NDPERS BOARD MEETING

ND Association of Counties

1661 Capitol Way
gen a Fargo Location:

BCBS, 4510 13" Ave SW

Bismarck Location:

August 26, 2008 Time: 8:30 AM

l. MINUTES
A. July 17, 2008

Il. PERSLink
A. Quarterly Report — Sharon (Information)
B. LRWL Report — Anne Bahr (Information)

lll. RETIREMENT
A. Highway Patrol Indexing — Kathy (Board Action)
B. IRA—BND — Sparb & Rebecca (Board Action)

IV. GROUP INSURANCE
A. Renewal — Sparb (Information)
1. BCBS
2. Gallagher Benefit Services
B. Self Insured Bid — Sparb (Board Action)
C. Wellness Program Update — Rebecca (Information)
D. HB 1433 - Sparb
1. Update — (Information)
2. Consulting Assistance — (Board Action)
E. 2007 Active Health Report — Bryan (Information)
F. Surplus Affordability Update — Bryan (Information)

V. MISCELLANEOUS
A. SIB Agenda
B. Leave Policy — Ron

VI. DEFERRED COMPENSATION
A. Hardship Withdrawal #2008-002DC

VIl. EXECUTIVE SESSION
A. Appeal for Premium Underpayment— Sparb & Kathy (Board Action)
B. BCBS Health Renewal Discussion pursuant to NDCC 44-04-19.1(9)

Any individual requiring an auxiliary aid or service must contact the NDPERS ADA
Coordinator at 328-3900, at least 5 business days before the scheduled meeting.




North Dakota Sparb Collins

Public Employees Retirement System Executive Director
400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

Memorandum

TO: PERS Board
FROM: Bryan and Sharon
DATE: August 19, 2008
SUBJECT: PERSLink Project

Quarterly Report

Attached is the second quarter 2008 PERSLink status report. NDPERS is required to file this report
with ITD throughout the duration of our system replacement project. This is the second progress
report in the execution stage. Note that the planning phase went well and the project is on time and
on budget.

Bryan or Sharon will be available at the Board meeting if you have any questions on the report.

Also attached is a project status report from Anne Bahr with L.R. Wechsler, who will present the
information to the Board.



Project Status Report

Project Name PERSLIink Project Phase EXECUTION

For period: April 1, 2008 — June 30, 2008

Submitted by: [Sharon Schiermeister, NDPERS Project Manager

Strong probability the project will be delivered on time, within budget, and with acceptable quality.

Good probability the project will be delivered on time, within budget, and with acceptable quality. Schedule, budget, resource, or scope

Yellow changes may be needed.

Probable that the project will NOT be delivered with acceptable quality without changes to schedule, budget, resources, and/or scope.

EXECUTIVE SUMMARY

Status Item Current Status Prior Status Summary

Overall, the project is on time, on budget and within scope.
The vendor is producing deliverables that conform to the
acceptance criteria included in the Request for Proposal and
that adhere to the ITD Enterprise Project Management
criteria. The project team exhibits a dedicated, cooperative,
and professional approach to the project — focused on
producing and accepting deliverables while meeting the
project timetables.

Overall Project
Status

No variance on scope.
Scope

There have been variances on start and completion of UCS
documentation creation and review tasks for Pilot 2.1, but no
impact on the milestones. A process improvement and action
plan is being executed to correct these variances, including
an iterative approach to starting Pilot sessions and UAT
which is expected to allow the project to finish the Pilot 2.1
UAT within the scheduled contingency buffer. There is also a
variance on start and completion of data conversion for Pilot
1.1; however, this task is expected to be completed in
sufficient time to allow for the deployment of Pilot 1.1 by the
scheduled date of October 1, 2008.

Schedule

Actual costs are 5.25% less than expected costs primarily
due to actual NDPERS staff hours being less than projected.

Cost

The risk management log developed during the Planning
Phase is maintained in SharePoint and is being reviewed
periodically by the project management team. No new High
Priority risks and no changes to risks have been identified
during this period.

Project Risk

Accomplishments:
During this reporting period of the Execution phase the PERSLink Project Team completed construction and unit testing for all
UCS of Pilot 1.1. System test cases were developed for all UCS of Pilot 1.1 and functional testing was executed on all test
cases. Functional testing is continuing on various iterations of the software as improvements are added and problems are
resolved. A series of Pilot 1.1 demo sessions were conducted and User Acceptance testing began for UCS of Pilot 1. In parallel,
the project team also completed JAD sessions for 13 of 14 UCS planned for Pilot 2.1, completed, reviewed and approved the
documentation package for 9 UCS, and completed technical design and construction for 6 UCS. The Project team also




continued to work on the data conversion and interfaces with PeopleSoft and Filenet. The backfile conversion task is in
progress. A sample of microfiche was sent to the selected vendor (FNTI) for initial testing and pricing. The results were
reviewed and the work is expected to start at the end of July.

The deliverables that were developed, reviewed and approved are listed in the Deliverable Acceptance Log Summary.

The following team building events occurred:

1. The PERSLink Team held several meetings to review the project plan and address challenges impacting the schedule.
Specific action plans were developed and executed. Lessons learned and action plans are available on the SharePoint
PERSLink Project Portal.

2. Sagitec held one training session for the team on the maintenance of requirements that are tracked in SCOUT

3. Sagitec provided a series of Training Sessions to NDPERS core project team and certain subject matter experts who will
be involved with UAT and conducted a training analysis at the completion of the training that was shared with the team.

