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ExecutiveSummary
EXECUTIVE SUMMARY

This Seventeentnnual Report of the Kentucky Group Health Insurance Board (KGHIB), prepared for the
Governor, General Assembly, and Chief Justice of the Supreme Court of the Commonwealth of Kentucky,
provides an overview of the 26Kentucky EmployeadHealth Plan (KEHP cost and service usage, as wellas a
look at changes in plgperformancdrom prior years. The report also includes a look at the first six months of
plan experience in 201 historical information on plan designs, legislative mandates, and commentagy on
KGHIBGs focus in a posfederahealth careeform world.

Highlights of KEHP Experience in 2056

KEHP 2016 healtltare costs increased from 2015. The increase in 2016 is close to national
markettrend levels.

A In 2016, KEHPcontinued to offetwo Preferred Provider Organization (PPO) options and two

ConsumeiDriven Health Plan (CDHP)ptions.

i PPOs are a more traditional healtarpwith medical and pharmacypmays, while CDHPs offer
lower premiums with more member control in managing healtle epenses.

In 2016, approximately 3@ of employees and retireesrolled in one of the tavyCODHPs.

In 2016,the health plan paid neadl.32bilion in totalfor medicalandpharmacybenefits. This is 6.7%

higher than the plan pa@bstin 2015.

A When adjusted for changes in enrollment, the per member per month (FodBIMY the plan increased
6.7% from 2015to 2016; this is a 4% increase in medical claims PMPM and a 12.0% increase in
pharmacy claim®MPM.

> >

KEHP pays a greater percentage of thstdor employees and members in employee plus dependent(s)
tiers than national averages.

A The KEHP6s average monthly subsidy (or portion of
health insurance coverage has increased, on average, frope$7#@bnth in 2015 to $784 in 2016, a 2.6%
increase over 2015. The employee's portion of the cost increased from $144 in 2015 to $145 in 2016, which

_ represents a 0.5crease.
A Compared to national averages, KEHP pays a greater percentage of foe @mgbyees and

members iremployee plus dependent(s) tiers.

KEHP membership remained flat from previous year; whie the number of employees waiving coverage
under KEHP increased slightly.

A Membership in KEHP remained stable from 2018aa6.
A The number obmployees who elect to waive coverage increased from 22,543 in 2015 to 22,667 in 2016,

which represents a 0.58¢rease.
KEHP spends the largest pgort of its totalmedicalclaims cost irhospital outpatient care.

A KEHPOG6s cl ai ms di sentrhoshialtphysisian, ather nedicsl, andphapready goods and
services remained relatively consistent from 2015 to 2016 except for a small inc@&se fiptiondrugs
and a small decrease in inpatibospital.

A OnaPMPMbasis KEHP's outpatientclaims thelargesttcomponenbf cost, increased at a rate of 8.5%.
Inpatient claims decreased @odphysician claims increased ¥4and pharmacy costs increagd@d%.
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ExecutiveSummary

Clinical conditions related to musculoskeletaliculatory and health status continge be prevalent in
KEHPG&Gs population.

A A significant portion of plan cost has been attributable to largely the same clinical conditma2G04.

A Memberswith thesethreeclinical conditionsareresponsibldor 39.4% ofthep | a20T6medical
claimscost.

A Given that KEHP provides coverage to a significant percentage of the population of Kentucky
(approximately 6%), these conditions reflect the health challenges of the Commonwealtioles a

Pharmacy benefit costs increased from 2015. The increbs®w national market trend levels for
pharmacy.

A OnaPMPMbasis allowedprescriptiondrugchargesgefinedastotaldiscounted chargdssschargegor
norcovereddrugs increasedby 8.5%from 2015to 2016.

A Pharmacy utilization increaséwbm 17.0scripts per member in 2015 to 17.4 scripts per member in 2016,
which represents a 2.2ferease.

Benchmark Results

en, KEHPO6s data warehouse consultant, benchmar
s 2016 pl an npoyerfplanperfarmanee ofother Traventclierds in the public sector
private sector. The data shows that t hlasidSEHPO s
.8% higher thathatof otherclientsin thepublic sectorand3.2%higherthanthatof clientsin theprivatesector.
n general, KEHPOGs plans cover a slightly older po|
the public sector. KEHP members have higher risk scores than members in both the public anslgutives for
all age groups. KEHP members with chronic conditions had higher admission rates than both the public and
private sector members for the majority of chronic conditions. KEHP members have higher outpatient utilization
rates than Truven clieniis public sector and private sector.

Affordable Care Act

—oOQ

The Affordable Care Act (ACA) was signed into law in March 2010. The first wave of emiilaged

compliance has passed with many changes having been executed in 2011. Since then, the focumhas been
reporting compliance and operational issues such as providing Summary of Benefits and Coverage to participants,
defining W-2 reporting of the value of health coverage for members, providing notices of options in the exchange
and reporting health covagainformation to thénternal Revenue ServicERS) and to participants. However,

there are many rules and guidance still outstanding on these provisions that are required to move forward.

The Obama Administration announced on July 2, 2618 the employer mandate under the ACA would be
del ayed until 2015, thus giving empl oyer dracingand xt r a
related reporting rules.

The ACA requires employers, plans, and health insurance issuepotbhiealth coverage information to the IRS

and to participants annually. ACA reporting became mandatory for responsible entities starting in 2015. The first
forms were provided in early 2016 reflecting the 2015 calendar year. The forms that mustnel filkstributed
depencdbn whether the employer is appdicablelargeemployer (ALE) and the type of coverage provided.
Employers filing 250 or more of a particular form are required to file with the IRS electronically.
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ExecutiveSummary

The highcost plan excisetax(akeCadi | | ac Taxo), originally schedul ec
beginning in 2018, was postponed and the Aetwchanges the tax effective year to 2020. Further, the

Consolidated Appropriations Act amends the Internal Revenue Code making teduaxime to payers. Finally,

the act calls for a demographic study to be commissioned to study the appropriateness of using the Federal Health
Benefits Plan as a benchmark for the age and gender adjustment of the applicable dollar limit for the excise tax

On May 16 2016, theequal Employment Opportunity CommissiEEOQ issued final regulations on wellness
programs under th&mericans with Disabilties AcC(ADA) andGenetic Information Nondiscrimination Act

(GINA). The regulations regarding the usdinancial inducements will apply to plan years beginning on or after
January 1, 2017. The final ADA regulations address how plan sponsors may use incentives to encourage
employees to participate in the wellness plarss would significantly affect the hiingWell plans since an

employer may not deny coverage under any group health plan to employees for nonparticipation or limit the
extent of benefitsHowever, an employer still may offer incentives up to 30% of the total cost ajrdglf

coverage based qrarticipation in a wellness programhus, an employee who chooses a more comprehensive
health plan but declines to participate in a wellness program could pay more for the same comprehensive health
plan than an employee who participates in a wellpesgram.

As aresult, beginning in 2017, all members may enrollin the LivingWell plans but if they do not complete the
LivingWell Promise they will not receive the wellness premium incentibe. LivingWell Promise was rolled

out for plan year 2014n 2014, if a member chose a LivingWell plan, thegdea LivingWell Promise to

complete a health risk assessment and keep updated contact inforFatiplan years 2015 and after, the
LivingWell Promise was to complete a health risk assessment or bionwe&gngg.The completion rate has
increased year over yeand aian alltime highof 98% in 2016 Also, the number of biometric screenings has
been growing significantly with a peak of 40,000 @18.

President Elect Donald J. Trump was swiato office on January 20, 2017. Hours after being sworn into
presidency, President Trump signed his first executive order in®ttorepeal and replace ACAhroughout
most of 2017, policymakers engaged in a national debate over health care reftherafelof employers in
delivering health care.

As of late Septembethere was no agreement on himwvepeal and replaciéhe Patient Protection and Affordable
Care Act(PPACA. The Trump administration still faces several critical sttemntn and longtlerm issuesuch as
enforcing individual and employer mandate.

Board Recommendations

For this yeais report, Board members were surveyed ramked the importance of itau@ing Principles.The
Board recommends that the KEHP continue to follow the guidimgiples stated below, presented in oroker
importance:

Provide uniform coverage across @G@mmmonwealth

Encourage wellness and healifgstyles

Strive to hold down costs for family and dependent coverage, while balancing the management of the single
subscriberés (plan hpribrityer 6s) premium |l evels as tc
Improve chronic diseaare

Educate members about plans that are more appropriate for theinieedlh

Provide members with quality PPO atwhsumerdrectedoptions

Provide plan alternates that are accessible fetirees.

55 S5 S N NN
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Based on the results of the prior year survey of Board members, the Board continues to support many of the
recommendations madethe Sixteenth Annual Repofithe Board recommends:

A

> D> D> D>

Continuing to explore alternativ@ethods for controlling plan costs of the plans and improving the health
of members.

Evaluating programs and options for improving the clinical and administrative quality of programs
andservices.

Improving communication tmembers.

Developing a longermpolicy for funding strategies to ensure that adequate funds are budgeted
each year towards the seisuredplans.

Evaluating the impact of federal headthre refornmeasures.

Increasing focus on wellnesdiatives.

Improving education of membership atbglan options, mechanics of healtlre, and selecting the most
appropriate plan option and medisatvices.

Continuing to explore making the heatthre system, including cost, more transparent and easier to
understand bgnembership
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Introduction

| NTRODUCTION

In accordance with the provisionsiKéntucky Retirement Syste(KRS) 18A.226(5)(benacted by the 2000

General Assembly as a part of Senate Bil 288, this document comprisvdrgeentiAnnual Report from the
Kentucky Group Health Insurance Board (KGHIB or the Board) to the Governor, the General Assembly, and the
Chief Justice of ta Supreme Court. The report contains information on the status of the Public Employee Health
InsurancéPEHI) program,commonly referred to asEHP.

The report includes:

A A review of the 206 KEHP experience
A Alook at plan experience for the first six mbstof 207.
A A perspective on sustainability in a pasform world

The appendix to this report contains:

A review of the history and development of the KEHP program

A list of historicalemployeecontribution rates

A summary of legislated health insurance benefit mandates and other mandates passed by recent General
Assemblies that affe¢tEHP.

A glossary of terms

An index of the exhibits found in this report

> >

Research was jointly conducted by the Department of Breplinsurance (DEI) and Aon to prepare this report.
The report has been reviewed by the Board and modified to incorporate a full and accurate representation of the
Boards findings and recommendations.

Please refer to th8lossaryat the end of this repoftr definitions of terms used in the body of the report.
2016 KEHP Experience

This section of theAnnualReportprovides a summary afost and usageendsexperienced by EHP in 2Q6.

The 2A5i 2017 information is based on sdtisuredKEHP claims reported by thglan administratorsThese

claims and enrollment data werempiled bytheTruvendatabase KEHP 6 s d aAngdataprioréioh ou s e
2015 was taken directly from th®ixteenthAnnualReport.

A Note About 2017 Claims Experience

At the time that this report was written, incurred 28laims data vasavailable through June 201with three
months of ruout (paid through September 201

Throughout this report, unless otherwise noted, referendpsithclaim® mean claims incurred within the
specifiedperiodregardless of when the claims were phidrithermore, all references to claims and KEHP
subsidies exclude the experience related to the stianéwaiverHealth Reimbursementrrangemen{HRA)
plan unless otherwise noted. Analyses included in this annual report do not itte@faencial impacts of third
party claims administration or network access fees.
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Summary of KEHP Program Costs
KENTUCKY EMPLOYEESOHEALTH PLAN EXPERIENCE

Summary of KEHP Program Costs
Key Findings

Prior to 2014KEHP claims and expensesdizeen fairly close to the budgeted costs.

Starting from 2014, KEHP generated a large surplus due to savings from benefit design changes,
migrations to the CDHPs, lower member utilization, and improved network pricing fromewhgendors.
KEHP subsidy levels have moved closer to and exceeded the benchmark norms for both employee and
depandent coverage from 2008 to 2016

> >

Summary of Total Costs

KEHPGs total incurred claimsKEHPG& subdly (the amount paid by the plan, excluding the amount paid by the
participant) and employee contributions are showBExhibit 1 (The total incurred claims paid by KEEPself
funded progranare identified agiClaims0) Administrative fees are not included in these figuFes.2017, only
the first sixmonths of incurred data was available at the time of the writing of this report

Exhibit 1 identifies the total subsidy amounts KEHP paid in7280ough2016, as well aghe first sixmonths of
2017 for all members oKEHP, the total annual employee contributions and the aggregate claims costs incurred.
The figures included in this exhibit represeriions of dollars.

Exhibit 1: Aggregate KEHP Paid Claim Costs. KEHP Subsidies and Employee Contribution ($Millions)
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m KEHP Subsidies Employee Contribution Claims

Source: SixeenthAnnualReport,KEHPGEs claims data aggregated Ayuven Aon Projections of Trust Balances
*2017 claims are based on Adm projections for KEHP
Since KEHP changed the funding from fully insuregdeét-insuredin 2005, only once havelaim costs exceeded
thetotd employee plus employer contributions (premiums), in 2008. Alook at the first six months of available
data for 207 shows this trendantinuing.
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Summary of KEHP Program Costs
Yearby-Year Trust Fund Balances

Exhibit 2 shows the KEHPIan yearbalances from 200to 2017, using Aor@s projections incorporating the Trust
Fund Report as of September Z01

Exhibit 2: Plan Year Balances as of September 30, 201

$2,000
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017*
m Total Revenue = Medical Claims  Pharmacy Claims = HRA Claims Admin Fees = Other Expenses

Source:KEHP Trust Cash Transactions from September72@on Projections
*2017 figures reflect estimates based on six months of720dims experience

With the exception of 200&EHP hashad modest surplusesach yeafrom 2007on. Note that in 2008he
categoryfiOther Expensésnas negative, as this field includes balance transfers between years.

Starting from 2014, KEHP generatatirge surplus due to savings from benefit design changes, migrations to the
CDHPs lower member utilizationand improved network pricing from the new vendors.

Historical Per Employee KEHP Subsidies

KEHPGs per employee per montREPM subsidy employee PEPMremium and KEHRs subsidy percentage
(percentagef total contributions from KEHPffom 2007 through 207 areillustrated in Exhibit3.
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Summary of KEHP Program Costs
Exhibit 3: Historical KEHP (PEPM) Health Benefit Subsidy Paifior Those Electing Coverage

$1.000

949 84% 84% 84%

$900

$800

$700

$600
$500

$400

$784

$787
$300

$200

$100

o N

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
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Source: SixeenthAnnual Report and KEH® claims and enrollmerdata aggregated byruven
*2017 figures reflectestimates based on six months of 2@lims experience

The KEHP average monthly subsidy toward the cost of an emgiealth insurance coverage has risen from
$514per month in2007 to $784in 2016 and isprojectedo increas¢o $787 per month for 207. Above each
yealts bar is thepercentagef KEHP& subsidyln 2011, the memberbegarto pay a slightly larger percentage of
the totalpremiums with the KEHP subsidgroppingfrom 86% in 2010 toapproximately83%afterwards
Employeepremiuns remairedrelatively flat since then with KEHP having absorlmdst of the premium
increase.

KEHP Subsidy Benchmarks

Exhibit 4 compares the KEHP subsidies to national averages for goveremplutyers
Exhibit 4: KEHP Subsidies Compared to GovernmeSector Benchmarks

2013 2014 2015 2016 2017
Kaiser KEHP Kaiser KEHP Kaiser KEHP Kaiser KEHP Kaiser KEHP
Employee Only 87.0% 91.9% | 87.0% 90.3% [ 88.0% 90.6% | 89.0% 90.9% | 86.0% 90.8%
Employee + Dependenty 76.0% 75.1% 76.0% 77.3% 75.0% 78.2% 77.0% 78.6% 74.0% 78.8%
Overall 81.2% 83.1% | 81.2% 83.6% | 81.3% 84.2% | 82.7% 84.4% | 79.6% 84.4%

Source: KEHPGs claims data aggregated Byuven andbenchmarks fronKaiser Family Foundation Employer Health Benefits susvey
*Prior to 2017, Kaiser survepas breakout by industry sector, beginning from 2017 the surveypoaNydesnonprofit large
firm subsidyratio.

In 2017, KEHP is projected to coved4.4% of total costs90.8% for single coverage ant®.8% blended for the
employee + dependent coverage tierBhie KEHP subsidy for enrollees with single coverageclssistently
beenhigher compared to government sector averajessubsidy for those with dependeverage hasioved
from being lower than the benchmark in histatiyears to being above the benchnsnke 2014For example,
KEHPG&s subsidy wagl.8 percentage points higher thédrenational average fainglecoverageand employee
plus dependent coverame2017.
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EnrollmeniDemographic Analysis
Enrollment/Demographics Analysis
Key Findings

The number of covered employees dropped slightly ir6 20hile membership stayed constant

The number of children covered by the plan has gremee 2014

The number of employees who have waived coverage under KEHP increased from 20 bhtuip@s
stayedrelatively flatin 2016 andhroughthefirst sixmonths of 2017

T >

Key Statistics

Exhibit 5 shows some key demographic statistics for the KEHP population
Exhibit 5: Population Demographiod Key Statistics

KEHP Membership
(Actives, Non-Medicare Eligible Retirees and COBRAs Patrticipants)
2014 2015 2016 2016 vs. 2015/ Jan - Jun, 2016 Jan - Jun, 2017 2017 vs. 2016

Total Enrollment:

Employees 150,653 148,477 146,711 -1.2% 147,868 146,067 -1.2%

Members 263,456 261,938 262,032 0.0% 263,012 263,343 0.1%
Average Age:

Employees 48.4 48.4 48.4 0.0% 48.4 48.4 0.1%

Members 37.1 37.1 37.0 -0.3% 37.0 36.9 -0.3%
Demographic Splits:

Employee Percentage Male 34.0% 34.0% 33.9% -0.1% 33.9% 33.8% -0.2%

Member to Employee Ratio 1.75 1.76 1.79 2.2% 1.78 1.80 1.4%
% of Covered Members Who Are:

Adult Male 25.3% 25.5% 25.5% 0.0% 25.5% 25.5% 0.0%

Adult Female 43.5% 43.1% 42.7% -0.4% 42.9% 42.5% -0.4%

Children 31.2% 31.4% 31.8% 0.4% 31.6% 32.0% 0.4%

Source:KEHP&s enroliment data aggregated Byuven

Total enrollment for KEHBs plansstayed flafrom 2015 the first sixmonthsof 2017 show a increasef 0.1%
over the prior yeafThe average member to employeioraontinues to increasdightly from 176 in 2015 to
1.791in 2016. The first sixmonths of 20T showanother slight increase, to80. Thepercentagef children
covered by thelan hasincreased minimallysince 204.
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EnrollmentDemographic Analysis
Enrolment by Plan

Exhibit 6 showskKEHP errollment by planoption from 204 through the first six monthsf 2017. The exhibit is
split due to the new plans that were introduced in 2014.

