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Scope of Analysis

This analysis aims to address the data summaries and analysis specifically requested by the relevant
RCW, and to analyze the impact of introducing the KPWA and UMP CDHP and ACP benefit plans into
the PEBB portfolio starting in 2012 for CDHP and 2016 for ACP. In areas where the RCW was not
sufficiently clear to prescribe a certain approach or data summary, care has been taken to develop a
methodology and provide results that are actuarially sound and consistent with our understanding of the
RCW. Although there are other policy implications associated with these summaries, discussion of these
implications is outside of the scope of this report.

Analysis

We have organized the following sections of our analysis to correspond with the three RCW
requirements: Utilization and Cost Trends, Demographics, and Impact of CDHP on Other Plans.

Utilization and Cost Trends:

The analysis of utilization and cost trends is found in Exhibit 1. Allowed and paid claims per member per
month (PMPM), member months, and utilization per 1,000 are displayed for each year, and are based on
the entirety of the PEBB, non-Medicare risk pool enrollment. The utilization trends are calculated directly
from the utilization data and unadjusted for any changes in the population from year to year. From this
data, allowed PMPM trends are calculated. The portion of the overall allowed PMPM trend not explained
by the utilization trend is presented in the unit cost and mix trend. This includes the impact of changes in
unit cost due to contract negotiation with providers as well as trend due to changes in the underlying mix
of high and low cost services provided from year to year across the various categories of service in the
analysis.

Demographics:

Exhibit 2 includes the demographic summaries in total and by demographic groups. These groups include
gender, age band, and member type (employee vs dependent). All counts are displayed as average
members, which is total member months divided by 12.

Additionally, we have included an aggregate demographic rating factor for each plan and year based on
the Milliman Health Cost Guidelines. This factor represents the relative claims cost expected from a large
employer group based on their age and gender distribution, all other factors being equal. We provided
this factor to allow for a quick comparison between plans and years of the age and gender demographics.
This factor has not been normalized to a 1.0 for the PEBB population, so factors should not be compared
to a 1.0 demographic factor, but rather to the factor of other plans or subtotals.

Synthesis of Results for Utilization and Cost Trends and Demographics:

Several important conclusions can be drawn from the data presented in Exhibits 1 and 2, and are listed
below for your consideration.

· The presence of the CDHPs and ACP plans is driving a lower claims trend – Although the trend
for the CDHPs has been relatively volatile over the past several years and there is currently not
enough data to calculate a trend for the ACP plans, the migration of members into these low-cost
plan options has driven lower trends across the entire PEBB non-Medicare pool. This is seen on
Exhibit 1, where the trend shown for all plans is low. In fact, in 2014 to 2015 and again in 2015 to
2016, the all plans calculated average trend is lower than either the total average CDHP trend or
the total average Classic and Value trend. This is likely due to program savings as members
move into these lower average cost plan alternatives.
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· Pharmacy claims have experienced volatile trends recently – Nearly all plans had a double digit
pharmacy claim trend from 2014 to 2015, which is much higher than the average medical claim
trend from the same time period. Pharmacy trends were lower from 2015 to 2016, and more in
line with long term average trend rates.

· The CDHP and ACP members are generally younger than Classic and Value members – The
demographic summaries by age band in Exhibit 2 show that CDHP and ACP members are
significantly younger on average than Classic and Value members. There do not appear to be
significant differences in the gender or member type makeup of the CDHP or ACP members
compared to the Classic and Value members.

· Membership in CDHPs continues to grow – The member month totals by plan in Exhibit 1 show
that the CDHP membership continues to grow through 2016, while the Classic and Value
enrollment remains relatively constant, even with the addition of the ACP plans.

· The demographic profile of the CDHP, ACP, and Classic and Value members is relatively stable
– The demographic distributions in Exhibit 2 vary significantly from plan to plan, but they do not
vary significantly from year to year within each plan.