4. Sagitec also provided a demonstration of Pilot 1.1 to the NDPERS core project team.

The following project communications events occurred:
1. The April 2008 PERSLink Newsletter was published
2. NDPERS Project Manager made a presentation on the PERSLink project process to the ND Legislative IT Committee

Expected Accomplishments:
During the next reporting period the project team plans to accomplish the following:
1. Complete the following tasks and deliverables:
a. Acceptance of the system after completion of User Acceptance Testing for Pilot 1.1.
b. User Training and Deployment/rollout of Release 1.0 (Pilot 1.1)
c. Functional and Technical Design for Pilot 2.1
d. Construction and Unit Testing, Conversion, and System Testing for Pilot 2.1
e. User Training for User Acceptance Testing and Execution of Pilot 2.1
2. Initiate the following tasks and deliverables:
a._User Acceptance Testing for Pilot 2.1

RISK MANAGEMENT

Status Item Current Status Prior Status Summary

Project Risk Green Green No new risks have been added.
Risk Management Log Summary

Risk # Description Response Plan Owner
Comments:

A complete Risk Log is available on PERSLink Project Portal in SharePoint. A total of 17 risks have been identified,
prioritized and are being monitored by the PERSLink Project Team.

Issues Log Summary

Issue # Description Required Action Owner

Sagitec lost their data conversion
manager on 5/20. They will need to
hire a new manager and bring them Sagitec has identified an off shore
up to speed on the project. While resource to replace the data

4 this may not impact Pilot 1.1, it may conversion manager. This new Sagitec Project Manager
have an impact on planning for data | resource is expected to be onsite
conversion of Pilot 2.1 which was in July 2008.
scheduled to begin in April and
continue through October 2008,




Comments:

An Issue Management process document was developed and approved during the project planning phase. As areas
of risk eventuate an issue is created in the Issue Register (PERSLink Project Portal in SharePoint) and assigned an
owner for resolution. During this quarter, issue #4 was added, relating to Sagitec’s data conversion manager. The
team continues to monitor Issue #3 from the prior quarter, relating to NDPERS staffing.

SCOPE MANAGEMENT

Status Item Current Status Prior Status Summary
Scope Green Green No change control log entries.
Change Control Log Summary
L Action .
Change # Description Accept / Reject Action Date
Comments:

A Change Management Process document was developed and approved by the PERSLink project team during the
Planning Phase. There are no entries in the Change Management Log on the PERSLink Project Portal in SharePoint.

Deliverable Acceptance Log Summary

Action

Deliverable # Deliverable Name Accept / Reject Action Date
Phase 4 Pilot 1.1 Use Case Scenarios Accept 5/9/08
Phase 4 Pilot 1.1 Activity Diagrams Accept 5/9/08
Phase 4 Pilot 1.1 Data Definitions Accept 5/9/08
Phase 4 Pilot 1.1 Business Rules Accept 5/9/08
Phase 4 Pilot 1.1 Correspondence Definitions Accept 5/9/08
Phase 4 Pilot 1.1 Report Definitions Accept 5/9/08
Phase 4 Pilot 1.1 Updated RTM Accept 6/4/08
Phase 4 Pilot 1.1 Interface Definitions Accept 5/9/08
Phase 4 Pilot 1.1 Data Model Accept 6/20/08
Phase 4 Pilot 1.1 Object Model Accept 6/20/08
Phase 4 Pilot 1.1 User Interface Model Accept 6/20/08
Phase 4 Pilot 1.1 Conversion Specifications Accept 6/27/08
Phase 4 Pilot 1.1 Integration Specifications Accept 6/20/08
Phase 4 Pilot 1.1 Demo Sessions Accept 6/4/08
Egz;fslgtilzilsease 1.0 Unit Testing Certification of Accept 6/4/08
Phase 4 Release 1.0 System Test Cases/Scenarios | Accept 6/20/08
Egz;fslgtgilsease 1.0 System Test Certification of Accept 6/20/08
Phase 4 Release 1.0 Commencement of UAT Accept 6/20/08
Phase 4 Release 1.0 Training Plan and Materials Accept 6/20/08
Phase 4 Release 1.0 Admin/User Documentation Accept 6/20/08
Phase 4 Release 1.0 Migration/Conversion Plan Accept 4/28/08
Phase 4 Release 1.0 Integration Plan Accept 4/28/08

Comments:

All PERSLink deliverables are maintained on the PERSLink Project Portal in SharePoint. All accepted deliverables are




maintained in the Acceptance Folder in word format and in the Archive folder in pdf format

Status Item

Current Status

COST MANAGEMENT

Prior Status

Summary

Budget

Green

Green

At the end of the quarter, actual costs were lower

than expected costs.

Project Budget

Revised Budget

Expenditures to Date

Estimated Cost at

(if applicable) Completion
$0.00 $0.00 $0.00 $0.00

Budget Status
As of 6/30/08

Original Actual Expected Actual vs Expected Remaining

Budget Costs Costs Variance Budget
Sagitec 7,678,360 2,174,477 2,172,934 1,543 5,503,883
LRWL 1,000,000 164,436 191,665 (27,229) 835,564
Hardware/Software 185,000 0 0 0 185,000
Contingency 730,640 0 0 0 730,640
Total Appropriation 9,594,000 2,338,913 2,364,599 (25,686) 7,255,087
PERS Staffing 908,214 126,488 237,514 (111,026) 781,726

hours 24,000 3,343 6,276 (2,934) 20,658

Total Budget 10,502,214 2,465,401 2,602,113 (136,712) 8,036,813
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North Dakota Public Employees Retirement System

NDPERS PERSLInk

Board Presentation
August 26, 2008

“We commit to successfully implement a robust,
reliable, secure web-enabled, integrated benefit
administration system that improves NDPERS’
business operations and service.”