Exhibit 6: Employee Enroliment by Plan 2012017

100,000
80,000
m 2014
= 2015 60,000
m 2016
2017 40,000
20,000
2016 LivingWell CDHP  LivingWell PPO  Standard CDHP  Standard PPO
Employees Average Age 46.4 51.0 44.3 50.0
Members % Male 43.5% 38.9% 45.1% 45.2%
Member to EE ratio 2.14 1.59 1.36 1.64

Source:KEHPGs enrolimen aggregated byfruven
*2017 figures includeJanuary through June 20ldata only

Starting from2014,83% of employees mrolled in the LivingWell plansand the enrollimerihcreased to 84% in
2017 TheLivingWell PPO plans perceived to be the richest plasit offers the lowest deductiblend cost
sharing provisions even thougtrequires the highest monthly employee premiums. In redltgLivingWell
CDHP provids the highest level of benefit¥embers started to understand the valudgetivingWell CDHP
resulting in an enrollment imease from 43% in 2014 to 51% in 2017.

Exhibit 7 shows the plan compositions by tier.
Exhibit 7a: EmployeeEnroliment by Coverage Tier and Plan, 261

6,086 3
13,878 1,099
474
= Single
® Couple
W Parent Plus

Family LivingWell CDHP LivingWell PPO Standard CDHP Standard PPO
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EnrollmentDemographic Analysis
Exhibit 7b: Employee Enrollment by Coverage Tiand Plan, Jaruaryi June 2017

= Single

= Couple

u Parent Plus

Family LivingWell CDHP LivingWell PPO Standard CDHP Standard PPO

Source:KEHPG enrollmentataaggregated byfruven

In 2016 and 20%, families comprise a larger portion of th&ingWell CHDP enrolmentthan on average, and
the samgattern exists fosinglesin theStandard CDHP. Beginning in 2017, singles in the StandardialP®©a
larger portion of enrollment

Group Composition
Exhibit 8 shows some key statistics ISEHPGs groups for 208.to 2017.
Exhibit 8: Key Statistics by Group

Number of Employees 2016 Key Statistics 2017 Key Statistics*
Grou 2015 2016 2017 2017 % of| 2017 vs.| Employee Memberto Members | Employee Memberto Members

p (6 Months) Total 2016 Ave. Age  EE ratio % Male | Ave. Age EEratio % Male

Actives 109,736 108,981 109,162 74.7% 0.2% 44.9 1.92 42.3% 45.0 1.94 42.5%
School Boards 71,384 71,384 72,187| 49.4% 1.1% 45.0 1.98 40.1% 45.0 2.00 40.4%
State Employees 29,724 29,190 28,864 19.8% -1.1% 44.2 1.80 47.7% 44.4 1.83 47.6%
Quasi/Local Govt 3,154 3,227 3,052 2.1% -5.4% 44.9 1.83 46.5% 45.4 1.79 46.4%
KCTCS 3,533 3,296 3,183 2.2% -3.4% 48.3 1.86 45.0% 48.4 1.87 44.6%
Health Departments 1,943 1,883 1,876 1.3% -0.4% 46.2 1.84 33.6% 46.4 1.85 33.7%
Retirees 38,566 37,516 36,666 25.1% -2.3% 58.4 1.39 40.4% 58.5 1.39 40.3%
KERS 25,769 25,515 25,371 17.4% -0.6% 57.8 1.41 43.8% 57.9 1.40 43.8%
TRS 12,797 12,001 11,294 7.7% -5.9% 59.8 1.37 33.4% 59.8 1.37 32.8%
COBRA 95 109 110 0.1% 1.1% 49.6 1.82 42.2% 50.2 1.92 41.2%
Unknown 79 106 129 0.1% 21.8% 60.6 1.27 36.7% 60.6 1.26 34.6%
Total 148,477 146,711 146,067| 100.0% -0.4% 48.4 1.79 41.9% 48.4 1.80 41.9%

Source: KEHPSs enroliment data aggregated byuVen
*2017 figures include January throughune 2017 data only

The participating grouggomposition changed very little over the last several y@atk small increases in the
averagemember to employeetio for the active populatioi.he retiree population decreased slightly in the past
few years largely fronthe TRSgroup.

Historical Number of Eligible Individuals Who Waive Enrollment in KEHP

KEHP provides a monthly waiver deposit intoRA for eligible employees who waive KEHP coverage. These

accounts are intended to pay for eligiblat-of-pockethealth carexpenses. 18006,the monthly deposit was

$234 for the months January through June, and then decreased to $200 for the remainder of 2006; in 2007, the

amount decreased to $175 per monthere it has remaingtirough 20%. In 2013, KEHP introduced a
dental/vision only waiver HRA that covers only dental and visions costs.

Am Seventeentinnual Report
Pagell Kentucky Group Health Insurance Board

December 152017



EnrollmentDemographic Analysis
Exhibit 9 shows thennualvaiver participatiorfrom 2013 through2017.

Exhibit 9: 2013 Through 2017 Monthly Coverage Waiver Participation

2013 2014 2015 2016 2017
Average # Employees 21,769 22,197 22,543 22,667 22,430
% Change N/A 2.0% 1.6% 0.5% -1.0%
HRA Waiver Contributions | $46,193,376 $46,543,245 $47,248,810 $47,516,224$47,103,93
HRA Waiver Claims -$41,570,957 -$42,426,114 -$37,788,544 -$40,077,666-$40,038,34
HRA Waiver Claims PEPM| -$159.13 -$159.28 -$139.69 -$147.34 -$148.75
% Change N/A 0.1% -12.3% 5.5% 1.0%

Source:KEHP Trust Fund Summaries, 2dlcontributions and claims are projected

With the $175 per month remaining constant since 2007, the value of the waiver incentive has continued to
decline as inflatiorerodes the incentive purchasing pri€be incentive reductioandthe rise inhealth careosts
were the primary factors resulting in fey@ople waiving coveragé@dditionally, KEHP spouses who were
providedhealth careoverage through their employers may hseen their situations change and need coverage
under the ppgram These factors may have all contributed todéeline in waiver participatioprior to 2014.

The waiver participation increased since 2@hd remained stabédter KEHP redesigned the health benefits. It is
very likely these members migrated toitspousedhealth plansStarting from 2015, employees who are eligible
to waive KEHP health insurance coverage and choose a waiver HRA may do so only if the employee has other
group health plan coverage that provides minimum value and the employee @ttt lares, in writing that the
employee has such other coverdféhe employe@oes notattest or declare and waives coverage, they would
only beeligible for the dental/vision only HRAT he waiver claims decreasied2015since tlis requirement was
putin place and increased again in 2016 and 2017.
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Medical & Pharmacy Trends
Medical & Pharmacy Trends
Key Findings

Allowed cost trends were substantially lower than industry avera@®d 5 but have reverted back to
national levels.

Overall, on a PMPM basis, 20t6st increased 6.7% mainly driven by a higher pharmacy trend of 1Z
Overall, on a PMPM basis, 2017 cost increased due to unit cost inflation as member utilization has been
relatively stable since 2016.

> >

Medical and®?harmacy Claims Cost Increases

Exhibit 10 shows somé&ey statistics fomedical angharmacyclaims, split betwenallowed cost andolancost.
Exhibit 10: 2013i 2017 Claims Experience

2016 vs. 2017 vs.

2013 2014 2015 2016 2015 Jan - Jun, 2016 Jan - Jun, 2017 2016
Allowed Cost - Medical $1,339,538,755 $1,286,546,423 $1,104,576,487 $1,154,607,523 4.5% $549,093,179 $566,185,647 3.1%
Allowed Cost - Rx $423,891,137 $397,459,618 $383,874,554 $416,608,132 8.5% $197,141,939 $221,041,119 12.1%
Total Allowed Cost $1,763,429,892 $1,684,006,041 $1,488,451,041 $1,571,215,654 5.6% $746,235,118 $787,226,760 5.5%
Plan Paid - Medical $1,180,944,896 $1,077,768,368  $912,889,238 $957,176,341 4.9% $430,225,064 $436,688,266 1.5%
Plan Paid - Rx $353,046,650 $324,305,143 $323,322,903 $362,275,774 12.0% $164,379,081 $190,394,119 15.8%
Total Plan Paid $1,533,991,546 $1,402,073,511 $1,236,212,141 $1,319,452,113 6.7% $594,604,146 $627,082,38 5.5%
Covered Members 267,090 263,456 261,938 262,032 0.0% 263,012 263,343 0.1%
Allowed Cost PMPM - Medical $417.94 $406.95 $351.41 $367.20 4.5% $347.95 $358.33 3.0%
Allowed Cost PMPM - Rx $132.26 $125.72 $122.13 $132.49 8.5% $124.93 $139.89 12.0%
Total Allowed Cost PMPM $550.20 $532.67 $473.54 $499.69 5.5% $472.88 $498.23 5.4%
Plan Paid PMPM - Medical $368.46 $340.91 $290.43 $304.41 4.8% $272.63 $276.37 1.4%
Plan Paid PMPM - Rx $110.15 $102.58 $102.86 $115.21 12.0% $104.16 $120.50 15.7%
Total Plan Paid PMPM $478.61 $443.49 $393.29 $419.62 6.7% $376.79 $396.87 5.3%

Source:KEHPGs claims and enroliment data aggregatedToyven

Overall, the totahllowedcosts incurred by membersiEHP increased. 8% from 2015 to 2016 andincreased
by 5.5% from 206 to 2017. KEHPGs annual paid claims costereased. %6 from 2015 to 2016 andincreased
5.5% from 2016 to 20T/. Sinceaveragenembershifncreasedninimally from 2015 to 2036, the corresponding
PMPMallowedclaims costs experienced.5% increasdrom 2015 to 2016. Totd allowed PMPMcosts
increased.4% from 2056 to 2017 and he KEHRs portion of the total edicd and Rx claimancreased b¥.3%
from 2016 to 2017.

Allowed cost includes the total cost of the servinah plan and employee cost sharkeallowed costrend
represents the trumost of servicincreaseWhentheplan paid trends higherthanallowed cost trendt indicates
the planabsorbed a larger portion of claims cost increase thanp®yeesandvice versa

The increase in allowed and plan paid sasR016and 2017s drivenby anincrease irunit cost inflation and a
slight uptickin member utilization.
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Medical & Pharmacy Trends

Exhibit 11 containsKEHPGs medical and pharmacy clainendsfor 2014 to 2016 as well as the projected claim
trends for2017.

Exhibit 11: Historical Claims Trends folKEHP

Historical Trend 2014 2015 2016 2017*
Plan Paid PMPM - Medical -7.5% -14.8% 4.8% 1.4%
Plan Paid PMPM - Rx -6.9% 0.3% 12.0% 15.7%
Total Plan Paid PMPM -7.3% -11.3% 6.7% 5.3%

Source: KEHPGSs claims and enroliment data aggregatedToyven
*Trend for 20T calculated YTD using the firstx months.

Aon used trend survey data to develop a trendatggien of 8.5%or 201 7for KEHP.

KEHP offered four new plan options2914, whichincludedtwo CDHP optionsOverall plan cost decreased
7.3% from 2013to 2014, largely driven bynigration tothe CDHPs, lower utilization and higher member cost

sharing.
KEHP changednedical and pharmaayendosin 2015. Overall plan cost decreasdd3¥%from 2014 to 2015
driven bybetter network pricing ahlower member utilization.

KEHP made minimal changes in 2016. Overall plan cost increased 6.7% from 2015 to 2016, driven by increased
unit cost and a slight uptick in member utilization.

There wereano vendor chang®r major plan design changes in ZOKEHP trends are approaching industry
averagesOverall plan cost increas&d3% from 2056 to 2017, drivenby increase in member utdition and unit
cost inflationprimarily for prescription drugs

Claims Payments by Employee Status

As noted in ExhibitlO, combined medical and phlmacy paid claimicreasedy 6. 7% on aPMPM basisfrom
2015t0 2016 Exhibit 12 provides KEHP& PMPM costs and trends for batiedical andoharmacy claims by
member statusaCtive employees, nekledicare eligible retirees, af@DBRA participants
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Medical & Pharmacy Trends

Exhibit 12: Medical and PharmacyPaid Claims PMPMby Member Status
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COBRA
2015

Total
2015
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2015

Active
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Rx Trend

Medical Trend

Total Trend

-13.0%
100.9%
-2.1%

-1.5%
2.9%

-0.7%

-7.5%
-6.9%
-1.3%

-14.8%
0.3%
-11.3%

4.8%
12.0%
6.7%

-8.7%
-6.5%
-8.2%

-15.3%
0.0%

-12.0%

5.4%
13.3%
7.3%

-3.8%
-5.8%
-4.3%

-13.0%
0.8%
-9.5%

4.6%
11.1%
6.4%

28.0%
-23.7%
20.2%

Member Ave.

239 158 198

208,932 208,142 209,397 54,285 53,639 52,437 263,456 261,938 262,032

Source:KEHPEs claims and enroliment dataggregated bfruven

Plan paid cost trends anet only impacted by allowed cost trend but @spacted by plan desigrhanges from
year to yearTheactive andretiree populations are driving the overall trends in 20t& COBRA patrticipants
are in generalmore costly than the members in tithergrougs, as only those who know they need medical
coverage are likelyo continue coveragé-his group shows more volatility over the last several yemsecially

in 2015 where there wresharp increasan Rx claims However, in 2016 the trends observed are less volatile.
Thelarge fluctuation in trends lkely due to catstrophic @ims in the small group, andrist expected tbe
indicative of future trend.

Exhibit 13 further breaks out the medical and pharmacy costsEbBiPGs groups, again on a PMPM basis.

Exhibit 13: Medical and B Claims PMPM by Employee Group, 2002016

$2,250
$2,000 — mMedical
$1,750 | ERX
$1,500
$1,250
$1,000
$750
$500
L l m i .
'y | | | | | |
'14 '15 '16 '14 '15 '16 14 '15 '16 '14 '15 '16 '14 '15 '16 '14 '15 '16 '14 '15 '16 '14 '15 '16 '14 '15 '16
2016 Trends | COBRA |Health Dept| KCTCS | KERS TRS | LocalGowt| Scho State Total
Boards Employees
Medical 1.5% -15.6% 5.8% 4.4% 4.9% 9.7% 5.3% 9.1% 4.8%
Rx 2.9% 1.6% 16.2% 12.5% 8.8% 12.2% 14.5% 11.5% 12.0%
Total -0.7% -11.3% 8.8% 6.7% 6.0% -3.6% 7.5% 9.7% 6.7%

Source:KEHPEs claims and enroliment dataggregated bfruven
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A majority of the groups observed cost increases in 2016, with the largest cost increase for State Employees, on a

Medical & Pharmacy Trends

PMPM basis. The largest cost reduction observed was for Hgltértment, which observed an 11.3% cost
reduction, on a PMPM basis.

Exhibit 14 shows the medical and pharmacy costKiHPGs four plans on a PMPM basis.
Exhibit 14: Medical and Rx Claims PMPM by PlanJanuaryi June 2016 to Januaryi June 2017
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2017/2016
Trends

LivingWell CDHP

LivingWell PPO
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Standard PPO

Total

Medical

53%

0.9%

-14.1%

-2.9%

1.4%

Rx

28.4%

15.6%

-1.9%

2.6%

15.7%

Total

10.2%

5.8%

-12.7%

-1.4%

5.3%

Source:KEHPGs claims and enroliment data aggregatedToyven

The LivingWell PPO is the most costly plan to KEldRdhas the largegire 65retiree populationT he
LivingWell CDHP is the only plathatexperienced a doubldigit trend from 2016 to 2017.he two Standard
plans experiencedecreasing trends compared to the two LivingWell plans.

Trends are influenced bymployeemigrationbetween plansVith higher cost members migrating from the PPO
plans to the CDHPs artie Standard PP@lan, as this plan was set as the default plan starting in 2017, the
overall plan trend may be lower than the weighted average trehdinflividual plans The CDHPpharmacy
trends are impacted by the combined medical/pharmacy dedsatideutof-pocket naximums(OOPMs)

Also effective 1/1/2016, KEHP diabetic members pagduced cpaymentand coinsurance, with no deductibles,
for most of their maintenance diabetic prescriptions and supplésresulted in higher prescription utilization
and reduced nmber outof-pocket costs with the largest impact to the CDHPs.
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Medical & Pharmacy Trends
Exhibit 15 shows the increase in cost, oRlMPMbass, for different service types.
Exhibit 15: Medical and RxPaid Coss PMPM by Service Type, 2810 Januani June 2017
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Source:KEHPGs claims and enroliment data aggregatedTsyven

In 2016, plan paid costs on PMPM basisreasd in all service categoriesxceptfor inpatientservices The
prescription drugategoryhas a 12.0% increase, followed by outpatinviceswith an8.5% increase, other
servicesvith an8.2% increase, andhpsicianserviceswith a 1.4% increase, while the inpatier@rviceshas a
0.4%decrease. Thiacreasaligns with national market trend.

