
Net Financial Cost (Savings) ($M) $22.7 $18.1 $13.3 $9.5 $10.2

Pros/Cons for Model 5

A fundamental problem with the public/private exchange model is that individual purchase of coverage on a participant
pay all basis cannot overcome the adverse selection issue. Regardless of where rates and plan provisions are set the
nominal rates will be insufficient to cover the emerging claims costs. The pooled claims rates for public employees are
expected to be more favorable than the general population for a number of reasons, including the fact that employment
is a selective criterion: only those individuals fit for work will be hired, whereas non-working individuals will be able to

purchase coverage on the public/private exchange.

Given the size of the individual health insurance enroliment in Alaska, even if only a portion of those eligible purchase
individual coverage through the HCA, the costs incurred by the HCA from covering these individuals (i.e. claims less
premiums collected) would likely be large enough to increase the average cost of the HCA program and more than
offset pooled savings. Increases to the cost of the HCA program would reduce the likelihood of voluntary
participation which would therefore limit the ability of the HCA to achieve the full benefits of pooled purchasing. The
costs incurred by covering these individuals (i.e. claims less premiums collected) would increase the average cost of
the HCA coverage, reducing the likelihood that the participation would be large enough to achieve the full benefits of

pooled purchasing.

A public/private exchange model could create a backstop or safety net for individuals if there is no availability of
coverage through the ACA marketplace. However, a particularly important point is that the individual marketplace
offering would have to comply under current law with all requirements for an exchange program under the provisions
of the Affordable Care Act in order to maintain eligibility for Alaskans for the federal subsidies provided by the Act for
low income participants. Without those subsidies costs to individual participants would increase markedly for those
individuals currently purchasing health care coverage under the state’s existing exchange program.
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PROPOSED BENEFIT RULES FOR THE ALASKA
HCA

The following proposed benefit rules are designed to promote certain policy goals for the HCA, including premium
rate stability, flexibility for employers in meeting their recruitment and retention needs, and optimizing the cost for

health care delivery by the HCA.

10.

11.

Employers that participate in the Alaska HCA can choose to provide medical and prescription drug coverage,
dental coverage, vision coverage, or a combination of the three. For each line of coverage chosen, one plan
design can be offered to employees, or two or more plan choices may be offered.

The benefits available through the HCA will only be available to employees who work an average of 30 hours per
week, consistent with the guidance offered employers under the Patient Protection and Affordable Care Act..

Dependent spouses who are eligible for medical or supplemental benefit coverage through his or her own employer
must take his or her employer’s coverage as his or her primary coverage regardless of any employee contribution
the spouse must pay and regardless of whether the spouse had been offered an incentive to decline such coverage

Participating employers may not offer benefit programs that compete with the benefits offered through the HCA.

The rates set by the Alaska HCA will be designed to cover the long-term cost (i.e. claims plus all administration
fees and cost to administer the HCA) of the health plan options, taking into consideration the demographic and
health status characteristics of the enrollees in each plan.

The rates set by the Alaska HCA will include the benefit options chosen (i.e., medical, dental, and/or vision, etc.).

The HCA will pay claims and administrative fees directly to the carriers and employers will pay monthly rates to
the HCA.

Employee contribution rates, which are collected via payroll contributions, will remain the decision of the employer,
subject to any collective bargaining agreements. However, employee contributions must vary by tier (i.e.,

individual, family, etc.).

Rules 9 and 10 will apply only if Model 1 were adopted—patrticipation by an employer is voluntary. If an employer
elects to participate in the HCA, they must continue to participate for the entire 12 months of the plan year in which

they enroll.

Employers will be allowed to leave the HCA at the end of a plan year but a 60-day written notice will be required
and all accumulated reserves will be forfeited. If an employer decides to leave the HCA, they will not be able to
participate again for five years. Rates applied to employers re-joining will include a 10 percent surcharge in the

first year.

Alternatively if participation by employers is mandatory, they must join the HCA plans at the earliest date possible,
immediately for non-bargaining employees and at the expiration of the current bargaining agreement for bargaining

employees.
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ACTUARIAL CERTIFICATION

The Department of Administration retained PRM Consulting Group to conduct this feasibility study. The study includes
determinations of health plan actuarial values as well as estimates of expected savings and costs under a range of
projected pooled plan administration arrangements. The study has been conducted in accordance with generally
accepted actuarial principles and practice. The actuarial assumptions and methods employed in the study have been
selected by PRM.

The work has been performed in accordance with Actuarial Standards of Practice (ASOP), including ASOP 23 — Data
Quality. The study is based on information gathered from survey participants who voluntarily submitted health plan
details, including claims and administrative expenses or premium cost, enrollment information, and health plan design
information. The data was scrutinized for consistency and reasonableness and adjusted where information submitted
appeared unreasonable or inconsistent with plan documents or other supporting information. For example, survey
participants were asked to describe what percent of covered hospital charges their plan paid. A response of 20% was
examined and found to be inconsistent with the plan document, which described the member coinsurance as 20%.
The survey data was reviewed for these types of inconsistencies and corrected. A large volume of data was collected
for the study from all types of employers including small fully-insured to large self-funded health care plans in all regions
of Alaska. PRM also undertook a data validation process. During this process, a summary of key information for each
entity was prepared and was sent back to those entities. This gave each participating entity an opportunity to correct
any data. We then used the updated data in the analysis. The data validation process documented that the original
data was very accurate. In aggregate the validated data total claims costs was adjusted by 0.2%. While the data was
not perfect, there was sufficient quality data to support the analysis and conclusions in this report.

The results shown in this report are reasonable actuarial results. However, a different set of results could also be
considered reasonable actuarial results. The reason for this is that the selection of the assumptions used requires
professional judgment from the actuary. Thus, reasonable results differing from those presented in this report could

have been developed by another actuary.

The actuary certifying to the study findings and conclusions of the actuarial analysis is a member of the Society of
Actuaries and other professional actuarial organizations, and meets the General Qualification Standards of the
American Academy of Actuaries for purposes of issuing Statements of Actuarial Opinion.

Adam J. Reese, FSA, FCA, MAAA, EA
August 2017
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Outlined below are the key steps for implementing a Health Care Authority that would provide health care coverage to

employees of state agencies, School Districts, and political subdivisions.

1. Develop legislation establishing a Health Care Authority
a.
b.

Should establish the administrative structure needed to implement the core functions

Should contain authority needed for both short-term implementation as well as scope for longer-term

capabilities

2. If participation is mandatory, include conditions under which each entity would be required to join the HCA (e.g.

upon expiration of CBA for bargaining employees)

3. Vest authority on specific details of plan design with the HCA
a.
b.

4. HCA tasked with preparing a timetable for implementation, conforming to the enabling legislation.
5. HCA develop range of health care plan options
6. HCA negotiate health coverage with health care providers and insurers throughout the state

7. HCA establish the organizational framework needed to administer the programs:

a.

b
c.
d.
e

Include provisions for choice

Allow for future changes in health insurance delivery systems

Director’s office

Enrollment verification and processing

Claims administration section

Section to monitor and audit health care providers and health insurance contracts

Call center
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STAKEHOLDER FEEDBACK

The completion of this study was made possible by the numerous stakeholders who took the time to discuss their
concerns and ideas, share their knowledge, and respond to survey questions. The comments made by the

stakeholders were generally consistent and are outlined below.

The stakeholders indicated that the cost of health care in Alaska is unaffordable and is increasing to unsustainable
levels. They view doing nothing and maintaining the status quo as not acceptable. Health care costs are increasing
at a faster pace than the income of Alaskans. Some stakeholders believe that contributing factors to the high cost of
health care are (a) lack of competition, (b) specialists are not ready to move away from fee-for-service, and in some
cases, are unwilling to contract with claims payers on any basis, (c) doctors moved to Alaska to “avoid” managed care,
and (d) that doctors work for themselves rather than the hospitals or the insurance companies, and therefore have
greater control over the price that is charged for the services they provide.

Ideas and suggestions offered to reduce the cost of health care include: creating a managed care structure with a
value-based provider reimbursement strategy, and introducing proactive case management services where members

would be contacted before rather than after a major medical event occurred.

Several stakeholders commented on the level of fees relative to Medicare rates (e.g. cardiologist rates above 500% of
Medicare, neurologists above 450% of Medicare and orthopedic surgeons’ fees above 300% of Medicare rates). While
the use of reference pricing based on Medicare at lower levels (e.g. 125% to 200%) may help manage costs,
stakeholders commented that balance billing placed a high financial burden on plan members. One stakeholder

proposed that balance billing be restricted legislatively.

The general provider networks are considered to be small and access to specialists is limited compared to the
continental United States. In response, some individuals have chosen to seek care out of the area or out of state.
Although a travel benefit program may be seen as competing with hospitals and providers, stakeholders using a travel
benefit have experienced significant savings from these programs and recommend incenting members to utilize them
and seek care where cost is lower and the perception is that quality is equal or better. In order to increase utilization,
any travel benefit program that is implemented should pay first dollar rather than requiring members to pay out-of-pocket
first and be reimbursed. Stakeholders mentioned that follow-up care is sometimes not readily available for procedures
performed out of the area or out of state but did not have recommendations on how to solve this issue.

Several stakeholders mentioned that they already participate in a prescription drug purchasing coalition and that it had

reduced the cost of their pharmacy program.
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Numerous comments were made on the advantages of a fully funded wellness program. Some saw their wellness
programs as having a dual benefit — providing additional services (e.g. free flu shots) and helping to keep cost increases
to a minimum. Stakeholders mentioned several approaches for wellness including: incentivizing healthy behavior,

monthly newsletters, paid wellness coordinator, weight watchers-type programs and smoking cessation programs.

Several school districts mentioned the use of “better” health care plans as an incentive to attract teachers. Others
mentioned that it would be preferable for benefits not to be included in bargaining. Several stakeholders mentioned
the desire for flexibility in health benefits.

Some of the stakeholders that have implemented benefits committees commented that they were working well and
introducing new ideas to address emerging costs. Some committees meet as frequently as quarterly and are seen as
an effective way to manage the plan.

Several entities commented that the information provided (i.e. 2016 plan designs and 2016 costs) will not be
representative of their costs in 2017 as they have undertaken major reforms and changes to the level of benefits and/or

premium cost-sharing.

The operations of the Alaska Comprehensive Health Insurance Association were examined as part of the study to
assess the feasibility of using the existing ACHIA organizational structure as a platform for a future Health Care
Authority. ACHIA currently administers under 150 participants and serves the goal of providing coverage to individuals
who would not otherwise be able to obtain health insurance. While its operation could increase in scale to
accommodate a larger number of covered lives (as it covered over 500 participants just a few years ago), it is not well
suited to expand over 100-fold to cover the multiple entities and tens of thousands of covered lives that would likely

participate in a Health Care Authority.
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In regard to the creation and administration of an HCA, stakeholders suggested the following:

e The HCA should include at least one representative from each set of entities (i.e., schools, state, political
subdivisions, hospitals, etc.).

e The staff should consist of claims payers, plan administrators and individuals to answer members’ questions.

e The HCA should be insulated from politics and be administered with sufficient autonomy.

e Health care best practices and current trends should be considered when implementing benefit programs.

e A prescription drug coalition should be created.
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List of organizations interviewed

Health Care Authorities
Oregon Health Care Authority
Washington Health Care Authority

Departments

Dept. Health & Social Services

Division. of Insurance

Division. of Risk Management

Dept. of Education and Early Development
Dept. of Administration

Health Insurance Companies & Brokers
Aetna

Bridge Health

Moda

Northrim Benefits Group

Premera

Wilson Agency

Other Interviewees

AeHN

Alaska Association of Health Underwriters
Alaska Association of School Boards

Alaska Association of School Business Officials
Alaska Behavioral Health Association

Alaska Comprehensive Health Insurance Association
Alaska Council of School Administrators

Alaska Dental Society

Alaska e Health Network

Alaska Hospitalist Group

Alaska Medical Group Management Association

Alaska Mental Health Board/ABADA/Suicide Prev.
Council.

Alaska Mental Health Trust Authority
Alaska Municipal League

Alaska Native Tribal Health Consortium
Alaska Nurse Practitioners Association
Alaska Primary Care Association

Alaska Radiology Associates

Alaska State Hospital & Nursing Home Assn.
Alaska State Legislative Finance

American College of Emergency Physicians - AK
Chapter

Anchorage Economic Development Corporation
Anchorage Neighborhood Health Center
Anchorage School District

ASEA/AFSCME Local 52

Central Peninsula Hospital

City and Borough of Juneau

Department of Health and Social Services-State Health
Information Technology Office

Effective Health Design

Fairbanks North Star Borough
Fairbanks North Star Borough Schools
Geneva Woods Pharmacy

Green Mountain Care Board

Health Care Cost Management Coalition
Juneau School District

Kenai Peninsula Borough

Ketchikan Gateway Borough
Ketchikan Gateway Borough Schools
Lower Kuskokwim School District
Matanuska-Susitna Borough

Mat-Su Health Foundation

Mat-Su School District

Municipality of Anchorage

National Education Association- AK
Public Safety Employees Association
University of Alaska
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The table below lists the actuarial values for entities that provided sufficient health plan information for the plan to be

evaluated. Some entities offer multiple plans. For each entity, PRM developed the “actuarial value” of each plan. The

actuarial value is a measure of the relative generosity of coverage. The larger the actuarial value, the greater the

proportion of covered charges that will be paid by the plan, and consequently, the smaller the portion of covered charges

that are the responsibility of the plan participant.

The actuarial value is the ratio of the portion of the covered charges that are paid by a health plan to the total covered

charges for a given set of claims and given population. Therefore, if a plan paid 100% of all covered charges it would

have an actuarial value of 100%. If a plan had no deductible, paid 90% of all covered charges (both in-network and

out-of-network) and had no limit to the annual out-of-pocket that a participant could pay, the actuarial value would be

90%. The actuarial values shown in the table below were developed using a health actuarial software tool developed

by Windsor Strategies.

A consistent set of assumptions were used in valuing all plans.

Table 40: Actuarial Values by Plan

Entity

Alaska Gas Line Development Corporation

Alaska Gateway Schools

Alaska Housing & Finance Corp

AlaskaCare

Economy
Standard

Aleutian Region Schools

Aleutians East Borough Schools

Anchorage Schools

PPO

CDHP

AEA

ASEA/AFSCME Local 52

Plan A

Plan B

Plan C

Plan D
Bering Strait Schools
Bristol Bay Borough

Bristol Bay Borough Schools

2 plan C is only available to individuals who also have coverage under another plan. Spouses of ASEA /AFSCME Local 52

Actuarial Value

96.7%
82.4%
94.9%

86.2%
91.9%
92.9%
78.0%

82.6%
80.3%
79.0%

93.3%
93.3%
Up to 20%?*2
72.0%
97.5%
82.9%
82.4%

employees will receive coverage on a primary basis from the other plan, and this plan will cover the spouse’s deductibles and

coinsurance payments up to a maximum of 20%. If, for example, the spouse’s plan has an actuarial value of 90%, the value from

this plan can be no more than 10%.
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Table 40: Actuarial Values by Plan

Entity

Chatham Schools
Chugach Schools
City and Borough of Juneau
City and Borough of Sitka
City and Borough of Wrangell
City of Bethel
City of Chignik
City of Delta Junction
City of Dillingham
City of Egegik
City of Homer
City of Kaktovik
City of Kodiak
City of Nenana
City of Palmer
City of Saint Mary's
City of Saint Paul
City of Saxman
City of Seldovia
City of Soldotna
City of Tanana
City of Unalaska
City of Valdez
City of Wasilla
Plan A
Plan 502
Teamster-Employer Welfare Trust
Copper River Schools
Cordova City Schools
Craig City Schools
Delta/Greely Schools
Plan BB
HDHP
Plan EB
Denali Borough
Denali Borough Schools
Dillingham City Schools
Fairbanks North Star Borough
Fairbanks North Star Borough Schools
Plan A

P I ggusgemne

Actuarial Value

79.0%
83.8%
87.0%
83.9%
76.1%
92.1%
92.9%
92.9%
77.3%
92.9%
77.0%
92.9%
92.9%
92.9%
91.2%
92.9%
81.1%
92.9%
92.9%
80.9%
92.9%
95.3%
95.4%

88.6%
81.9%
84.8%
82.4%
82.4%
82.4%

81.4%
76.2%
76.5%
94.0%
82.4%
81.9%
89.4%

93.8%
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Table 40: Actuarial Values by Plan

Entity

Plan B
Galena City Schools
Haines Borough

Yellow Plan

Blue Plan
Haines Borough Schools
Hoonah City Schools
Hydaburg City Schools
Juneau Borough Schools

JEA Plan

Plan CA

Plan EA

Plan FB

JESS Plan
Kake City Schools
Kenai Peninsula Borough
Kenai Peninsula Borough Schools
Ketchikan Gateway Borough
Ketchikan Gateway Borough Schools
Klawock City Schools
Kodiak Island Borough
Kuspuk Schools
Lake and Peninsula Borough Schools
Local 71

Yellow Plan

Blue Plan
Lower Kuskokwim Schools
Lower Yukon Schools
Matanuska-Susitna Borough
Mat-Su Borough Schools

Plan CB

Plan FB

Plan AB

HDHP
Municipality of Anchorage

$500 Deductible Plan

Co-Pay 1000 Plan

HDHP
Nenana City Schools
Nome Public Schools

P I ggusgemne

Actuarial Value

83.3%
84.6%

76.8%
87.1%
79.0%
88.0%
79.0%

84.1%
79.0%
76.5%
76.6%
83.0%
73.1%
90.0%
91.2%
93.2%
86.0%
85.1%
88.1%
93.3%
97.4%

76.8%
87.1%
94.0%
93.0%
88.8%

79.0%
76.6%
82.4%
76.2%

87.5%
86.5%
81.5%
82.4%
92.9%
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Table 40: Actuarial Values by Plan

Entity Actuarial Value

Northwest Arctic Borough Schools 94.1%
Petersburg Borough 84.1%
Petersburg Borough Schools 76.5%
Pribilof Schools 82.4%
Sitka Borough Schools 83.6%
Southeast Island Schools 82.4%
Southwest Region Schools 72.2%
Tanana Schools 80.9%
Unalaska City Schools 95.5%
University of Alaska

HDHP 81.8%

750 Plan 84.2%

CDHP 81.7%
Valdez City Schools 95.4%
Wrangell City Schools 79.0%
Yakutat City Schools 81.8%
Yukon-Koyukuk Schools 93.2%

A description of the methodology and assumptions is included below.