Presented by:
L. R. Wechsler, Ltd. (LRWL)
10394 Democracy Lane

Fairfax, VA 22030
(703) 385-3440
%%%g www.lrwl.com
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Project Status

¢ Start Date: October 1, 2007
¢ Project Status — Green

¢ High Level Project Planning Oct-Dec
2007

¢ Rollout Schedule (Attached)
¢ Anticipated End Date: October 1, 2010

A |

>
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Overall Project Schedule

Acceptance
Testin

l Pilot 1.1 I l Training l OCt 2008

[ System Administration, ]

-

Acceptance
Testing

Imaging and Call Center PRODUCTION
/[ Pilot 2.1 E ] [ Pilot 2.2 ]

\

Oct 2010

PRODUCTION

Acceptance Acceptance
Testing Testing
Parallel Parallel :
Testing Testing
Member Account Benefits Processing Self Service
Employer Maintenance Post-Retirement Annual Batch Processing
Employer Reporting Benefits Payment, Integration
N—
04/01/08 07/01/08 01/01/09 07/01/09 01/01/10 07/01/10
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NDPERS Involvement

¢ 3.5 FTE’s assigned to
work on the project

¢ Subject Matter Experts
assist in design, review
of documentation and
testing

¢ NDPERS IT staff assist
In configuration activities,
data conversion and
coordination with State

ITD staff
on I:

¢ Over 20,000 hours of
NDPERS staff time Is
expected to be spent
the project

4
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PERSLInk is Developed

¢ Development of PERSLInk is like building a home

¢ Detalled specifications are gathered and the system is
built based upon NDPERS needs as of today

¢ Before the system is completed new things will be added
resulting in some change orders
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Monitoring and OvérSight During
Development

¢ Weekly Status Reports

¢ Monthly Steering Committee Meetings

¢ ITD Quarterly Reporting

¢ Independent Oversight Project Management
¢ NDPERS Board Reports

¢ Monitoring Tools
» Sharepoint — Issues, Risks, Action ltems
» ITD Enterprise Project Management

A |
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PERSLInk 1s Released

¢ Transition:
A. Enhancements — NDPERS desired improvements (i.e., display some
additional information on a page, provide a link on a certain page to
another page, etc.

B. Bugs need to be fixed that were overlooked in testing. (e.g., a data
element is missing from a letter, a warning message does not appear

when it should)
¢ Some of these items will be covered under the Warranty
provided by Sagitec; others will require a change order.

AAALS
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Warranty Provisions from Sagltec
Agreement

¢ Sagitec warrants that the customized line-of-business
application will operate, Iin its entirety, in accordance
with RFP requirements and the specifications approved
by NDPERS for six months after final turnover and
acceptance of the last phase of the project

¢ Sagitec understands that certain functionality may be
Implemented in a given month and, based on the nature
of the job (semi-monthly, annually, etc.), may not be
executed for the first time during the 6-month warranty
period — Sagitec provides a special 6-month warranty
condition on every type of functionality that falls into this
category

A |
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PERSLInk is Maintained and
Enhanced

¢ Your multi-million dollar project is
finished; however, a support system
needs to be in place to continue to

maintain and enhance the system:

A. Enhancements and software updates:
New legislation with new benefit plans,
tax law changes, etc. will require
modifications and updates to the system

B. Hardware maintenance and support — [
LAN, servers, desktops, printers etc. T S

enhanced to accommodate both of
these long term needs

g@g

¢ The regular NDPERS budget should be ‘ Iy
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Post Implementation Support from
Sagitec

¢ Response to Proposal from Sagitec on an option
to provide post implementation support:

A. Operations/Production Control — Running batch
jobs, database backups, report distribution, external
Interfaces, ad-hoc production inquiries and on-line
application support

B. LAN and Network Support — Maintenance of the
LAN, network administration, and maintenance of
network hardware and software such as routers,
hubs, file servers, etc

C. Changes to the Application — Major (affects more
than one component of the application) or Minor
(affects a small portion or a single component of the
application)

D. Service Request Procedures — Tracking problems
and service requests, Help Desk, etc.

¢ The current contract does not provide for Post
Implementation support from Sagitec. The
amount and cost of such support will require an
amendment to the current agreement or a new
/\ agreement to specify the services that NDP ?ﬁ

would like to purchase.
Yest

10



RRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRRR

Summary

¢ Project Is nearing 1/3 completion with
first release in approximately 60 days.

¢ NDPERS needs to plan for future
ongoing maintenance and support

>

dit )
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Questions & Comments




North Dakota Sparb Collins
Public Employees Retirement System Executive Director

400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

Memorandum

TO: PERS Board

FROM: Sparb

DATE: August 19, 2008

SUBJECT: New Federal Special Tax Notice Regarding Plan Payments

At the May PERS Board meeting we discussed the new federal special tax notice regarding
plan payments (May Board memo is attached for your reference). At that time the Board
approved the short term and long term plan of actions. Concerning the long term plan, we
developed an amendment for our statute, presented this to the Legislative Employee
Benefits Committee, and they have modified the legislation accordingly.

Relating to the short term plan, we approached Fidelity in June about being our custodian
for the funds. However, due to the small account sizes, they indicated they would not be
interested. We then approached the Bank of North Dakota. They indicated they would be
willing to set up IRA’s for these individuals. They further indicated the monies will be
deposited into an IRA account at Bank of North Dakota. These IRA’s will be set up as
money market accounts. The rate is fixed one year at a time in January of each year.
Currently the interest rate is at 3.65% with an apr of 3.71%. The Bank of North Dakota does
not assess any fees on IRA accounts at this time. The only fees/penalties that would apply
would be for early withdrawal as assessed by the IRS. Attached is a proposed contract
between the BND and PERS (it has been reviewed by the AG’s Office). We used the
Deferred Comp Agreement between BND and PERS as the starting point and made
changes to reflect this effort. For your information the changes are shown.

PERS staff is seeking your approval to sign the contract.

Board Action Requested

Approve the attached contract with the BND as modified.