Impact of CDHP and ACP on Other Plans:

The impact that enrollment on the CDHPs and ACP plans has had for those members that have elected
to remain enrolled within the other plan options, as measured by the differences between the actual and
modeled bid rates, is displayed in Table 1 below as well as in column (L) of the attached Exhibit 3b. A
negative impact implies that members in the plan are underpaying compared to what we have modeled
within the analysis for this report. A positive impact implies that members are overpaying compared to
what we have modeled in the analysis for this report. This impact could be based on material differences
in plan richness, administrative costs, unit costs, or morbidity of the plan specific populations that are not
accounted for within the procurement risk score model, or the other factors (such as actual to expected
pricing variation) used in the calculation of modeled bid rates with the hindsight of plan experience.

The way we model impacts to the bid rates for this analysis does not target a net zero impact, where each
dollar of overpayment in one plan corresponds to a dollar of underpayment in another plan. This can be
seen in the non-zero total in the All Plans row of Table 1. Instead, we are measuring how the actual

Table 1
Impact of CDHP on Other Plans

Plan 2014 2015 2016
UMP CDHP $30.40 $17.75 $31.39
UMP Plus (0.33)
UMP Classic (0.93) 0.78 2.88

KPWA CDHP 79.29 34.51 (1.83)
KPWA Sound Choice 92.75
KPWA Value (2.63) 5.43 (4.07)
KPWA Classic 2.10 3.33 (5.24)

CDHP Totals 40.21 21.71 24.93
Accountable Care Totals 12.45
Classic and Value Totals (0.77) 1.91 0.57

All Plans $1.02 $3.86 $2.23
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payments determined in the historical process of procurement compare to a theoretical bid rate each plan
would require under the benefit of hindsight though using the claims and risk score information available
to us now.

In comparing the impact of each plan, it can be instructive to compare the plan specific impact to the All
Plan impact for each year to assess whether a plan over- or under-paid compared to the average over- or
under-payment of the entire program. For example, although the 2015 UMP Classic impact is positive, it
is smaller than the impact calculated for all plans, indicating that employees in this plan are overpaying
less than the average PEBB non-Medicare employee. The difference between the modeled and actual
employee contribution for UMP Classic can most likely be attributed to differences between actual and
projected experience as well as the morbidity factors that are not captured by the risk score models used
in this analysis. The 2016 UMP Classic impact is larger than the impact for all plans, but this is likely due
to the introduction of the ACP plan, UMP Plus, and will likely be reduced as the plan matures.

The impact of the KPWA CDHP and KPWA Sound Choice plans on the KPWA Classic and Value plans is
complicated by the fact that there is significant selection bias between the Classic and Value plans and
that during procurement KPWA is allowed to actively manage the relative margin within the bid rates of
each plan in order to target certain contribution levels while maintaining budget neutrality for the risk
adjustment process. The selection bias between these two plans makes it difficult to isolate the impact
that any one plan has on any of the other plans. We would recommend focusing on the UMP results,
which give a clearer picture of the CDHP, ACP, and Classic program impacts.

One interpretation of the KPWA process is to focus only on the KPWA CDHP and ACP related plan,
KPWA Sound Choice, impacts. As with other plan specific impacts, a positive CDHP or Sound Choice
impact, means the employees are paying a higher contribution than what was actually needed. The
KPWA CDHP had a positive impact in 2014 and 2015 and a slight negative impact in 2016, which means
that the Value and Classic plan members were paying lower contributions in 2014 and 2015 due to the
KPWA CDHP. For 2016, the slight negative impact for the CDHP is offset by the very high SoundChoice
impact and the Value and Classic plan members pay a lower contribution in 2016 because of this. It is the
relative spread of the impacts across all four plans which creates complexity in interpretation of the
results.

The results reported in this analysis for 2014 and 2015 have changed slightly from the report released in
2016 due to three reasons.

1) The underlying experience data is slightly different as we have continued to receive claims paid in
recent months but incurred in 2014 and 2015. Additionally, some retroactive changes have been
made to the claims and eligibility information.