ACTUARIAL METHODS AND ASSUMPTIONS USED FOR MEASURING THE
HEALTH PLAN ACTUARIAL VALUES.

The actuarial value of a health plan is a measure of the relative breadth of coverage (generosity) in terms of the share
of the cost of covered services that are paid by the plan. For purposes of this analysis, the following assumptions and
approaches were used consistently in determining the actuarial value of each of the health plans. Actuarial values
were determined using the Windsor Strategies actuarial software. The underlying claims costs in the Windsor Strategies
actuarial software dataset were projected to 2018 using health care cost trend rates. The underlying claims costs were
adjusted to reflect regional costs and industry utilization. The geographic factors used to reflect regional costs were
determined using a parameter based on 3-digit Alaska zip code (995). The industry classification factor used to reflect
utilization was based on the classification of “General Government, Not Elsewhere Classified”. A standard demographic
population was used to ensure consistency, based on an average age of 40 and 55 percent of the covered lives
assumed to be male. These calibrations resulted in a lower proportion of pharmacy claims as a percent of the total
than was observed in the claims data provided by some of the Alaska entities, therefore a utilization adjustment was
applied to the prescription drugs to increase the weight of prescription drug costs to align more closely with the observed

percentage of total claims attributable to prescription drugs.
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Network Utilization

As noted in the Phase | Report, over 90 percent of the primary (most prevalent) health plans offered are either PPO
plans or POS plans. Some seven percent of employers offer a High Deductible Health Plan as their primary plan and

about one percent of health plans valued were fee-for-service (traditional indemnity) plans.

The key features of a health plan that impact the actuarial value are the size of the plan’s out-of-pocket limit, the
coinsurance percentage paid by the plan, and the size of an annual deductible, or per admission copay if required.
When comparing a PPO plan to a fee-for-service plan, the actuarial value can consider differences in the plan features
where services are obtained from both network providers and non-network or non-preferred providers. A network
utilization assumption is therefore needed to assess these differences and is also needed to compare two PPO plans
where both have the same level of in-network cost-sharing but have differences in the out-of-network or non-preferred
provider cost-sharing.

A common set of assumptions was used to determine the actuarial values for all plans, including an assumption that
95 percent of services would be adjudicated as in-network claims. As noted in the Phase | report, some plans
experienced a higher out-of-network utilization rate than 5 percent as some specialists have not contracted with any
insurance carriers. Given the higher observed out-of-network usage, PRM examined the impact on actuarial values
using alternative network usage assumptions. PRM examined several of the plan designs that cover large numbers of
employees and found that changing the network usage assumption had a negligible impact on the actuarial value.
Even for a plan with a high out-of-network out-of-pocket maximum (e.g. over $7,000 individual / $14,000 family), the
change in actuarial value from using a 95% in-network assumption to a 70% in-network assumption was less than 1%.
To illustrate the impact that alternative network usage assumptions have on the plan’s actuarial value, we have

prepared the following table with details for two types of services.

Figure 14 — Alternative Network Usage Assumptions

In-Network Usage 95% 70% | Difference % diff
Inpatient Med/Surg
Average Cost per Service $7,658 $9,148 $1,490 19%
Expected Cost PMPM $132.92 $160.21 $27 21%
Expected Plan Payment PMPM $117.15 $145.14 $28 24%
Percent paid by the plan 88.1% 90.6% 2.5% 3%
OQutpatient Other
Average Cost per Service $1,061 $1,261 $200 19%
Expected Cost PMPM $98.65 $116.51 $18 18%
Expected Plan Payment PMPM $98.65 $116.51 $18 18%
Percent paid by the plan 100.0% 100.0% 0.0% 0%
Total Health Plan Coverages
Expected Cost PMPM $535.16 $612.15 $77 14%
Expected Plan Payment PMPM $492.24 $563.63 $71 15%
Actuarial Value 92.0% 92.1% 0.1% 0%
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For inpatient med/surg claims, the average cost per service is 19% higher when using the 70/30 network mix compared
to the 95/5 network mix as the cost for out-of-network services is generally higher. The expected cost for the inpatient
med/surg claims is $27 PMPM higher (21%) using the 70/30 network mix compared to the 95/5 network mix whereas
the expected plan payment is $28 PMPM higher (an increase of 24%) using the 70/30 network mix. The illustration
used a plan with a $1,500 in-network maximum out-of-pocket and a $2,700 out-of-network maximum out-of-pocket.
The detail illustrates that for some health care services, including high cost surgeries, greater usage of the out-of-
network providers can result in a larger share of total costs being paid by the plan (i.e. a higher actuarial value). After
a member reaches the maximum out-of-pocket amount all further charges for the year are paid at 100%. The higher
out-of-network usage assumption combined with the larger costs for out-of-network services can therefore result in

slightly higher actuarial values.

Also, when certain services are paid at 100% (e.g. outpatient other services), a 70/30 network mix results in a larger
dollar amount for this category. The actuarial value is determined by comparing the ratio of aggregate plan paid claims
to aggregate covered charges, so a higher usage of non-network providers can result in a larger weighting to the
services covered at 100%, which will also lead to a higher actuarial value for the 70/30 network mix.

The total across all services shows that the expected cost increases from $535.16 PMPM using the 95/5 mix to $612.15
PMPM using the 70/30 mix. This is an increase of $77 PMPM. However, the expected plan payment increases by
$71.39. The increase in plan paid ($71.39) is 92.7% of the increase in the plan expected cost ($76.99). This share of
the additional costs paid by the plan using the 70/30 mix (92.7%) is higher than the 95/5 plan actuarial value (92.0%),
resulting in a slightly higher actuarial value assuming the 70/30 mix.

In practice, when a plan has a substantially lower level of benefits payable when services are provided by for non-
network providers, the financial incentives impact plan participant behavior and network utilization. Some plans in
Alaska include a provision that use of a non-network provider is adjudicated using the in-network cost-sharing if there
are no network providers in the specialty category within a specified number of miles.

Taking the above factors into account, the 95/5 network mix was selected as the standard assumption in measuring
the actuarial value across all plans.
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APPENDIX C

Table 41: CBA Contract by Entity and Expiration Year

2020 or
later

Entities 2014 2015 2016 2017 2018

Alaska Gateway Schools

Alaska Housing & Finance
Corp

AlaskaCare Standard Plan X X X
Anchorage Schools X
ASEA/AFSCME Local 52 X
Bristol Bay Borough Schools X

Chatham Schools X
Chugach Schools

x

X X
x

City and Borough of Juneau

City and Borough of Sitka

City of Dillingham

City of Soldotna

City of Unalaska

City of Wasilla X
Copper River Schools X
Cordova City Schools X
Delta/Greely Schools X

Denali Borough Schools X

X X X X X X

Dillingham City Schools X

Fairbanks North Star
Borough

Fairbanks NSB Schools Plan
A

Galena City Schools

Haines Borough X
Haines Borough Schools X

Hoonah City Schools X
Juneau Borough Schools X
Kake City Schools X

Kenai Peninsula Borough X

Kenai Peninsula Borough
Schools

Ketchikan Gateway Borough X
Klawock City Schools X
Kodiak Island Borough X

Kuspuk Schools

Lake and Peninsula Borough
Schools

Local 71 X
Lower Kuskokwim Schools X

P ggusgimne m



STATE OF ALASKA .

Health C:

PRM CONSULTING GROUP 2017

Table 41: CBA Contract by Entity and Expiration Year

Entities 2014 2015 2016 2017 2018 2019 z?st%?r
Matanuska-Susitna Borough X

Mat-Su Borough Schools X

Municipality of Anchorage X

Nenana City Schools X

Nome Public Schools X

Petersburg Borough X

Petersburg Borough Schools X

Pribilof Schools X

Southeast Island Schools X

Southwest Region Schools X

Tanana Schools X

Unalaska City Schools X

University of Alaska X X X

Valdez City Schools X

Yakutat City Schools X

Grand Total 1 2 6 22 10 17 0
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The following stakeholders responded to the request for survey data and provided information that was included in the

study. We wish to recognize and thank the many individuals who invested their time in providing the core data needed

for the study.

School Districts that provided data
Alaska Gateway Schools

Aleutian Region Schools
Aleutians East Borough Schools
Anchorage Schools

Annette Island Schools

Bering Strait Schools

Bristol Bay Borough Schools
Chatham Schools

Chugach Schools

Copper River Schools

Cordova City Schools

Craig City Schools

Delta/Greely Schools

Denali Borough Schools
Dillingham City Schools
Fairbanks North Star Borough Schools
Galena City Schools

Haines Borough Schools

Hoonah City Schools

Hydaburg City Schools

Iditarod Area Schools

Juneau Borough Schools

Kake City Schools

Kenai Peninsula Borough Schools
Ketchikan Gateway Borough Schools
Klawock City Schools

Kuspuk Schools

Lake and Peninsula Borough Schools
Lower Kuskokwim Schools

Lower Yukon Schools

Mat-Su Borough Schools

Mount Edgecumbe

Nenana City Schools

Nome Public Schools

Northwest Arctic Borough Schools
Pelican City Schools

Petersburg Borough Schools
Pribilof Schools

Sitka Borough Schools

Skagway Schools

Southeast Island Schools
Southwest Region Schools
Tanana Schools

Unalaska City Schools
Valdez City Schools
Wrangell City Schools
Yakutat City Schools
Yukon-Koyukuk Schools

Political Subdivisions that provided data
Bristol Bay Borough

City and Borough of Juneau
City and Borough Sitka
City and Borough Wrangell
City and Borough Yakutat
City of Adak

City of Aleknagik

City of Anaktuvuk Pass
City of Anderson

City of Atka

City of Atqasuk

City of Bethel

City of Chignik

City of Chuathbaluk

City of Clark's Point

City of Craig

City of Delta Junction
City of Dillingham

City of Edna Bay

City of Egegik

City of Ekwok

City of False Pass

City of Holy Cross

City of Homer

City of Houston

City of Huslia

City of Kaktovik

City of Kasaan

City of Kodiak

City of Kotzebue

City of Kupreanof
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City of Larsen Bay
City of Lower Kalskag
City of McGrath

City of Nenana

City of Nome

City of Palmer

City of Pelican

City of Pilot Point

City of Platinum

City of Port Alexander
City of Port Lions

City of Russian Mission
City of Saint Mary's
City of Saint Paul

City of Saxman

City of Seldovia

City of Shaktoolik

City of Soldotna

City of Tanana

City of Tenakee Springs
City of Unalakleet

City of Unalaska

City of Upper Kalskag
City of Valdez

City of Wainwright
City of Wasilla

City of White Mountain

Denali Borough

Eastern Aleutians Tribes
Fairbanks North Star Borough
Haines Borough

Kenai Peninsula Borough
Ketchikan Gateway Borough
Kodiak Island Borough
Matanuska-Susitna Borough
Municipality of Anchorage
Petersburg Borough

State Corporations that provided data
Alaska Gasline Development Corporation
Alaska Housing Finance Corporation
Anchorage Economic Development Corporation

Health Trusts that provided data
ASEA/AFSCME Local 52

National Education Association

Public Employee Local 71

Other Entities that provided data
Department of Administration

Department of Health and Social Services
Division of Insurance

Division of Risk Management

University of Alaska
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APPENDIX E—WASHINGTON STATE HEALTH CARE AUTHORITY VALUE
BASED ROAD MAP: 2017 - 2021
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Wachington state
Lieaith Care Atthority”

HCA VALUE-BASED Roap Map, 2017-2021

INTRODUCTION

There is a national imperative led by Medicare, the biggest payer in the 115, o moeve away from
radiional volume-based health care payments to payments based on value, Chver the past year this
marvement has gained significant tracion since Medicare declared its own conmutment to value
and quakty, announced it own purchasing goals (simélar to HCAY and made substantial progress in
mes=ting its goalks, Af the same dme, federal legislation—the Medicare Access and CHIP
Reauthorizaton Act [MACRA) of 2015, supports Medicare's acoeleration of value-based purchasing
by rewarding providers through higher Medicare reimbursement rates for paricpation in
atranced value-hased payment [VBFs) or Altemative Payment Fodels (APMs) starting m 2019,
Liks Medicare, the Washinston State Health Care Authority (HCA) is mansforming the way it
purchases health care, As directed by the Legislatare in statute, and as a key strategy under
Healthier Washington, HCA has pledsed that B percent of HCA provider payments under Szaze-
financed heakh care programs—Apple Health (Medicaid) and the Public Employess Benefits Board
[PEBE) program—will be linked to guality and value by 2019, HCA's ultimate geal is that, by 2019,
Washinston's anmual health care cost growth will be 2 percent less than the national health
expenditure trend.

To further align with the Centers for Medicare and Medicaid Serdces [CM5) payment reform eforts
and acoelerate the transition to value-based payment, HCA is currently in negotiations with CMS for
an 1115 Medicaid transformation waiver. [f approved, the waiver presents a urdque opportardty to
aceelerate poyment and delbreny service reforms and reward regionally-based care redesizn
approaches that promote dimical and commumity linkazes throush State-purchased programs.
Moreowver, if the walver is approwed, HCA conmits that %0 percent of its provider payments under
state-financed health care will be linked to guality and value by 2021,

Jume 14, 2015 Fazel
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HCA Value-bosed Road Map, 201 7-2021

Purprose AND GoALS

The HCA Value-hased Boad Map lays out how HCA will fimdamentally change how health care is
provided by implementing new models of care that drive toward populaton-hased care, This HCA
VEP Road Map braids together major components of Healthier Washington (Payment Redesizn
Minde] Tests, Statewide Common Measure St and Accourtable Communites of Health [ACHs). for
example], the Medicaid transformation waiver, and the Bree Caollaborative care tranformation
recommendations and bundled payment models, The Road Map is nlt on the follewing
principles:
« Beward the delivery of patient-centered, hish value care and increased guality
improvement;
« Reward performance of HCA's Medicaid and PEBE Program health plans and their
contracted health systems;

« Align payment and delbvery reform approaches with CMS for greatest impact and to
simplify mplementation for providers;

« [mprove outeomes for patients and populatons;

» Drive standardization based on evidenoe;

¢ [ncreass long-term financial sustainability of state health programs; and

» Contimually srive for the Triple Aim of better care, smarter spending and healthier people.
HCA's FRAMEWORK AND PURCHASING GOALS

As the largest purchaser in Washington State, HCA purchases care for over 2.2 million

Washingtonians through Apple Health and PEEB, Armualhy, HCA spends 10 billion dollars betwesn
the two programs. As a purchaser and state ageney, HCA has market power to drive transformation
using different kevers and relationships,

As stated i the HCA Paying for Value sarvey released in March 2016, HCA has adopted the
framework meated by CMES to define VEPs, or APMs [see Chart 1, next paze).

June 14, 2016 Pagel
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HCA&'s implementation of the CMS framework is shown below in Chart 2,
Chart 2: Washington State’s Value-based Payment Framework

& A A
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Fndrsctue EQpesatans Lipside Gairsharing Bopulation- Bamed Pegment

B B B

Fay far Reparting APMs with st Cirrprebensive
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Fayrenl

e
- ‘“““n““‘""" WA’s VBP Standard:
h;w;dﬂ:_nim wﬂﬁ ZC é 43

HCA Value-based Road Map, 2017-2021

Tao reach its purchasing goal, HCA expects 90 percent of state-financed health care payments to

providers will be in CME categories 2e-db by 2021, HCA's ulimate vision for 2021 &=
= HCA programs implement VEPs according to an aligned purchasing philosophy.

= Mearly 100% of HCA's purchasing business is entrusted to accountable delivery system
nebworks and plan partners.

= HCA exercises significant oversight and quality assurance over its contracing parmers and

implements corrective artion 45 NeCESSary.

HCA's imterim purchasing zpals and key VEP milestones along the path to 90 percentin 2021 are

showm below,

= 2015 20% in VBF
= 2017 30%

= 2018 B0%

= 2019 B0%

= 2020 Bh%

= 2021 90%

June 14, 2016

Page 4
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HCA Value-based Road Map, 2017-2021

APPENDIX
CHANGES TO APPLE HEALTH CONTRACTS STARTING IN 2017

This document reflects specific, imminent changes pertaining to the Apple Health program, in
alignment with HCA's VEP Roadmap, This document s not all-inchasive of expected long-term
changes to the Apole Health prosram.