PMPM costdncread in all servicecategoriesn the first half of 20X except for the physician services due to
unit cost inflation.
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Review ofKEHP Cost &Utilizationd Medical

Review of KEHP Cost & Utilization

Summaryf Medical and®harmacy
Key Findings

A

A

A

A

Inpatient, outpatienphysician and other claims as a portion of total claims started to desligatg
Drug spending increadéaster than overall health spendinghe past few year®harmacy costas a
percentage of total allowed cost increased from 23.1% in 2014 to 30.4% in 2017.

The KEHP paid claim structure has remained relatively stabécient years. Approximately 18% of
claimants account for about 84% of claims costs.

Except for the utiization decrease for inpatient services in 2016, both utilizations and unit costs inc
for all service types, which resulted ir006 increases in PRM allowed charges in 2016. The same
pattern continues in 2017 for inpatient and professional services which result&#imOreases in
PMPM allowed charges. Outpatient services have decreagileity while unit cost per visit have
increased

The topten Major Diagnostic Categories account for almost 80% of claim costs.

Distribution ofPaid Claimsby Service Type
Exhibit 16 shows the KEHP paid claims distribution $mrvicetypefor 2014 to 2017.

Exhibit 16: Paid Claims Distribution byService Typend Year

40.0%0
35.0%
30.0% —
25.0%
20.0% —
15.0%
10.0%
5.0%%
0.0%0 = —r
. . .. rescription
Inpatient Outpatient Physician Other Drugs
m2014 21.5% 34.0% 12.9% 8.5%% 23.1%
2015 21.3% 31.3%0 11.3%0 9.9%% 26.2%0
m2016 19.9%24% 31.9%% 10.7%% 10.1%% 27.5%
2017* 20.0% 30.3%0 9.9%% 9.4%% 30.4%

Source:KEHPGs claims data aggregated Ayuven
*2017 figures include January through June 20data only

Prescriptiorclaims compriséhe largest portiof30.4%) of the total claims. Starting from 201dpatient,
outpatientand physician claims as a portion of total claims started to decrease dightyclaimsincreased
faster than overall health spending in the past few y@ara.result, parmacy costsa percentage of total
allowed cost increased from 23.1% in 20648@.4% in 2017.

reased
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Review ofKEHP Cost &Utilizationd Medical
KEHP Medical Benefits Detailed Experience
Paid Claims by Userype

The proportion of KEHBs patientsand their costs, separated Benype, is shown in Exhibit2
Exhibit 17: Paid Claims by Usellype

2014 $0i $1, 09D, 0007 $$5,000000 i $ 1 $10Q,00a* 0
Patient % 52.4% 28.1% 18.9% 0.6%
Claim Amount % 2.9% 12.9% 62.0% 22.2%

2015 $0i $1, 09D, 0007 $$5,00000 i $ 1 $100,00a*0
Patient % 56.2% 26.4% 16.9% 0.5%
Claim Amount % 3.2% 13.5% 62.3% 20.9%

2016 $0i $1, 09D, 0007 $$5,0000 i $ 1 $10Q,00a*0
Patient % 56.0% 25.9% 17.6% 0.6%
Claim Amount % 3.0% 12.5% 62.5% 22.0%

Source:KEHPG claims and enroliment data aggregatedToyven

The KEHP paid claims distribution in 2@lindicated56% members had net paid claims of less than $1,000,
whereasl8% of claimantsaaccount foover84% of claims costscompare td7% in 205, which indicates the
portion ofhigh claimantincreased slightly in 2016.

Paid Claims Cost Detail by Age Band
Exhibit 18 showsKEHP& 206 medicalclaims PMPY by agband
Exhibit 18: 2016 Employee and Dependent Medical Claims PMPY by Agnd

$16,000
$14,000
$12,000
$10,000
$8.000
$6.000
$4.000
N m 0B
. B
=10 10-19 20-29 30-39 40-49 50-59 60-64 65+ All Ages
= Employees $- $1,802 $1,942 $2.541 $3,395 $5.276 $6,519 $8.358 $4,420
u Dependents $2.410 $1,645 $1,703 $3,096 $3,397 $5,780 $7.130 $14,160 $2,677
Total $2,409 $1,646 $1,796 $2,656 $3.395 $5.366 $6,599 $9,093 $3.653
2016 Member Counts
Employvees - 87 12283 25.697 32781 43,724 27971 4167 146,711
Dependents 28,724 36,969 19225 6,708 9.434 9.450 4.167 604 115322
Total 283724 37.057 31508 32.405 42015 53014 32.138 4772 362,032

Source:KEHPGs claims and enrollment data aggregatedToyven
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Aging typically resultsn 1%i 2% higher cost per year of age. In the exhibit above, members over 65 are active
employees (or geendents of active employeeshélcombination of the smaller size and higher demographic risk

Review ofKEHP Cost &Utilizationd Medical

As expected, @id claims per mendy increasewvith age. Dependents under age 30 repre&éio of total
dependents enrolled in the plan baty 52.7% of dependent costs. In comparisdependents over Sbmprise
merely 2.4% of the dependent populati but their costs represer.2% of the total dependent paid claims.

of this cohort leads to a greater likelihood of fluctuationper capita costs.

Paid Claims Cost Details by Service Type

Exhibit 19shows applicable utilization statistics for tinajor medical service types.

Exhibit 19: Utilization by Service Type on an Allowed Charges Basis

Inpatient Hospital Claim 2016 vs.| Jan - Jun, Jan - Jun, | 2017 vs.
Utilization Statistics 2014 2015 2016 2015 2016 2017 2016
Admits Per 1,000 Lives 68.7 64.5 61.20 -5.1% 60.4 58.9 -2.5%
Days Per 1,000 Lives 283.2 284.1 269.1 -5.3% 262.6 256.0 -2.5%
Average Length of Stay (Days) 4.1 4.4 4.4 -0.2% 4.3 4.3 0.0%
Average Cost per Admit $19,549 $18,823 $19,78 5.1% $19,060 $19,601 2.8%
Average Cost per Day $4,740 $4,271 $4,501 5.4% $4,385 $4,51Q0 2.8%
Allowed Charges PMPM $111.9 $101.1 $100.9 -0.2% $96.0 $96.2 0.2%

Outpatient Hospital Claim 2016 vs.| Jan - Jun, Jan - Jun, | 2017 vs.
Utilization Statistics 2014 2015 2016 2015 2016 2017 2016
Visit Per 1,000 Lives 1,664.4 1,129.8 1,167.3 3.3% 1,107.4 1,169.5 5.6%
Services Per 1,000 Lives 9,303.2 7,515.6 7,873.0 4.8% 7,663.7 7,624.2 -0.5%
Services Per Visit 5.6 6.7 6.7 1.4% 6.9 6.5 -5.8%
Average Cost per Visit $1,160 $1,450 $1,510 4.1% $1,509 $1,468 -2.7%
Average Cost per Service $208 $217 $225 3.6% $218 $225 3.3%
Allowed Charges PMPM $161.5 $135.8 $147.3 8.5% $139.2 $143.1 2.8%

Professional Service Claim 2016 vs.| Jan - Jun, Jan - Jun, | 2017 vs.
Utilization Statistics AN AL AL 2015 2016 2017 2016
Visit Per 1,000 Lives 7,359.8 7,462.6 7,685.4 3.0% 7,459.9 7,761.4 4.0%
Services Per 1,000 Lives 15,814.0 15,414.7 15,674.6 1.7% 15,122.5 15,806.9 4.5%
Services Per Visit 2.1 2.1 2.0 -1.3% 2.0 2.0l 0.5%
Average Cost per Visit $120 $116 $117 1.3% $117 $118 0.9%
Average Cost per Service $56 $56 $58 2.6% $58 $58 0.4%
Allowed Charges PMPM $73.9 $72.1 $75.20 4.3% $72.6 $76.2 5.0%

Source:KEHPGs claims and enroliment data aggregatedTsyven

Overall trend is driven by average cost per service increases and changes in utiiba616 utilization
increased for outpatient and professional services, and costs per service increasedvioedges. This
resulted in a 0% decrease for average inpatient PMPM char8e®/ increase for average outpatient PMPM
chargesand4.3% increase for avage professional PMPM charg&milar pattern continues in 201Which
resulted in a 2.8% increase farerage outpatient PMPM charga®l 5.0% increase for average professional
PMPM chargeslnpatient charges observed a 0.2% increase for average PMPM charges.
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Review ofKEHP Cost &Utilizationd Medical
Paid Claims Cost byop 10 Major Diagnostic Categories

Total expenditure and number of patients coverediertapl0 major diagnosticcategories (MDCsin 2016 are
shown inExhibit 20. Note thafTruverts categorization ofiHealth Statugincluded in this list is dicatchalld
category(e.qg.,preventiveddministrativehealthencounterssignssymptomspthers).Also, note that many patients
have multiple conditions faling within more than one MDC or clinical condition.

Exhibit 20: Utilization by MDC

Total Plan Cost Patients
. . . Jan - Jun, Jan - Jun, Jan - Jun, Jan - Jun,

Major Diagnostic Category 2015 2016 2016 2017 2015 2016 2016 2017
Musculoskeletal $163,705,992 $176,657,456 $75,850,772 $75,186,222 93,725 94,063 64,425 64,427
Circulatory $104,968,284 $113,823,811 $52,992,598 $55,065,750 66,985 67,127 45,395 44,868
Health Status $87,305,472  $86,845,224  $38,106,894  $41,209,632 178,363 181,896 107,768 112,893
Digestive $81,255,248 $86,614,748 $38,930,519  $40,875,497 50,870 52,341 31,174 31,014
Nervous $53,426,608 $55,679,498 $24,511,503 $26,589,978 31,341 31,023 19,339 19,647
Myeloproliferative Diseases $52,759,170  $49,275,973  $23,989,295 $21,993,818 6,246 6,195 3,843 3,893
Skin, Breast $43,937,031  $47,233,630 $19,587,207 $19,736,742 82,996 84,223 50,386 51,351
Respiratory $41,087,273  $45,666,949  $21,449,135 $20,743,880 50,217 53,813 32,665 36,973
Kidney $38,323,199  $39,717,480 $18,366,693 $18,368,531 33,052 33,663 19,536 20,332
Ear, Nose, Mouth & Throat $35,377,348  $38,138,571  $15,957,302  $17,395,631 123,724 129,186 87,367 92,554
Top Three as % of Total Spend 39.0% 39.4% 38.8% 37.6%

Top Ten as % of Total Spend 76.9% 77.3% 76.6% 73.9%

Source:KEHPGs claims data aggregated Ayuven

Approximately 75% of claim costs are for treatment of members whose diagnoses are contained id@he top

MDCs. Therelatively high cost of musculoskeletal, circulatory, and digestive MDCs, in particular, suglasts

care management and managed pharmaograms related to these diagnoses should continue to be encouraged.
For example, targeted joint replacement, low back pain, heart disease, and reflux disease management programs
or pharmaceutical step therapies, with high participation rates, can hedgeihese costs as well as improve the
health of patiats who have these diagnoses.

This distribution of claims by MDC is reflective of the average age of the covered population as well as indicative
of a population with a significant prevalence of headtks and chronic conditions.

Exhibit 21: Utilization by Chronic Conditions

Clinical Condition ~ |2015 Plan Cos} 2016 Plan Cost | 20/ Plan Cost
(Jan - Jun)

Cancer $61,041,65p $64,666,01[L $31,352,92
Chronic Back/Neck Pain $38,986,13b $44,461,51) $18,423,62
Osteoarthritis $43,148,846 $44,441,05p $18,210,33
Coronary Artery Diseasge $28,268,21D $29,957,34D $16,643,20
Diabetes $12,785,46[ $14,432,38D $6,135,17
Weight Management $6,883,737 $8,385,578 $3,876,65
Hypertension $6,865,792 $8,211,830 $3,933,41
Heart Failure $3,767,486 $4,245,754 $891,71
COPD $2,440,179 $2,608,099 $2,049,74
Asthma $1,926,672 $2,064,809 $897,954

Source: KEHPGs claims data aggregated Ayuven
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Review ofKEHP Cost &Utilizationd Medical

Severakhronic conditions, such ashronic backheckpain, coronaryheartdisease, andsteoarthriticeach cost
KEHP around 80 to $50 milionin 2015 and 206. For comparisorgll types of cancer combinedstKEHP
over$60 milion in 2015 and 2086. The costs associated with thd€chronic conditions represent approximately
23% of KEHFGs medical costdVlembers with these conditions should be targeted for disease management
programs.

Exhibit 22 showskKEHP& medical costs separateygifamily status.
Exhibit 22: Paid Claims by Member Type

Medical Plan Cost

Relationship 2016 vs, 2017 vs,|
2015 2016 2015 Jan - Jun 2016 Jan - Jun 2017 2016
Employees $615,720,900 $648,457,070 5.3% $290,479,330 $294,915,842 1.5%
Spouse $142,761,978 $149,363,980 4.6% $66,761,236 $68,837,825 3.1%
Child $154,406,360 $159,355,297 3.2% $72,984,498 $72,934,599 -0.1%
Total $912,889,238 $957,176,341 4.9% $430,225,064 $436,688,266 1.5%

Medical Plan Cost PMPM

Relationship 2016 vs, 2017 vs.
201 201 n-Jun 201 n - Jun 2017
015 016 2015 Jan - Jun 2016 Jal un 20 2016
Employees $345.58 $368.33 6.6% $327.41 $336.51 2.8%
Spouse $382.64 $389.37 1.8% $347.74 $347.37 -0.1%
Child $156.21 $159.32 2.0% $146.30 $144.29 -1.4%
Total $290.43 $304.41 4.8% $272.63 $276.37 1.4%

Source:KEHP&s enroliment and claims datggregated byruven

From 205 to 2016, KEHPGs total medicakostincreased. 3%, 4.6%, and3.2% foremployeesspousesand
children, respectivelyin 2017, the totaplan costs are expecteditareasdor employees ahgpouss, with a
slight decrease for childrei©n a PMPMbasis total plan cosincreased.6%, 1.8%, and2.0% for employees,
spouses, anchildren respectivelyln 2017, the BMPM costancreased b@.8% for employeeswhile spotses
and childrerPMPM cost decreased Byl% and1.4%, respectively

Exhibit 23shows KEHEs medical costs separateglactive/retireestatus.
Exhibit 23: Paid Claims byActive/Retiree Status

Medical Plan Cost

Status 2016 vs, 2017 vs,
2015 2016 2015 Jan - Jun 2016 Jan - Jun 2017 2016
Active Employees $622,343,999 $660,187,249 6.1% $298,361,757 $305,602,854 2.4%
Retirees $290,545,239 $296,989,092 2.2% $131,863,307 $131,085,4123 -0.6%
Total $912,889,238 $957,176,341 4.9% $430,225,064 $436,688,2664 1.5%

Medical Plan Cost PMPM

Status 2016 vs, 2017 vs,
201 201 - Jun 2016 Jan - 2017
015 016 2015 Jan - Jun 2016 Jan - Jun 20 2016
Active Employees $248.98 $262.48 5.4% $235.90 $240.07 1.8%
Retirees $451.39 $471.98 4.6% $420.87 $426.89 1.4%
Total $290.43 $304.41 4.8% $272.63 $276.37 1.4%

Source:KEHPSs enroliment and claims data aggregatedToyven

From 205 to 2016, active employees experience®.4% increaserni totalmedical claimsand retirees
experienced a.2% increaseOn a PMPM basisactive employees experiencg&d% increaseand retirees
experienced 4.6% increaseThe 207 PMPMtrendfor activeemployeess 1.8% and1.4% for retirees.
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Review ofKEHP Cost &Utilizationd Pharmacy
KEHP Pharmacy Benefits Detailed Experience
Key Findings

A The decrease in both plan paid cost and member paid cost in 2015 was caused by lower utilizatior
improved drug pricing with the new pharmacy vendor.

Total allowed pharmacy PMPM cost increased by 8.5% in 201621086 in the first six months of 201

The main drivers of pharmacy cost increase were significant price inflation for generic, brand, and
specialty drugs; a declining number of patent expirations on blockbuster drugs; and a continued pipeline
of new spedalty drugs.

The reduced copayment and coinsurance paid by diabetic members starting in 2016 resulted in higher
prescription utilization and reduced member-ofspocket costs, leaving KEHP to absorb most of the ¢
increases in 2016 and 2017.

A Generic dispnsing rate has increased since 2008, helping to slow down the drug cost growth.