2) The concurrent risk score model relied upon for this analysis is again the most recent version of
the Verisk DxCG risk score model. This concurrent model is the same model used for the
prospective risk scores in the bid rate development.

3) An updated medical loss ratio (MLR) was used to convert modeled allowed dollars to modeled
paid dollars. The MLR is the projected MLR from the 2017 bids and varies by plan. The same
MLR is used for all historical years, in order to not introduce additional variation in the measured
impacts due to real or expected changes in the MLR over time.

Background on Bid Rate and Employee Contribution Development Process

The impact that employees or members in one plan have on the claims cost, risk scores, bid rates and
employee contributions of members in another plan is based on a set of complex interactions within the
PEBB program. Payment rates for the non-Medicare risk pool are based on the projected costs of each
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benefit plan. Bid rates are the payment rates standardized for the risk score in each plan; these bid rates
are used to establish the monthly employee premium contribution for state active employees.

The interaction between the employee contribution rates of different plans is driven by the collective
bargaining agreement for state employees and the “index rate” methodology. The current collective
bargaining agreement for state active employees dictates that employees will contribute no more than
15% of the aggregate bid rate volume across all plans. The current methodology for employee premium
contributions establishes the state index rate as the fixed contribution per adult unit per month that the
state provides across all plans; state active employees pay the difference between the index rate and the
bid rate. This methodology causes some plans to have an effective contribution rate above 15% of the bid
rate and other plans to have a contribution rate below 15% of the bid rate.

When the CDHPs were introduced to the PEBB program, the HCA adopted greater flexibility within the
procurement process in terms of allowing the employee contribution rates to vary across plans. Prior to
the introduction of CDHPs, the bid rates between the plan options were within a more narrow range of
values. The CDHPs have been offered with rates that are significantly lower than the Classic and Value
plans, which caused aggregate bid rate volume to decrease. A lower bid rate volume lowers the index
rate and raises the employee contribution on the existing plan. Although a bid rate represents a
standardized population, there are many reasons why a lower bid rate is appropriate for plans like
CDHPs. The most common reasons are:

· Leaner plan design,
· Lower unit cost due to different networks,
· Lower administrative costs,
· Deviation of actual claims costs from expected results in pricing, and
· Imperfections of the risk model for a lower morbidity population.

These factors, among others, were considered as part of the process of establishing the CDHP bid rates
in 2012.

Because the CDHPs were new in 2012, there was an element of pricing uncertainty between the claims
costs that were assumed in development of premiums and the costs that actually occurred. Each year,
new information was introduced to the pricing process that allowed pricing to be more accurate. In 2012,
plan-specific information was not available for claims costs or risk scores. In 2013, plan specific risk
scores became available. In 2014, the CDHPs were able to be priced using plan specific risk scores and
experience, however, that experience reflected an immature plan population. The timeline for the ACP
plans is identical. In 2016, plan specific information was not available for claims costs or risk scores. As
we move to future years of this report, for 2017 the ACP plans were able to be priced using plan specific
risk scores and finally in 2018 the ACP plans will have been priced using plan specific risk scores and
experience.

We expect claims costs to change as any health plan matures. In 2015 and 2016, the CDHPs were again
able to be priced using plan specific risk scores and experience. Of all of the years included in this
analysis, 2016 should give the best picture of what the impact on the existing plans will look like going
forward; however, the magnitude or direction of the impact may change as the plans continue to mature
and as the plan offerings change like they did in 2016 with the new ACP plans.

The procurement process has long used prospective risk scores to standardize the morbidity differences
between plans in the calculation of employee contributions. Any morbidity based variation that is not
captured in the risk scores would impact the bid rate pricing for each of the plans.
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Methodology for Determining Impact of CDHPs and ACPs on Members in Other Plans

We have measured the impact of the CDHP and ACP alternatives on all existing plans by creating a
“modeled employee contribution” and comparing it to the actual employee contribution from the
procurement process. The modeled employee contribution concept simulates a scenario in which
members in existing plans would not be impacted by the introduction of CDHPs or ACs.

