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Summary of State and Public School Life and Health Insurance Board action on Public School Employee
Health Insurance 2014 Rates

The ARBenefits Plan is a self-funded health insurance plan covering approximately 150,000 Arkansas State
and Public School employees in Arkansas. Oversight of the Plan is maintained by the Arkansas State and
Public School Life and Health Insurance Board, and the Plan is administered by the Arkansas Department of
Finance & Administration Employee Benefits Division (EBD).

On Tuesday, August 20, 2013, the Board met to set rates for the 2014 plan year. The outcome of that
meeting for the Public School Employee (PSE) group was a substantial rate increase for the coming plan year.
There were several factors that led to this approved increase, which are listed below.

1. Funding

The PSE group receives $50 million per year to support school employee health insurance directly
from the State of Arkansas. These dollars come from the Arkansas Department of Education directly
to EBD, and are spread out across the entire PSE population during the rating process. EBD has
received most of these dollars since 2005 (Act 1842 of 2005 provided $35 million, and Act 1421 of
2009 provided and additional $15 million). However, over the course of this time, the PSE group has
continued to grow in population, currently maintaining approximately 50,000 subscribers and 30,000
dependents. As the population has continued to grow, the same $50 million has been spread across
a larger population, not providing the same impact to rates as in years past.

The PSE plan received a one-time contribution of $8 million through legislation during the last
session. This was to offset some of the losses the plan had in 2012, mainly thanks to catastrophic
claims {more information on this topic is in section 3 below). Because the plan was already at a
tipping point early in this plan year, that $8 million was necessary to maintain the current rates
through the end of this year, which it will do, There will not be a mid-year rate increase in 2013
because of this funding. However, the amount of funding necessary to maintain the PSE rates at the
2013 for the 2014 plan year was approximately $60 million, which the board did not have available in
new funding or reserve funding when setting the rates.

Also, the PSE group tends to migrate from option to option within the plan at a high level (i.e. moving
from Gold to Bronze coverage during open enrollment). This is generally based on rate increases to
the more expensive options, which forces an employee to choose a less expensive option to
maintain affordability. This increased migration can take the healthiest people from the more
expensive, more comprehensive plans, increasing the illness burden of those plans and therefore,
increasing the rate. Over the past two years, we have seen a large migration from the most
expensive Gold Plan into the least expensive Bronze Plan, which has helped to increase the price of
the Gold Plan significantly.

2. Contribution

The school district, which is the employer, is mandated by law to contribute a minimum of $131 per
month per employee on the plan toward health insurance. This amount will increase starting January
1, 2014, up to $150 per month. These dollars are sent to EBD by the school districts based on the



number of employees on the plan within that district. This is the first time a change in the mandated
contribution amount has been made in several years.

When the two categories of funding (state contribution and employer contribution) are combined,
they create the total contribution toward health insurance coverage for a PSE member. The Board
sets the base monthly premium for coverage based on the actuarial recommendations presented to
them. These recommendations show medical trend, plan utilization and claims data, pharmacy
spend, wellness coverage and plan administration. When all of those expenses are calculated, the
base monthly premium is set. This is the actual amount it will cost to insure a member from a month-
to-month basis. The total contribution is then subtracted from the base premium, which creates the
rate the employee must pay per month. The chart below illustrates this for 2014:

Total
Base Monthly | State and Plan | School District Monthly
Premium Contribution Contribution Employee

Cost

$566.72 $150.00

If a school district chooses to contribute more than the minimum amount in employer contribution,
the out-of-pocket rate for the member will decrease. Approximately half of the school districts in
Arkansas contribute more than the required minimum currently, with some paying most or all of the
cost of health Insurance for the employee.

Many times, the PSE plan is compared directly against the ASE plan in relation to rates and plan
design. While the plan design for both plans is the same due to language in code promoting parity
between the plans (ACA 21-5-401 B), the groups are maintained separately, because of how the
groups are funded. The ASE group receives $410 per budgeted position per month in contribution
from the employer, the State of Arkansas. The PSE group receives the aforementioned $131 per
employee on the plan (However, many school employees receive more than $131 because the
school district chooses to contribute at a higher level than the minimum required). This creates a
large gap in contribution between the two groups. The chart below is an example for illustrative
purposes, and shows the difference in contribution for 50 employees on the plan at a school district
versus 50 employees on the plan with a state agency.

Public School District State Agency

Budgeted Positions Not mandated by law 100
Number of employees 90 90
Number of insured 50 50
Employer Contribution $150 only for insured $410 per budgeted pasition
Monthly employer contribution 50 X $150 = $7,500 100 X $410 = $41,000
Direct State Contribution $50 million shared by all S0

PSE enrollees
2013 additional direct state $8 million shared by all S0
contribution PSE enrollees




3. Catastrophic Claims

in 2012, the PSE group saw its first set of major catastrophic claims since 2006. There were four
separate claims in the 2012 plan year, just within the PSE group, that equated to approximately $10
million in claims dollars. These catastrophic claims wiped out the entire Catastrophic Reserve Fund
for the PSE group, which was already operating with limited reserve funding available. Also, the
board had set aside $3.6 million in additional reserve money to contribute to 2014 rates during its
rating process for the 2013 plan year. However, because of these claims, the money set aside had to
be spent to cover claims, which eliminated that additional money for 2014.

During the early months of 2013, these claims were recognized by the plan. The plan reviewed these
claims to determine what had already been paid. The amount paid was essentially what was in the
catastrophic reserve fund. Additionally, the regular claims to be paid were coming in at a much
higher level, which meant that the plan had to use IBNR dollars {IBNR is incurred but not reported
claims, which is claims the plan is aware of, but have not yet been paid. IBNR is a liability on our
financials, with approximately $30 million set aside for these claims as of July 31, 2014).

Summary

To summarize, funding has remained flat for several years, and the amount of funding received as
contribution through the schoal district is not sufficient to cover the actual cost to insure a school employee.
As the cost of insurance has risen due to rising medical costs, higher utilization, more expensive prescription
drugs and large major claims, the cost to insure has increased significantly. However, the contribution to the
employee has not changed much, and the gap has slowly widened to the point where the employee is
responsible for making up the difference at a higher level than ever before.

Because of these combined issues (higher utilization, catastrophic claims, flat funding), the board had no
choice but to increase the rates to protect the plan. Included in this rate increase was a fiat $5 charge per
adult on the plan to attempt to rebuild the empty reserve funds. Without this increase, there was a
substantial risk that a mid-year rate adjustment would be necessary in 2014, which could create a much
higher rate increase for the remainder of that plan year to protect the plan.
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