A

A

Pharmacy Cost Statistics

A summary of yeaoveryear trends foKEHPGs total pharmacy claims experience is illustrateBxhibit 24.
Exhibit 24: Key Statistic® AggregatePharmacy Benefit<osts

2016 vs{ Jan - Jun, Jan -Jun, |2017 vs
2013 2014 2015 2016 2015 2016 2017 2016
Total Eligible Members 267,090 263,456 261,938 262,032 0.0% 263,012 263,343 0.1%
Total Number of Scripts 4,813,768 4,553,940 4,455,571 4,553,655 2.2% 2,222,837 2,282,922 2.7%
Scripts Per Member 18.02 17.29 17.01 17.38| 2.2% 8.45 8.67| 2.6%
Total Plan Paid $353,046,650 $324,305,143 $323,322,903 $362,275,77¢% 12.0% | $164,379,081 $190,394,11P 15.8%
Total Member Paid $70,738,892 $72,677,325  $60,007,483  $53,726,53f -10.5% $32,471,391  $30,364,10D -6.5%
Total Allowed Cost $423,891,137$397,459,618 $383,874,554 $416,608,132 8.5% [$197,141,939$221,041,119 12.1%
Plan Paid PMPM $110.15 $102.58 $102.86 $115.21 12.0% $104.16 $120.50 15.7%
Member Paid PMPM $22.07 $22.99 $19.09 $17.09 -10.5% $20.58 $19.22 -6.6%
Total Allowed Cost PMPM $132.26 $125.72 $122.13 $132.49 8.5% $124.93 $139.89 12.0%

Source:KEHPSs enroliment and claims data aggregatedToyven

The number of scripts per member masease®.2% in 2016 and isprojected tancrease.6% for 2017. The

total allowedcostfor prescription druggicreased.5%in 2016, and2017 is projected to seeancrease of

12.1% from thefirst six months of 206 to thefirst six months 0f2017. The observed 2@ltrend rate for KEHBs

portion of the pharmacy cosh a PMPM basis 12.0% compared ttotalallowed costrendof 8.5%. The

observed trend rate for KEl&portion of he pharmacy cost for the first sixonths of 20T is 15.7% (ona

PMPM basis) witlthetotal allowed cost trend of 1@%. Effective 1/1/208, KEHP diabetic members pay a

reduced copayment and coinsurance, with no deductibles, for most of their maintenance diabetic prescriptions and
supplies. This resulted in higher prescription utilization and reduced membef-potket costsA number of

factors are driving the high pharmacy trends, including significant price inflation for generic, &mdrepecialty
drugs; a declining number of patent expirations on blockbuster drugs; and a continued pipeline of new specialty
drugs.
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Review ofKEHP Cost &Utilizationd Pharmacy
Exhibit 25 showskey utilization and cost share stéts for KEHRs pharmacy claims.
Exhibit 25: Key Pharmacy Cost Share Statistics

2016 vs.|Jan - Jun, Jan - Jun,| 2017 vs.
2015 2016 2017 2016

Member Cost per Claim $15.03 $16.30 $13.67 $12.02 | -12.1% | $14.85 $13.61 -8.4%
Retail Member Cost per Claim $14.73 $15.79 $13.45 $11.87 -11.8% $14.68 $13.48 -8.1%
Mail Member Cost per Claim| $26.42 $35.16 $26.05 $20.35 -21.9% $24.38 $20.36 -16.5%

2013 2014 2015 2016

Total Member Cost Share 16.7% 18.3% 15.7% 12.9% -2.7% 16.5% 13.8% -2.7%
Retail Member Cost Share 16.9% 18.8% 15.6% 12.9% -2.7% 16.5% 13.8% -2.8%
Mail Member Cost Share 13.5% 12.7% 16.1% 12.5% -3.6% 15.5% 13.0% -2.5%

Generic Utilization

Generic Dispensing Rate 78.3% 81.4% 84.1% 85.0% 0.9% 85.6% 86.3% 0.7%
Generic Substitution Rate 93.5% 93.8% 94.9% 95.9% 1.0% 96.1% 96.8% 0.8%
Mail Order Utilization 2.5% 2.6% 1.7% 1.8% 0.0% 1.8% 1.7% 0.0%

Source:KEHPGs enroliment and claims data aggregatedToyven

The generic dispensing rdtascontinued to increase steadily from 59.9% in 20t shown)o 85.0% in 2056
and 86.3%hrough first sixnonths 0f2017. Mail order utilization hasemained fairly levethrough2014. Mail
order utilizationdecreased by 0.9% in 20&&er thepharmacywendor change and thetayed stable through
2017 Member cost shahowsamodest increase in 2014 when plan design cteingeeased member cost
sharing Thereduced copayment and coinsurance paid by diabetic mestaeting in 2016esulted in higher
prescription utilization and reduced member-ofipocket costs. There were no other changes to member
copayments from 2014 to 2017, leaving KEHP to absaobt of the cost increases.

Demographic Impact on Pharmacy Experience

Exhibit 26 illustrates the incease in medication usagdth each increasing age band.
Exhibit 26: 2016 Distribution of Pharmacy Claims and Number of Prescriptions, PMPY by Aggnd

$3,000 40.0

- 350
$2,500

- 30.0

$2,000
\ 250
$1,500 20.0

- 150

$1,000
- 10.0
$500
5.0
<10 10-19 20-29 30-39 40-49 50-59 60-64 65+ ran
Total
mmm PMPY Paid Claims $223 $628 $636 $907 $1,505 | $2.243 | $2.707 | $2.782 | $1.383
—8—PMPY Number of Scripts| 4.8 6.4 8.4 132 198 273 321 353 17.4

Source:KEHPE enrollment and claims data aggregatedTsyven

Increase in utilization and cosith ageis due to the natural progressiortioé membershis healthstatuswith
age. The number of scripts, on a PMPY basis, incddhseuglouttheage bands.
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Review ofKEHP Cost &Utilizationd Pharmacy
Exhibit 27 showspharmacyclaims andnumber ofscripsPMPMs compledby group.

Exhibit 27: 2016 Distribution of Pharmacy Claims and Number of Prescriptions, PMPY by Group
$6,000 35.0

$5,000 - )/\ - 30.0

- 25.0
$4,000 -

- 20.0
$3,000 -

- 15.0

$2,000 L 100
$1,000 . 50
%01 Health Local | School| State |
COBRA Depts KCTCS| KERS | TRS Gov't | Boards| Ee's Total

== PMPY Paid Rx Claims | $5,038| $1,158| $1,648| $2,295| $2,676| $1,373| $1,062| $1,182| $1,383
—#—PMPY Number of Scripts 25.9 17.5 16.9 25.5 29.7 16.4 14.6 15.7 17.4

Source:KEHP& enroliment and claims data aggregatedToyven

Themost expensive pharmaager group, COBRA, continues to show high utilizatiomase frequentisers of
medical and pharmacy benefits are more likely to continue their coverage through COBRA. After COBRA,
KERS, andTRS, the retiree groupare the highest users of pharmacy benefits due to increased ages. The
utilization forother goups are fairly level

Prescription Drug Utilization and Disease States

Exhibit 28 shows the drugs th&EHP paid most for in 208, along with their costs amtimber of scripts for
2013 through the firssix months of 207T.

Exhibit 28: Top 10 Drugs forKEHP

Total Plan Cost Number of Scripts

Drug 2016 Rank 2013 2014 2015 2016 Jagt)'f?“n 2013 2014 2015 2016 Jago'lJ?“”
HUMIRA 1 $10,117,150  $11821985 $15058077 $22,188,37] $14,266214 2778 3028 279  3431] 2,001
ENBREL 2 $8557361  $9.204171 $11383174 $13962,399 $6,92117Q 2463 2504 2307  2333| 1,040
NOVOLOG FLEXPEN 3 N/A $116828  $4857,684  $6254,119 $3,387,180 N/A 191 7007  7,740| 4,009
JANUVIA 4 N/A $3626340  $4,648425  $6071079 $3,34292§ N/A 11583 12840  14176| 7517
NOVOLOG 5 N/A N/A $4438804  $5706724  $3,096,808 N/A N/A 6452  6759| 3456
METFORMIN HCL 6 N/A N/A $1,277,760  $5516114  $1,682,63( N/A N/A 86844 94643 47283
vICTOZA 7 N/A N/A $3168218  $541407q  $3,069,072 N/A N/A 5001  7,350| 3946
GILENYA 8 N/A N/A $4207637  $5311600 $3,08749] N/A NIA 461 426 220
STELARA 9 N/A $3381,031  $4,696392  $5179554  $3,236,005 N/A 274 394 420 243
LANTUS SOLOSTAR 10 $4103844  $4896128  $5448708  $5065087 $5,773 9768 11134 10444 9172 10

Source: KEHPSs enroliment and claims data aggregatedToyven

The top drugs utilized year over year correlate to MDC findings and further contribute to the potential for cost and
health improvement through coordinated disease managementantives such as reduced copays for
maintenance drugsrescribedo treat chronic condition&EHP implemented reduced memisérare for diabetic
prescriptions and supplies beginning in 201062016, the topl0drugs represented &% of the KEHP total

pharmacy costs.
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Review ofKEHP Cost &Utilizationd Pharmacy

Exhibit 29 showsitilization and cost statistics ftletop therapeutic classéisat contribute to pharmacy costs
January 2017 to June 2017

Exhibit 29: Top 10Therapeutic ClasssContributing to Pharmacy Cost

Top 10 Therapeutic Classes for January - June 2017 by Plan Cost
Rank Therapeutic Class Scripts Patients Gross Costs lg?llegea:g Grsl\sllsl:’:\:/lost

1 Antidiabetics 124,300 20,817 $ 36,752,691 56 8% $23.18
2 Analgesics - Anti-Inflammatory 75,017 33,603 $ 30,109,674 93.2% $18.99
3 Psychotherapeutic And Neurological Agents 5,773 2,079 $ 14,668,331 31.6% $9.25
4 Dermatologicals 42,785 26,193 $ 11,364,575 88.8% $7.17
5 Antiasthmatic And Bronchodilator Agents 79,821 26,601 $ 9,034,097 59.9% $5 70
6 Antihyperlipidemics 142,769 38,382 $ 7,543,753 97.5% $4.76
7 ADHD/Anti-Narcolepsy Obesity/Anorexiants 37,583 9,354 $ 7,388,049 63.3% $4.66
8 Antineoplastics 9,381 2,737 $ 7,377,453 94.7% $4.65
9 Antivirals 25,756 18,504 $ 7,162,928 88.5% $4.52
10 Ulcer Drugs 92,998 30,982 $ 6,887,589 93.9% $4.34

Top Ten Total 636,183 $ 138,289,140 80.2% $81.52

Source: CVS/aremarkPrescription Benefit Review Jaary 20177 June 20¥

Plancosts for these top indicators represgaut$138million in thefirst six months of 207 KEHPGs total
allowed pharmacgost were around221milion for the samgeriod therefore, 8% of pharmacy coseredue
to the top ten indicator®iabetes is the top indicator, witer$37 million in total ingredient costs and one of
the highesplan costs per p&nt.

Pharmacy Benchmarks

Exhibit 30compares some of KEMPpharmacy cost utilization statistiagainst public benchmarks provided by
CVS/caremark

Exhibit 30: Benchmarked Utilization Statistics

KEHP State Govit.
Jani Jun, | JaniJun, Jani Jun,
Ais | A 2016 2017 2017
Member Cost % 15.7% | 12.9% 16.5% 13.8% 11.1%
Generic Fill Rate 84.1% | 85.0% 85.6% 86.3% 86.8%
Generic Substitution Rate 94.9% | 95.9% 96.1% 96.8% 98.8%
Mail Subscription Rate 1.7% 1.8% 1.8% 1.7% 5.9%
Specialty Percent of Alowed Cost 29.9% | 33.1% 32.9% 37.0% 36.1%
Specialty Plan Allowed Cost PMPM| $36.46 | $43.81 $41.11 $51.80 $51.23

Source:KEHPGs enroliment and claims data aggregated by Tryw@viS/@aremark Prescription Benefit Review laary 20177 June 20%

KEHPG member cost shareds™o higher tharthe CVS/caremark benchmarkKEHPGs generidill rate and
specialty drug allowed coate consistent with tHeenchmarkHowever themail subscription rate iuch lower
than the benchmark.
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Review ofKEHP Cost &Utilizationd Pharmacy
Several oKEHPGs highly utiized drugs, includinggveralof the top 10 listeéh Exhibit 28, arescheduled for

patent expiration over the next several yeassshown ifexhibit 31

Exhibit 31 Schedule of Top Prescription Drugs Losing Patent Protection

Year Drug Manufacturer Use KEHP Cost - 2016
Copaxone Teva Multiple Sclerosis $ 4,810,691
Minastrin 24 FE Actavis Contraceptives $ 1,401,045
Strattera Lilly Attention Disorders $ 1,126,298

":' Nexium AstraZeneca Heartburn/Ulcer Disease $ 817,641

O |Trokendi XR Supernus Seizures $ 650,934

N [ProAir HFA Teva Asthma $ 538,075
Uceris Santarus Gi Disorders $ 515,507
Vytorin Merck High Blood Cholesterol $ 508,194
Epiduo Galderma Skin Disorders $ 310,805
EpiPen Auto-InjectgMylan Misc Conditions $ 1,919,458
Treximet GlaxoSmithKline Migraine Headaches $ 808,288
Minivelle Noven Hormonal Supplementation $ 662,081
Cialis Lilly Circulatory Disorders $ 655,909

2 Solodyn Medicis Infections $ 524,725

O |Adcirca Lilly Circulatory Disorders $ 307,410

AN || etairis Gilead Circulatory Disorders $ 233,288
Makena KV Pharm Hormonal Supplementation $ 217,539
Canasa Axcan Inflammatory Conditions $ 213,395
Zytiga Centocor Cancer $ 208,270
Sensipar Amgen Endocrine Disorders $ 205,354
Gilenya Novartis Multiple Sclerosis $ 5,311,600

oy |Lyrica Pfizer Pain And Inflammation $ 3,000,412

«—1 |Latuda Sunovion Mental/Neuro Disorders $ 858,249

8 Ranexa CV Therapeutics Heart Disease $ 826,974
Firazyr Shire Hereditary Angioedema $ 736,423
Vesicare Astellas Urinary Disorders $ 422,472
Revlimid Celgene Cancer $ 2,500,572
Dexilant Takeda Heartburn/Ulcer Disease $ 1,932,568

o Dulera Merck Asthma $ 1,243,488

o\l |Absorica Ranbaxy Acne $ 944,646

8 Xyrem Jazz Sleep Disorders $ 912,247
Chantix Pfizer Smoking Cessation $ 745,291
Uloric Takeda Gout $ 532,435
Taclonex Leo Pharm Skin Conditions $ 214,682
Atripla Gilead Hiv $ 1,107,215

— Bystolic Forest High Blood Pressure/Heart Disease $ 977,668

QN |Truvada Gilead Hiv $ 865,772

8 Kuvan Biomarin Endocrine Disorders $ 416,744
Sutent Pfizer Cancer $ 357,310
Pradaxa Boehringer Ingelheim Anticoagulant $ 333,161

Source:KEHP clams data aggregated by Truven

These highly utilized drugs in Exhii#tl represena significant portion of KEH& total pharmacyT ogether,
these drugs account foeary $41 milion, or 11.3%, of KEHPGs total pharmacy cost.

However, it is important to note that, while these drugs represent a significant portion alskKEHE spendhey
may not necessarily result in significant savings to the jflangs coming off patent may hakigh-cost generic
alternatives or new, more expensive therapeutic equivalent brands.
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Population Health Issues
Population Health Issues
Key Findngs

A Members of KEHP are not utilizing preventive care screenings as often as recommended. There v
major changes in preventive screening rates betwedna2@l206 except for alight increase in well
child for both active and retiree palptions.

A The Kaser Family Foundation Survey, as with prior years, shows that Commonwealth of Kentucky
residents, as a whole, have less healthy behaviors and outcomes th& éisea whole, as well as other
states in the South Region.

Preventive Care Screenings

fiHealthy People 20XandfHealthy People 20Z0are sets of national health objectives for the U.S. to achieve by
their respective target ye@r<2010 and 202Created by health experts, these objectives identify a wide range of
public health priorities and specific, measurable objectives. These can Hentssaith improvement strategies

at the state, comumity, or organizational levah order to reach thetithate goals of increasing the quality and
years of healthy life and eliminating health disparitlest each of the preventive screenings, the desired target
compliance rate is 100% for the respective target groups and screening frequeritieslfigr Rople 2016
andfiHealthy People 2020

Exhibits 32 and 38 showthe preventive care screening rateskBHP memberdrom 2013i 2016 by active and
non-Medicare eligible retiree statuseparately.

Exhibit 32: Preventive Care Screening UtilizatiofActives)
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Source:KEHPE enrollment and claims data aggregatedTsyven
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Population Health Issues
Exhibit 33: Preventive Care Screening Utilization (Early Retirees)
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Source:KEHPG enrollment and claims data aggregatedToyven

There were a major changes in preventive screemimigs between 26Jland 2056 except foraslight increase in
well child for both active and retiree populat®oiKEHPGs retiree populatiorcontinues to achievagher
screening rates for all adult preventive measures, with the exception of cervical caeers,svhen compared
with actives.Levels for both member groups are well under goals and expectatigm®vements in preventive
care screenings aneeded irall categoriesbutespeciallyfor colon cancer.

Disease Management and Care Management

Exhibit 34 shows the efforts of KEHP clinicalcase management programs.
Exhibit 34: Outreach Results

2015 2016 Jan - Jun, 2017
Engagemen Engagemen Engagemen
Anth
nthem Referral | Engagement Rate Referral | Engagement Rate Referral | Engagement Rate
Diabetes Prevention Program 511 375 73% 549 397 72% 170 225 -
Case Management 111,289 16,941 15% 77,374 13,734 18% 39,561 6,240 16%

Source: Anthends Clinical Program Reports, 2B12016 and the first 6 months of 2017

Even though theaumber of referrals and engagementheDiabetesPrevention Program increased in 2016, the
overall engagement rate decreasitk DiabetesPreventionProgram was introduced in 2015 with the change in

the medical carrieland as aresult,the first year engagement is expected tthiedighestas memberare newly
identified and is expected to decrease or level off in years following given the population is relatively stable year
overyear. The number of referrals in the Diabetes Prevention Program deceasepthe firsisix months of

2017, while the amber of engagemendppears to havecreasedl hecasemanagement engagement rate
increasedrom 15% in 2015 to 18% in 2016, and is 16% through the fissx months of 2017

Exhibit 35 shows the extent to which KEHP members have taken care of theirihedtts and 207.
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Population Health Issues
Exhibit 35: ICM Clinical Indicators

Cluster Clinical Indicator Measur.ed 2015 2016 | J2n-Jun,
Population 2017
Overall Percent of Adults with no gaps in Care All KEHP 40% 39% 40%
Wellness Members
Vascular |Use of Beta-Blockers after heart attack 734 83% 84% 84%
Conditions |LDL-Cholesterol Screening after a caridovascular 3,550 78% 78% 78%
HbAlc Testing Rate 18,508 78% 81% 81%
Diabetes [—
Lipid Test Percent 16,721 72% 74% 73%
Eye Exam Rate 8,215 30% 33% 36%

Source:KEHPE enrollment and claims data aggregated by Truven

The2017 figuresare similar to those in 281 TheHbAlc testingrate andipid test percentage is relatively
consistent with 2016T he percentage receiving an eye exam is moving in the right direction, however, an ongoing
concern is the very low percentage of KEHP members with diabetes who have receivedkameye e

Costs by Disease State

Exhibit 36 displays the difference BMPMallowed charges (the cost to both the plan and member combined)
between the average KEHP member and those with specified chronic conditions.