North Dakota Sparb Collins
Public Employees Retirement System Executive Director

400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

Memorandum

TO: PERS Board

FROM: Rebecca

DATE: May 6, 2008

SUBJECT: New Federal Special Tax Notice Regarding Plan Payments

NDPERS received notice that the federal Special Tax Notice Regarding Plan Payments had
been revised due to federal law changes. The revised notice has been attached for your
reference (Attachment 1). These changes will impact the NDPERS Defined Benefit Plan.
Staff has been working with Segal regarding the changes and what NDPERS needs to do to
remain in compliance. The following is an outline of the changes that impact the plan:

1) The plan is required to permit a rollover out of the plan to a Roth IRA. However,
the plan is not responsible for determining whether an employee is eligible for
such a rollover based on the income rules.

2) If you force out distributions of refunds, then you must provide an automatic
rollover to an IRA of any accounts being forced out that are greater than $1,000.

Item # 1 above only requires that we permit these types of rollovers and that we update the
special tax notice to indicate the option to participants. Staff has made changes to the tax
notice and will be replacing the older version of the notice with the new notice.

Item # 2 will require additional implementation steps. Current state law under NDCC 54-52-
17(7) requires that the plan automatically refund a member’s account balance if the member
has completed less than three years of eligible employment... A member may waive the
refund if the member submits a written statement to the board, within thirty days after
termination, requesting that the member’s account balance remain in the fund. However, if
a member does not waive the refund in writing, we are required to do a force out distribution
and thus, are subject to the change in federal law. With the change, any non-vested
member who does not make a written election regarding their account will have their
account balance rolled into an automatic rollover if their account balance is greater than
$1,000. Accounts that are less than $1,000 will not be affected by this change and will
continue to be paid as an automatic refund directly to the member.



Staff has determined both short-term and long-term implementation steps are needed for
Item # 2.

Short-term implementation:

1) Select a custodian IRA for automatic rollovers. Melanie has provided guidance
(Attachment 2) on satisfying fiduciary responsibilities which will be used in
selecting the custodian IRA. Staff recommends contacting Fidelity investments to
determine if they would be willing to provide this service.

2) Revise the special tax notice to reflect the automatic rollover provision once the
custodian IRA has been determined.

3) Revise procedures when processing automatic distributions to determine the
$1,000 threshold.

4) Develop notice to affected member’s regarding automatic rollover.

5) Develop notice to IRA custodian of upcoming automatic rollover.

Long-term implementation:

Staff recommends updating state law to address $1,000 threshold for non-vested members
so that automatic rollovers would not be required. Specifically, staff would recommend
changing state law so that the only types of accounts that are forced out would be those that
are for non-vested members with an account balance less than $1,000 at the time of
termination. These would continue to be an automatic refund to the member unless they
waived in writing this distribution.

Staff Recommendation:
Approve short-term and long-term implementation steps for automatic rollovers as outlined
by staff.

Board Action Requested:
Approve or disapprove implementation steps for automatic rollovers as outlined by staff.




NORTH DAKOTA BEFERRED-COMPENSATHON DEFINED BENEFIT RETIREMENT
PLAN SAFE HARBOR AGREEMENT

This Agreement is entered into effective as of this _ day of
, 2008 (the “Effective Date”), by and between the North Dakota
Public Employees Retirement System Board, administrator of the North Dakota Beferred
Compensation Defined Benefit Retirement Plan, hereinafter referred to as the
“Retirement Board”, and Bank of North Dakota, hereinafter referred to as the “Provider”.

A. Scope and Purpose of this Agreement

The Economic Growth and Reconciliation Relief Act (‘EGTRRA”) amended the
Internal Revenue Code (“Code”) section which deals with direct transfers of rollover
distributions, to include a requirement for an automatic rollover to an individual
retirement plan. If a non-vested Participant of a vested-aecerded—benefit Defined
Benefit Retirement account of more than $1,000 but not more than $5,000 has not
elected to have the cash-out distribution paid directly to another qualified plan or IRA,
or to receive the distribution in cash, or to leave the account at NDPERS, the plan
must transfer the funds to an IRA for the Participant’s benefit. This situation arises
when current Beferred—Compensation Defined Benefit Retirement Plan _aceceunt
helders participants are no longer employed with the State of North Dakota and the
account-holder participant has not notified the Retirement Board as to how to handle
the account. The purpose of this Agreement is to allow the Retirement Board to
satisfy their fiduciary responsibilities srderERISA by making an automatic rollover to
an individual retirement account (IRA) held by the Provider.

B. Provider Responsibilities. The Provider hereby agrees that:
1. The automatic rollover may only be made into an IRA as defined by section
408(a) or 408(b) of the Code.

2. The IRA is to invest the rolled over amounts in investments designed to
preserve principal while providing for a “reasonable” rate of return, not
necessarily a guaranteed rate of return, consistent with liquidity needs and
to maintain the dollar value of the rolled-over amount.

3. The investment products selected for rolled-over funds must be offered by a
State or federally regulated financial institution, such as a bank, credit
union, licensed insurance company or registered investment company.

4. The IRA fees will not exceed the fees charged by the Provider for
comparable IRA’s established for reasons other than automatic rollover
distributions.

5. The terms of this Agreement are enforceable by the Participant for whom
the IRA is established.



6. The customer identification and verification procedures of the USA
PATRIOT ACT will not be required at the time the plan established an
account and transfers the fund to the Provider. These requirements would
not be triggered until the former Participant first contacts the Provider to
claim the account.

7. Once the benefit is distributed from the plan to the IRA, any beneficiary
designations made or default beneficiary provisions under the plan no
longer apply. The Participant will need to designate a beneficiary under the
IRA. The IRA may provide default beneficiary language that will apply until
the Participant makes an affirmative designation.