Exhibits 3a and 3b show the development of the modeled employee contribution. In Exhibit 3a a
composite carrier-wide allowed cost amount in column (A) is developed from all members covered by the
carrier, regardless of their plan selection. This allowed amount represents a baseline amount of claims
cost for the carrier’s population. Modeled allowed amounts for each plan are calculated by adjusting the
carrier-wide allowed amounts in (A) by the plan specific concurrent risk score in (B). The concurrent risk
score is independent of the process used in the development of the bid rates and represents our current
expectation of claims distribution between the plans. In this instance the risk score is used to apportion
the relative morbidity of the carrier wide experience to each plan. A modeled paid amount is then
calculated in (D) by applying the historical paid to allowed factor in (C) to the modeled allowed amount.

The next step is to convert the modeled paid amounts in (D) to the required revenue for comparison to
the payment rates developed during procurement. To accomplish this, modeled paid claim amounts are
loaded with non-benefit expenses using the target medical loss ratio (MLR) per plan in (E) from the 2017
procurement to produce our modeled payment rate in column (F). In order for our modeled payment rate
to be comparable with the original index rate the modeled payment rates are converted to an adult unit
basis from a member basis, and scaled to the original payment rate at the carrier level. The resulting
scaled modeled payment rate per adult unit per month (PAUPM) is shown in (G), and is comparable to
the actual payment rate in (H). Payment rates shown in Exhibit 3a do not include payments for HSA
contributions. As the HSA contribution is not risk adjusted, it is only included in the bid rate development
within Exhibit 3b for the final impact on employee contributions.

Exhibit 3b builds on the Exhibit 3a payment rate by standardizing the required revenue into a bid rate and
computing the modeled employee contributions for each plan.  The modeled bid rate in (C) is developed
by standardizing the modeled payment rate from Exhibit 3a, displayed again in column (A) of Exhibit 3b,
using the prospective risk score in (B) from the procurement process. Employer HSA contributions
(including the additional contribution for Wellness members in 2015 and on) in (D) are added to the
CDHPs to develop the modeled bid rate for all plans in (E). This modeled bid rate is comparable to the
actual bid rate from procurement displayed in (F). Modeled and actual employee contributions in (H) and
(I) are then calculated from the modeled and actual bid rate using the actual index rate in (G) from each
procurement cycle.

As we noted previously, the concurrent risk scores used to create the modeled amounts for this report are
completely independent from the prospective risk scores used in the bid development process. The
concurrent risk score for a given year predicts claim cost for that year using diagnosis data from that year.
The prospective risk score used in the bid development process predicts claim costs for the bid year
using 12 months of diagnosis data from 15 months prior to the bid year. For example, the 2016 bid year
prospective risk score is based on diagnosis information from October 2014 through September 2015,
while the 2016 concurrent risk score is based on diagnosis information from CY2016. Further
complicating the discussion is that the prospective risk score model is calibrated to estimate the cost for
the 12 months immediately following the diagnosis information. The way they are currently being used in
the bid development process introduces a fifteen month gap between the diagnosis period and the
projected period. Because there can be meaningful differences between the prospective risk scores used
during development of the actual bid rate and the concurrent risk scores used to create the modeled bid
rate for this report, we attempted to separately quantify the difference between the actual and modeled
amounts due solely to this risk score change. This impact is shown in column (J). The remaining impact
from all other sources is found in column (K). The total impact is the sum of these two items, shown in
column (L).
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This methodology does not replicate every detail of the procurement process. Instead it represents an
approximation of the procurement process.

Data and Assumptions

In the course of this analysis, we relied upon data from several sources. We reviewed this data for
reasonableness, but did not conduct a full audit of this data. We found no significant issues in the data. A
full description of the data sources and assumptions is provided below.