Exhibit 36: 2016 Chronic Disease States PMPMs. KEHP AggregatePMPM
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Source:KEHPSs enroliment and claims data aggregatedToyven

Members withcongestiveheartfailure, for example, arél3% more expensive thandlaverage membeGiven

the average cost of membevghin each disease state, there is potential for significant savings through effective
management of chronic diseases. Assisting members with accessing appropriate care, discussing concerns with
their physicians, maintaining medication compliance, amirgpadditional education through the disease
management program will significantly improve member health and plan cost.
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Population Health Issues
Population Health Statistics for the Commonwealth of Kentucky

The Kaiser Family Foundation has tabulated, state by state, the prevaflerartain behaviors and indicators that
affect the health of individualsT hese behaviors and indicators correlate closely to health status. Given that KEHP
covers a significant portion of the total Commonwealth population, these behaviors and isdicatiso evident

in the plan populationA summary of these key statistics for Kentucky, compared against other states in the South
Region and th&).S.in total, is provided belown Exhibit 37 (statistics for which Kentuckig worsethanboththe

SouthRegionandtheU.S.are marked in red)

Exhibit 37: Comparison of Selected Population Health Statistics

. KY (Prior KY South

Statistic Survey) | (Current) | Region US Total
Life Expectancy at Birth 76.0 76.0 7.7 78.9
Percent of Adults Who are Overweight or Obese 66.7% 67.2% 66.8% 64.5%
Percent of Children (10-17) who are Overweight or Obese 35.7% 35.7% 33.6% 31.3%
Percent of Adults who Participate in any Physical Activities 71.8% 67.5% 71.5% 74.1%
Percent of Adults Who Smoke 26.2% 25.9% 18.2% 16.8%
Percent of Smokers who Attempt to Quit Smoking 56.4% 53.3% 61.7% 60.4%
Percent of Adylts Who Have Ever Been Told by a Doctor tha 12.5% 13.4% 11.6% 10.4%
They Have Diabetes
Adult Self-Reported Current Asthma Prevalence Percentage | 16.9% 11.9% 8.4% 8.8%
Percent of Adults Reporting Poor Mental Health 34.6% 35.5% 33% 34%
Number of Cancer Deaths (per 100,000) 199 199 168 163
Number of Deaths Due to Diseases of the Heart (per 100,000) 201 198 179 169
Age-Adjusted Invasive Cancer Incidence Rate (per 100,000) 512 512 433 439

Source:Kaiser Family Foundation, www.statehealthfacts.org

The population statistics suggest that Kentucky residents, on average, have a less healthy lifestyle than both the
South Region and tHe S.as a whole and can expect both a higher prevalence of health issues and a lower life
expectancyHowever, thepercenage of adults whemokeand the percentagé adults selfreported asthma are
betterthis year than last year.

Consistent with the health issues affectitieHP members, the Commonwealth still lags behind national average
for metrics such as obesind smoking. Progress towards reaching and exceeding the national averages will
significantly impact the underlying costloéalth car@and demonstrate a significant opportunity and goal for the
Commonwealtbs population and for KEHP membersHfizHP is focusing on pushing forward with wellness
initiatives inanattempt to improve KEHP membé@étsealth statistics

Seventeentinnual Report
Kentucky Group Health Insurance Board
December 152017

Page31



Population Health Issues
Health Insurance Coverage for the Commonwealth of Kentucky

In addition to théhealthrisk statisticscomparison, th&aiser Family Foundationds aggregated data regarding
the health insurance coverage of each &atsidentdn Exhibit 38, Kentucky is again compared against the
South Region as well as theS.as a whole.

Exhibit 38: Source of Insurance Coverage Comparison
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Source: Kaiser Family Foundation, www.statehealthfacts.org

In contrast to the disparity in their health risk statistics, the residents of Kentucky are insured in roughly the same
proportions as the rest of thieS., with an uninsured ratbatslower than bothhenationalaverage andhe other
southernstates.Thepercentage dkentuckyresidents insured through Medicare and Medicaid are higher than

both the SoutiRegion and th&).S.in total.
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Benchmark Results
BENCHMARK RESULTS

Key Findings

>\

KEHP members have highiecidences in all major disease categories than t8eddnchmarks and the
state andocalgovernment benchmarks.

KEHP has higher prevalence figures than hmthlic sector andorivatesector in all chronic conditions.
Admission rates for KEHP members with chronic conditions are higher than baitivéite and public
sector benchmarks.

> >

Total Allowed Costs

Truven benchmarked several statistics for KEHP. Truven compared@&E85 plan peformance against
employer plan performance of other Truven clienth@public sector ancrivatesector.Exhibit 30 shows the
difference in total costs PMPY for both KEHP andhblic andprivate sectors

Exhibit 39: 2016 KEHP Active& Early Retiree Population PMPY Allowed Costs vs. Public and Private Sector

$7,000
$6,000 -
$5,000 -
$4,000 -
$3,000 -
$2,000 -
$1,000 -

$-

KEHP Public Sector Private Sector

m Medical = Pharmacy

Source: TruvenBenchmark Report

KEHPGs total allowedPMPY costwas6.8% higher than other clients in thaublic sector (4.0% higherfor
medical costs antls.6% higher for pharmagyand3.2% higher than clients in tharivate sector(3.4% lower for
medical costs an#6.9% higher for pharmacy)

Demographics
Exhibit 40 compares some key demographic statistics for the KEHP agaimathiieandprivate sectors.
Exhibit 40: 2016 Key DemographicStatistics

KEHP Public Sector Private Sector
Average Member Age 37.0 36.0 33.6
Member to Employee Ratio 1.8 2.0 2.2
Employee % male 42% 44% 49%
Risk Score 181.0 113.0 96.0

Source: TruvenBenchmark Report

In general, KEHBs plans cweer an olderpopulation with smallefamily size than otheFruvenclients in the
public sector.KEHPGs risk scoreis substantialiyhigher tharclients in thepublic sector anchigherthan other
clients inthe privatesector.
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Benchmark Results
Disease Prevalence in KEHR:#ive Population

Exhibit 41 compares the prevalence of several chronic diseases for the KEHP active population against other
states and 3. population in general.

Exhibit 41: 2016 Disease Prevalence for Actives

Benchmark
Disease Prevalence % of Patients| KEHP State & ; . ;
Difference| Private Difference
Local Govt
Asthma 2.56% 2.15% 0.41% 1.95% 0.61%
Coronary Artery Disorder 2.26% 1.72% 0.54% 1.42% 0.84%
Chronic Obstructive Pulmonary Disedse1.24% 0.72% 0.52% 0.62% 0.62%
Congestive Heart Failure 0.38% 0.36% 0.02% 0.26% 0.12%
Diabetes 11.16% 8.65% 2.51% 6.76% 4.40%
Depression 5.17% 5.31% -0.14% 4.61% 0.56%
Hypertension 19.35% 14.74% 4.61% 10.61% 8.74%
Low Back Disorder 12.76% 10.76% 2.00% 9.04% 3.72%
Obesity 2.21% 1.65% 0.56% 1.56% 0.65%
Osteoarthrits 7.13% 6.07% 1.06% 4.82% 2.31%

Source: TruvenBenchmark Report

KEHP members hav@gherincidencesn all major diseaseategoriegshanthe US. benchmarkandstate and
localgovernmenbenchmarks, excepegression.

Exhibit 42 compares the prevalence of chronic conditiagainsiprivate andpublic sector benchmarks
Exhibit 42: 2016 Chronic Condition Prevalencéer 1,000 Members
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Pulmonary Disease

Source: TruvenBenchmark Report

KEHP has higher prevalence figures tlathpublic sector andrivatesector inall chronicconditions.
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Benchmark Results
Exhibit 43 shows selecadmissiongrevalence figures for KEHRgainsiprivate andpublic sector benchmarks
Exhibit 43: 2016 AdmissionsPer 1,000 Members for Memberg/ith Chronic Conditions
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Source: TruvenBenchmark Report

KEHP members with chronic conditions shbigheradmission rates than bgbhivate andoublic sectors, except
for diabetes.

Exhibit 44 compares thadmission®f KEHP against those thepublic andprivatesectors, split by relationship.
Exhibit 44: 2016 AdmissionsPer 1,000 Members

90.0 m KEHP
£0.0 78.5 79.5 ® Public Sector
= Private Sector

Employee Spouse / Partner Child / Other Dependent Total

Source: TruvenBenchmark Report

KEHP employeepopulation has considerable higher admission rates than bagihtticeandprivatesector.
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Exhibit 45 compares the outpatient service rates of KEHP members against thogauinlithendprivate sectors,
split by relationshipOutpatient services include wellness and prevention, diagnesialf tests and MRI scans),
treatmenti(e. surgeries and chertteerapy), and rehabiliation €. drug or alcohol rehab and physical therapy).

Exhibit 45: 2016 KEHP Outpatient Services & Member
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Source: TruvenBenchmark Report

The KEHP population has considerable higher outpatient services per member than fadilictbedprivate
sector, for each relationship.
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FederaHealth Care Reform

FEDERAL HEALTH CARE REFORM
The Patient Protection and Affordable Care Act

ThePPACA was signed into law on March 23, 2010, and the related Health Care and Education Reconciliation
Act of 2010 (HCER), which modifies certain provisions of PPACA, was signed into law on March 30, 2010.
These two statutes made sweeping changes to gdmtingoverning employesponsored group health plans,
individual health coverage, and governmental health programs. The provisions affect insurediasarsef
employer health plans.

The provisions provided by these two statutes generally are adidtedRablic Health Service Act (PHSA) and

are incorporated by reference into the Employee Retirement Income Security Act of 1974, as amended (ERISA).
Certain changes are also made to the Internal Revenue Code of 1986, as amended (Code), and the Fair Labor
Standards Act (FLSA)Since the law implicates a number of different statutes, various governmental agencies
have authority to issue guidandduch guidance has been released since the law went into effect, with much

more still to come. The timeline for @im spans to 2020 with more than 60 major regulatory deadlines that have
and continue to be addressed byféderal government.

The Congressional Budget Office (CBO) originally estimated the cost of PPACAto be $938 bilion. Savings and
revenues were pregted to provide $1.08 trilion, for a net reduction to the federal deficit of $143 bifiamings
and revenues were based on:

Savings from Medicare Advantage c.uts

Savings from a reduction in the Medicare growth.rate

Savings fronthe CLASS program (aational bng-termcare program)

Excise taxe®n highcost insurance.

New Medicare taxes on highcome individuals.

Penalty payments froemployers not providing coverage for employees

Penalty payments fromdividuals not maintaining minimum coveesfgr themselves and dependents
A cap on annual contributions Etexible SpendingAccounts(FSAs)

Elimination of theretireedrug subsidy tax exclusion

Fees on insurance companies, pharmaceutical compamiesedical devices companies
Other net savirgiand net revenues

T T2 I D D D D

However, the CLASS program was repealed in October 21w, implementation of this program was
contingent on certification by the Secretary of Health and Human Se(teiS) that the program was

financially sound. The secretaaithat time Kathleen Sebelius, reported to congress in October that the program,
as designed, was not financially souSdvings from this program were projected to have beehigo.

Some Key Provisions of PPACAi&t Impact KEHP
Changes to HealtRlans

PPACA creates unprecedented change in tBeléalth carsystem. Itimpactedll stakeholders inealth care
including employers, government, payers, providansl pharmaceutical companieshds and will continue to
have asignificant impact ommployers, their health plans, and related administration for years to come. Some
provisions were already effective, while some were defasddte as 202Qvith many provisions gradually
phasedn. For KEHP, many provisions became effective Janua@p1].
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PPACA changes a number of requirements for group health plans and emplbgesponsor or administer
theseplans:

A Plans must offer coverage for the children of covered individuals until age 26, and may opt to continue to do

so through the end dfi¢ plan year aring which they attain age 26.

Plans may not place lifetime limitsndhe dollar value of coverage.

Beginning in 2014, plans may not impose any annual limits on coverage; prior to 201#eastynable

annual limits, as determined tiye Scretary, may be imposed.

Plans may not have waiting periods longer than 90 days.

Plans must eliminate prexisting condition exclusions, effective for children under 19 in 2011; effective for

adults in 2014.

Plans may not rescind coverage except in tse o&fraud omtentional misrepresentation.

All non-grandfathered group health plans, including-seitired plans, must adopt an anr@@PM for

covered, innetwork esentiahealthbenefits (EHBs) for selbnly coverage ($&50in 2016and ¥,150 in

2017 and family coverage ($1800in 2016and $4,300 in2017). Group health plans mu¢mbed an

individual OOPM within anyiother than selbnlyo coverage limit.

Employer plans must have an HtdBproved binding external review process.

Employersarerequired to report the aggregate value of health benefits on empidWe2$orms beginning

with the 2012 tax year.

A Changes to FSAs:

T The cost of ovethecounter drugs not prescribed by a doctor may not be reimbursed through-a stand
alone HRA or health §A beginning January 1, 2011.

T Increased penalty for nonqualifieftalth Savings AccounHSA) or ArcherMedicalSavingsAccount
(MSA) purchases or distributions increased fro®o10 20%, effective for distributions in 2011.

i The maximum contribution to an FS&\imited to $2,500 annually, beginning in 2013.

i The limit may be adjusted annuallgrfinflation, not to exceed $50.

Discrimination in insured group health plans based on the em@ogeafary is prohibited. IRS has delayed

the application of this req@ment until it issues further regulations.

Self-insured plans are subjectRatientCentered Outcomes Research Institute (PCOR$)dad transitional

reinsuance fee$2014 through 2016 benefit years)

Plans are required to provide coverage for certaireinvork preventive health services, including wofsen

preventive health services, at no cost sharing.

Employers are required to provide Summary of Benafits Coverage to participants in writing and free of

charge by the first day of coverage, upon renewal or reissuance and upon request.

Employers are required to provide notice to inform employees of coverage optioasxchange.

Beginning in 2014plansare required to provide benefit coverage for certain routine patient costs for

qualified individuals who participate in an approved clinical trial.

Beginning in 2014, rewards for wellness programs must not excéedfbe total cost of coverage, except

this percentage is increased to 5the extent that the wellness program is designed to prevent or reduce

tobacco use.

Beginning in 2015, employers are required to provide afforaaiblenum essentiacoverage that meets

minimum value.

A Beginning in 2015employers are required to report health insurance information to government and
participants.

A Beginning in 2018, a 46 excise tax will be imposed on the value of health insurance benefits exceeding a
certain thresholdT his was delayed until 2020.

> > >

> 3>

> > > > > >

>
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FederaHealth Care Reform
Mandated Health Insurance Coverage

PPACA requires that most U.S. citizens and legal immigrants have health insurance starting in 2014. This
individual mandate provision is enforced by a tax penalty based on income level. Inssicdfered through
statebasedexchangestartingin 2014 Families with income up to 400% of the federal poverty level may receive
premium tax credits and cesharing subsidies for their coverage. PPACA also expands Medicaid eligibility to
those with income up to 13386 the feakral poverty level.

PPACA imposes penalties on group health plans that do not provide coveragetimefeinployees, as well as

on plans that have coverage that is inadequate or unaffordable fpaldvemployees, beginning in 2014. A4ull

time employe is defined as an employee working at least 30 hours per week. The penalties vary based on
whether or not the employer offers minimum essential coverage and, if so, the employee contribution towards the
cost of the coverage compared to the emplddiaesme.

A The penalty for employers who do not offer minimum essential coverage under an eligible employer
sponsored health plan, if at least onefiole employee is enrolled incaalified health plan under an
exchange and receives a premium tax credit, [9@2times the number of fitlime employees, excludingeh
first 30 fulktime employees.

A The penalty for employers who do offer minimum essential health insurance coverage (at least 60% actuarial
value), but where at least one ftithe employee of the employer has enrolled iarhange and qualified
for a premium tax credit (where employeeome is less than 400% of the federal poverty level and the
employee share of the premium exceeds 9.5% of income), is $3,000 for each such employee, but not more
than $2,000 times the number of ftithe employees.

A The penalty amounts wil be indexed fioflation.

The Obama Administration announced on July 2, 2648 the employer mandatsould be delayed until 2015,
thus giving employers an extra year to comply with thédamomplicated hoursackingand related reporting
rules.

The ACA requires empyers, plans, and health insurance issuers to report health coverage information to the IRS
and to participants annually. ACA reporting became mandatory for responsible entities starting in 2015. The first
formswereprovidedin 2016andreflect the 201%alendar year. The forms that must be filed and distributed

depend on whether the employer is an ALE and the type of coverage provided. Employers fiing 250 or more of a
particular form are required to file with the IRS electronically.

In light of theindividual mandate, special consideratimasmade regarding the benefit provided to employees
that waive coverage in KEHP. Currently, these employees are provided $175 per month heakiveare

expenses viarBHRA. Starting from 2015, empyees who areligible to waiveKkEHP health insurance coverage
and choose a waiver HRA may do so only if the employee has other group health plan coverage that provides
minimum value and the employee attests or declares, in writing that the employee has such otur.Aover
employee that cannot attest to having other group health plan coverage can stil waive KEHP health insurance
coverage and choose the limite@iver dentalvision only HRA.

StateBased Health Insurance Exchanges

Beginning in 2014, statbasedxchanges were available to U.S. citizens and legal immigrants and employers
with up to 100 employees to purchase qualified health insurance coverage. After 2017, states may permit larger
employers to purchase coverage through #xeihanges. Thexchangemust offer the following four categories

of plans providing essential health benefits vdil@PMsequal to the HSA current law, as well as a catastrophic

plan for individuals up to age 30:

A Bronze Plan (the standard faminimum creditable coveragecovers60% of the benefit costs
A Silver Plan covers 70% the benefit costs
A Gold Plan covers 80% of benefit costs
A Platinum Plan covers 90% of benefit costs
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A Catastrophic Plan (for those up to age 3those who are exempt from tmelividual mandate provisions of
the law) provides catastrophic coverage only, based on current law HSA levels, except that prevention
benefits and coverage for three primary care visits would be exempt from the deductible. This plan is not
available to employers.