Comsistent with HCA's VEP targets, there will be significant changes to Apple Health contracts
startng in January 2017, MOO contracts will require that a growing portion of prendumss be wsed to
fund direct provider incentives tied to attainment of quality. To ensare quality and performance
thresholds are being met, HCA will withhald an increasing percentage of plan premiums, to be
returned based on achieving a core subyset of metrics from the statewide commen measure set. HCA
will use the same measares in all provider VEP arransements,

In addition, through use of ime-Emited fanding under the Medicaid transformation waiver, MCOs
will be ahle to earn fnandal incentives for achieving armual VEP targets [described further i the
visual below), In 2008 and each pear thereafter, the MC0s' accountability for each of these new

conract companents will grow progressively,

Finally, the Apple Health program changes indude the creation of 2 “challenge poal” to reward
exceptional managed care performance and a “reinvesment pool” to provide similar regional
meentives for exceptional performance attribuatable to the broader participants in an ACH1,

A deseription of the approaches as well a5 the parties to each approach is desoribed n ferther detail

below, A visual sumimary of funds Sow and a table that provides addidonal detail on how the new
meentive siactures would work are included at the end of this demament,

APPROACHES

TIME-LIMITED IMCENTIVES FOR MCOS AND ACHS

HEA-MOO ano HCA-ACH

MC Oz will earn incentives funded throush [nitiagve 1 af the Medicaid transformation waiver for
excesding VEP target threshaolds, starting with 30 percent in 3017, These incentves will be in place
for the five pears of the wahver, ut will not extend beyond the waiver period. Performance will be
measured consistent with the approach taken in HCA's Paying for Value RFI, by looking at the

1 This document refers to the ACH role broadly, recognizing ACH participanks Include MODs and providers, for
which specilic rodes are also highlighted.

June 14, 2015 Page ’
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proportion of payments ted to value-hased arrangements (a5 defined in the HCP-LAN framework],
Throush the waiver, ACHs will alsn be shls to strusturs incentive programs regionalhy to reward
providers who are undertaking new VEP arranzements, these will be Sed to the same VB targets,

PROVIDER INCENTIVES UNDER MANAGED CARE
MCO-PRovibER

Value-based payment stratesies require risk sharing and other finanrial arrangsments betwesan
providers and plans that reward value outside of a fee-for-service model, To ensure that providers
are being adsquately incentvized in these arrangements, HCA will establish a percentaze of
premium threshold that each MOD mnest meet as part of its conrartusl abligations, Beginning in
2017, MCDs must ensure that at least (.75 percent of their premium is going to providers in the
form of incentves that help ensure that value-hased arrangements are adsguately rewarding and
QUALTTY WITHHOLD

HEA-MCO

HCA will withhald a progressively increasing percentaze of premiums paid to MODs on the hasis of
quality improvement and patient experience measares. MC0s will need to demonstrate quality
mmprovement against 4 standard set of metries to earmn back the withheld premium amount, Today,
HCA uilizes a 1 percent withhold related 1o the quality of data submissions from MCDs t HCA This
approach broadens the guality standards being measured and inoreases the percentaze of withhold
gradually each year, until it reaches 3 percent in 2021,

COEMON MEASIERES

HEA-MOO-ACH-PROVIDERS

HCA has committed to wsing standard measures of performance amoss its purchasing activity,
consistent with the statewide common measurs set. In addidon, thess megsures will drive the
evaluation and incentve payments under the Medicaid ransformation waiver. Specifically, HCA
anticipates a core subset of common measures to be used m its contracts with MO0s around the
quality withhold and also expects to see this same core set of measures used in VEP arransements
between plans and providers. 4 good example of how the commaen measure setis already being
used in HCA purchasing efforts can be found heps,

Jume 14, 2014 Page &
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CHALLENGE FOOL
HCA-MCO

Washington State has embraced the value of a competitve managed care model for delivering
Medicaid services. HCA's approach to VBP sesks to reward exrepfional performance of MCOs
throush use of a “challenge pool.” Unesamed VEP ncentives from the waiver and ancollected
withhaold payments from managed care premdums will be made available in a challenge pool that
rewards plans that mest an exceptional standard of guality and patient experience, based on a core
subset of measures.

HCA Value-based Road Map, 2017-2021

BEINVESTMENT POOL
HEA-MO0-ACH-PROVIDERS

The value-based payment stracture for Medicadd also provides a reinvestment pool, fmded
similarly to the “challenge pool,” which would use umearned ACH VEP incentves and a share of
unearnsd MO0 incentives to provide meaninsful reimmestment in regional health transformation
activities, based on performance azainst a core subset of measures. This provides 3 contiming
mcentive for mulh-sector contribut@ons to health ransformation and rewards the delivery system
and sapportng erganizations for achieving quality and improved patient experience,

VALIDATING VEP ATTAINMENT IN MANAGED CARE PROVIDER CONTRACTING
To adequately measure the stahws of payer-provider arrangements under Medicaid that are
proprietary in nature, HCA will use a third-party assessment organization to review and vaBdate
detailed plan subméssions A similar model is used today through the federally required External
Chuality Review (rganization that provides anrual reports on the performance of each MCO,

SUMMARY

Taken together, these components reflect a phased incentive approach that smphasizes more equal
weaight being placed cn ACHs and statewide manapged care organizations (payer and provider
networks) in achieving the state’s roadmap to vakue-hased payment cver the next five vears. They
also show how contractual and financal kevers are used to sustain community reimrestment and
meatial acooumtability for the performanee of the health system in service of whole-person health
outcomes and guality improvement,

fune 14, 2015 Page7
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Washington State
Health Care W

A Journey Toward Alignment

Ensuring HCA's people, infrastructure, and data are set up to support
value-based purchasing

September 2015
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Director's Note

W gt the Health Care Suthority (HCA) cover 1in 3 non-fedicre Washington residents with heilth caine
services through Apple Health (Medicaid] and the: Public Employess Benefits Bocird (FEBB) Program. It is
& tremendous responsibility, and one inwhich we 2l take great pride.

&z Washingion and the nation continue to shift to value-based punthasing, we must ensune our agEncy
is structured to fulfill that vision. We have committed to moving asay from a fee-for-service mode] of
purchasing, in which we pay per servioe provided, to 2 systern in which we pay based on hezlth
outoomes, cost, and oustomer experience. This means making some fundamental changes to the way
we purchase care and monitor quality on behalf of Washington residents.

Although Realisnment first became a familiar word at HCA last fll, the fact is that we began this jourmesy
many ye=rs a0, Emenging research into the “Triple 8&im™ of better health, better @re, and lower mosts
has led many states snd our federsl partners to the rezlization that paying for volume is not the way to
gt the best health ovtoomes. Federzl and s=te policies have provided 2 path to salue-based
purchasing, and we are moving our PEBB and Apple Hesiith prosrams dosn that path. Through
Realigrimesnt, we are taking 2 close look to ensure HCA's people, infrastructure, and data are set up to
support value-based pundhasing.

Alignment of agency resouroes to 3 managed care delivery structure is more than sdjusting the
organiztion chart or changing employes duties; the sgency’s oufture, infrastructure and operating
processes must be realigred to fully embreoe snd support 3 nes wary of operating.

| kmiows mary here at HCA hanee been throush tough reorgeniztions snd |arge-scale mergers bafore in
your careers, snd | do not take that lishty. Realisnment brings with it some challenges. Some HCA,
functions will change. Some will go sy to avoid duplicstion of work with the manzged care plans with
whiich we contract. | comimit to supporting impactesd employess by offering resources to help you with
your nest caneer step, whether in HCA or ot With the: skills and tzlents esch of you bring to our agenoy,
| ami corfident we will suocesd and emerge 2 more nimble, responsiee place to work.

& core fiocus of Reslignment has been sharing information as it is available, and asking for input slong
thee wiay. This initiative is stronger becawse of the marny employess who participated by joining
Fealigrment subgroups, sharing feedbads via email or their managers, and attending the many "0 & &
forums.”

HCA is a dynamic onganization, and we are alwvays looking at our work and how to do things better. That
is part of what makes us strong. £z we move through Bealignment, | hope you will continue to ask
questions, shane idess, and support one ancther through change. ow are our sgency’s best resource,
ard in the end, this is about making sure we hamess our llective talents to be One HCA.

Dorathy Frost Teeter, Director

Singn S o -~}
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Executive Summary

‘Wee are rezligning to ensure HCA's people, infrastructure, and resources support our managed cre
business model and the path to value-based purchasing. The policy goal is to shift from volume-based
payment [feefor- service] to payments that ane mone dossly related to achisving cost, quality, and
health outoomes; our sgency must be set up to ensure we achieve that goal.

Realigmmeent decisions s bassd on 2 cireful and thorough yeardong process that induded exdensie
research into owr own work and the sructures of other states” health sgendes. The Executive
Leadership Team buik a Realignment strechune that included 3 core Realignment Design Teamn and
sub-groups dhanged with exmining various components of cur fee-for-ssrdce and mancged cane
work. Subject matber experts from our management staff served on the sub-groups.

Thie sub-groups met owver the sumimer, and delivered a desoription of the current work, idess, and
risks and ssues assodiabed with improving the way we approach the work, ELT discussed and
arnahyzed the subgroup work, and made decisions that indude policy and onganizational changes

Policy changes #  Eliminzte submission of paper daims; allow for exceptions in extrems
cases. Direct clients to the online Medicid appliction rather than
W toke ploce providing a paper application with Medicaid booklets, we will give them
owar tha nat a phone number toget 3 paper applction if needed,
sevaral montfs] * Reduce dzims processing resulting from suspenision of claims znd
manual examination and approval as much 25 possible.
= Capennoliment in the Employer-Sponsored Insurance |E51] program;
plan for 3 prosram phase-out supporting ewisting clients in moving b
other insursnos options.
= Reduce prior suthorization of daims except in high-risk cses {=fety,
cost, quality); foous on examining data and reviewing claims for
compliance with rules and requirements.
#  Transition Medigid enrmdless with thind party liability [TPL) to managed
Care.
Organizational  Clinical policy and operations—both Medicaid and PEBE—are centralized under
changes the Chief Medical Officer [(C830].
#  The section handling wtilization management Healthcare Benefits and
[N nepovting Lkilizztion Management |HEUM] moses from Health Care Services (HCS) to
refationships the CRA0.
bagin Oct. 157 s fushoriztion Serdces mowes from Elgibility Policy and Service Deliveny
Work wail [EPSD) to the CRAD.
continug to be »  The Prescription Drug Program (PDP) moves from Policy, Planming snd
parformed as it Performanos [PPF) to-the TV,
i foday. Policy, »  The Heslth Technology Assessment [HTA] program moves from PPP to the
process and CMID.
staffing will be
odjusted over
time)

s i ="}
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care] will be moved to the Mediosid Program Division (ourmently HCS).
= (Office of Program Integrity (0P morwes from Program and Payment Integrity
(PP to the Medicid Program Division.
*  Fraud and abuse imvestization mowves from PP to the Imtemal Sudibor.
= Claims Processing moves from EP5SD to the Medicid Program Division.

There will be three fundctions within the new Medicaid Program division:

*  Progrom Development will develop and implement new Medicaid manzged
care programs and demonstrations, in monjunction with Policy, Manning and
Performanos, Finardal Services, amd the Chief Medical Division.

*  Progrom Operations will oversee and manage established Medicaid
programs and contracts.

*  Progrom integrity and Monitonng will include managed care plan
mionitoring. fee for service monibonng. and program integnity activities.

& nesw function oalled decision support willl be: locsted in Enterprise Technology
Services, with anslysts staffing each program soross the: agency. The gozl of
decision support is to ensure our programs have high-quality, sandardized data
and reports, and use them consistently in our work. The organizztional location of
decision support may be adjusted as the function is developed. Analysts currently

ozt in divisions remain the divisions.

Functions supporting ProviderOne will move: from PP to the Central Services
Achrmin o
& Oherthe next year work will be performed to determine how Provider Ore
operations fit into the Decision Support function and informaticn
techniolosy.
= Coordination of Benefits will continue to report to the ProviderDne Division
a5 this population is moved to managed cire.
#  Medicare Buy-In will continue to report to the ProviderOne Division.

Dioourment Control [DOC) will be moved from BPSD to the Employes Resounces
Divisiom to support centralizing agenoy mail, imaging, and processing functions.

Othiers arens thst will get new resources sre finandal snd program dedsion

support, actuarial work, contracts management, project management, and
imternal audit

" »

e T
Heslth Care M honty

LTING 99



STATE OF ALASKA s
Health Care Authority Feasibility Study

PRM CONSULTING GROUP 2017

The Path to Realignment: What Got Us Here?

Whest iz
Renligrmeent?

Rezlignment is an initiative to ensure HOX's people, infrastructure, and dats are set
up to support walee-besed purchasing. Value-based purchasing is a broad dlass of
strategies used by purchasers, payers, and providers to promote quality and wvelue of
health care serices. The poal is bo shift from pure wlure-based payment (fee for
senice] bo payments that are mone dosely related to health outosmes. In fact, owr
agency mission reflecs this direction of innovation and valee: Provide high-guelty

Contracting with managed e organizations—and holding them scoountable for
quality and cost contzinment—is fundamentsl to ensuring that those we serve et
the highest guality, most affordable heslth @re possible. With the national shift
awary from fee-for-services to value-based purchasing, the time is nght for HCA to
i nee o struchure and make sune we are rezligning our resources nd @lent to
support this strategic shift in our hesith cre purchasing approsch.

The move to managed care is the first step in shifting our foous to value-based
purchmsing. Wiashington currenthy contracts with sin managed e organizations to
deliver Spple Heslth around the state. About BS percent of Apple Health ciients are
enrolied with managed cire plans. Our PEBS program zlso oomtracts with hesith
plans and delivery systems to deliver care [Kaiser, Group Health, and Regence).

‘Washington bezan mosing towand managed e in the late 1580s, when it was
recognized that a fee-for-sendoe model does not ezsily lend fself to care
coordination and disssse managemnent, and that managed cre can ontrol costs
while ensuring quality of care and acoess tocare.  More populations have moved to
managed care over time, with the last large shift ooosming in 2012 when the
Medicaid biind and disabled population moved to managed care. Washington State
continues to move Mediqid enrollees to managed care, induding foster children,
the homeless and newly enrolled dients.

Legislative mandate. |nthe 2013-15 state operating budget, the Lessiature directed
HCA to “__oonduct 3 review of its menagement and staffing srschune to identify
effidencies and opportunities to reduce full ime equivalent employess ard other
sdministrative costs.” The Legislature mandated the reviews to determine if HCA's
administrative oosts could be reduced sinoe fewer dients reguired the support
prowvided by state employess under the fee-for-ssrvice infrastruchune.

HCA delivered the review gnd recommendations in a report submitted to the
Legislature in Februany 20014

prgon e , ="
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In the report, HOA disagreed with the assumption that administrative costs in
Medicaid would be reduced as dients moved from fee for service to managed Qre.
The work necessary to manaze the Medicaid program does change, but the lewel of
supiport needed is similsr whether the program structure is managed care or fee-for-
senaoe

The report arbioulated new kinds of work thet must be performed | induding:

=  Developing clear, effective contracts to hold managed cre plans sooourtable for
providing heakh cre to Mediqid dients.

#  Using data and anzlytics to anchyze how effectwe plans are ot achisving
epeciations and outoomes 25 reguined in the contracts.

= Monitoring mansged care activities through effective use of decision support
tools and struchures.

= Seifing and communiceting desr, consistent dinicl requirements of managed
care plans.

These activities replace the transaction-based review, payment and audit that ooour
in & fee-for-sendoe ermvironment.

HCA st the report to the Legiskarture, and had seversl discussions with
stakeholders, including the Gowernor's (ffice, legislative S=5F. and the Office of
Fimancial Marcgement. These discussions confirmed that HCA must reslign its
resources bo support value-based purchasing in genersl, and in Mediqid a managed
care purchasing structure specifically.

The Stmte Health Cmre Inmcovetion Plan. The szt was searced 51 million from the
Center for Medicare & Medisid Innosation |Gl —established with the Affordable
Care Act) to develop owr State Health Care Innovation Man, which is our resdmap to
build = Healthier Washington. & key strabegy in the plan is to encourage value-based
purchasing, besinning with state-purchased health care.

‘We applied for the innovation furding to help us build = delreery system that is
responsive to the: needs of the populations we serve, focusing on value-based
purchasing.

House Eill #57F, passed in 204, supported the plan and specficily requires HCA to
“increase the use of value-based controcting. aitemnative guolity controcting, and
other payment incentives Hhat promote gumity, aficiancy, oot savings, and Realth
improvament for Medicaid and public employes purchasing.”

This oortinuwes to move Washington further along the journey toward value-based
purchasing of health cane.

S1ee]
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Early Work: Research and Discussion

Researching
other states

Az the outset of Realignment, HCA reached out to other states” Medicid and public
employes benefits programs to miiect information abowt their size, structure, and
other program detzils.