C. Retirement Board Responsibilities. The Retirement Board hereby agrees that:

1. The following information must be given to Participants in advance of the
automatic direct rollover, in either a summary plan description or a
summary of material modifications:

a. An explanation of the investment product in which the automatic
direct rollover IRA’s will be invested;

b. The amount of fees and expenses;

c. How fees and expenses will be charged and allocated under the
IRA;

d. The person to contact to obtain additional information about the
plan’s automatic direct rollover procedures, IRA providers,
available investments and fees and expenses. The plan contact
may be identified by person, position or office and an address and
telephone number must be provided; and

e. That the Participant has the right to opt out of the automatic direct
rollover either by electing to receive a cash payment from the plan,
or by directing a rollover to a different IRA or to another employer’s
retirement plan selected by the Participant, or by electing to leave
the account at NDPERS.

2. The Participant will be notified in writing by the Retirement Board after the
actual transfer has occurred.

3. The selection of an IRA provider and investment products must not be a
prohibited transaction with an interested party.

4. Once the safe harbor conditions are satisfied, the Participant is deemed to
be exercising control over the assets of the IRA immediately following the
rollover. Therefore, the Retirement Board’s fiduciary responsibilities end at
the time the dollars are rolled into the IRA.



5. The Participant’s tax identification number and last known address will be

provided to Provider.

PROVIDER NAME:

Bank of North Dakota

RETIREMENT BOARD:

North Dakota Public Employees
Retirement System Board

Signature

Signature

Typed or Printed Name

Title

Date

Typed or Printed Name

Title

Date



North Dakota Sparb Collins
Public Employees Retirement System Executive Director

400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

WMemorandum

TO: PERS Board
FROM: Sparb

DATE: August 19, 2008
SUBJECT: Renewal

With this meeting we will start our consideration of the proposed renewal of BCBS.
Gallagher Benefit Services (GBS) is assisting us with the review. They are providing
technical and actuarial assistance to us. The purpose of this meeting will be to hear from
BCBS, discuss the renewal proposal with them, hear from our consultant on their findings
relating to the renewal, hear from staff and identify what additional information we need. At
this meeting we will:

1. BCBS — will present their proposed renewal, reasoning and responses to questions
already asked by GBS and PERS Staff
2. GBS — will discuss their findings relating to the renewal.

At the time of the writing of this memo, staff has received the renewal, discussed it with
BCBS, discussed it with GBS, followed up with BCBS by asking additional questions and is
reviewing responses received thusfar and awaiting others. Attached, for your review, is the
information received to date:

Attachment #1 — the proposed renewal from BCBS

Attachment #2 — information from BCBS on the optional plan design elements and scope of
benefits requested by PERS (please note that at this point we are only focusing on
the information in the attachment. The purpose of this approach is that we need to
first reach agreement on the underlying assumptions before discussing the options.)

Attachment #3 — the initial GBS review of the BCBS proposal.

Attachment #4 — GBS initial review of BCBS proposal (attachment #1)

Attachment #5 — Follow-up questions to BCBS from GBS and PERS

Attachment #6 — This is a newsletter from the Segal Company with the most current
information relating to medical trends. This will provide a point of reference for our
discussion of medical trends relating to the PERS plan.



Background

In previous meetings we have reviewed the performance of the health plan. One item is
clear and that is the plan’s trends have been high this biennium. The following table has
been discussed at several meetings:

Active State Renewal Rate

NDPERS 2007- 2009 Allocation
and NDPERS 2009-2011 Planning Projections
2009-2011 Projection
7.5% Trend 10% Trend 12.5% Trend 15% Trend
1999-2001 buy down rate $349.72 $349.72 $349.72 $349.72
2001-2003 reserve option rate $409.09 $409.09 $409.09 $409.09
2003-2005 reserve option rate $488.70 $488.70 $488.70 $488.70
2005-2007 reserve option rate $553.94 $553.94 $553.94 $553.94
2007-2009 rate $658.08 $658.08 $658.08 $658.08
2007-2009 % increase 18.8% 18.8% 18.8% 18.8%
Expected 2007-2009 BCBS rate $760.49 $796.28 $832.88 $870.31
Expected available surplus in
2007-2009 ($1 million)? $1.67 $1.67 $1.67 $1.67
Expected 2009-2011 buy down
rate $758.82 $794.61 $831.21 $868.64
2009-2011 $ increase $100.74 $136.53 $173.13 $210.56
2009-2011 % increase 15.3% 20.7% 26.3% 32.0%
Total additional funds” $27,804,000 | $37,862,000 | $47,784,000 | $58,115,000
Total additional general funds™ | $16,683,000 | $22,609,000 | $28,670,000 | $34,869,000

* - For biennium assuming 11,500 FTE's
** - Assumed to be 60% of total funds

In reviewing this table and in discussing it with BCBS, it has been our understanding that
our plan has been trending between the 10% to 12.5% area. We have shared this
information with OMB, the Legislature and our participating employers. As we look at the
above table, our expectations for this renewal is that the premium for the existing plan
design would between $794.61 and $831.21.

Renewal Considerations

As we move into the renewal, there are several basic cost items we are concerned with and
they are:

Trend — the first and most significant item in a renewal is determining the health plan trend.
Health plan trend is basically the rate of inflation in the plan. Once this is determined,
it is the basis for estimating the increase in plan cost over the projection period.
BCBS as part of its renewal projects a trend. GBS also looks at our data and
concurrently and independently determines what they believe to be the trend for our
consideration in the renewal.

Risk Charge — This is the amount that BCBS includes in the proposal in addition to the trend
to help offset claims that may come in greater then expected. At present, they have
a 1% risk charge that is added on to expected claims.

Administration — This is the amount we pay BCBS for the administration of the plan.
Presently we pay them $23 per contract per month.

Conversion — this is a charge we pay to insure that our members can enroll in a BCBS
product without underwriting once their COBRA coverage expires (0.2% of premium).