The outof-pocket limits @& reduced for those with incomes up to 400% of the federal poverty level. Premiums in
the exchange may not vary by more than 3 to 1 based on age.

Former @vernor Steve Beshear issued an executive order to create bastatehealth benefit exchange. Kyne

was a program run by the Kentucky Office of the Health Benefit Exchange within the Cabinet for Health and
Family ServicesKynect provided a mechanism for individuals and small groups to purchase health insurance and
receivepayment assistance or tax cred@eginning Tuesday, November 1, 2016, Kentucklzaxs topurchase
insurance through the federabdvange rather than thgnect.

Early Retiree Reinsurance Program (ERRP)

Congress appropriated $5 bilion for a temponamygram to reimburse retiree health plans for certain costs of
benefits provided to pr#ledicare eligible retirees and their dependents. PPACA provided that the program be
established by June 21, 2010, and end no later than January 1, 2014 (the etisxtwetde new state insurance
exchanges), or when the $5 bilion appropriatilsexhausted.

The objective of ERRWas to reduce the decline in the number of employers providing health coverage to early
retirees, and to provide a bridge to Medicare for early retirees until thebstsdd exchangegereestablished.

ERRP providedeimbursement to participating emyoentbased plans for a portion of the cost of providing

health coverage to early retirees and their eligible spouse or surviving spouse and depgepdditipating
employmentbased plan that méhe requirements of the Act subtedclaims for reimlbirsement based on the
amount spent by the plan for the health benefits provided to an early retiree or the spouse, surviving spouse, or
dependent of such retiree. The government reimduinseplan for 80% of the portion of the costs attributable to

the ealy retirees claims that exceed$15,000 andhot greater than $90,000. Paymemésenot taxable to the

plan sponsor.

The ERRP defimtanfiearly retire@as a plan participaige 55 and older whaas enrolled for health benefits in

a certifed employmenbased plan, whavasnot eligible for coverage under Medicare anasnot an active
employee of an employer maintaining or currently contributing to the plan, or of any employer that has made
substantial contributions to fund such pl&arly retiree also includithe spouse, surviving spouse, and
dependents of these individuals wihereenrolled in the plan, regdless of their age or Medicagdigibility

status.

The KEHP application was submitted on the first day that applicatiens being accepted and was in the first
group of 2,000 such approved applications as reported by HHS on September Th20EQulations statdhat
claims reimbursement requestsuld beprocessed onfidirst-come, firstservea basis in the order received from
plan sponsors with accepted applications.

A plan sponsocouldnot use proceeds under ERRP as general revenue for the sponga@ais bedquired toise
the proceeds:

A Toreduce increases in the sporis drealth beefit premiums or health benefit costs.

A Toreduce health benefit premium contributions, copayments, deductibles, coinsurance, or -ofHeocket
costs, or any combination of thesasts, for plan participants.

A Toinclude ay combination of these.

Plansponsors who uskproceeds from ERRP to reduce their own premiums or e@styequired to maintain
the level of effort in contributing to support their plans.
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The regulations providkthat the terniiplan participantsfor whom costs may be reduced include all plan
participants, including early retirees and active employesees, and their spouses and dependents who
participate in the plan. Under the regulations, the plan spaasditdetermine how to use theimbursement; for
example, whether to use it to reduce costs immediately or for the next plan year.

The Commonwealth of Kentucky received $95 miliorERRP fund. Per ERRP guidelines concerning
maintenance of contribution, it was determined to use &MRERInds for clens incurred in plan year 2013.

fGrandfathereal Health Plans

Under PPACAa group health plan that was in existence on March 23,, 200did not change plan designs or
empoyee cost beyond certain limits identified in the regulatioosldbe considered @grandfatheredhealth

plan. Grandfathered status permits the group health plan to be exdropteskveral of the PPACA requirements

for as long as the plan remains grandfathered. KEHP, like most group health plans, evaluated the advantages and
disadvantages of continuing grandfathered status and concluded that grandfathered status showdthbd asint

long as thisvasa financially viable option. Because PPACA limits the amounts that a group health plan can
change benefits provisions and employee contributions, most plan sponsors atiticgidteey would lose

grandfathered status in orde remain financially stable.

When grandfathered statusslost due to the changes mentioned above, the healtivplald be required to
comply with the following provisions of PPACA:

Coverage of preventive benefits as defined by regulation with rioipant cost sharing
Implementation of the required external appeals process

Reporting health plan information on plan costs, programd outcomes to the federal government
Nondiscrimination requirements

Coverage of adult children to age 26, evethdéy have other coverage available

Coverage for individuals participating in approved clinical trials

Other patient protections

KEHP mantained grandfathered statilisough plan yea?013.

> D> D> > >

Excise Tax on HighCost Coverage

Section 9001 of the ACA will impose an excise tax on medical plan issuers and sponsors based on the gross
annual premium value of the coverage that exceeds predetermined thresholds. This provision is best described as
thefiHigh-Cost Plan Excise TagWhile the IRS has not yet released regulations implementing this provision, it is
generally anticipated that the tax will have widaging implications across employgponsored plans.

This highcost plan excise tax (ak&€adillac Tax), originally scheduled tbecome effective for tax years

beginning in 2018, was postponed and the Aetwchanges the tax effective year to 2020. Further, the

Consolidated Appropriations Act amends the Internal Revenue Code making the tax deductible to payers. Finally,
theAct cals for a demographic study to be commissioned to study the appropriateness of dsidgritdeealth
benefitsplan as a benchmark for the age and gender adjustment of the applicable dollar limit for the excise tax.

Excise Tax 101

When it becomes actinie 202Q theexcisetax will impose a 4% tax on the aggregate cost of emplopeovided
group health coverage that exceeds certain thresholds. The aggregate cost of coverage includes employer
contributions to medical coverage, HRAs, HSAs, and employaeygalduction contributions under cafeteria
plans. The tax applies to both fully insured and-&eiided plans. In short, nearly all grouglated medical

coverage and contributions will be factored in, with the exception of stlaneé dental and visiorlgms. Because

the tax applies to current and former employees, surviving spouses, and other insured individuals who are
considered primary wer the plan, its impact is fagaching, even including retirees who are still connected to the
employes group fan in some way.
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Side Effects of the Tax

While the intention of the tax is to discourage waste and excess utilization of health care resources by creating
more accountability over usage, it will create some unwanted effects, particularly pobticesector, where

many health benefits are considered platidewel plans that carry higher premium coand lower copayments

and cosshare for health services. Generous benefits have been a common vehicle for increasing the
compensation gbublic sectoremployees, especially since the 2008 economic downturn, which prompted
widesprad pay freezes and salary caps.

One problem with the tax threshold is thas based on the cost of coverage rather than the plan design itself. As
a result, many plans willdbsubject to the tax simply because the population enrolled is older, unhealthy, or
otherwise consumes high#tanaverage health care resourcesereforethe population most vulnerable to cost
increases will create more tax burden.

Finding the Revenue

Another challenge of the tax is the critical question of who ultimately fbetbil. For ublic sector

organizations, the cost will invariably trickle down, possibly all the way to the taxpayer. For insured plans, the
insurance carrier will pay the tag the federal government, but the cost of it will likely be passed on to the plan
sponsor. For selnsured plans, the plan sponsor will pay the tax through a complex method involving multiple
parties Public sector plan sponsors are generally not in atposto absorb such a large cost increase without
making budget cuts in other areas or finding a way to increase revenuesgeiosiesvill be left in the

uncomfortable position of either passing on the cost to employees and retirees, taxpayers¢omiamaégon of

these. For certain plan sponsors, passing the cost to employees and retirees will not be viable due to contracts or
bargaining agreements. For others, it will not be desirable due to the potential political ramifications. Passing on
costs b taxpayers also comes with political risk for government officials, since the public will likely view the
added tax burden negatively.

A Harder Hit for Early Retirees

Due to the structure of thexcisetax, early retiree plans stand to be hit harder thage for active employees.
Even though the thresholds for early retirees afé tt?13% higher than the active thresholds, that likely \iton
offset their higher cost of health care, which typically runs at le&étrB6re than for active employees. So
overall, early retiree plans will arrive at the tax threshold mumimer than active plans.

While the ACA allows plan sponsors to consider the cost of early retiree and Medicare retiree coverage together
in determining whether the tax applies, there is nargeidance yet on which blending approaches will be
allowed.Since many plan sponsors in fhéblic sector currently blend active employees and retirees for pricing
purposes, early retiree coverage presents a special challenge in light of the heis éapeced thathis remairs
ambiguousas regulations tend to address combining ERISA plans, which is not pertinerpublibsector.

The Bottom Line for the Public Sector

In government employment, where health plans tend to cost more and employees tend to contribute less than in
theprivate sector, the 2018xcisetax stands to create a significant impact for plan sponsors. In spite of this, the
public sector has some caiioly up to do with th@rivatesector in terms of charting a strategy for mitigating the

tax, especially for early retiree populations, which require special consideration when calexdasiatax

exposure.

Plan sponsors needtike action on multiplerénts:

A Project the timing and impact of teecisetax on their population
A Educate employees and retirees to pave the way for a bernefitge
A Introduce lowercost plans to allow plan participantetchoice of incurring the tax
A Introduce costontrol techniques, such as those finatatesectoremployers are considering
A Investigateprivate and public exchanges and HR# HSAbased solutions
Am Seventeentinnual Report
Page42 Kentucky Group Health Insurance Board

December 152017



FederaHealth Care Reform

Most importantly public sector employers will need to calculate the financial impact oéthisetax on their

plans and on their employees and retirees, and understand their available options for limiting exposure. Although
it is possible that the tax will go away, just as satier health care provisions have, the law is on the books

now. State and local governments need to be ready.

Projected KEHP Excise Tax Liability

The projected excise tax liability for KEHP ranges frodvido $0.2M in 2020, $0M to $0.9M in 2021, and $M
to $2M in 2022, respectivelypased on different trend assumptiofise single rate tier and higheost plans
drive most of the excise tax exposuFial rules and regulations regarding éxeisetax have not been issued.
The calculation is baseth the legislation that has been published.

Wellness Program Rules Under ADA and GINA

On May 16 2016, the EEOC issued final regulations on wellness programs undenénieans with Disability

Act (ADA) andGenetic Information Nondiscrimination AGEINA). The regulations regarding the use of

financial inducementapply to plan years beginning on or after January 1, 2017. The final ADA regulations

address how plan sponsors may use incentives to encourage employees to participate in thplarediidss
significantly affecsthe LivingWell plans since an employer may not deny coverage under any group health plan

to employees for nonparticipation or limit the extent of bendfitsvever, an employer still may offer incentives

up to 30%of the total cost of selbnly coverage based on participation in a wellness programs, an employee

who chooses a more comprehensive health plan but declines to participate in a wellness program could pay more
for the same comprehensive health plam ta employee who participates in a wellness program.

As aresultjn 2017,all membersouldenroll in the LivingWell plansbut if they dd not complete the

LivingWell Promiseby completing a health assessment or getting a biometric scregm@pgyill not receive the
wellness premium incentivie 2018 The LivingWell Promise wafirst rolled out for plan year 2014n 2014, if a
member chose a LivingWell plan, they made arigWell Promise to complete a health risk assessment and keep
updated contact informatioRor plan years 2015 and after, the LivingWell Promise was to complete a health risk
assessment or biometric screenifibe completion rate has increased year over gedwas98% in 2016 and

94% in 20717. Also, the number of biometric screeningantinues to increasagnificantlywith a peak of 8,173

in 2017.

Trump Administration and PPACA

President Elect Donald J. Trumgssworn irto office on January 20, 201Hours after being sworn intbe
presidency, President Trump signed his first executive ordéfartsto repeal and replace PPACPhroughout
most of 2017policymakersengagedh a national debate over health care reform and the role of employers in
delivering health care

As of late Septembethere was no agreement on hmwvepeal and replace PPACA. The Trump administration
still faces several criticat®rt-term and longerm issuegcluding the following:

Trump Administration and PPACA

A Individual MandateAdministration has suggested that it might be less than diligent in enforcing the
individual mandate. IRS announced that income tax forms would be processed regavdiethear
taxpayers answered question on health insurance coverage.

A Employer Mandatd RS and the Treasury are to release guidance on enforcement of the employer mandate
for 2015

A CSRPaymentsAs of October 13, 2017, the Trump administration annoureféttive immediately, it
would discontinue costharing reduction payments to insurers under PPACA, stating that CSR payments
were illegal because Congress had not appropriated funds.
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Excise Tax Theexcisetax becomes effective in 202inless Congresxcts.

Enrollment inPublic ExchangesTheTrump administration has reduced advertising budget for open
enrollment from $100 milion down to $10 milion and the PPACA navigator fundiag educed from $65
milion to $37 million.

> >

Employer Concerns

A EmployerMandate Employers arstill awaiting guidance from IRS and Treasury on enforceroiktiite
mandate. Employershould te prepared to respond to inquiries from IRS and exchanges

A Excise TaxEmployers shouldontinue to assess mitigation strategies, watchdditional guidance or
proposed regulations, and develop communication strategies for employees

Some Key Considerations

On one level, PPACA does not represent radical change from the existing health system. PPACA still relies on
employers, private health plans, and existing public programs to provide the fundamental foundation to health
security for Americans. On anothevédgd the rules and economics of that foundation have changed and require a
finew loolo at employerébenefits, rewardsind health strategies. Whitl® ACA reforms are mainly focused on
regulation and expansion of coverage, empldysssed plans still facedtthallenges associated with rising health
care costs and deteriorating population healiter shorttermefforts to comply with immediate requirements,
employers are recalibrating theingertermstrategies based on a new set of underlying dynamibat s

been unthinkable in how employers approach benefits in the past will change in the very near future.

Going forward, employer costs are expected to rise 60%stard stillo basis with the following upward
pressures:

Demographics

Obesityrelatedchronic ilnes$ including children
New therapies and technologies

Cost shift from Medicar®ledicaid

Industry fee passhroughs

New coverage provisions

Individual mandate

I > D >

These upward pressures may be mitigated with the following downward pressures:

Plandesign value
Discretionary purchasing
Uncompensated care

Brand drug patent expirations
Focused care management
Investments in health

D> D> > >

Employers will have to decide whether they want to be involved in aggressive health management or whether
they want to proide subsidies to employees to receive coverage on an exc bawge either path, employers

have a persistent need to have a workforce that is healthy, present, and prothistigemperative for all
businesses

Aggressivehealthmanagement involves:

Heavy emphasis on health risk improvement and cost management

Sophisticated use of data analytics to drive design, program management, vendor accountability
Migration from incentives to penaltigs access better benefits

Alignment with pay foperformance business culture

I > >
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FederaHealth Care Reform
Manageddefinedcontribution involves:

A Subsidy fixed with compangriven increase
A Coverage via indidual market (private or publixehanges)
A Worksite health shifts to focus on returnto work, absence reduction, pratgigaimns

Many health benefits strategies that employers are exectatlag can be acceleratiégroperly integrated and
synergized with broader system reforms. By understanding the broader context of health reform, employers can
help to facilitate and ensure that all stakeholders are better aligned and integrated around the universal objective
of improved health and better value.

All stakeholders will benefit over the long run if strategies and approaches are integrated, and transformational
changes may finally be possibler8e examples are provided below.

A Wellness Current employer efforts cartenhanced with the availability of more universal preventive care,
increased incentives as well as the opportunity to integrate with commwidiyefforts focused on
improving healthbehaviors

A ConsumerismAs health information technology enables mavarmectivity in the delivery system and
provider performance becomes measurable and transparent, real data can better define value in the system ar
drive better and merinformed consumer engagement.

A Value-Based DesignOver time, a commitment to study tbemparative effectiveness of treatments will help
to ensure more thoughtful designs and uttiedavioralkeconomics to reward more effective care and
discourage care with less value.

A Integrated HealthTraditional approaches to disease and case management may be restructured as new
approaches to integratbdalth emerge in the form 8countableCareOrganizaions (ACOs) andPatient
Centered Medical Hom@ CMHs).

Continued leadership by employers and plan sponsors will be criticallmtheermsuccess of sustainable
health system reforms. Collaboration among providegsigersand employers will be kelp achieving
breakthroughs in health information technology, transparency in value, coordinated care pracedasgsoved
prevention and wellness efforts. Without this collaborameroachthe critical health system transformation
objectives of hetth refam may not be achievable.
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Board Recommendations
BOARD RECOMMENDATIONS

For this yeais report, Board members were surveyed and ranked the importance gidithied principles.The
Board recommends that the KEHP continue to follow the guiding principles stated below, presentedin order
importance:

Provide uniform coverage across @@mmonwealth

Encourage wellness and heallfgstyles

Strive to hold down costs for familynd dependent coverage, while balancing the management of the single
subscriberds (plan hepriordlyer 6s) premium |l evels as toc
Improve chronic diseagare

Educate members about plans that are more appropriate for theinkeedlh

Provide members witquality PPO and consumdrrectedoptions

Provide plan alternatives that are accessiblediinees.

> DD

Based on the results of the prior year survey, the Board continues to support many ofrntineaeredtations made
in theSixteenthAnnual ReportThese recommendations are detailed below along with a summary of progress
made over the course ofghjear in furthering objectives:

A KEHP should continue to explore alternative methods for controling and managing the cost of the plans and
improving the lealth of members.

The KEHP continues to focus on engaging members in their own health and wellness, and in becoming better
consumers of healttare. Starting in 2014, KEHP offered two Living\Waltions as part of the overall

wellness program and two CDHP options to encourage consumerism. By completing the steps of the
LivingWell Promise, members can access the best benefit gpti@msabout their health status and histpry

learn about and unefstand their health riskand take ations to get and stay healthy.

KEHP implemented Go365 (formerly HumanaVitality) on January 1, 20X2ovide a robust wellness
program for members. The implementation of Go365 aligned with the strategic goal &sépezsonal
hedth awareness for KEHP members.