We heard back from Medicid progmms in fave states—Srizona, Calfornia, Florida,
Michizan and Oregon. Al fiee had at keast 72 percent of their Medicaid population

enroll=d in managed care. Arizons was the highest 2t BS percent. All also had some
portion of their business as fee-for-service.

In general, the other states had evolved their Medicid role from cverseeing claims
paymeent providing prior authorization to monitoring the managed c@re plans,
improving plan acoountability, and increasing foous on value-based outcomes. The
states advised Wiashington to ensure we had sdequate in-house actuanial capacity
and data analytics support to ensure finandal and quality oversight for the managped
care plans.

'Wie heard badk from sin public employes benefits programs—frizong, Flonda,
Michigan, New York, Oregon, and Washington. We lesrmed that most public
employes benefits programs contract for health s=nvioes, whether fee-for-senios or
managed care, so they are not faced with the same transition from fee-for-service
that many Mediqid programs are fadng.

The important lessons learmed from reseanch on other states induded:

= The need to develop effective dedsion support structures [including actuarial
rEsoLUnEs)

#  Understanding and developing processes bo effectively manage the complex
managed e oontract.

= Shifting from the role of 2 direct payer of health care ssrvioes to an owuboomes-
arnd expectation-driven monitor of mansged care plan work.

Because each szt is different, we did not find 2 state that oould be used completely
a5 & minde] for Washington's Bealigniment.

] e
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#s part of this review, we asked 2 consultant to leok at HCA's data resounces,
induding @tz losuing reports produced on fee for servioe business. The work was
imterded to identify management reports available to inform drivers in HCA's fe=
for senice operations.

‘While identifying reports proved ussful, the work also indicted that wiile HCA
hias many data sources available, the agency lacks a dexision support structure to
enable consistent use of data in making dedsions |(s=e 3 description of decision
support in the section titled “Foundational Principles: What are they and how do
they fit with HCA's mission and vision™ ). The review of HCA's data confirmed
information reosived from other states: Washingbon nesds & mone nobust
decision support infrastructure.

&fter the research and review of data, HCA held 3 series of employes forums to
share the results, to inform and educate employees on the meaning of “valwe-
based pundhasing.”™ and to seek input and feedbadk from s=ff. Mearly B00 agency
employess gtterded the forums, whidh included 2Dinformational sessions held
oneer tavo day's.

Feedback on the content and presentation was positive, with employees saying
they apprecizted the pressntation on value-based purchasing the most, Eaining
knoadedge of what it means to purchase for value. While emplopees weene
imterested in the results of the reseanch and data review conducted, they
expressed oonosm about the ultimate outoome of Realignment

Ohier the nest six months, executive keaders continued discussing Realigriment,
induding results of the reseanch and data review and possible: et steps in the:
process. The soope of the Realisnment effort became dearer as disoussions
progressed. The scope—coupled withi s lengthy legislative seston and sscunng
the federzl State Innovation Model prant to support Healthier Washington—
delayed the RBealignment project by about four months. The delay was deardy
difficult for staff, as it became the most common negtive comment in focuws
groups held as part of HCA's Emiployer of Choice work.

T iy
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Later Work: Development of Realignment
Strategic Direction

Setting up & Comtinuation of Reslignment weork began in July 2015 with a Reslignment design team
Resfignment  identified and 3 change management consultant procured [Mass Ingenuity]. Desizn
project fezrm members are lised on page 12. The design team has menaged and direched the
shrusctume Rezlignment work since that time, with ELT's input and direction.

ELT decided that additionzl work was needed to better understznd the work
performed in sections that support fee-for-service Medicaid ennolless, sections
managing clinical policy and operations, and sections invohed in monitoring Medicaid
contractors and providers. Subgroups were formed to complete this work, with the
following mandates:

List the tasks perfiormed by the ssctions induded in the subsroup.
Identify risks and issues that may arise when work performed in the section is
changed so that sgency resounoes n better support manesged cane

Cperations.
=  Brainstorm and list ideas on how HCA n manage its work and resouroes

under 3 menaged Gre strudune.

Each subgroup had a charter, all of which sre posted on the Realignment pame. The
workgroup participents were selected by BLT besed on EMT and ELT membsers who
undersand and who have managed the work under neview by the subsroup. Ezch

Eroup was asked to meet twice for o hours, completing the work within that time.

ELT discus=ed and anakyzed the subgroup work to miake decisions on the next steps in
Rezlignment.

=
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a2
Project Ensure HCA's people, infrastructure, and dats are set up to support value-based
purposs purchasing.
statement
and charter The Executive Leadership Team is responsible for Rezlignment dedsions and
implementation.

The Bealignmernt Design Team reviewed data gathered throwghout the process,
induding from the subgroups, and made recommerdations to sgency lesdership. The:
te=m hosted monthly Reslignment “0 & A forums™ for employees and met with
individuals and work units upon request. The tezm met at least weeldy from Spril
throuzh September.

The Bealignmernt Design Team includes

Susan Lucas, Chief Operstions Officer

Preston Cody, Director of Health Care Sendces Division

Kari Karch, Deputy Direcbor fior Policy, Planning and Performance
Jody Costello, Dinsctor of Employes Resounces Division

&rmy Blondin, Chief Communicrtions Officer

Brian Coolfidge, Project Management Office Manager

Designtesm The Realignmert Design Team agreed to 2 s=t of guiding principles, approved by the:
guiding Ewerutive Leadership Team, and often refermed to them when reviewing information
primciples: and making recommendations.

wheneser
pmsiie

sbruchure.

o= creativein

Keep s bdas for
sction without
perfect data.
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In addition to project sporzors and the Resignment Design Team, sub-groups met.
The sub-group participants were selected 25 subject matter experts. They were
charged with documenting current work. issues and risks, and ideas related to their
aubject area.

The first three sub-groups completed their work in August. The Coordination of
Benefits (COB) sub-group completed its work in September. The CO8 documents will
be shared on Inside HCA, likely by the end of September.

A “New Resources” sub-group that had originally been planned to discuzs what gaps
in agency capacity needed to be resourced did not meet, 25 that aszeszment was able
to occur without it.

L S
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We are currently structured to essentially three different purchasing
structures within one organzation {Apple Health feefor-senvice, Apple
Health managed care, and the PEBB Program). Each has its own policies,
procedures, and culture.

We need to use data to assess whether we have achieved the outcomes
we zet for ourselves.

the client iz managed cre or fee-for-senvice.

We need to identify one agency policy for monitoring Apple Heslth, both
fee-for-zervice and managed care.

Our frontline employees getting calls from clients have to deal with
mansged care and fee-for-service cifferently.

We need to take action to move toward 2 more efficient operstion.
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14

i gramesnt: It has been important throughout Rezlipriment to share infomation with employess
communication  and key Sskeholders, and provide venues for guestions and ideas.
aind outreach

Key Realisnment communications activities indude:

s A Regligmment peme on the intramet. This is whens documents and ey
dates zre posted, induding:
o A Reglipgnment guestions snd srswers dooment.
o Reslignment subgroup doeosments, posted for employee input.
o Videos and documents from the fall 2014 RBealignment
Communications Forum.

s [Monthly Realisnment "0 & A forums.” Thes= informal mestings are held
over the lunch hour and open to all employees. Realinment Design Team
members snswer questions and hezr concems and ideas.

#=  Design Team members sttended work unit or division mestings upon
request, talking with nine tezims at their invitaton.

s A realisnmentd hea.wa moy email inbow. Employess can s=nd their
questions, concems, and ideas to be answered by a member of the
Rezlignment Desizn Team.

=  ARezlipgnment Besources Team pase on the intranet. This is whene
infiormation relating to transition services such a5 training and oosching are
poested, in keeping with our guiding prindple of retaining and retraining
impacted employess.

s Reslipnment updates ot the June Currents and st an Extenced
Marggement Tesm meeting

In addition to thess internal communiction =forts, HEA has worked to keep
extermial partners and stakeholders updated, induding the Tithe KIX Advisory
Committes, the Washington Federation of State Employees, the contracted manazed
care plans, and the Governor's 0ffice of Financial Management.
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Five Foundational Principles: What Are They
and How Do They Fit with HCA's mission and
Vision?

(heer the past severzl years, the Apple Health [(Medicaid) program has transitioned its dients from fee-
fior-service hesilth e delivery to 2 mansged care structure. The goal of moving Apple Hesilth dients
to managed care 25 mandated by the Legisiahure and the Governor has been largely acoomplished;
almost B5 penoent of all &pple Health dients are now enrolled in managed @re plans. At the same
time, the Public Empioyees Benefits Board (PEBE) Program has consistently moved forssnd to adopt
value-based pundhasing for its dients.

‘e have contracted with innovative managed care programs, we have successidly inezsed
epecEtions and outcomes of the Uniform Medical Program, and new innovative health cre options
will soon becomie avilzble for PEBE enrolless through Hezlthier Washington. Ower thiz same time
period, however, operational resources hawe not kept pace with these changes. Some resources have
been moved from suppaorting fee-for-service operations, but marry have not been aligned to suppert a
managed care Srsckure.

Foundational princples will be adopted and used to guide HCA toward & suocessful realignment of
operztions. & foundationsl prindple desorbes the: basis for design, strategy and operstion of HOY s
business_ Principles are developed from the sgency’s vision of 2 Healthier Washington and our agency
miszion to provide high-quality health re through innovative: health polides and punchasing
strategies,

HCA will be better pasitioned to acoomplish our mission if we set foundztionzl principles that ensure
OUr prooesses, Sruciune, and operations align in support of our mission and vision. By setting
foundational principles, our managers and staff will have puideposts to refer to as we continue on the
journey toward value-based purchasing.

] |
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Our research of other SEtes” transition to a mansged ire structure and our
ezmination of how HCA uses dats to analyze and support dedsions indicated 2 nesd
fo improse the decision support function throughout the sgency. & centralized
decision support function must be created. This function will not replace anakysts
already located throughout the sgency; instead this group will support, govern znd
puide anahysts to use data consistently and in 2 S=ndard format

The dedsion support section will be housed within ETS to start. As the function is
developed and implemented, we will determine the kong-term structure and
organizations lomstion of dedsion support.

The dedsion support section will guide and support anzlysts in each program. Part of
this responsibility is to provide information, services and technical support to ensure
anahysts are zble to provide the datz services their programs reguire. The decision
supiport group will create and support an sgency dashboard for use by ELT and other
Managers o communicate information about how well HCA is achieving its goals and
outoomes and where risks and isswes are arising that must be resohed.

Another vitzl role of the dedsion support section is to dearly articulate the
experctations and qualifictions for sanalysts. Anabysts are not abwvays information
technolopy staff: Anabysts must know the program, be sble to oommunicate with
division managers and staff, and develop reporting mechanisms that support
achievement of pragram goals.

Dirvisions without suffident decision support resources may be able o increase their
CapeaCity.

The HCA has 2 long history of purchasing hezlth ere senaces through vanous deliveny
methods, including managed care organizations [MOD), fee-for-service, primany cane
case management, and self-irsured models,

HCA must align owur inbernal purchasing strategies inbo two meneral sreas: The Public
Employees Benefits Board | PEBE) Program and Spple Health (Mediczid). HCA will
oortinue o operate 3 fee-for-service program for those populations that cannot be
enrolied in 2 MO0, which represent 2 pproximately 10 tol 5 percent of the overzll
fpple Health program. it's critical the fee-for-semdce program operstes in oonoert and
under one oversll Medicaid sructure consistent with management and oversight of
the Medicid program in its entirety.
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#is HCA realigns, resounces to support the basic operating structure and
business prooesses for managed care must be adjusted. HCA must adjust work
starary from 3 transaction based eszmination of esch daim, payment snd
trarsaction towand & structure that anshyzes, monitors snd holds accountzble
those organizations charged with providing appropriate health care toour
clients.

In the managed care structure, HCA has transferned risk to the managed e
plars; our role is to set expectations and mandate outoomes dearly in the
contract with plans. HCA no longer has the role of performing work or
determining details of hosw work will be performed —we ane moving from
“diing the work™ to “monitoring the work.”

This change reguires the knowdedge and abilities many of our staff possess —
the difference is how the work is performed to ensure our dients receiee
spproprizte quality e ot the lowest cost possible. While the kind of work:
required differs, employess who have woried in Medicaid for many years have

the knowdedge necessary to ensure the work is performed by the plan.

While fee-for-service work does not indude a transfer of insurance risk toa
contractorn, HCA must set reguirements, expectations, and desired outoomes in
the fee-for-service portion of our delivery system as well Monitoring the
effectiveness of the delivery sysbem must incorporste data analysis from a risk
based Sructure, smmining aress where safety, quality and oost are
endangered in @ significant Schion.

Part of this transition is moving away from a structure whene the fee-for-
Servioe requinements govwenn how managed cire plans ane bo camy out their
work. Instead, HCA must identify expectztions, outoomes, moals snd
requirements in the contract so that plans @n be held responsible for
providing access, guality care and cost effective ire in 2 manner acceptable to
HCA but detemined by the plans. HCA must align oversight and moniboring of
managed care plans while maintaining a strong progem inbegnity operation.

Wi must ensure chose coomdination and collaboration of program integrity and
other state and federally mandated activities perfiormed by HCA. The best way
o ensure this ooours is by merging the work of two separate units into one
division. Additionzlly, HCA recognizes the nesd to have an independent
imternal suditor for those @ses when fraud or abuse is suspected. The intemal
audit activities must work chosety with the Medicaid Fraud Control Unit at the:
Artorney General's Office.
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The HCA is committed to purchasing hezslth e services through partners who are
willing and zble to enter into value-besed purchasing agreemernts which focus on
outonmes rather than volume of services provided. These agreements will be with
managed care onzanizztions (MOD] and other partners who take on responsibility
{financial risk) for their performance while ssrving our dients and members.

#g HCA rezligns, resounces to support managed e the basic operating structure
and prooess must be sdjusted. HEA must adjust work away from a2 transaction based
exzmination of exch daim, payment and transaction toeard 3 struchure that
analyzes, monitors and holds zcoountable those onganizations charged with
providing appropriate hezlth re to owr dients.

Part of this transition is moving away from a sbructure whene the fee-for-senvioe
requirements govern how managed care plans are to carmy owt their work. Instead,
HCA must identify expectations, ouboomes, goels and requirements in the contred: o
that plars @n be held responsible for providing access, quality care, and cost
effective care in @ manner scoeptable to HOA but determined by the plans.
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Aligned Organization Structure
(functions, not titles)

Nty ioed g antiog mith CO0 and Diesctor
SOt tosd pepontig wieh CO0 20 Aeeca b1 Daesctos

Horizontal Under the newly aligned organizational structure, HCA will ensure there are
across HCA: across the agency.

colisboration  With the new structure, HCA will establish cross-divisional teams zo there
are appropriate horizontsl and vertical methods to communicate within
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#iz noted in Foundational Prirciple 71, decsion support will be developed as o central
function in Enterprise Technolosy Sendces. It will act as information anchiteds, ensuring
systems data and reports are svailzble and 1sed in @ consistent, Sandard fashion to
accomplish the Foals, requirernerts, and sxpecations of each division.

Each prosmam will continue to employ business analysts, who will identify the reporting
and data reguinements necessary o ensure Srong dedsion-making prooesses. Thess
analysts are responsible for translating the needs of program managers and S=25F inmo
technical requirements and for working with the decision support staff to ensure data is
reported in @ oonsisent, aocurste and usable fashion. The dedsion support group will
create agency data dashboards, portfolios, snd regular management reports, so that
HECA has 2 single, consistent dedsion support fundtion across all sources of data.

The st=ff supporting ProviderOne will remain in the current structure, with sdcitional
work nesded over the next year to determine how ProviderOne resounces fit into the
agency’s [T and dedsion support onganizationsl structhure., At that time, HCA will
determine how Providerdne and the central dedsion support funchion will be

organized

HCA iz consolidating functions relzted to clinical policy and operations into one division.
This includes: desizning and implementing clinical policy; operating dinical oversight
and monitoring of all programs; communicating with sskeholders, providers, plans, and
delivery systermn partners on dinicl actihvities and issues; and operating dinicl
processes. Clinical poficy and operations include all PEBE and Medicaid work.

Current pricr suthorization activities are within the clinical division; over the next sic
manths, diniczl managers will desizgn and implement 2 ransition from transaction-
bazed prior approval to primarily risk-based datz analysis and reviess. Clinical operations
will set ewpertations of plars and providers, review and maonitor compliznoe, reguire
comective action or peralties if compliance is not maintsined, and limit prior
sirthorization to mxtreme risk of dient safety or system oost.

Dwer the past thres years, HCA has mone than doubled the: number of Spple Health
clients who met servioes through managed care plans {ourmently, mone than 1.4 million
clients are enmolled in managed re). At the: same time, HCA has not inoreased the
rumbser of FTEs to mest this demand. HCA will redeploy resounces to augment the
current managed cre development and owersight s, and make needed adjustments
o programs and systems be improve oversll monitoring of managed care plans.