Exclusions of Kaiser Permanente of the Northwest:
Due to the low enrollment in the Kaiser Permanente of the Northwest (KPNW) CDHP, the results for this
plan were not deemed credible and are not displayed in this report.

Enrollment and Demographic Information:
Monthly enrollment and demographic information was obtained from the PEBB Master Enrollment
Database (PMED). This data is provided by HCA to Milliman through monthly enrollment snapshots.
Milliman compiles this information into a single database.

Claims Information:
Quarterly medical claim information is provided to Milliman by each of the major carriers (KPWA, KPNW,
and Regence for UMP plans). MODA provides monthly pharmacy files. This data is compiled, grouped,
and summarized by Milliman. We rely upon this information without audit and review only for
reasonableness relative to other experience reports. The claims data used for this analysis include claims
paid through March 2017, with an adjustment for IBNP made to account for runout.

Concurrent Risk Scores:
The risk relativities are based on the enrollment provided by HCA and diagnoses from paid claim data for
each calendar year. This data is processed through the Verisk DxCG risk adjustment model to produce
the concurrent age/gender and diagnosis based risk scores. The raw risk scores are scaled such that the
aggregate modeled payment rate dollars by carrier are equal to the original aggregate payment rate
dollars.

Bid Rates and Prospective Risk Scores:
The risk relativities are based on the enrollment provided by HCA and diagnoses from paid claim data.
This data is processed through the Verisk DxCG Risk Adjustment Model to produce prospective
age/gender and diagnosis-based risk scores. Members with eligibility in the diagnosis period were
assigned diagnosis-based risk scores while members without eligibility in the diagnosis period received
an age/gender score. The health-status based risk relativities are weighted by member months with the
age/gender risk relativities to complete the DxCG model output and capture the total risk by plan or
carrier for the calculation of risk adjustment relativity factors. The bid rates are used for the expense index
in order to ensure that the factors are revenue neutral across all of the plans in the portfolio.

Caveats and Limitations

The information contained in this letter has been prepared for the Washington State Health Care Authority
and its consultants and advisors. It is our understanding that the information contained in this report may
be utilized in a public document and may be provided to legislative policy and fiscal committees. To the
extent that the information contained in this report is provided to third parties, it should be distributed in its
entirety. Any user of this information should possess a certain level of expertise in health care modeling
and projections so as not to misinterpret the data presented.
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Milliman makes no representations or warranties regarding the contents of this report to third parties.
Likewise, third parties are instructed that they are to place no reliance upon this report prepared for the
Washington State Health Care Authority by Milliman that would result in the creation of any duty or liability
under any theory of law by Milliman or its employees to third parties. Other parties receiving this report
must rely upon their own experts in drawing conclusions about the Washington State Health Care
Authority’s management of the PEBB program.

In performing this analysis, Milliman has relied upon data ultimately provided by the Health Care
Authority, as well as HCA’s third party administrators. We performed a limited review of the data used
directly in our analysis for reasonableness and consistency and have not found material defects in the
data. If there are material defects in the data, it is possible that they would be uncovered by a detailed,
systematic review and comparison of the data to search for data values that are questionable or for
relationships that are materially inconsistent. Such a review was beyond the scope of our assignment. To
the extent that there are errors contained within this data, the results of our analysis could produce
erroneous results.

The analysis provided with this report represents the most current information available, and is based on
the specific methodology we describe herein. Future analyses may vary from these results for many
reasons, including but not limited to enrollment shifts, random claims fluctuations, and alternate
methodologies. It is important to monitor enrollment and claims and make revisions to the assumptions as
needed.

This analysis is subject to the terms and conditions of the Contract between Milliman and Washington
State Health Care Authority.

I am a member of the American Academy of Actuaries and meet the qualification standards to perform
financial projections of this type.

Closing

We recognize that this report deals with highly technical material. Please feel free to give us a call if you
have any questions regarding the material presented in this report.

Sincerely,

Ben Diederich, FSA, MAAA    David Koenig, FSA, MAAA
Consulting Actuary     Actuary
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