In 2016 and into 2017, the engagement of members in Go365 continued to grow. In an effort to continuously
i mprove KEHPOGs wellness programs, and to provide
KEHP worked with Go365 to track gagement at the worksite lev&he goal of this reporting is to help
leadership and worksite wellness staff create local wellness programs that encourage greater engagement.

In 2016, KEHP implemented a Diabetes Value Bietiedt provided diabetes dgs and supplies at a reduced
copay and cmsurance, with no deductibles. Also, members received certain diabetic drugs and supplies at
zero cost. Early results revealed that while diabetic prescriptions increased, memioérpmaket expenses
decreased. The plan continues to work with Aon to review the data, but early results demonstrate that
medication adherence lowers heattire costs in other emorbid disease states, lowers acute admissions,
and lowers emergency room vssit

Another benefit to encourage medication benefitsadded in 2016 with select preventive/maintenance
drugs bypassing the deductible on both CDHPs. The
medication and control chronic diseases preventing4mmmn higher medical claims.

KEHP also implemented other actions to offset pharmacy trends such as a contract market check and
formulary changes. KEHP engaged Aorcémduct market cheskvith CVS/aremark. The improved
contract terms were effective Janydr, 2017and January 1, 2018 ormulary changes were made to ensure
that membrs are utilizing the most cesffective brand drugs.
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Board Recommendations

DEI continuesto evaluate dataandn f or mat i on r el at e d useof séntices, apdtleen 6 s
clinical conditions prevalent in the population. Challenges and opportunities for improving both the cost to
the plan and members, and for improving mendieralth have been evaluated and implemented. Several
strategic alternaties, including implementing approaches to improve and integrate disease and care
management programs, strategies to increase the use of generic drugs and manage specialty drug use, and
the continued expansion of wellness and prevention programs will centifne evaluated and implemented

as opportunities arise.

KEHP should evaluate programs and options for improving the clinical and administrative quality of
programs and services. This study should consider practical steps to evaluate and improvessiministr
services including claims payment, customer seydind others. It should consider programs to measure and
improve quality of care currently available in the marketplace.

Since 2015, KEHP members have had #dMclmisabprograms.Ant h e
IHM is a fully integrated disease management platform. IHM programs include the Diabetes Prevention
Program, LiveHealth Online Medical and Psychology, Behavioral Health programs including a Substance
Abuse Disorder telephone resoard-uture Moms, 24/7 NurseLine, MyHealth Advantage, and Case
Management.

I n 2016, KEHP staff met with vendors providing sce
i mprove program quality and c os nthemfasthe medeal netiwdkH P 6 s
and claims administrator, CVSemark as pharmacy benefit administrator, WageWorks as

FSA/HRA/COBRA benefit administrator, Vitals SmartShopper (formerly Compass ChoiceRewards) as
transparency vendor, and Go365 as wellnessthgabmotion service vendor. Several innovative programs

were implemented in plan year 2017 based on these discussions, including LiveHealth Online Psychology and
offering online Diabetes Prevention Program classes.

KEHP should develop a plan to improvewmmunications directly to members and throutgurance
coordinators. The plan should consider different types of communications for different groups of members
(internet communications, mailings, other) based on the best potential success with each group.

DEI works closely with the Personnel Cabinetoés Of
began sharing information with members through social media including Facebook and Twitter. The KEHP
staff also provides a variety of webinars on healurance information such as how to seke plan and

how a CDHP works.

Members also receive dwanded communications from the various health plan administrators on their
unique programs. For example, Vitals SmartShopper used multiple targeted mailprgsibte shopping for
services related to preventive eaand pediatric specialty care.

The KEHP also communicates frequently with the local agency insurance coordinators and HR generalists as
they can meet with members facéace.

KEHP&s welr|]Go365, khas five wetlness specialists assigned to regions across the Commonwealth.
The Go365 staff works closely with the state agencies in their region to communicate wellness benefits
directly to KEHP members. The process has improved as those tedmmmemw also communicate other

KEHP benefits such as LiveHealth Online, Vitals SmartShoppdrthe Diabetes Value Benefit.
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A The KEHP should develop a lorigrm policy for funding strategies to ensure that adequate funds are
budgeted each year towartthe selfinsured plans.

The KEHP works with Aon to develop a funding strategy that will ensure that KEHP obligations will be
covered by premium revenue. The economic downturn has placed budget prassaliretates and benefit
plans.

Due to the increasm CDHP enroliments and theuse of HRA based on Aono ®lar ec o mme
created a separate HRA reserve in the event that members start to draw down the HRA fund balance. HRA
balances are also being capped at a maximum of $7,500. These changegplearented as the HRA

balances and number of accougtewas more members elect CDHPs.

The budget for each plan year is sslffficient such that funds are not rolled over from prior years. As a
result of this, surplus balances have been drawn from EtéRKaccount to offset budget shortfalls within
other government agencies. Withdrawals of $50M from plan year 2008, $93M from plan year 2012, and
$63.5M from plan year 2014 were transferred to the General Fund. The 2016 budget bill authorized fund
transfersfrom KEHP to the Kentucky Permanent Pension Fund in the anod®i87.5M for fiscal year

2016 2017, and $32.5M in fiscal year 201i72018.

An approach that some states have taken is to set aside the excess funds in a solvency or claims fluctuation
reserve In years when there are adverse deviations in claims or any unforeseen budget constraints, the funds
can be available to the plan. This reserve would be in addition to¢hered but not reportediBNR) and

HRA reserves. The methodology of solven@rves varies by state. Some states base the solvency reserve
utilizingapercerdgeo f annual <c¢cl aims. For example, Tennessee
annual claims. While othatates base the reserve on fisksed capital (RBC) methoagy; this approach is
developed for insurance companies to prevent insolvency. The RBC calculation is developed by the National
Association of Insurance Commissioners (NAIC). Oklahoma and Beaxtilize this approach.

A KEHP should continue to studydevaluate the impact of any fedetadalth careeform measures as the
scope and detail of reform programs continue to develop and regulations and guidance emerge.

Working with Aonthe KEHPhas evaluated the impact of fedenallth caraeform law and regulations as
information became available. DEI will continue to evaluate the emerging impact of the law as regulations
are finalized and market impact information becomes available.

A The KEHP should continue to provide increased focusealness initiatives.

The State Wellness Director, in partnership with the Go365 regional staff, has continued to expand the
outreach and communication to KEHP members about the many wellness benefits available to them. The
Wellness Director travels acroise Commonwealth to work with local Wellness Coalition members as they
engage their employees and KEHP members in wellness activities. In 2016, the number of Wellness Coalition
members grew and continues to grow, further spreading the news related K EweMéss initiatives.

Completion of the LivingWell Promise continued to be positive3#khof members who elected a
LivingWell Promise plan completing their Promiee2017 Almost 120,000 members completed tG&iB65
healthassessment and 48,06@mbers @mpleted a biometric screening.

For the work KEHP has done in the area of nutrition and weight management, physiciay send
organizationalwelh e i n g, KEHP was awarded the 2017 American
designaion. TheKEHP was one of onl®1 national organizations to earn the designation.
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A The KEHP should develop a plan to improve the education of membership about plan options, mechanics of
healthcare, and selecting the most appropriate plan option and meedivaes.

DEI continues the use of the Benefits Analyzer tool to better educate KEHP members about the plan options
and levels of coverage that may be ideal for their personal circumstances. DEI mails Benefits Analyzer letters
each year beforepenenrollment. The KEHP Benefits Analyzer is a tool that helps KEHP members select the
right health insurance plan based on their specific headtie needs and finances. The Benefits Analyzer

all ows KEHP members to review tdarespendifgareaih thosgp a st
claims through the health plan options of-bfered.
paychecko cdposkandarefeamstailh selecting the plan that might be the best choice for
them.

KEHP alsoworks closely with the plan administrators to provide educational material through mail, email,
websites, and webinars.

A Continue to explore making theealth careystem, including cost, more transparent and easier to understand
by membership.

DEI contintes efforts to better educate KEHP membershi@DRPs and health care and pharmaceutical
costs.To that end, DEI provideshrough Vitals SmartShoppea tool that provides transparency to cost,

quality, and access informatid@paired with membegngagement, actionable datnd predictive

analytic® to empower members to make more informed and effective health care deditiensnembers

shop with SmartShopper and select a-@éective location for their health care service, they save themselves
andKEHP moneyandtheyearn a cash reward.
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Appendid Program Changes & Plan Desgrovisions
APPENDIX

Program Changesé& Plan Design Provisions(by year)

Beginning in 1999, thKEHP program offered twdlealth Maintenance OrganizatioHNIO) options (Aand B),

two Point of ServiceRO9 options (A and B)and two PPO options (A and B) through insured arrangements

with seven insurance carriers including Advantage Care, Aetna, Anthem, Bluegrass Family Health, CHA Health,
Humana, and PacifiCarbn addition, two indemity plan options were offered to cof-state retirees through

Anthem

In 2000:
All of these plan options continued to be offered, with the following principle adjustments:

A An EPO option was added to providEHP programmembers with the choice of a plaiithva lower
employee premium contribution.

A The insurance carrier, Aetna, was no longer offered bgrtsgram as an outcome of the 2000 Request for
Proposal (RFP) process.

A Afeature was added to all plan options tieatuced the prescription druggaymens after a member pays 50
copayments in a year for themselves or covered family members.

A Coverage of outpatient mental health/chemical dependency services was expanded from:
i 30to 45 visits annually for th@&\o options
i 21to 36 visits annually for tH#B0 options

A Out-of-state retirees were allowed to enroll in any POS or PPO option offered by any of the Commdasnwealth
insurance carriers since no carrier was willing to insure an indemnity plan for those retirees.

A The Commonwealth revised its member subsidigypto provide for a subsidy that was at least equal to the
single premium rate for the lowest cost Option Ain every county.

In 2001:

A The insurance carriers offering health insurance coverage to member&BHRprogramchanged as
follows:

T Aetna wageintroduced as health car@ption for theKEHP programin 28 Kentucky counties.
T Anthem expanded its PPO service area for membetd bgunties.

T Advantage Care ceased to exist.

i PacifiCare stopped offering health insurance to anyone in Kentucky.

i Bluegras Family Health expanded its service area for members by nine counties.

i CHA withdrew its HMO and POS options fra23 counties; however, it introduced PPO options in four
eastern counties in eastern Kentucky where it previously offered only HMO and PQ% opti

T Humanadiscontinuedts KPPA HMO forKEHP members.
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Appendid Program Changes & Plan Desgrovisions
A The following changes were made to the benefits offered by the plan:

i Prescription drug qmayments in the PPO B option were redudest generic drugs, the memiger
copayment decreased from $15%t®, for brand name dgs from $20 to $15, and for nfmnmulary
drugs from $40 to $30.

T The cost for members in the PPO A option for diagnostic tests, performed in a setting other than a
physiciarts office, was changed from a 2@insuance after meetingné annal deductible, to a flat $10
copayment.

i Inpatient (per day) and outpatient (per visit) limits on mental health and substance abuse services were
eliminated from all th&EHP progran®s health insurance options, in accordance with House Bill 268
enacted by the 2000 General Assembly.

T Benefit coverage for amino acid preparations andgwoatein modified food products was added to all of
theKEHP progrants plan options pursuant to House Bill 202 enacted by the 2000 General Assembly.

In 2002:

A Inrespmse to requests from Legislators and members of the Commonis&&itHP program, the
Commonwealth adopted two new requirements that must be met before a prospective health plan (bidding as
part of the RFP process) could be offered to members 8HHP program in a particular countigefore it
can be offered in a county, a health plan must:

T Include at least one hospital in that county in its network, provided one or more hospitals exist in the
county, and any other bidder includes at least one dd¢hwspitals in its network.

T Include at least 25% of the largest number of physicians in any otherdsisedwork for that county

A In an effort to lessen the potential impact of adverse selection (i.e., when a person takes the likelihood that
theydl need medal care into account when choosing a health plan, often resultiimgoire costip
individuals in one option andless costlpin another), the Commonwealth stipulated that a healtlégpBn
option premium rates must be at least 5% lower, but no manel@%4 lower than the A option premium
rates for the same plan type (i.e., HMO, R@SPPO) and coverage level (i.single, parentplus, couple or
family).

A The following changes in carrier offerings occurred:
I As in 2001, Anthem expanded its PPO seraima foKEHP program members b4 counties.
i Aetna was discontinued as an offering K&HP program members ihl counties.

i While Bluegrass Family Heallh HMO and POS options were newly offemedive counties, these
options were discontinued in three countiBsegrass Family Healfh PPO option was no longer
available in one county where it was available in 26@iwever, this option wasewly introduced in
eight counies.

T CHAG HMO and PO®ptions were discontinued It counties and newly added 13 counties Its PPO
options were added in four counties, but discontinued in the four counties where offered in 2001, due to
provider contracting difficulties.

i Human@& HMO and POS options were longer available in three counties where offered in 2001 and
its PPO options were discontinuedLidlcounties.
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Appendid Program Changes & Plan Desgrovisions
2002 Publc Employee Health Insurance Program Benefit Provisions

HMO Plans

Option A

Option B

Annual Deductible

None

None

Maximum Out-of-
Poclet for Covered|
Expenses

Coinsurance amounts for dental, vision, audiometric, and autism respite serviceg
apply to the oubf-pocket limits Copay ments for prescription drugs do not apply to|
outof-pocket limits All other cqpay ments andoinairance amounts do apply .

Single: $1,000
Family: $2,000

Single: $1,500
Family: $3,000

In Hospital Care

Provider services, inpatient care, seumivate room, transplant coverage (kdney,
cornea, bone marrow, heart, liver, lung, heart/lung,gantreas), mental health and
chemical dependency servicéSopays are per admission.)

$100copay

$250copay

Outpatient
Services

Physician or Mental Health Provider Office (per visifsit, diagnostic and allergy
testing, allergy serum and injectiontiabetes education and therapy, well childcarg
immunizations, injections, lab feesrays, and mental health/chemical dependenc:
servicesAnnual gy necological exam, routine physical, and certain early detectio
(age and periodicity limits may agpl All services performed on the same day (sa
site) are subject to or=opay .

$10copay

$20copay

Diagnostic Testing (per visifaboratory, xray and other radiology/imaging serviceg
ultrasound and approved machine testing services performed fourthese of
diagnosing an illness or injuryll services performed on the same day (same site
subject to oneopay . Services received in a physic@mffice in conjunction with an
office visit are only subject to the physician office wisipay; a separate diagnostic
testingcopay will not apply.

$10copay

$20copay

Ambulatory Hospital and Outpatient Surgery (per visit)tpatient surgery services
(including biopsies), radiation therapy, renal dialy sis, chemotherapy and other

outpatient servicesot listed under diagnostic testing performed in a hospital or otff
ambulatory center (otherthan a physi@aoffice).

$50copay

$125copay

Emergency
Services

Hospitd Emergency Room (per visitCopay is waived if admitted and-inospital
copay appliesEmergency physician covered in full.

$50copay

$50copay

Urgent Care Center (not hospital emergency room) (per visit)

$20copay

$30copay

Ambulance (per use)

20%coinsuance

25% coinsuance

Maternity Care

Prenatal, labor, delivery, postpartum caneg one ultrasound per pregnardpre than
one ultrasound per pregnancy is only covered with prior Plan appf@ffake visit
copay only applies to visit in which pregnancy is diagnosed

$10copay

Hospital irpatientcopay also applies.

$20copay

Hospital irpatientcopay also applies.

Prescription Drugs

Copay applies to each-inonth supply Preauthorization may be required for certain
drugs Drugs are not available farorcovered services.

$10 generic
$15 brand
$30 norfiormulary

$10 generic
$15 biand
$30 norfiormulary

more than one visit per day.

Dental Preventive dental onlyLimited to two oral exams and two routine cleanings per pq 50% coinsuance; Not covered
per plan year; one set of bitewingays per person per plan year. $100 maximum benefit per plan yeg

Vision One routine eye exam visit per plan year for persons under 18. One routine eye | 50% coinsuance; Not covered
every other year for persons 18 and older. $75 maximum benefit per plan year

Other Services Audiometrid Only covered in conjunctiowith a disease, illness, or injury. 50% coinsurance Not covered
Chiropractor (per visit)No referral is necessary. Limit of 26 visits per year with no| $10 copay $20 copay

Durable Medical Equipment (DME) and Prosthdlievices

20% coinsuance

25% coinsuance

Home Health

20%coinsuance;
limit 60 visits per year.

25%coinsuance;
limit 40 visits per year.

Hospicé Certain limits apply . Must be preertified by Plan.

Covered same as Medicare benefit.

Covered same adedicare benefit.

Autism Respite Service$500 maximum monthly benefit. For children 2 to 21 yeal
age for respite and rehabilitative care.

50% coinsuance

50% coinsuance

Physical Therapy (per visitLimit 30 visits per year. $10copay $20copay
Occupational Therapy (per vigit)imit 30 visits per year. $10copay $20copay
Cardiac Rehabilitation Therapy (per visitimit 30 visits per year. $10copay $20copay
Speech Therapy (per vidit)imit 30 visits per year. $10copay $20copay
Skilled Nursing Facility (per admission).imit 30 days per year. $100copay $250copay

Referrals and/or prior approval may be required for seenéces. Please contact yoarrer.
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2002 Publc Employee Health Insurance Program Benefit Provigomstinued)

POS Plans Option A Option B

In-Network |Out-of-Network| In-Network |Out-of-Network

Annual Deductible None Single: $500 None Single: $1,000
Family: $1,000 Family: $2,000

Maximum Out-of- | Coinsuance amounts for dental, vision, audiometric, and autism respite serviceq Single: $1,000 Single: $2,500 Single: $1,500 Single: $4,000
Poclet for Covered apply to the oubf-pocket limits.Copayments andoinsuance for prescription drugs | Family: $2,000 |Family: $5,000 Family: $3,000 |Family: $8,000
Expenses not apply to the oudf-pocket limits. All othercopay ments andoinsuance amounts
(including apply.
deductible)
Lifetime Maximum Benefit Unlimited Unlimited Unlimited Unlimited
In Hospital Care Provider services, inpatient care, seprivate room, transplant coverage (kdney, | $100copay 40% coinsurance | $250copay 50% coinsurancé

cornea, bone marrow, heart, liver, lung, heart/lung, and pancreas), mental healt
chemical dependency services.