There will be three functions within the new division: Program Development wil
develop and implement new Medicaid managed e programs and demon strations.
FProgram Jperotions will overses and manage esablished Medicid programs and
oomtracts. Program Monioning end integrty will take on managed cre plan monitoring,
contract complianoe, and program integrity activities. This will support overall
management of cur Medicid programs.

i)
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In December 2004, HCA was awvarded 2 m:ﬂﬁﬁEmilhﬂg‘xﬂmhﬂmhaﬁ
system transiormation in Washington from the Center for Medicre and Medicid
Innaration [CMRM). While the Healthier Washington testing prant ssand is for four
yemirs, the funding is approved eadh year by CRIRL

Of the total grant budget, approsimatedy 3 percent of the grant is allocted for
personnel and benefits, which is distributed between HCA, DOH, D5HS and OFM. A
the lead agency, HCAs portion of the personnel and benefits budget is higher, funding
at X positions, due to managing grant operations, in addition to the policy and
comtent dewelopment outiined in the grant applicetion.

The funding for these positions decneases each year, with many of the positions being
phased out in years tao and three a5 processes and systems are operstionalized. HCA
leadership will be reviewing how the work is transitioned into agency operations and
identifying the necessary resources to sustain the work in future years. 'While we
articipate @ nesd for carnging some of these positions foraand, we do not have the
positions acoounted for in the HCA budget a2 this time.

Several spency functions will receive additional resources through Bealignment.

Besources supporting HCA™s actuarial capacity, frawdfabuse snd imternal audit
capadity, project management and contracts administration ane reguined to ensure
approprizte monitoring and oversight of sgency programs.

To support Bealignment, HCA plans o inoease = resources in the following ansas:
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Transition Thee following table illustrates which functions and sschions ane moving or
from changing as part of Realignment. | a function or section is not listed, there are
current ro changes in onganization.

Where this secti ey section working title

15 Mgay b sta rting am Dck, 16 ¥ change]

Clinkcal Policy bmiplementation;
and Uili zatiom Health Carg Sarices Chisd Medical Oficer .
Pha Policy bmplementabion
o : macy e
Eligitdizy Policy amd
Prior Suithaorization Service Dulbvary (EPSD) Chief Medical Cfficer Clinkcal Operations
| Chaiems Processing EFsD Medicakd Program iperations
n;::mﬂ En-dml EFED Ernpabrgun Reisurdes Pellndl D raticrns
adicakd Fragram (3 FTEs will
Difice of Program | Proorar and Payment
ntegeil | oy FPI o b dmudrfabuse within Maniorirg Frooramn tegity
Inkernal Ausdit]
[fice of Medicaid .
Systems and Data PR OparaticrsProvdardne | Office of Med leakd Syetemns and Daka
Berefi X PP Ol Fren de rOre * Coardination ol Berefits
Provalder bnpoll e PRl O rarti e Pravicka rding Prosscker Ennall ivsant
BArclit are Auy-in PPl QralicrsPoavick rlne Madicars Buy-n
Health Technology | Palcy, Plannirg, 2rd ) , - .
R Farformarec (PP} Chiked Madical Officer Clinical Podicy
I ¥ ppR Chief Medical Officer Pharmracy Policy Implementation
Program
Einsl cégirt Rarvaiing in Finareial
Spurnaned Finarcial Sardcei Sarvcei—Pragram vall ke Empl o r-Sporiored Indurancs
IPesurance capped and phased out

* WA tronsition to Mediooid Progromy Operations after poficy chonge ocowrs moving Thind Party Lttty
to managed core

%
Freadth Care Aciority
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Vimneliom fox . Date Action
changes Sept. 24, 2015 o Organizational changes announced
e Organizationalchart with ELT members.
assigned published
o Ali-employes Q&A
Oct. 15, 2015 Qrg chart with all staff assigned pubfished
Oct. 16, 2015 FAeporting relationships change; functions dont
change yet
Oct. 19, 21, and 23, All-employes forums
2015
Oct. 22, 2015 | All-employee QA

Still to be determined: Timing of physical moves of employees (likely not before
March 2016)

Feaith Care Agithority
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Medicaid Policy Changes

Changes in agency policy and process are integral to aligning sgency resources. The sub-groups
identified changes that will zllow HCA to redirect resources to ensure the effectiveness and effidency of
our operations. This will only be possible i the free policg changes explzined below zne sucoessful

Each policy change must take place over 3 several month pericd. Staffing changes, system adjustments,
work process chamges and stakeholder work are all part of the implementation of each change. Itis
importznt to note that while orgenizational dhanges will be made as of Oct. 16, 2015 the time penicd
for palicy, process, and staffing adjustments is much longer, requiring in-depth project work to

implement.

Policy change #1: Eliminate submission of paper claims and paper applications; allow for
excepiions in exireme cases

Whiich units
perfonm this
weork mnd
b waill
they change?

Whst pelicy
chimnges will
we make?

Whest are
SOMTeE Stepes
e will ke
to change
this work?

Dooumrent Control Center and Imaging units performn this work.

Areduction in the FTEs in these units of about 30 to 35 FTEs s expected.

HCA will change itz policy on accepting paper claims to be consistent with Provider
One/Phase 2, zo that no paper claims will be accepted. All clairs must be submitted
electroniczlly. In the event of 2n extreme oe an exception process may be

implermnerted.

HCA will no longer send paper Medicid applications in the Medicid booklet sent to
prospective dients or community agents. The booklet will direct prospective dients
to the online application process. & phone number will be indwded in case a
prospective dient wishes to reguest a paper application.

Validate WAL, provider billing instructions and agency policies.
Develop the ewception process for paper daim submizsion and to allow
prospective clients o nequest an application form

Update the provider billing insructions and guides.

Develop communiction plan to help community agendes and dients understand
horew to submit an spplication using the electronic process.

Notify prowiders and other stakeholders.

Bccept feedback; provide responses.

Prepare and train st=5F on the change.

Offeer training and zssistanoe to providers.

Manage the project oversll.

o

2o
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When dowe  Aprl 2016
Expact

changes to

be

complete?

Policy change #2- Eliminate claims processing resulting from suspension of claims and
manual examination and approval

Wihich umits Claims Prooessing unit perfionms this work.

perform this

woork mnd how A reduction in the FTEs in this unit of sbowt 25 to 30 FTEs is expeched.
wall theey

chimnge?

Wihest podicy HCA will Stop suspension of daims in Provider One in most cases. Review of daims
changeswill  dots will be enhanosd to examine patterns of inappropriste peyIment; rECOLPMERS
we make? actions will be taken whene necessary.

Whest are 1. Irvestigate wiy suspension of daims is perfiormed in more detail to understzind
SO steps where this function must continue.

we will take 2. Identify and reviess all the edits that suspend daims.

tochange this 3. Develop apency oriteria and 3 process to determine when daims should be
work? suspended.

4, Develop recommendations for changing from a policy of suspension to either
pay or demy with analysis of impacts.

5. Adjust the system bo implement dhanges in dlairs suspension.

6. Develop a review process on daims payments, induding patberns of
inapproprizte payments and evidenoe of payment risks; indude recupment of
payments where necessry.

7. Communictions plan fior providers and staff.

Whendowe  Apnil 2016

changes to be:

= e
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Policy change #3: Cap enrollment in the Employer-Sponsored Insurance (ESI) program;
plan for a program phase-out that supports existing enrolled clients

Which umits
perform this
wenrk mnd how
wiill they
change?

What paicy
chianges will
e make?

Whst are
SO ShEps
o willl tmke

to change this
weork?

Whien do wee

expect
changes to be

#

The E5l unit in Finance performs this work. This unit would be phased out 2 the
program is ended.

Enrollment in E5l will be stopped when approprizte. Each eprolles inthe program will
be contacted and insurance options offered to replace ES| coverage. This dhange s
possible as 3 result of ACA implementation.

1
.

3

4

5

Examnine the legal authorization and requirements for the B program.

Feview the return on investment fior E5 clients; examine the possibility for loss of
funding if E5l is phased out.

Develop a communication plan expleining wihy we are eliminating this program
and heow eninolleses will be supported when making 3 dhange.
Communicate with stakehoiders in the Legiskture, Governor’s Offics and directly
with ESl &nrolless.

‘Work with enrolless to transition them to nesw hezlth care options.

Updated Ocz. 3, 2015 Cap the program after open enrollment is completed in
A5, Wiork with each dient to transition them to the best insurance option
availzble. Phase out the program by Dec. 31, 2016

& e —_—%
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Policy change #4: Reduce prior authorzation activity except in high-risk cases [safety,
cost, quality)

Which umits Clinicl oversight and decisions ooour in the HBUM unit. EPSD's Avthorization
performthis  Sandces Offios (A50) parforms the work to approve o demy mutine prior
work and how ) 4 oiations az well as interacting with providers on questions and izsues. For both
dl IﬁE.: units, the work will change but resounoe levels are not expected to be reduced. S
classifications could be adjusted as the policy dhange work moves fonasnd.

Whist palicy Prior authorization policies will be changed from transaction by transaction prior
changeswill 5, phorization to examination, monoring and arshysis of daims sctivity and mansged

wee make? care plan monitoring to ensure appropriate dinicl actions. Recoupment actions may
be initiated in cases of inappropriate daim activity. For aress where high risk is
identified on the oost, guality or safety of dinical actions prior suthorization ona
transaction by transscton basis may oontinue.
‘What are 1 Besearch and validate the mandate for this work.
SO StEps F Review current practice for prior suthorization today.
we will take i Develop 2 new clinical review and monitoning prosgram to oowver both fee for
to change this service and managed care Medicid work; develop new polices, criteria and
work? processes for Gses that require transsaction level prior authonzation.
4 Dooument procedunes and processes; educate and train S=1F.
5 Develop & communication plan for providers and stakeholders on the new
program structune

Whendowe  July 2015

changes to be

2
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Policy change #3: Transition Medicaid enrollees with third party liability (TPL) to
managed care

Whiich units The Coordination of Benefits Unit manages TPL A reducticn in the FTEs in this unit of
performthis  chout 25 to 30 FTEs is expectsd.

wenrk mnd how

waill they

change?

Wt policy Clients with TPL will be zssipgned to managed care plans. Plans will be expeched
changes will  cplect and avoid TPL payments st the same or higher level as HCA

we make?

‘Whest are 1. Validete how TPL can be cutsourced to the plans in complianos with federal
SOIme Steps mandates.

woe waill take 2. Define and dooument the different tesks, fundctions and issves relsted to TPL
to chamge this identification and data matching.

wanrk?® 3 Cregte new processes to ensure TPL issues and adtiities are sppropriztely

addressed, including monitoring of plan actiity on TPL
4. Determine how mansged cine rates must be determined when TPL & included.
5.  Develop langusme for BMOD contract updates, including expectations and
mezsurements for TPL acthity.
6. Develop a communication plan for stekeholders, plars and dients.

Whendowe  luly 3016

expect
changes to be

I
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Employee Resources

Hiring plan:
Internal
candidate

prefensnce

#s HCA works toward implementation of realignment activities, the Washington
Federation of State Employpees [WESE) and HCA have apreed the follesing hiring
process will tzke effect September 24, 2015, and comtinue until further notice:

# Forwork units andfor job classifications that will be reduced 2= 2 result of the
shift from fee-for-service to managed care, HCA will make internal non-
permanert appointments to tem poranily sddress workload conoems.
Emplosyees maowving from a permanent to 2 non-perm will have returmn rights as
outlined in Artide 458 2. f no imternzl candidztes are appointed, on 2 case-
bry-case basiz, HCA may hire externz] non-permianent appoirtments to
address workload. Edernal non-permanent appointments must be
coordinated and approved through the HR Director 25 an exception.

#  Forwork units andifor job dassifictions that waill be inceased, HCA will make
internal permanent sppointments. Intermal recruitments will be posted for 2t
least seven (7] days. If mo internal candidates are sppointed, HCA may hine
extermial non-permanent appoinbrents.

# For positions requining an advanoed degres or licensunes and specialized skills
[Le., physicians, nurses, [T}, the hirnng authority may seek 2n exoeption to this
process through the HR Dinscior.

The ror-permanernt appointments in this agreement are being made in sooordanos
with Articke 4.5 &1, of the WFSE Collective Bargaining Agresment.

Intemna' —A parmanent HOA emplioyes
External — Any pevson that is not o parmanant HCA amployes

The Bealignment Resources Team's focus is to ensure HEA suoocessfully retrains and
retzins st Details of the servioss the: team is offering ane included on the

Beslignment Besources Tesm page.

‘We encoursge employess who believe they may be affected by Reclipgnment to take:
advantapge of these services. If you would like to sign wp for serdces o would like to
talk with one of our representatiees, we are bere to belp you. Email
BealipnmentHE TeamiS hoa. wa.gow i you have any questions.

R

S foa—d
Health Cane Mghorly

P I ggusgemne 12



How charge
affects emch
of u=

STATE OF ALASKA s

Health Care Authority Feasibility Study

PRM CONSULTING GROUP 2017

The Employee Assistance Program [EAP) helps employees and their family memibers
resolve personal or work-related problems. E&P is free, and can offer infomation and
respurces bo help you process the changes you may be facing as a2 result of

Bezlignment. Go to wyw hr.wa, gow, and look for the Employee Assisanoe (EAF) tab
att thee top right of the soeen.

The Washingbon Federstion of State Employess [WFSE) is available to assist

represented employess as 3 result of HEA s rezlignment adtivities. Yow can contact
the Oympiz Field 0o 2t [360] 7E6-1308 or at www wioe or.

“The ondy thing that [t constant is chonge™ — Heroolitus

Today, we experience changes in nearky every zspect of our lives, almost
continually. As so simply stated in the guote sbove, change is the constant. We
receive new [avwes, fanoy sodal apps to keep up on family and =swen new ways to
track our ewercize and health, Even though we all might experience changes
differently. what cn we learn from each other? How can we draw upon our
collectise experiences to thrive during orgenizational change?

Reseanch in meuroscienoe tells us that our brains are govemned by the principle
of maximizing reward and minimizing threat. That means that we are
consantly sssessing whether something is going to be helpful for us, or
potertially hurtful. When we think it will be hortful, we often shut down or shut
out the new information and are less able to engzse positheehy.

& comprehensive study identified actions each of us can ke during the change
that typiclly have 2 positive outoome. These actions can help ws helpour

brains to process change in a positive, productive way:

FAsk questions about the future.

Hisk hows the change will impact day-to-day operations.
Providee input tio the solution.

Fird out wehat nesw skills and abilities you will need to perform
eifectively after the change is in place

Azzecs your oem Strengths and weaknesses

Seek training that will be avsilable to fll skill gaps.

Take sthantage of the change to develop nesy skills and grows
professionalhy.

Lo ol

o

Change imvolves personal decisions and the actions you take will have o direct
impact on the outcome you experienoe.

Souroe: Employes’s Sursival Guide to Thonge: Joffrey M. Higte. £ 2003 by Proso, inc.;
“SCARF by David Aok, Neurcl eodarsiip Journal
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Conclusion: The Journey Toward a Healthier
Washington is Ongoing

The dedsions and plans for implementation laid out in this dooument are not the end of change at HCA
&z Rezlignment implementation plans ane cxmpleted, there will be additionz] projects undertzken to
improve prooesmes, increase operationzl efficency, and continuee the adoption of value-based
purchasing strategies.

iz woe continue on the journey toward value-based purchasing and slignment of our resouross, we
enooursse all employess toc

Emgage in discussions on principles listed above.

Uze 3 mindset of “How @nwe be successful in the new world?™ insead of “This is the way
we've shagys done it.”

Provide oonstructive fesdbac

Take sdvantage of opportunities offenred to expand youwr skills, to retrain and to moe into new
job chuties.

Seek to understand and accept the nes path HCA is on, even if it means large changes inowr
Wi

Learm sbout hows to manage the effect of change in yourself and with co-workers,
Submit your ideas and feedbads; adwcte for your ideas in a nespectful snd professionzl
manner.

Peerfosrm your job bo the best of your ability.

The agency is committed to 2 continuous improvernent oafure. 'We will continue to use the labest
research and best practices to better serve the more than 2 million Washington residents for whom we
purchase heslth cre.

R —
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APPENDIX G—WASHINGTON STATE HEALTH CARE AUTHORITY
REALIGNMENT PROJECT: TASK 1—STATE MEDICAID PROGRAM
SURVEY
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Washington State Health Care Authority
Realignment Project
Task 1: State Medicaid Program Survey

Survey Results

August 29, 2014
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Project Purpose

The Realignment Research Project includes the following activities:

= Survey other Medicaid programs to collect information on their size,
structure and other program details as specified by the HCA and document
the survey results.

= Conduct a review of the existing data inventory to: identify gaps in
data/reports that would inform analysis of work processes and functions;
and identify trends, anomalies and issues. Document a list of current and
potential new data sources for informing the agency’s work.

= Facilitate meetings with each selected ELT member and their management
teams to discuss the potential impacts of a managed care organizational
structure

= Document results of the facilitated sessions

Massoeruily Washington State m
"GI:“ ; I
Tlﬂl:l:IaNl__N Healt Care al ,

Purpose of Task 1

Survey other Medicaid programs to collect information on their
size, structure and other program details as specified by the HCA,;
document survey results.
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|5tates Selected to Survey

Massgonuity’

- Health Care Adthority” I

|States Selected to Survey

CMS Innovation Models v ¥ ¥ ¥ ¥ ¥
Number of MC Enrollees (2011 data) 12M  45M 19M 16M 640 K iMm
- v - v v v

»50% Share: Public Sector Unions
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Survey Method

= HCA compiled a list of 10 survey questions

= Email request from HCA to State Medicaid Directors

= States could respond via email or phone interview — or both
= (Organization charts and staffing data were requested

= Survey responses were ‘streamed’ to the project team for
review as they were collected

= Even with multiple follow-ups, not all states responded to all
survey questions, or responded in the same way — so there is
some unavoidable inconsiste in some areas

Masaingenuity’ mshhgﬁ:n State m
e Health Care ori

Executive Summary

1. Five Medicaid Programs (AZ, CA, FL, MI, OR) responded to the survey.

2. All have high managed care (MC) enrollment —
between 74% (M) to 88% (AZ).

3. All have some degree of fee-for-service reimbursement.
4. All are part of larger state organizations.

5. Each program’s organizational structure is unique. Models range from an
integrated organization that includes MC and FFS to separate divisions for
MC and FFS.