Renewal Issues

In summary, the BCBS proposal is for a 29.5% increase in active rates and a little over a
17% decrease in Medicare retiree rates (see Attachment #1 for details). Their proposed
state rate for 2009-2011 is $846.64 (excluding Health Dialog and NDPERS Wellness), our
present rate is $658.08 (includes Health Dialog and NDPERS Wellness). Based upon the
table above, this is $15.43 higher than the top end of our expected rate ($794.61 and
$831.21). At this initial point in the renewal, the following issues have developed and
additional information has been requested:

Issue

Consideration

Trend

BCBS and GBS are coming up with different trends for the plan. BCBS
used incurred claims and GBS used paid. GBS is getting the incurred data
from BCBS and will be reviewing that as well before the next Board meeting
to see if it helps to explain the difference

Administration

BCBS is proposing a 21% increase. This is much higher then would be
expected. Staff and GBS have asked for additional information from BCBS
on this proposal. (Please see staff and GBS questions.)

Risk charge

Risk charge is 1% and is rising at the same rate as premiums.

Conversion

GBS has asked for additional information on this item. The following
information was provided on the history of the use of this provision by our
plan:

Count Contracts Going on Conversion Group

Number of

Contracts
2008, thru June 12
2007 18
2006 22
2005 35
2004 30
2003 25
2002 14

It was noted that this works out to BCBS asking us to pay $415,000 for
conversion privileges for 25-30 employees a year. That is about $16,500
per person.

Contingency
Margin

This is a new charge by BCBS and adds about $4 million to the cost of the
renewal. The purpose of this additional charge is to provide an additional
cushion beyond the risk charge to BCBS if claims should run higher then
expected. Unlike the risk charge, these funds would be part of the
settlement process and could be returned to PERS at the end of the
biennium if claims come in lower then expected. Staff and GBS have
asked for additional information on this proposal (please see questions).




Conclusion

At this point in the meeting our sole purpose is to hear from all the parties about the renewal
and receive the information relating to the follow-up questions and we should decide:

1. What additional information we need?
a. From BCBS

b. From GBS
2. If we continue to have a difference on the trend between BCBS and GBS, we could

ask for another consultant to review the information and provide us an additional
opinion. Would this have merit and should we do it?

3. Determine if we need to have a special meeting in September to review the
information requested. Our goal is to make a decision on the renewal by the end of
September. Our regularly scheduled meeting is September 18",

If we are unable to work out an acceptable renewal with BCBS, then we would need to go to
bid.



Attachment #1
INTEROFFICE MEMORANDUM

SuBJECT: NDPERS 2009-2011 RENEWAL PROPOSAL
DATE: AUGUST 1, 2008

To: LARRY BROOKS
KEVIN SCHOENBORN

CC: LINDA MERCK Towm PAULSON
TAMI RODER ROB SCHEIRING

Frowm: BRAD BARTLE

Renewal rating for the 2009-2011 NDPERS biennium assuming current benefit
structure is attached. The overall rate increase required for the new biennium is 25.8%.
This is comprised of a 29.5% increase for active state employees, an approximate
17.5% rate decrease for Medicare retirees, and other rate adjustments for minor census
categories.

A complete proposal with rating of alternate plan designs and benefit changes,
information concerning additional design features including proposed wellness designs,
and additional requested reporting will be prepared and forwarded to you in the coming
week.

Narrative Information

1. What is the rating period? If more than 12 months of data is used, how much
weighting is placed on the prior experience period versus the current period?

The experience period used in this rating is 5-1-07 through 4-30-08 with payments
made through 6-30-08.

2. What is the IBNR adjustment? How many days on average does it take BCBSND to
pay claims? Is the IBNR adjustment based on the BCBS book of business, or
NDPERS case specific data?

Claims in total are estimated to be 98.72% complete as paid through 6-30-08. IBNR
adjustments are based on prior NDPERS claims experience.

3. What is the pooling level/point? What was the basis for determining this point?
Not applicable.

4. What is the pooling charge?
Not applicable.

5. Where, if any, is capitation built into the rating model? Is it based on actual or
forecast capitation?

Not applicable.

6. Was any demographic adjustment made? How was it determined? What was the
basis of the adjustment?
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Not applicable.

7. What are the trend assumptions for Rx and Medical separately? Prospectively, what
are your assumptions regarding contractual charges with providers? How much of
the trend adjustment is due to contractual changes? Prospectively, what are your
assumptions regarding changes in frequency of procedures? How much of the trend
adjustment is due to technology changes? How has BCBS adjusted trend for drugs
coming off brand and going generic? What is the current NDPERS generic
utilization rate? What is your forecast NDPERS generic utilization rate (during the
rating period)?

For non-Medicare claims experience an 11.0% trend is used for 2008, followed by
10.0% trend for 2009 through 2011. For Medicare retiree claims experience a 3.0%
trend is used for 2008 through 2011.

The above trend assumptions are developed in total rather than separately for
prescription drug and medical claims experience. Contractual arrangements with
providers are confidential. BCBSND does not evaluate various components of trend
(cost, utilization, technology, generic utilization, etc) explicitly. Reporting of recent
brand and generic prescription drug utilization is available upon request.

8. What are your retention assumptions? Please break out between the following:
Administration, Profit/Risk, Wellness/DM.

Administration: 4.0% of premium ~ $28.00 per contract per month
Service Charge: 1.0% of premium ~ $7.00 per contract per month
Conversion Privilege: 0.2% of premium ~ $1.40 per contract per month

9. Are any other adjustments made to the rating model?

A contingency margin (1.0% of premium ~ $7.00 per contract per month) is included
in premiums. This amount will not be treated as retention during settlement, and will
be included as premium revenue in the calculation of gains/losses for the biennium.

10.Will BCBS agree to re-review the proposed premium in February of 2009 and if the
new projection is lower offer that rate for the 2009-2011 biennium? If the February
re-projection is higher, agree to use the original estimate for 2009-2011? Please
review and note the progress on those issues identified in the renewal letter for this
biennium.