(per admission)

(per admission)

Outpatient Physician or Mental Health Provider Office (per visit), visit, diagnostic and allergy $10copay 40% coinsurance | $20copay 50% coinsurancé
Services testing, allergy serum and injections, diabetes education and therapy, well childq (per visit) (per visit)

immunizations, injections, lab fees, andays, and mental health/chemical depewsi

services. Annual gy necological exam, routine physical, and certain eary detecti

(age and periodicity limits may apply). All services performed on the same day (

site) are subject to oreopay .

Diagnostic Testing (per visifaboratory, xray and other radiology/imaging serviceq $10copay 40% coinsurance | $20copay 50% coinsurancé

ultrasound and approved machine testing services performed for the purpose of| (per visit) (per visit)

diagnosing an illness or injury. All services performed on the same day (same si

subject to oneopay. Services received in a physic@mffice in conjunction with an

office visit are only subject to the physician office wisipay; a separateiagnostic

testingcopay will not apply.

Ambulatory Hospital and Outpatient Surgery (per visitutpatient surgery services | $50copay 40% coinsurance | $125copay 50% coinsurancé

(including biopsies), radiation therapy, redally sis, chemotherapy and other (per visit) (per visit)

outpatient services not listed under diagnostic testing performed in a hospital or

ambulatory center (other than a physicaoffice).
Emergency Hospital Emergency Rodi850copay per visit is waived if admitted. thospital $50copay $50copay plus $50copay $50copay plus
Services coinsuance applies. (per visit) 40% coinsurance | (per visit) 50% coinsurance

Emergency Room Physician

Covered in full

40% coinsurance

Covered in full

50% coinsurance

Urgent Care Center (not hospital emergency room)

$20copay
(per visit)

40% coinsurancé

$30copay
(per visit)

50% coinsurance

Ambulance (per use)

20% coinsurance

20% coinsurancé

25% coinsurance

25% coinsurancé

Maternity Care

Prenatal, labor, delivery, postpartum care, and one ultrasound per pregnancy. M
one ultrasound per pregnancy is only covered with prior Plan approval. Office vi
copay only applies to visit in whiclpregnancy is diagnosed

$10copay
Hospitalinpatient
copay also applie

40% coinsuranceé
Hospitalinpatient
coinsurancé also
applies.

$20copay
Hospitalinpatient
copay also applie

50% coinsurancé
Hospitalinpatient
coinsurance also
applies.

Prescription Drugs | Copay applies to each-inonth supply. Preauthorization may be required for certal $10 generic 40% coinsurance | $10 generic 50% coinsurancé
drugs. Drugs are not available foorcovered services. $15 brand $15 brand
$30nonformuary $30nonformubry
Dental Preventive dental only. Limited to two oral exams and two routine cleanings per | 50% coinsurance Not covered
per plan year. One set of bitewingay s per person per plan year. $100 maximum benefit per year
Vision One routineey e exam visit per plan year for persons under 18. 50% coinsurance Not covered
One routine eye exam every other year for persons 18 and older. $75 maximum benefit per year
Other Services Audiometrid Only covered in conjunction with a disease, illnessnprry. 50% coinsurance Not covered
Chiropractor (per visit)No referral is necessary. Limit of 26 visits per year with no| $10copay 40% coinsurance | $20copay 50% coinsurancé
more than one visit per day. (per visit) (per visit)

Durable MedicaEquipment (DME) and Prosthetic Devices

20% coinsurance

40% coinsuranceé

25% coinsurance

50% coinsurancé

Home Health

20% coinsurance

40% coinsurancé

25% coinsurance

50% coinsurancé

Limit 60 visits per

year.

Limit 40 visits per

year.

Autism RespiteServices$500 maximum monthly benefit. For children 2 to 21 yeal
age for respite and rehabilitative care.

50% coinsuance

50% coinsurancé

50% coinsurance

50% coinsurancé

Physical Therapy (per visitLimit 30 visits per year. $10copay 40% coinsurancé | $20copay 50% coinsurancé
Occupational Therapy (per vidit)imit 30 visits per year. $10copay 40% coinsurance | $20copay 50% coinsurancé
Cardiac Rehabilitation Therapy (per visitimit 30 visits per year. $10copay 40% coinsurance | $20copay 50% coinsurancé
Speech Therapy (per visi)Limit 30 visits per year. $10copay 40% coinsurance | $20copay 50% coinsurancé
Skilled Nursing Facility (per admissiod)Limit 30 days per year. $100copay 40% coinsurance | $250copay 50% coinsurancé

Referrals and/or prior approval may be required for some services. Please contact your carrier.
Note: Visit limits and/or dollar limits are applied on a combined basis when beatietwork and oubf-network benefits are offered.
* Deductible applies. Once deductible is met, the member pays the percentage of coinsurance that is indicated foethat servic
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Appendid Program Changes & Plan Desgrovisions
2002 Publc Employee Health Insurance Program Benefit Provigomstinued)

PPO Plans Option A Option B

In-Network |Out-of-Network| In-Network |Out-of-Network

Annual Deductible Single: $250 Single: $500 Single: $500 Single: $1,000

Family: $500 Family: $1,000 Family: $1,000 [Family: $2,000
Maximum Out-of- | Copayments for office visits, hospital emergency room visits, urgent care center Single: $1,250 Single: $2,500 Single: $2,000 Single: $4,000
Poclet for Covered| and coinsurance amounts for dental, vision, audiometric and autism respite serv] Family: $2,500 Family: $5,000 Family: $4,000 Family: $8,000
Expenses not apply to the oudf-pocket limits.Copay ments andoinsuance for prescription
(including drugs do not apply to the eof-pocket limits.
deductible)
Lifetime Maximum Benefit Unlimited Unlimited Unlimited Unlimited

In Hospital Care

Provider services, inpatient care, seumivate room, transplant coverage (kdney,
cornea, bone marrow, heart, liver, lung, heart/lung, and pancreas), mental health
chemical dependency services.

20%coinsurance

40% coinsurance

25%coinsurancé

50% coinsurancé

Outpatient
Services

Physician or Mental Health Provider Office (per visit)sit, diagnostic and allergy

$10copay

40% coinsurance

25%coinsurancé

50% coinsurancé

testing, allergy serum and injections, diabetes education and therapy, well childq (per visit)

immunizations, injections, lab feesrays, and mental health/chemical dependenc

services. All services performed on the same day (same site) are subjeatapane

Annual gy necological exam, routine physical, and certain eary detectionfgstand $10copay 40% coinsurance | $20copay 50% coinsurancé
periodicity limits may apply . (per visit) (per visit)

$400 maximum benefit per year

$300 maximum benefit per year

Diagnostic Testing (per visit)laboratory, xray and other radiology/imaging servicg
ultrasound and approved machine testing services performed for the purpose of|
diagnosing an illness or injury. All services performed on the same day (same si
subject to onecopay . Services received in a physic@mffice in conjunction with an
office visit are only subject to the physician office visipay; separate diagnostic
testingcopay will not apply.

$10copay
(per visit)

40% coinsurance

25%coinsurancé

50% coinsurancé

Emergency
Services

Hospital Emergency Rodi850copay per visit is waived if admitted. thospital
coinsuance applies.

$50copay plus
20% coinsurance

$50copay plus
40% coinsurance

$50copay plus
25% coinsurance

$50copay plus
50% coinsurance

Emergency Room Physician

20% coinsurance

40% coinsurance

25% coinsurance

50% coinsurance

Urgent Care Center (not hospital emergency room)

$20copay
(per visit)

40% coinsurance

$30copay
(per visit)

50% coinsurancé

Ambulance(per use)

20% coinsurance

20% coinsurancé

25% coinsurancé

25% coinsurancé

Maternity Care

Prenatal, labor, delivery, postpartum care, and one ultrasound per pregnancy. M
one ultrasound per pregnancy is only covemtt prior Plan approval. Office visit
copay only applies to visit in which pregnancy is diagnosed.

$10copay
Hospitalinpatient
coinsurancéalso
applies.

40% coinsuranceé

25% coinsurancé
Hospitalinpatient
coinsurance also
applies.

50% coinsurancé

Prescription Drugs | Copay applies to each-inonth supply. Preauthorization may be required for certal $10 generic 40% coinsurance | $10 generic 50% coinsurancé
drugs. Drugs are not available fooncovered services. $15 brand $15 brand
$30nonformubry $30nonformubry
Dental Preventive dental only. Limited to two oral exams and two routine cleanings per | 50% coinsurance Not covered
per plan year. One set of bitewingay s per person per plan year. $100 maximum benefit per year
Vision Oneroutine eye exam visit per plan year for persons under 18. 50% coinsurancé Not covered
One routine eye exam every other year for persons 18 and older. $75 maximum benefit per year
Other Services Audiometric Only covered in conjunction with a diseadeess or injury. 50% coinsurance Not covered

Chiropractor (per visit)No referral is necessary. Limit of 26 visits per year with no|
more than one visit per day.

$10copay
(per visit)

40% coinsurance

25%coinsurancé

50% coinsurancé

DurableMedical Equipment (DME) and Prosthetic Devices

20% coinsurancé

40% coinsurancé

25% coinsurancé

50% coinsurancé

Home Health

20% coinsurancé

40% coinsuranceé

25% coinsurancé

50% coinsurancé

Limit 60 visits per

year.

Limit 40 visits per

year.

Autism Respite Servicé$500 maximum monthly benefit. For children 2 to 21 yea
age for respite and rehabilitative care.

50% coinsurancé

50% coinsurancé

50% coinsurancé

50% coinsurancé

Hospicéd Certain limits apply . Must be preertified by Plan.

Covered same as
Medicare benefit

Covered same ag
Medicare benefit

Covered same ag
Medicare benefit

Covered same as
Medicare benefit

Physical Therapy (per visitLimit 30 visits per year.

20% coinsurancé

40% coinsuranceé

25% coinsurancé

50% coinsurancé

Occupational Therapy (per vigit)imit 30 visits per year.

20% coinsurancé

40% coinsurancé

25% coinsurancé

50% coinsurancé

Cardiac Rehabilitation Therapy (per visitimit 30 visits per year.

20%coinsurancé

40% coinsurance

25%coinsurancé

50% coinsurancé

Speech Therapy (per vidit)imit 30 visits per year.

20% coinsurancé

40% coinsurance

25% coinsurancé

50% coinsurancé

Skilled Nursing Facility (per visiflLimit 30 days per year.

20% coinsurancé

40% coinsuranceé

25% coinsurancé

50% coinsurancé

Referrals and/or prior approval may be required for some services. Please contact your carrier.
Note: Visit limits and/or dollar limits are applied on a combined basis when betietwork and oubf-network benefits are offered.
* Deductible applies. Once deductible is met, the member pays the percentage of coinsurance that is indicated foethat servic
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Appendid Program Changes & Plan Desgrovisions
2002 Publc Employee Health Insurance Program Benefit Provigomstinued)

Exclusive Provider Option

Option C

Annual Deductible None
Maximum Out-of- [Coinsurance amounts for autism respite services do not apply to toépocket Single: $4,000
Poclet for Covered|limits. Copayments for prescription drugs do not apply to theafupocket limits. All | Family : $8,000
Expenses othercopayments andoinsurance amounts do apply .

Lifetime Maximum Benefit Unlimited

In Hospital Care

Provider services, inpatient care, seumivate room, transplant coverage (kdney,
cornea, bone marrow, heart, liver, lung, heart/lung,gantreas), mental health and
chemical dependency serviceSopays are per admission.)

$1,500copay (per admission)

Outpatient
Services

Physician or Mental Health Provider Office (per visifsit, diagnostic and allergy
testing, allergy serum arndjections, diabetes education and therapy, well childca
injections, lab fees,-xay s and mental health and chemical dependency services.
gynecological exam and associated Pap test. Adult phy sicalexaihonlyd see
Preventive Testing below. Adlervices performed on the same day (same site) are
subject to oneopay .

$25copay (per visit)

Ambulatory Hospital and Outpatient Surgery (per visit)tpatient surgery services
(including biopsies), radiation therapy, renal dialy sis, chemotherapythed o
outpatient services not listed under diagnostic testing performed in a hospital or
ambulatory center (otherthan a physi@aoffice).

$500copay (per visit)

Diagnostic Testing (per visitfaboratory, xray and other radiology /imaging service
ultrasound and approved machine testing services performed for the purpose of|
diagnosing an illness or injury. All services performed on the same day (same si
sulject to onecopay . Services received in a physic@mffice in conjunction with an
office visit are only subject to the physician office visipay; separate diagnostic
testingcopay will not apply.

$25copay (per visit)

Preventive Testing*Covered aHealth Departments. Mammograms, cholesterol
screenings, glucose serum testing, and PSA.

50% coinsuance

Immunizationst All early childhood immunizations; flu, pneumonia, and tetanus
vaccinations for adults.

50% coinsuance

Emergency
Services

Hospital Emergency Room (per visitfopay is waived if admitted and ihospital
copay applies. Emergency physician covered in full.

$75copay (per visit)

Urgent Care Center (not hospital emergency room) (per visit)

$50copay (per visit)

Ambulance (per use)

$75copay (per visit)

Maternity Care

Prenatal, labor, delivery, postpartum care, and one ultrasound per pregnancy. M
one ultrasound per pregnancy is only covered with prior Plan approval.

$25copay (per visit)
Hospitalinpatientcopay also applies.

Prescription Drugs | Copay applies to each-inonth supply. Preauthorization may be required for certal $25 generic
drugs. Drugs are not covered fooncovered services. $35 brand
$50nonformubry
Dental Not covered
Vision Not covered

Other Services

Audiometric

Not covered

Chiropractor (per visit)No referral is necessary. Limit of 15 visits per year. No mg
than one visit per day.

50% coinsuance
limit 15 visits per year.

Durable Medical Equipment (DME) and Prosthetic Devices

50% coinsurance

Home Health

Covered in full;
limit 20 visits per year.

Autism Respite Servic&$500 maximum monthly benefit for children 21 years of
age for respite and rehabilitative care.

50% coinsuance

Hospice Certain limits apply. Must be preertified by Pan.

Covered same as Medicare benefit.

Physical Therapy (per visitLimit 20 visits per year.

$30copay (per visit)

Occupational Therapy (per vigit)imit 20 visits per year.

$30copay (per visit)

Cardiac Rehabilitation Therapy (per visitimit 20 visits per year.

$30copay (per visit)

Speech Therapy (per vidit)imit 20 visits per year.

$30copay (per visit)

Skilled Nursing Facility (per admissidir)imit 20 days per year.

$1,500copay
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Appendid Program Changes & Plan Desgrovisions
In 2003:

A Again, in response to requests from Legislators and memberskfitizprogram, the Commonwealth
tightened the network requirements applicable to 2003 bids:

T The 2002 RFP hospital requirement was continued.

T However, to qualify as an offered health plaraiparticular county in 2003, a health g@anetwork had
to:

A Include at least 25% of the largest number of primary care phys{&@&@ms)n any other biddés
network bidding for the same plan type (i.e., HMO, P@3PPO) for that county.

A Include at leas40% of the largest number of specialist physicians in any other Gecaework
bidding for the same plan type (i.e., HMO, P@EPPO) for that county, provided any bidder has
more than five specialists in a county

A Aetna did not respond to the Commagaitis RFP, as it was not wiling to continue to provide health
insurance to members of the CommonwéalKEHP program This affectedL8 counties and about 8,500
employees/retirees.

Anthem withdrew fronb0 counties, affecting around 15,600 employeesratickes.

.

A Bluegrass Family Health extended coverage to eight additional counties; however, due to either the
Commonwealtfs more stringent network requirements or termination of some prod@®Bacts,
Bluegrass Family Health wamt an option in six conties in 2003 where it was available in 2002.

A While CHA did not extend its service area to include more Commonwealth counties in its 2003 bid, it did
extend its HMO and POS options to six additional counties and its PPO option to 46 additional .counties

However, it failed to meet the Commonweédt2003 network requirements in two counties where it was
available in 2002.

A Humana extended coverage (PPO only) to two additional Western Kentucky cddnmies/er, due to its
failure to meet the Commonwed#h2003 network requirements, Humana failed to qualify in 2003 as an
option in14counties where it had been available in 2002.

A The following changes were made to the benefits offered by the plan:

i Coverage of dental services was limited to care requiradesult of an accidental injury, including
anesthesia and hospital services that are medically required to safely provide dental care for children
below the age of nine and persons with serious mental or physical conditions.

i As specified in SB 152, enacitby the 2002 General Assembly, coverage was added for hearing aids and
related services for persons under the ade3ofip to one hearing aid per impaired ear, up to $1,400
every 36 months.

i Coverage limits were revised for leprotein modified foods anehedical formulas for individuals with
inherited metabolic diseases.

T Coverage of routine vision care was eliminated.

T Amail order pharmacy feature was addiedllow members to receive a thmemnth supply of
maintenance prescription drugs fama-monthcopayment.
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Appendid Program Changes & Plan Desgrovisions

A Finally, as enacted by the 2002 General Assembly:

Through HB 821KEHP members were allowed to select coverage in a contiguous county and receive the
Commonwealtts subsidy for that county, if the hospital in the county where member lived @ahedv
did not offer certain services and a hospital in the contiguous county did.

Through HB 846:
A RestrictedkEHP employees and retirees to ondastubsidy for health insurance.
A Required entities participating in thK&HP program to sign a contraaiith the Personnel Cabinet.

A Allowed KEHP members to select coverage in a contiguous county and receive the Commaswealth
subsidy for that county, if the hospital in the county where the member lives and works does not offer
certain services and a hospitalre ttontiguous county does (same provision as HB 821).

Am Seventeentinnual Report
Page A8 Kentucky Group Health Insurance Board

December 152017






































































































































































