Continued
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Executive Summary

6. Transition stage/approach differs among states — some programs devote
a small percentage of resources specifically to MC (M1 — 6%, while
others devote a much larger percentage (92% - FL).

7. Ingeneral, as an organization transforms from mostly FFS to mostly MC,
roles change from claims payment oversight (PA and UM) to monitoring
plan capabilities, improving plan accountability and increased attention
to value-based outcomes.

8. Standard operational metrics were provided by only two of the states;
others said they were in development or could not be provided.

9. Lessons shared include the value of having in-house actuaries (AZ);

expecting transition to take time (FL); and striving for patient-centerad
care delivered through local managed care organizations (OR).
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Medicaid State Plan Administration

Medicaid is part of a All Medicaid services are
Medicaid is a broader umbrella part of the umbrella
‘stand-alone’ agency agency agency
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|Service Administration

State
Selection
Criteria A7 CA FL OR
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|Service Administration

State
Selection
Criteria A7 CA FL OR WA
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Service Administration

State
Selection
Criteria A7 CA FL
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|Medicaid Expansion Status

State Expansion Under the
Affordable Care Act [ACA) CA

Program Expansion Begin Date 1114  1/1f1a N/A 4114  1f1f14 1f1/14
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|Managed Care vs. FFS Enrollment

Enrollment Comparison Hnnm
22% 15% 26% 15% 20%

Fee-for-Service (FF5) 12%

* Based on enrollees with full Medicaid benefits
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Managed Care vs. FFS Costs *

Cost Comparison -n-n-‘

Total PMPM or Annual Cost No No 5415 PM PM
including any FFS Carve-Outs  response PMPM response  PMPM PMPM .es

*  Note that state MC rates may differ due to differences in covered services
** FL provided detailed age-banded, gecgraphic rate tables, but not an aggregate PMPM rate
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|Program Resources

Resource Comparison n

Employees are Represented by Union Yes** Yes Yes*

AZ:  * Includes 400 eligibility staff for long-term care
** AF does not negotiate with unions for wages or other benefits
CA:  *Includes 55 part-time positions
FL:  * Collective bargaining with nurses only
WA: * Excluding PEB staff
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AZ Managed Care Services

= Behavioral Health = Physical Exams
= Dental Screening/Treatment =  Pregnancy Care
— Under the Age of 21 = Prescriptions
= Dialysis — Mot Covered for Dual Eligibles
= Office Visits = Specialist Care
= Emergency Care = Surgery Services
= Family Planning » Non-Emergency Medical Transportation
*  Hearing Exams/Aids (NEMT)
— Under the Age of 21 = Vision Exams/Glasses

— For Children Under the Age of 21

= Well Child (EPSDT)
- Medicaid Eligible Under the Age of 21

= Hospital Services

* Immunizaticns
= Lab and X-rays
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CA Managed Care Services

= Mental Health (low to moderate levels of functional impairment):

— Individual and Group Therapy
- Psychological Testing when Clinically Indicated to Evaluate a Condition
— QOutpatient Monitoring of Drug Therapy
—  Psychiatric Consultation
=  Pharmacy
— Certain Specialty Drugs Mot Covered
»  Physical Health

Masaingenuity’ m-shhgﬁ:n State m
- Health Care Atthori !

CA Managed Care/FFS ‘Split” Services

= Dental Services
— Are generally provided FFS with the exception of the availability of Dental
Managed Care in two Counties
» Long Term Care
— Carved-in in some Counties, but most are carved-out
= Personal Care Services (IHSS)
— Began a Pilot in eight Counties for LTSS Services:
Long Term Nursing Facility
In-home Support Services
Adult Day Healthcare Center Services
o 1915 c waiver Multi-purpose Senior Services

Substance Use Disorder (SUD)

o o 0
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CA Services Not Covered Under Managed Care

= Mental Health (serious mental iliness or serious emotional disturbances):
—  Adult Crisis/Residential Services
—  Crisis Stabilization and Crisis Intervention
—  Day Treatment/Rehabilitation
—  Medication Support
—  Psychiatric Health Facility Services
—  Psychiatric Hospital Inpatient Services
— Targeted Case Management
— Therapeutic Behavioral Services
— Therapy
= Specialized Services for Children with Specified Ilinesses

= Tra Services

Mosargenay -.l.rashhgﬁ:n State m
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FL Managed Care Services

=  Ambulance = Lab and X-rays

*  Ambulatory Surgery = Maternity/Family Planning

* Chemotherapy Services = Mental Health

»  Chiropractor = Qutpatient Hospital Services
= Clinic (FQHC, RHC) - MNon-emergency

= Dental = Qutpatient Therapy

*  Dialysis - Physical/Respiratory

*  Durable Medical Equipment = Pharmacy

*  Emergency Room = Podiatrist

*  Hearing = Primary Care Physician/ARNP/PA
*  Home Health * Specialty Physician

= Hospital Inpatient
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FL Services Not Covered Under Managed Care

= Eligibility Groups Under the 55A are excluded
— Breast Cancer and Cervical Cancer
*  Some are excluded or are voluntary (not mandated)

— ID, DD, Pediatric Extended (Medical) Daycare, Juvenile Justica Residential
Treatment Population {excluded populations are very small)

Mass gonuily’ Washi n mm
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MI Managed Care Services

=  Ambulance »  Hearing Aids

= Certified Nurse/Midwife - Underthe Age of 21

= Certified Pediatric & Family NP = Home Health

= Chiropractor = Hospice

= Diagnostic lab, x-ray, imaging * Immunizations

* Durable Medical Equipment * Inpatient and Outpatient Hospital Services

= Emergency Services * Intermittent or Short-term Services in a
Mursing Facility

» End Stage Renal Disease Services

= Family Planning - Upto45 Days
= Health Education = Mental Health Care
= Hearing and Speech = Qut-of-state Services
— Authorized by a Contractor
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MI Managed Care Services, continued

»  Qutreach Services for Pregnancy- = Therapy - Continued*
related and Well Child Care - Llanguage
= Parenting and Birthing Classes — Physical
= Pharmacy — Occupational
«  podiatrist " Transplant
= Practitioners = Transportation {NEMT)
=  Prosthetics and Orthotics = STD Treatment
= Restorative/Rehab Services (notin ~ ® Vision
a Nursing Facility) = Weight Reduction
* Tobacco Cessation Treatment - Medically Necessary
*  Therapy* = Well Child (EPSDT)
— Speech — Under the Age of 21

* Excluding services provided to people with development disabilities, which are billed through
Community Mental Health Services Program providers or Imtermediate School Districts.

hians Washington State
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OR Managed Care Services

Mearly all servicas in the state plan are in global budget capitation to CCOs, including:
= Dental
= Mental Health
= Physical Health
o These are integrated into one CCO contractor who manages and integrates
these benefits for the population.

Services being integrated now, that were carved out of managed care in the past,

include:

= Residential Mental Health

= Substance Use Disorder (SUD) Treatment

= Transporiation (NEMT)

= |everaged Case Management for targeted populations and some smaller programs
that wrap social supports around certain high needs individuals.

All eligibility categories are covered through managed care except the populations
mentioned above who have exemptions (Tribes, CAWEM, TPL, Meadicare) but they can
enroll in a CCO by choice if they want.
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WA Managed Care Services

» Physical Health

= Pharmacy

= Durable Medical Equipment
» Imaging/X-rays

= FPhysical Therapy

Massgenuily*
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All States Managed Care Services

Types of senices nm

Ambulance

Certified Nurse/Midwife/NP

Dental/Orthedontia
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All States Managed Care Services

rypes of i w2 ol wlon | w]

Hospice
_------I
Imaging (Lab and X-rays)
------I
Interpreters N
_------I
Maternity Support

Meurodevelopmental Care

QOutpatient Hospital Surgery, Services

Mass gonuily”
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All States Managed Care Services

Typesof secs o L Lo

Personal Care

Physical Health

Prosthetics and Orthotics

Restorative/Rehab (not in nursing
facility)
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|AII States Managed Care Services

Tyes of ervies ol o e

Sterilizations Under Age 21

Surgery Services

5TD Treatment

Transplant

Vision Exams/Glasses

‘Well Child (EPSDT) Under 21

Massgonuily
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|Managed Care by Enrollees/Eligibility Groups

Managed Care Program covers the same set of services for all of the
State enrollees/eligibility groups included in managed care?

CA Generzally Yes

M No

WA Yes
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|Managed Care Differences by Enrollees/Eligibility Groups

Differences in Covered Managed Care Services by Eligibility Group ‘

CA MN/&

M The Healthy Michigan Plan covers adult oral health, vision services, & habilitative

services that are not covered for Medicaid enrollees

WA N/A

Massingenuity’ ‘ulnhshhgﬁ:n State m
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|FFS by Enrollees/Eligibility Groups

Enrollees/Eligibility Groups

Pregnancy only, ER only, Medicaid
CA Dental & some specialty drugs eligible children & youth with special
health care needs

Home and Community Based Waiver Individuals with Intellectual
(not enrolled in managed care),  Disabilities, and beneficiaries enrolled
MI Healthy Kids Expansion, Emergency in Medicaid prior to health plan
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FFS by Enrollees/Eligibility Groups

Types of Services Enrollees/Eligibility Groups

Behavioral Rehab for youth,

All state plan services are available in Supported Employment &
OR both FFS & Managed Care, except Housing, Mental Health (7-11)
certain case management services  drugs, CAWEM, CAWEM Prenatal &
QMB populations
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Washington State

Mass oty

Washington State -8
e Healt Caremy’ 43

Washington State Current Structure

The Washington State Health Care Authority serves 1.6M Medicaid
enrollees.

80% of the Medicaid clients are enrolled in managed care.

HCA has ™~ 1140 positions (excluding PEB staff).

Approximately 50% of the employees are union members.
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|WA HCA Organization Chart
== ==

== E=]| [ EZ]
===

Massgonuily”

TRFEINEMN

Washington State Current Structure

Medicaid and Central Services are the largest divisions

HCA Current Organization
Percent of Workforce by Function

1% 1o
W HCA Director/Executive Secretary

B Chief Medical Officer

B Chief Communications Officer
B Policy, Planning & Performance
B Public Employees Benefits

W Central Services
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Washington State Current Structure

Medicaid Services is comprised of thres divisions:
Eligibility is the largest, followed by Program & Payment Integrity

HCA CURRENT Medicaid Services Division
Percent of Workforce by Function

W Program & Payment Integrity

B Health Care Services

B Eligibility Policy and Service Delivery

Health Care Adthority”
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Washington State Current Structure

Central Services encompasses five functions,
the largest of which are financial and enterprise technology services.

HCA Current Central Services Division
Percent of Workforce by Function

W Enterprise Information Systems
@ Human Resources

M Legal & Administrative Services

W Enterprise Technology Services (CI0)

[ Financial Services

Health Care Adthority”
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Washington State Current Structure

= 300 positions specifically support either managed care or the FFS business,

= (Only 13% of these positions are devoted to the managed care business, although
approximately 80% of the enrollment is in managed care.

Percent of Staff Support for Managed Care vs. FFS

13%

B HCS Managed Care
WHCSFFS
D EPSD FF5

B Palicy, Planning & Performance FFS

Aathority”
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Arizona Health Care Cost

Containment System
(AHCCCS)
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AHCCCS

= AHCCCS serves 1.6 M Medicaid enrollees; growth rate is 40K/month.

88% of the Medicaid clients are enrolled in managed care.

= Acute care and LTC services are delivered through managed care.

Approximately 950 staff, including ~ 400 eligibility staff for LTC.

= Does not negotiate with unions for wages or other benefits.

= Separate divisions for managed care and FFS.

Massingenity’ mrﬁ:m W
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|AHCCCS Organization Chart

Arizona Governor
Janice K. Brewer

DIRECTOR
Thomas J. Betlach

J

|
( DEPUTY DIRECTOR

Beth Kobder Lazwe

Denivwss & Fnasce
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AHCCCS Division of Health Management
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AHCCCS

Within the Division of Health Care Management, 80 staff support MC.

Functions That Support AHCCCS Managed Care
Percent of Managed Care Workforce
1

- b
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W Behavioral Health

W Actuarial Unit

W Medical Management

B Finance and Reinsurance

@ Operations
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AHCCCS

* Behavioral Health performs oversight on a sister agency that provides BH services

*  Actuarial calculates capitation rates for contractors and performs trending and utilization
analysis

*  Clinical Quality Management performs quality management and oversight functions for all
populations

*  Data Analysis & Research assists contractors with encounter submission, validates encounter
data, designs and performs statistical analysis of performance improvement projects, audits and
performance measures

*  Finance & Reinsurance oversees financial condition of all contractors via guarterly and annual
reviews

*  Medical Management oversees contractors’ medical management functions such as prior
authorization, utilization review, disease management; audits appeals adverse decisions;
coordinates and case manages transplants; monitors specialty contracts and reinsurance

*  ODperations oversess the operations of 12 acute care carve-gut contractors and 9 LTC contractors

Massoeruily’ v.rashhgﬁ:n State m
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|aHCCCs

Within the Division of Fee for Service Management, 67 staff support FFS:

AHCCCS Division of FFS Management
Percent of the FFS Workforce
% _ qn 3%

B Administrative Services

@ Data Analysis & Research

@ Training: Provider Business Process/Technology

[ Care Coordination
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AHCCCS

= FFS Claims makes up the bulk of the workforce and includes administration,
receipt and imaging, testing, customer service, adjudication and research,
policy, auditing, grievances, and claims medical review.

» FFS Care Coordination includes utilization management, prior
authorization, utilization review, care management and transportation.

= In addition to the 67 staff noted above, the DFSM includes an Administrator
and a Medical Director.

Mass nogonuity”
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Like the HCA, approximately 24% of the staff is devoted to Central Services.

AHCCCS Central Services

EHR

BT (AZ and HI PMMIS)

W Finance & Contracts

W Hearings & Appeals & Legal
{No AG Support)
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California
Department of Health Care Services
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& Health (’:arel\lﬂa:i_t-y7 SSS

TREINEN

California Department of Health Care Services

= California DHCS serves almost 11 M Medicaid enrollees.

= 78% of Medicaid clients are enrolled in managed care.

= DHCS has 30+ divisions; did not provide total staff count for the Department.
= Approximately 80% of Department employees are union members.

= 180 staff support the Medicaid Managed Care Division.

= See DHCS organization chart on the following slide.
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California Department of Health Care Services

The Medicaid Managed Care Division contracts with managed care organizations. The Division is

comprised of three branches: Plan Monitoring /Program Integrity; Policy and Financial Management;
and Plan Management.

Several other divisions support activities and policy in both FFS and managed care. Of interest:
* The Capitation Rates Development Division includes several units:
— Actuwgrial calculates capitation rates;
— Financigl Management calculates FF5 rates;
—  Financigl Analysiz assures correct application of rates with regard to contract agreements and
policy and acts as a limison between DHCS' Fiscal Forecasting Branch and CAM3;

Fingncial Review ensures timely reporting of financial and accounting data by managed care
organizations.

FF5 Rate Development develops rates for non-institutional and LTC services, performs
analysis for cost savings/avoidance, and serves as a point of contact in negotiations with
providers, patient advocates, other state agencies, etc.
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California Department of Health Care Services
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Florida
Agency for Health Care

Administration (AHCA)
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Florida AHCA

= Florida Medicaid serves approximately 3 M Medicaid enrollees.
= Florida did not participate in the ACA Medicaid expansion.
= 25% of clients are enrolled in managed care.

= FFS clients are generally beneficiaries with partial Madicaid benefits (e.g., dual
eligibles, medically needy clients who have a share of cost, etc.).

= Medicaid has 650 staff, plus additional Program Integrity staff located in the Office
of the Inspector General.

= Medicaid just transitioned 3 M enrollees to statewide acute managed care.
Reorganization is in process; they did not provide exact staffing figures post-
rearganization.