BCBSND agrees to re-rate the biennium in February of 2009 and offer any premium
reduction to NDPERS. Premiums will not increase as a result of the re-rate.
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Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Current Plan Design

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$846.64 $67,196,124 29.5%
$846.64 $224,142,860 29.5%
$408.22 $2,870,603 30.0%
$987.94 $3,272,057 30.0%
$612.34 $8,053,496 30.0%
$1,224.66 $6,642,556 30.0%
$1,530.84 $220,441 30.0%
$433.90 $16,922,100 29.4%
$1,053.66 $47,566,427 29.5%
$403.72 $3,662,548 29.4%
$980.10 $12,137,558 29.5%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$413,887,768 25.8%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




North Dakota Public Employees Retirement System
2009-2011 Biennium

1. Health Dialog Rate for 2009-2011 Biennium:
$4.18 per contract per month, spread over all Non-Medicare contracts. This reflects
an annual inflation adjustment of approximately 5% based on current CPI.

2. MyHealth Center rate for 2009-2011 Biennium:
$0.72 per contract per month, spread over all Non-Medicare contracts

3. Eliminating the EPO:
A 2% drop in income needed for Actives and Political Subdivisions. Revised
premium rates and exhibit would be created.

4. Medicare Retiree Benefits: (lllustration Only)
A group retiree benefit mirroring Medicare Supplement Plan F would be rated at
approximately $150 per Medicare member per month for the 2009-2011 biennium.
This rate reflects NDPERS Medicare experience and a benefit increase of 35%-40%
over the current NDPERS Medicare carve-out benefit. This product may be
considered a Medicare Supplement plan by the North Dakota Department of
Insurance and require filing and approval of group product and rates.

If Medicare retiree benefits are offered by NDPERS independently of prescription
drug coverage, and if members are allowed to distribute accumulated service credits
toward the premium of each product independently, this will create the potential for
adverse selection by members against both coverages. In particular, the current
practice of offering Medicare medical coverage with community rated premiums may
need to be changed to an age-rated premium design.

5. Changing Political Subdivisions to a 3-tier rate structure:
The 3-tier rate structure below is based on the current plan designs and uses
standard employee plus dependent children definition and rate relativities for the
single plus dependent (SPD) class. This rate structure assumes that all political
subdivisions would change to 3-tier rates.

Current 2-tier structure (for comparison):
PPO/EPO Choice single $431.10 pcpm
family 1,050.86 pcpm
EPO Only single $400.92 pcpm
family 977.30 pcpm




3-Tier structure:

PPO/EPO Choice single $418.86 pcpm
SPD 737.16 pcpm
family 1,089.02 pcpm

EPO Only single $389.52 pcpm
SPD 685.56 pcpm
family 1,012.76 pcpm

. Rates changes for PERS benefit variances:
Attached exhibit

. Rate exhibits for alternative benefit plans:
Attached exhibits

. High Deductible Health Plan: (lllustration Only)

Product Description: High Deductible Health Plan with $1,250 CYD single and
$2,500 family (comprehensive) deductible; 80%/20% coinsurance with $1,250
maximum per single and $2,500 maximum per family; deductibles and coinsurance
apply to all services including prescription drugs.

“No Individual Choice Scenario”

Election to participate in HDHP made at the employer level for all employees. No
individual election by employees allowed. Election may not be changed for two
years. Renewal rate for current PERS benefit design (net of $2.80 PERS fee):
$843.84 composite pcpm (EPO & PPO). Rate for HDHP product as described
above: $749.10 composite pcpm. “Cost neutral” annual employer contribution to
HSA (equal to premium differential): $546.21 per single, $1,327.25 per family.

“Individual Choice Scenario”

Election to participate in HDHP made by the individual. Election may not be
changed for two years. Risk charge of 2.0% added to all premium rates (both
PPO/EPO and HDHP). Renewal rate for current PERS benefit design (net of $2.80
PERS fee): $860.72 composite pcpm (EPO & PPO). Rate for HDHP product as
described above: $764.08 composite pcpm. “Cost neutral” annual employer
contribution to HSA (equal to premium differential): $557.13 per single, $1,353.80
per family.

Note that HDHP as described and rated above may not qualify members for HSA
according to IRS regulation regarding individual and family deductible levels.
Adjustments to benefit design necessary for qualification will require corresponding
adjustment to rates.



NDPERS Variances for 7-09/6-11
Costs/savings are spread over all contracts and assume the 7-07 benefit design.

The following items would be a benefit increase and produce a rate increase:

1)
2)

3)
4)
5.)

6.)

7)
8.
9)

cover routine circumcisions, subject to cost-share = $0.18 per contract per month cost increase

the proposed rewrite for preventive screening would change the "schedule" of preventive benefits to the first

$200 paid at 100% and then anything after that subject to cost-share = $5.84 per contract per month cost
increase. Items that have been previously priced separately such as preventive bone density scans, colonoscopies,
sigmoidoscopies, etc. would be included in this benefit.

* cover HPV immunizations for ages 19-26, paid at 100% = $0.36 per contract per month cost increase
* cover Zoster immunizations for ages 60+, paid at 100% = $0.30 per contract per month cost increase

* cover Tetanus immunization for age 19+ (and others currently on the list of CDC recommendations) for age 19+,
paid at 100% = $0.20 per contract per month cost increase

* Note that adding coverage for Gardasil and Zostavax and Tetanus for ages 19+ will mean they have coverage for
all currently recommended CDC immunizations, and that any future recommended immunizations can be added
without a cost.

when a Chiropractic Office Visit and Manipulation are billed on the same day by the same provider, change to
apply only one copay instead of two =$0.24 per contract per month cost increase

allow one LRD visit per year for the treatment of obesity =$0.72 per contract per month increase
allow 7 Well Child Care visits through 12 months age = $0.12 per contract per month increase

pay influenza immunizations for ages19+ at 100% = $0.10 per contract per month increase