= Florida said their reorganization will closely follow consultant recommendations
made in a study from May 2013. The transition to the target functional model
will be implemented in phases.
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Florida’s Target Functional Model

= Strategic Governance: Strategic Planning, Alignment and Leadership; Project
Portfolio Management

= Plan Management: Plan Oversight; Plan Relations; Contract Management; Plan
Performance Management; Plan Risk Management; Customer Satisfaction

= Provider/Recipient Services
= Policy/Program Management

» Performance & Quality Management: Plan Quality Oversight; Medical Quality
Oversight (Medical Management); Clinical Quality Oversight

= Analytics: Actuarial Analytics; Budgeting and Reporting; Performance Analytics

= System Support: IT Initiatives; MMIS; Architecture Services; Infrastructure
Services; Security Services
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Florida’s Target Workforce Allocation

B Fee for Service Program

BEPlan Management

@ Provider/Recipient Services

B Policy/Program Management
OPerformance & Quality Management

B Managed Care Analytics

B 5ystems Support
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Florida’s Transition Phases

Phase 1

Consolidate and centralize specialized managed care functions and workforce
competencies

= Minimize bureaucracy

= Standardize operating procasses

= Establish a clear span of cantrol for each functional area

Phase 2

Process improvements and workforce transition to new organization

= Workforce demand study to identify number and type of positions needed
= Map positions to the approved model

= Create a capacity plan for staffing going forward

Phase 3

Transition to a shared services organization (years 3-3) to integrate application of
health care information and quality assurance outcomes
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Michigan
Department of Community Health
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Michigan State Current Structure

» Medicaid is part of the Michigan Department of Community Health.
®» The Medicaid program serves 1.5 M enrollees.
= 74% are enrolled in managed care.

» Medical Services Administration has 482 staff.

= Approximately 30% of the employees belong to a union.
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Michigan State Current Structure

Medicaid is comprised of the following six functional units:

= Bureau of Medicaid Health Policy & Health Systems Innovation
—  Program Policy, Actuarial, LTC, Integrated Care
= Bureau of Medicaid Operations

—  TPL, Provider Relations, LTC Reimbursement/Rates, Medicaid Payments,
Hospital & Clinic Reimbursement

= Bureau of Medicaid Care Management and Quality Assurance

—  Customer Service, Managed Care Plan, Pharmacy Management,
Program Review

= (Office of Health Care Reform
= Office of Medicaid Health Information Technology
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Michigan Department of Community Health
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Michigan State Current Structure

= Of 482 Medical Services Administration staff, 94% support
Administration, Central Support, FF5 and other functions not
specifically dedicated to managed care.

= 29 positions (6%) in the Managed Care Unit (under the Bureau of
Medicaid Care Management and Quality Assurance) are
responsible for health plan contract management, systems
support and quality improvement/ program development.
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Oregon Health Authority (OHA)

Mass: gonuity

g Washington State =
. Health Caremt? 73

OHA Current Structure

The Medical Assistance Program (MAP) within the Oregon Health
Authority (OHA) serves 1M Medicaid enrollees.

= 85% are enrolled in managed care.

= MAP is comprised of 440 staff.

Approximately 9.8% of the employees are union members.
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|OHA Organization Chart
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Oregon MAP Current Structure

Oregon Health Authority
Medical Assistance Programs
Percent of Workforce by Function

14% B Administrator's Office

I Division of Medical Assistance Programs

&% W Palicy & Program
2% W Quality Assurance/ Improvement & Clinical Services
2%
0 Client & Community Services
oo

B Operations & Provider Services

W Program Support
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Oregon MAP Current Structure

Client & Community Services is the largest section of MAP;
eligibility staff comprise 28% of the 340 staff in this section.

Client & Community Services
Percentage of Staff by Function

14%

o Administration
% Community Partner Program

% W Parkway Administration

M Client Services Unit
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Oregon MAP Current Structure

= All MAP sections support both managed care and FFS.

= Central Services supports two agencies — Oregon Health Authority (OHA)
and Department of Human Services (DHS), which administers some
Medicaid-funded services.

— There are IGAs in place with DHS documenting autheority of the single
state Medicaid agency to perform oversight of programs and
expenditures.

— There is also a joint operational and management oversight steering
committee of DHS and OHA leaders who meet regularly on these
issues.

= Some functions, such as IT, Research, and Forecasting are shared services
for both OHA and DHS.
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Operational Metrics

*  AHCCCS shared operational dashboards for MCOs:
— Membership
— HCBS Enrollment by County/Enrollment Target
— Membership Placement by Care Setting (Acute, HCBS, NF, None)
— Claims Dashboard
— Financial Viability Standards
— Encounter Processing
- Hearing Requests
— Grievances
* Oregon’s MCO metrics are in development. FFS metrics include
processing rule amendments, provider enrollment, and call center
productivity
+ CA, FL and MI had nothing to share at this time
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Use Internal Resources

Usze internal resources to take on issues and do the work. For example, for a
long time we depended on outside services for actuarial, but we built our
own actuarial unit. Today we have three dedicated actuaries and one
student actuary. It made an incredible difference in building in-house
capacity to look at and understand everything that is going on financially
and do much more robust analyses, compared to what we used to be able
to do. Do as much as you can internally and build that institutional
knowledge within.

[AHCCCS was] Managed Care to begin with, so we didn't have to ... do that
transition from fee-for-service over to Managed Care. From the very
beginning, we were building financial and guality oversight for health plans.
We started with contract deliverables required from vendors and have just
built on that.

— Tom Betlach, Director, Arizona Health Care Cost Containment System
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|Managed Care Principles

Develop a Global Strategy
* Promote competition and choice in the marketplace
* Establish the proper infrastructure for oversight

— Sufficient staff to oversee plans

— Complete, accurate and timely encounter data for rate setting and
quality measures

* Demand improved member outcomes and plan performance
— Track quality measures —impose sanctions for poor results
* Establish broad networks that ensure member access
— Perform regular monitoring
+ Be a competitive payer that attracts providers
— Professional/OP rates typically at Medicare levels
— Arizona Managed Care Principles, Managed Care Workshop, NAMD January 2013
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Transition Takes Time

Our staff levels are still a moving target —we have a disproportionate
number [of staff] in customer services [and] we are moving staff from FFS
to managed care functions. We are decreasing provider relations staff
and increasing staff in analysis and financial oversight. To some degree,
we can transition existing staff, but we are still early in the transition.

The communication effort needs to be really well thought-out. Three
years from the time the legislation passes is about right for the
timeframe for the transition.

— David Rogers, Deputy Assistant Director, Florida Agency for Health
Care Administration

v ‘Washington State
o Heaith Care Adthority” 84

TIREINEM

ULTING
= 167



Strive for Patient-Centered Care

Place administration of Medicaid and CHIP benefits in the hands of local
mamnaged care to better meet community needs. Make sure the local
conneactions and control are in place to ensure that Medicaid and CHIP work
the way they need to in each community.

We repeatedly saw evidence that having different benefits funded by
separate funding streams was not successful. For example, physical health
plans know that persistent mental illness, homelessness, and lack of social
supports are drivers of costs they experience, but they don't manage or pay
for those services and struggle to get those things addressed. Likewise, every
medical visit was a missed opportunity for oral health screenings, and
referrals to mental health, substance use disorder treatment, and dental
care.

For those reasons, our current system capitates Coordinated Care
Organizations (CCOs) for managing the benefit, service delivery, and costs for
physical health, dental, mental health, A&D/Chemical Dependency care, and
many other services.
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Strive for Patient-Centered Care

We are nearing the end of the integration as we add transportation, case
management, and residential mental health to CCO budgets. After initial
assessment of needs, a patient-centered plan can be developed for each
individual, and one payer is responsible for arranging, paying for, measuring and
reporting outcomes for all the individual's needs.

Efficiancies can be achieved in many ways but the most obvious is that certain
points of service can be used to deliver all these things.

We are beginning to see improved outcomes and cost containment ... to make
Medicaid and CHIP sustainable programs that contribute to the stability and
strength of the state as a whole.

- Don Ross, Manager, Policy & Planning, & CCO Contract Administration,
Division of Medical Assistance Programs, Oregon Health Authority
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We observed briefly in both the Phase | report and this Phase Il Analysis that we have concluded that there are only
limited possibilities for additional savings from consolidated purchasing alone, given the lack of competition in the

health care marketplace in Alaska.
That judgment reflects the following:

e Certain features of the health care marketplace that are essentially unique to Alaska;

e Our discussions in the stakeholder interview process with the major insurers, brokers and consultants in the
Alaska marketplace, and

e The fact that there is already meaningful scale in the major health care programs—AlaskaCare for active state
employees and their dependents, and all retirees from public employers in Alaska and their dependents—to
support negotiations with providers, either directly or through AlaskaCare’s business partners (i.e. Aetna and
Health Care Cost Management Corporation of Alaska). The additional scale through further consolidation alone
is not sufficient, in our judgment, to alter significantly the outcome through classical negotiation approaches.
Further, even if more favorable outcomes can be achieved, it is not possible to quantify the level of savings that
might be achieved with any degree of certainty.

What Makes Alaska Different

No state shares with Alaska all the features that, taken together, help drive the cost of health care in Alaska and limit
the effectiveness of health care payers in negotiating more favorable contracting arrangements. Those important

features include:

o The state’s relatively small population.

e The dispersion of that population over a vast land mass.

e The higher cost of living associated with the need to import products, and to some degree services, produced
outside the state.

e The small number of population centers, and principally Anchorage, which have the scale to support multiple
providers of health care, including hospitals, urgent care centers, physician practices, diagnostic facilities, etc.

e The fact that in Anchorage, providers, particularly physicians in certain specialty practice areas (e.g. orthopedics,
cardiology) have coalesced into a single large practice, essentially giving those practices greater leverage in

negotiating with health care payers, or choosing not to contract with such payers.
That combination of factors produces an imbalance in the negotiating framework that characterizes the health care

marketplace compared with other states, and has resulted in key differences in Alaska compared with other states.
Examples of those differences include:
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e There are no Health Maintenance Organizations operating in Alaska. Alaska is alone among other states in its
exclusive reliance on fee-for-services reimbursement arrangements to providers. In contrast, the Kaiser Family
Foundation and Health Research and Educational Trust reported in their 2016 survey that among the 1933 public
and private employers they surveyed, 15% of their health care plan participants were enrolled in HMO plans.

e There are no Medicare Advantage (MA) programs available to Alaskans. Under MA programs, a qualified vendor
negotiates contractual arrangements with the Centers for Medicare and Medicaid Services to provide all services
needed for the health care of participants, including the care that would normally be paid for under Medicare Parts
A and B, and the supplemental care that may be offered through the particular MA program. At present, more
than thirty per cent of Medicare beneficiaries are enrolled in MA programs, administered by major vendors
including Kaiser Permanente, Humana, UnitedHealthcare and others.

e In the State’s Medicaid program, reimbursement to health care providers remains on a fee-for-services basis.
This is in contrast to almost all other states. In the table below, we show the percentage of Medicaid care that is
provided in selected states through some form of managed care arrangement, rather than through fee-for-services

reimbursement to providers:*3

Percent of Medicaid Population
enrolled in Managed Care

North Dakota 58%
Alaska 0%

Montana 69%
Delaware 86%
Wyoming 0.1%
Florida 76%
Michigan 98%
California 68%
New Jersey 92%
Rhode Island 85%
Washington 100%
Oregon 92%
United States 77%

Only Connecticut (0.0% and Wyoming (0.1%) remain along with Alaska in reporting effectively no enroliment in
managed care programs for the Medicaid population they serve.

e Other than in Anchorage and Fairbanks and perhaps a handful of other population centers, there is either no or
very limited competition among health care providers. Indeed, in certain locations, the principal problem in
obtaining needed care is arranging transportation to that source of care. And in Anchorage and perhaps other

thitp:/www.kff.org/medicaid/state-indicator/total-medicaid-mc-
enroliment/?currentTimeframe=0&sortModel=%7B%22colld%22:%22Location%22,%22s0rt%22:%22asc%22%7D
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population centers, as we observed above, the coalescing of providers, particularly specialty practices, into large
physician groups has further limited competition.

How Much Additional Scale Will the Establishment of a Health Care Authority Create?

In certain respects, there is already meaningful scale in the programs managed now for Alaska’s state employees and
all public sector retirees, and their families, although the state may not be leveraging that scale. At present, the total

population represented by these entities is as follows:

Total Participants

Subscribers including Families
AlaskaCare Employees 6,245 16,259
AlaskaCare Retirees 41,628 68,268
Totals 47,873 84,527

The State of Alaska has successfully leveraged this entire population in negotiating administrative fees. We note,
however, that the State of Alaska represents that due to anti-diminishment restrictions found in the Alaska Constitution,
it has been reluctant to leverage the retiree population in negotiation with providers. As a result, there is limited
steerage such that there no differential in benefit coverage for in network and out of network, and there is no differential
in reimbursement rate for in network and out of network. In other words, the state has offered no incentive to providers
to negotiate with the state with respect to AlaskaCare retirees.

The additional scale associated with mandatory inclusion of all eligible entities is estimated to be as follows:

Subscribers Total Participants
including Families

All Eligible Entities 85,628 178,268

Thus, the population now served by the AlaskaCare plans is already a very large group and capable of securing very
favorable administrative fee arrangements. In our judgment the addition of another 50,000 to 90,000 covered lives will
not materially change the negotiating dynamics now in place with respect to negotiating administrative fee
arrangements. Further, since there are now just two dominant health care payers in the public employer marketplace
(Aetna and Premera) who already serve as aggregators representing the interests of the public employers they serve,
there is a question regarding the degree to which the State of Alaska can achieve further savings in negotiating with
providers, at least to the extent that it utilizes classical negotiations techniques. In our judgment, for the State of Alaska
to achieve additional savings, it would need to develop new and creative responses to the lack of competition. By
definition, given the lack of experience with such strategies, we are unable to quantify the level of savings that might
be achieved with any degree of certainty.
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Observations of Health Care Payers and Other Marketplace Participants in the Stakeholder

Interview Process

In the course of this work authorized under S.B. 74 we met with numerous stakeholders including those insurers/health
care payers active in Alaska (Aetna, Premera and MODA Health) and with brokers, consultants and administrators

active in the employer plan marketplace.

We should make the point that in the current health care environment, Aetna, Premera and MODA Health have
interests that are largely if not entirely congruent with those of the employers they serve, in negotiating the most
favorable contracting and reimbursement terms with providers. To the extent that they are successful in negotiating
more favorable terms, that has a direct effect on their ability to gain market share, and to minimize churn in their

business, both key factors in success and ultimately profitability.

They consistently expressed frustration with the difficulties presented in Alaska in those contract negotiations with
providers, and their inability to reach their targeted business goals to continue to move toward reimbursement and
contracting arrangements that have proven effective in other states and localities in improving both financial outcomes
and quality of care provided to the populations they serve.

Given the dominance of just two vendors in the public employer health care market in Alaska (Aetha and Premera)
and the other factors discussed above leads us to the conclusion that material changes in progress toward more
efficacious financial and care arrangements will require both time and resources, and makes predicting additional
savings speculative.
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We describe in the body of this analysis the prevalence of so-called “composite” rates for coverage under Alaska’s
public employer health plans, versus the more common practice (including among state and local government plans)
of providing health plan coverage where premium rates (and participant contributions) are differentiated for self only

coverage compared with the rates and contributions required of employees who elect to cover their dependents.

We describe in this appendix in more detail the potential effect on costs of requiring or incenting employees electing
family coverage now to forego covering dependents where other coverage is available, generally through a spouse’s

employer’s plan.

Under a composite rate structure, the plan sponsor states rates (or in self-insured plans, what are called “rate
equivalents”) on the same basis regardless of whether an employee electing to participate in the plan is a single
individual or has one or more individuals in the household qualifying under the terms of the plan as eligible dependents.
Under a composite rate structure, an individual electing to participate in the plan will always cover all household
members eligible for the plan, since there is no additional cost for doing so. Among the respondents to the survey
conducted in compiling the Phase | report and the Phase Il analysis, sixty percent of the employers employing thirty-
seven percent of total participants reported that they continue to use a composite rate structure.

Where this is coupled with relatively generous plan provisions (indicated by a plan’s actuarial value) and relatively low
participant contributions compared with other employers’ plans, a couple in households where both spouses or eligible
adult members of the household are employed and eligible for health benefits at their respective employer’s plan will
as a matter of course elect the plan providing more generous and less costly benefits.

Employers in structuring their rating and contribution arrangements have recognized this effect, and have taken steps
to take advantage of it to lower the aggregate funding costs of their plan. Stated simply, those steps have the effect
of shifting claims costs that would otherwise be borne by the employer’s plan to the plans of other employers, by
encouraging or requiring dependents of employees to enroll in other employer’s plans where health care coverage is

available.

Some of these steps are described in the most recent (2016) Kaiser Family Foundation and Health Research &
Educational Trust (KFF-HRET) Survey of Employer Health Benefits. In the narrative under Section 2, Health Benefit

Offer Rates, the survey reported the following:

“Virtually all firms offering family coverage offer coverage to spouses. Among firms offering health
benefits to spouses, 13% do not allow an employee’s spouse to enroll in the firm’s plan if that spouse
is offered coverage from another source, and an additional 5% allow the spouse to enroll subject to
conditions. Among firms offering health benefits to spouses, 12% require an employee’s spouse to

contribute more to the coverage if that spouse is offered coverage from another source. Very large
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firms (5,000 or more workers) are more likely than smaller firms to require higher spousal
contributions when the spouse is offered coverage elsewhere (26% vs. 12%).”

Even where these more direct approaches to shifting costs to other employers’ plans are not utilized, there is an
observable effect in terms of employers using higher contributions for dependents coverage to incent employees to
look to other employers for coverage where health benefits are made available to another member of the household.

We show below from the same KFF-HRET survey the most recent data reporting the difference in the required

contributions among survey respondents for single and family coverage.

Employer Health Benchies 2016 Annual Survey

Average Percentage of Premium Paid by Covered Warkers for Single and Family Coverage, 1999-2016
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As can be observed from Exhibit 6.1 from the survey, among the KFF-HRET respondents there has been a consistent
gap over an extended period of time in the percentage of premiums workers who elect family coverage are required
to pay, compared with the percentage of premiums required of participants who elect self only coverage. Note that
the higher percentage is applied to the larger family premium rate. Based on the KFF-HRET average Single coverage
and Family coverage premiums, the spread between the single coverage employee premium rate and the family

coverage employee premium rate results in an even larger “spousal” of “dependent” percent of premium (36.6% in this

example).
Annual Premium (2016 | Percent Paid by | Annual Amount Paid
KFF-HRET Survey) Worker by Worker
Single $6,435 18.0% $1,158.30
Family $18,142 30.0% $5,442.60
Additional cost for Family coverage o
(i.e. Family less Single) $11,707 36.6% $4,284.30

For households where both spouses have access to employer sponsored health benefits this gap reflects plan
sponsors’ decisions to influence the choice that their employees will make, in determining which employer’s plan to
elect. Where one employer maintains plans of equal or greater value, and requires participants to pay less for electing
those plans than is required by other employers, the percentage of employees covering families will increase. To
illustrate this effect, we show below data from a recent interest arbitration presentation involving a governmental
bargaining unit that has access to the plans provided through the Federal Employees Health Benefits Program
(FEHBP), and whose members pay a lower percentage of the premiums than required of other federal employees,
and a much lower percentage of premiums compared with the percentages reported in various surveys for family

coverage.
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% of Employee Contribution for Health Insurance

= Union Plans
COFEHB Plans

mPrivate Sector (BLS)

mKaiser-HRET

Single Family
Coverage Coverage

Source: Kaiser Family Foundation 2015 Survey;
BLS National Compensation Survey March 2015

As this first graph shows, the union plans in this example require on average contributions of 25.6% of premiums for
single coverage, and 24.7% of premiums for family coverage (the difference is attributable to a different mix of plans
selected by self only and family participants, from among the array of plans available through FEHBP).

The corresponding percentage of premiums paid by other FEHBP participants is higher, at 28.8% of premiums and

29.0% of premiums for single and family coverage respectively.

For single coverage, based on both Bureau of Labor Statistics data and data from the 2015 KFF-HRET survey
reflecting private sector practice, the contributions required for single coverage in the private sector are lower than
those required of either the union plans or the plans available to other FEHBP participants. But there is a marked
difference when it comes to contribution percentages required of those electing family coverage.

For family coverage, the percentages of premium contributions required on average are shown in the following table:

Percentage of Premiums Required for Family Coverage

Plans % of Premiums

Union Plans 24.7%
FEHBP Non-Union 29.0%
Private Sector (BLS) 32.0%
KFF-HRET 29.0%
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These higher contribution requirements have the expected effect, with the union plans requiring the lower contribution
percentages having higher percentages of members electing family coverage, compared with both FEHBP participants
generally, who have access to precisely the same plans but must pay a higher percentage of the premiums; and with
the private sector data reflected in the Mercer 2015 survey of employer sponsored health plans. (We should note that
the KFF-HRET survey no longer reports the percentage of plan participants electing family coverage, nor is that data
reported by the Bureau of Labor Statistics. The percentage of those electing family coverage shown in the Mercer
survey is consistent, however, with data reported in earlier versions of the KFF-HRET survey).

% of Family Enrollment

=Union Plans
COFEHB Plans

mPrivate Sector (Mercer
Survey)

% of Family Enroliment

Source: Mercer National Survey of Employer-Sponsored
Health Plans 2015

As the graph shows, there is a significant decrement in the percentage of participants electing family enroliment as
contribution percentages increase. For the union plans, the percentage of participants electing family coverage is
64.1%. We should note that this percentage has declined over time as arbitration awards and concessions in labor
negotiations have steadily narrowed the gap between employee contributions required of these union participants
compared with other federal employees participating in FEHBP.

The corresponding percentage of family enrollment for the FEHBP plans generally is 62.0%; and the percentage

reported in the Mercer survey reflecting private sector results is much lower, at 54.0%.

The cost advantage created by lower family participation flows from the high percentage of working Americans in

married couple households who are in households where both spouses work. The Bureau of Labor Statistics reported
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in its News Release of April 2017 on the Employment Characteristics of Families Summary that in 2016, “Among

married-couple families, both the husband and wife were employed in 48.0% of families.”**

Let’'s examine now the effect on plan costs that flows from taking steps that will over time drive down the percentage
of an employer’s participants who elect family coverage. The table below illustrates the powerful effect this can have
on plan costs, as an employer takes steps to reverse or mitigate the cost shifting taking place when other employers’
plans provide less generous and/or more costly health benefits, or take more direct steps to require employees with

coverage available through a spouse’s plan to elect that coverage.

To illustrate the effect, we have used in the table below the same data in Figure 10 of this Phase Il Analysis, where
we used a hypothetical employer with 1,000 participants to illustrate the favorable effect on excise taxes under a

multiemployer plan model for delivering benefits.

In our experience, family participation in health plans generally tops out at some 70% to 75% of total participants,
reflecting the fact that some irreducible number of participants are single or live in a household with no eligible
dependents as defined by the terms of the employer’s health plan. In this example below, we show the results of each
percentage decrement in family coverage percentage from 70% through 60% for this employer, using for simplicity’s
sake the single and family premiums represented by the single and family thresholds for the excise tax projected to
the tax effective date under current law (2020). We should make the point that the premiums used for the illustration

do not matter, since the percentage decrements will be the same for lower or higher premiums.

Employer Sponsored Health Plans
lllustration of the Effect of a Declining Percentage of Participants Electing Family Coverage

Summary of Assumptions: |Hypothetical employer with 1,000 participants in the employer's health plan

Assumption of participant elections currently: Self Only Family Total
300 700 1000

Annual premiums per capita (projected to 2020) $10,929 $29,466 N/A

Total premiums $3,278,818 $20,626,548 $23,905,366

Savings for each 1% decrement in family participation percentage, from current 70% family participation

Self Only Family Percentage

Self Only Family Total Premiums Premiums | Total Premiums|  Savings

310 690 1000 $ 3,383,111|$ 20,331,883|$ 23,719,995 0.78%

320 680 1000 $ 3,497,405|$ 20,037,218 | $ 23,534,624 1.55%

330 670 1000 $ 3,606,699 |$ 19,742,553|$ 23,349,253 2.33%

340 660 1000 $ 3715993 | % 19,447,888| $ 23,163,882 3.10%

350 650 1000 $ 3825287 (% 19,153,223|$ 22,978,511 3.88%

360 640 1000 $ 3,934,581 (% 18,858,558 % 22,793,139 4.65%

370 630 1000 $ 4,043,875 $ 18,563,893|$ 22,607,768 5.43%

380 620 1000 $ 4,153,169 | $ 18,269,228 $ 22,422,397 6.20%

390 610 1000 $ 4,262,463|$ 17,974,563 | $ 22,237,026 6.98%

400 600 1000 $ 4371,757|$ 17,679,899]$ 22,051,655 7.75%

14 https://www.bls.gov/news.release/famee.nr0.htm
CONSULTING
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As the table illustrates, each 1% decrement in the percentage of employee’s electing family coverage produces savings
of just under 0.8%, assuming that the total number of employee participants remains the same at 1,000 participants.
That assumption is somewhat conservative, in that the greater contributions required for family coverage or other
incentives to choose the spouse’s employers plan will also result in some employees now choosing family coverage
to forego coverage altogether. As a rough rule of thumb, each 1% decline in family percentage participation coupled
with current family participants exiting the employer’s plan altogether will generally produce a savings of about 1% of

total premiums for each 1% decrement in family participation at the starting participation level in this example.

Moving away from the composite rate structure and further incenting or requiring participants to elect coverage
available from another employer could have a powerful effect on reducing the costs associated with Alaska’s public
employer health care plans. In addition, the negative effect on participants could be mitigated by increasing
compensation to offset the additional participant contributions required. The cost of those compensation increases
would be far less than the savings that would be achieved by reversing the cost shifting now in place, in which Alaska’s
public employer plans will typically be the plan of choice for participants whose spouse has access to coverage through
another employer.

FEHB Data on Alaska Enrollment

Comparing 2012 FEHB enrollment data for federal employees in Alaska to the total number of federal employees in
Alaska, we observe that only 71% of federal employees are enrolled in FEHB plans. Throughout FEHB, the average
rate of non-participation is about 10%. This additional data point illustrates the leverage that contribution policy can
have on which employer plan is selected by a family where both workers have access to an employer sponsored
healthcare plan.

The Potential Effect on Plan Costs Among Alaska’s Public Employers in Changing the Pattern of
Dependent Participation

We describe above and in the body of this Phase Il analysis the various ways employers are taking steps to reduce or
remove the incentive to enroll in their plan where a family member is eligible for coverage through another employer.
Reversing the cost shifting in place now, where both FEHBP and typical private sector plans provide greater incentive
for households to almost always choose Alaska’s public employer plans where a choice is available would have a

powerful effect in reducing the expenditure for health care coverage for Alaska’s public employers.

For example—if Alaska’s public sector employers moved over time to align the required contributions for dependents
coverage with contribution requirements on average for the FEHBP plans and private sector plans as reported in the
KFF-HRET survey, we would estimate that for the great majority of those employers family participation would decline
to levels more consistent with those observed in the FEHBP plans and in the private sector, or by approximately one-
seventh (from an estimated seventy percent to no more than sixty percent). That would produce a reduction in family
participation that could reasonably be expected to reduce costs by at least some eight percent to ten percent of total

plan costs, compared with the status quo.
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While we have identified through the course of Phases | and Il of this study various savings opportunities that might
be implemented at the outset and over time, and with some modifications based on factors that will require further
analysis, we should make the central point that under the aegis of a health care authority properly structured and with
appropriate authority and governance procedures, it will be possible to manage toward any particular budget and fiscal

requirements, coupled with appropriate quality measurements.

Such management is in place now under the Oregon Health Authority including their demonstration waiver
arrangements in the state’s Medicaid program, where they have successfully managed to a per capita growth rate of
3.4% per year over the period the waiver arrangements have been in place, coupled with compliance with sixteen

quality of care measurements subject to annual review.

For example, the Authority could limit the maximum actuarial value of the plans available, as a tool to reduce costs.
Using the data in Table 3, page 21, depicting the distribution of actuarial values among survey respondents, if the
plans with actuarial values above 87% were reduced to 87%, and the employee contribution cost-sharing in place
currently was maintained as a percentage of cost, then the aggregate reduction in cost would be about 2.75
percent. The details of the calculation are shown in the following table.

Plans with a value between 92% and 96% (average 94%) would see a 7/94 reduction in cost. Enrollment in these
plans represents 25.9% of all lives, so the savings from these plans is 1.93% (25.9% times 7.4%).

Actuarial Percent Cost Percent | Aggregate

Value of Population Reduction of Band Reduction
Above 96% 1.90% 10.3% 100% 0.20%
92%-96% 25.90% 7.4% 100% 1.93%
88%-92% 17.20% 3.3% 100% 0.57%
84%-88% 27.20% 1.1% 20% 0.06%
Total 2.76%

Alternatively or in addition, participant contribution arrangements could be structured over time to capture necessary
savings to achieve fiscal requirements as necessary. As discussed in the previous appendix addressing cost shifting
among employers through incenting those in dual income households to select other employers’ plans, reversing the
cost shifting now in place that benefits other employers in Alaska at the expense of Alaska’s public sector employers

could produce substantial savings compared with the status quo.
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GLOSSARY

Actuarial Value
The proportion of covered charges that are expected to be paid by the plan for the covered population.

ACHIA

The Alaska Comprehensive Health Insurance Association (ACHIA) is a nonprofit incorporated legal entity
established under the provisions of Alaska Statute Title 21, Chapter 55, and is exempt from the payment of fees and
taxes levied by the state or any of its political subdivisions except taxes levied on real or personal property. The Plan
is governed by a Board of Directors composed of seven individuals. Five board members represent participating
member health insurance companies of the association approved by the Director of the Division of Insurance and
two are consumers selected by the Director of the Division of Insurance. The Director or the Director's designee
serves as a nonvoting ex-officio member of the Board.

AEA
Anchorage Education Association

AFSCME
American Federation of State, County & Municipal Employees

Balance Billing

This occurs when an out-of-network provider bills a member for the difference between the provider’s charges and the
amount allowed by the plan. For example, if the provider's charge is $1,000 and the plan allows $800, the provider
may bill the member for the remaining $200. Preferred providers may not balance bill for covered services.

BCBS
Blue Cross Blue Shield

Captive
A form of self-insurance in which the insurer is owned by the insured.

Ccco
A Coordinated Care Organization.

CDHP
A consumer directed health plan.

Coinsurance
The percentage of cost, for covered health care services, members must pay after the deductible is met. May also be
expressed as the percentage of cost that the plan pays.

Composite Rate
A uniform rate for all members of the group regardless of their status as self only or self plus family members.

Copay
A fixed dollar amount that is paid when health care services are received. The amount varies depending on the type
of service.

Coverage tiers
One or more tiers used for health plan rating based on the size and composition of the household that is enrolled in or
participating in the health care plan
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Deductible
The amount that must be paid for covered health care services before the insurance plan begins to pay.

Durable Medical Equipment (DME)
Equipment and supplies ordered by a health care provider for everyday or extended use. DME includes wheelchairs,
hospital beds, crutches, oxygen equipment, blood testing strips for diabetics, etc.

Employer Group Waiver Plan (EGWP)

Employer Group Waiver Plans are offered by Medicare Part D approved providers to employer or union sponsored
group members where the employer or union does not contract directly with the Centers for Medicare and Medicaid
Services (CMS).

Fee-for-Service
A payment model by which doctors and health care providers are paid for each service they perform.

Fully-Insured Plan
An employer sponsored health plan in which the company pays a total fixed monthly premium to the insurance vendor.

Health Maintenance Organization (HMO)

A type of health insurance plan that limits coverage to care from designated health care providers and doctors who
work for or contract with the HMO. Generally, care received from out-of-network doctors (except in an emergency)
will not be covered.

Health Reimbursement Account (HRA)

An employer funded account in a health plan from which employees are reimbursed tax-free for qualified medical
expenses. Reimbursements are capped to an annual fixed dollar amount and unused amounts can be rolled over to
subsequent years.

High Deductible Health Plan (HDHP)

A plan that typically has a higher deductible and lower monthly premium than a traditional medical insurance plan. An
HDHP can be combined with a health savings account or a health reimbursement account allowing the member to pay
for certain expenses with untaxed dollars.

Health Savings Account (HSA)

An employee owned savings account that allows the member to set aside money, on a pre-tax basis, to pay for certain
medical expenses. HSA funds roll over from year to year, stay with the employee if he/she changes jobs and earn
interest.

Managed Care
A system of health care in which patients agree to visit only certain doctors and hospitals, and in which the cost of
treatment is monitored.

MCO
A Managed Care Organization

Medicare Advantage Program
A type of Medicare health plan offered by a private company that contracts with Medicare to provide all Medicare Part
A and Part B benefits.

Member
Refers to employees and their dependents who participate in a health plan.

Minimum Premium Plan

An employer sponsored health plan which strikes a balance between fully-insured and self-insured plans, in that the
protection of the insurance plan is maintained while allowing for the cash flow advantages of self-insured plans.
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Network / Preferred Provider
A provider who contracts with the health insurance vendor at agreed upon rates. Members pay less when they receive
care from these providers

Non-network / Non-preferred Provider
A provider who does not have a contract with the health insurance vendor. Members pay more when they receive
care from these providers.

Out-of-Pocket Maximum

The most a member would pay for health care service in a year. It typically includes deductibles, copays and
coinsurance. Depending on the plan provisions certain charges may not be subject to the limit (e.g. charges for
treatment that is determined not to be medically necessary, or that exceeds the allowable limits in a plan).

PCMH
Patient Centered Medical Home

Pharmacy Benefit Manager (PBM)
Third party administrator of prescription drug programs.

Point of Service Plans (POS)
A type of health insurance plan which allows the member a choice of paying lower cost if care is received from providers
who contract with the plan’s health insurance vendor. Referrals are sometimes needed to see a specialist.

Preferred Provider

A provider who has a contract with the health insurance vendor to provide services at a discount. The health plan may
have participating providers who also contract with the health insurance vendor but the discounts may not be as great
and members may have to pay more.

Preferred Provider Organization (PPO)
A type of health insurance plan which allows members a choice of paying lower cost if care is received from providers
who contract with the plan’s health insurance vendor. Referrals are not typically needed to see a specialist.

Premium
The amount employers pay for health insurance every month.

Referral
A written order from a primary care physician that allows members to see a specialist or get certain medical services.

Self-Insured Plan
An employer sponsored health plan, usually utilized by larger companies, where the employer collects premium from
employees (via payroll deduction) and takes the responsibility of funding the claims incurred by members.

Specialist
A physician who focuses on a specific area of medicine.

Stop-Loss

Insurance purchased by a self-insured employer or group to reduce risk and protect against excessive or large
claims. Stop-Loss insurance can protect against large claims incurred by one individual and it can provide a cap on
the dollar amount an employer would pay the insurance company during the contract year.
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