The following items would be a benefit decrease and produce a rate savings:

1)

2)

3)

change office visits for well child care from coinsurance to copay then 100% = $1.02 per contract per month
reduction (this assumes the Medicare benefits would remain at current benefits)

change PT, OT, ST services from deductible then coinsurance to copay then coinsurance = $1.06 per contract
per month reduction (this assumes the Medicare benefits would remain at current benefits) (copays assumed
are $20 PPO in-area, $25 PPO basic plan, $15 EPO in-network, $25 EPO self-referral)

Maintenance Drugs apply two copays per prescription order or refill for a 35-100 day supply =$1.32 per contract
per month reduction



Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Current Plan Design

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$846.64 $67,196,124 29.5%
$846.64 $224,142,860 29.5%
$408.22 $2,870,603 30.0%
$987.94 $3,272,057 30.0%
$612.34 $8,053,496 30.0%
$1,224.66 $6,642,556 30.0%
$1,530.84 $220,441 30.0%
$433.90 $16,922,100 29.4%
$1,053.66 $47,566,427 29.5%
$403.72 $3,662,548 29.4%
$980.10 $12,137,558 29.5%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$413,887,768 25.8%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Current Plan Design with alternate coinsurance
(PPO $400 ded./$1000 coins., EPO $200 ded./$750 coins., Basic $400 ded./$1500 coins.)

Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

(Medicare Retiree plan design does not change)

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$839.00 $66,589,752 28.3%
$839.00 $222,120,216 28.3%
$404.54 $2,844,725 28.8%
$979.02 $3,242,514 28.9%
$606.82 $7,980,897 28.8%
$1,213.64 $6,582,783 28.8%
$1,517.04 $218,454 28.8%
$430.04 $16,771,560 28.3%
$1,044.24 $47,141,171 28.4%
$400.14 $3,630,070 28.2%
$971.34 $12,029,075 28.4%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$410,352,215 24.8%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Alternate Plan Design 1
(PPO $500 ded./$750 coins., EPO $250 ded./$500 coins., Basic $500 ded./$1250 coins.)

(Medicare Retiree plan design does not change)

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$837.88 $66,500,860 28.1%
$837.88 $221,823,703 28.1%
$404.00 $2,840,928 28.6%
$977.72 $3,238,209 28.7%
$606.00 $7,970,112 28.6%
$1,212.02 $6,573,996 28.6%
$1,515.02 $218,163 28.6%
$428.48 $16,710,720 27.8%
$1,040.44 $46,969,623 27.9%
$398.68 $3,616,825 27.8%
$967.80 $11,985,235 27.9%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$409,649,372 24.6%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Alternate Plan Design 1.A.
(PPO $500 ded./$1000 coins., EPO $250 ded./$750 coins., Basic $500 ded./$1500 coins.)

(Medicare Retiree plan design does not change)

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$830.64 $65,926,236 27.0%
$830.64 $219,906,956 27.0%
$400.52 $2,816,457 27.5%
$969.28 $3,210,255 27.6%
$600.78 $7,901,459 27.5%
$1,201.54 $6,517,153 27.5%
$1,501.94 $216,279 27.5%
$424.78 $16,566,420 26.7%
$1,031.40 $46,561,522 26.8%
$395.24 $3,585,617 26.7%
$959.40 $11,881,210 26.8%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$406,290,561 23.5%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Alternate Plan Design 2
(PPO $750 ded./$750 coins., EPO $500 ded./$500 coins., Basic $750 ded./$1250 coins.)

(Medicare Retiree plan design does not change)

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$810.56 $64,332,526 24.0%
$810.56 $214,590,897 24.0%
$390.84 $2,748,387 24.5%
$945.86 $3,132,688 24.5%
$586.26 $7,710,492 24.4%
$1,172.50 $6,359,640 24.4%
$1,465.62 $211,049 24.4%
$415.98 $16,223,220 24.1%
$1,009.96 $45,593,634 24.2%
$387.06 $3,511,408 24.0%
$939.46 $11,634,273 24.2%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$397,249,212 20.8%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




Actives

Actives LOA, COBRA, Temp.

Non-Medicare Retirees

Political Subs.

Pol. Subs. All in EPO

Medicare Retirees

North Dakota Public Employees Retirement System

7-09/6-11 Renewal Results based on Alternate Plan Design 2.A.
(PPO $750 ded./$1000 coins., EPO $500 ded./$750 coins., Basic $750 ded./$1500 coins.)

(Medicare Retiree plan design does not change)

Single
Family

Single
Family

Single
Family
Family 3+

Single
Family

Single
Family

1 Medicare only

2 Medicare only

3 Medicare only

4 Medicare only
Part A 1 Medicare

1 Medicare + others
2 Medicare + others
3 Medicare + others

April 2008 7-07/6-09 Biennium
Contracts Rates * Income

3,307 $653.83 $51,893,179
11,031 $653.83 $173,097,570
293 $314.05 $2,208,400
138 $759.77 $2,516,358
548 $471.09 $6,195,776
226 $942.17 $5,110,330
6 $1,177.73 $169,593
1,625 $335.31 $13,077,090
1,881 $813.33 $36,716,970
378 $312.05 $2,830,918
516 $756.61 $9,369,858
2,965 $154.06 $10,962,910
1,424 $298.18 $10,190,600
5 $317.02 $38,042
0 $194.66 $0
1 $424.32 $10,184
328 $561.74 $4,422,017
7 $439.38 $73,816
1 $317.02 $7,608
24,680 $328,891,218

* Rates include $2.80 NDPERS Fee but exclude Wellness Benefit Programs and Health Dialog.

7-09/6-11 Biennium Rate
Rates * Income Increase
$803.70 $63,788,062 22.9%
$803.70 $212,774,753 22.9%
$387.52 $2,725,041 23.4%
$937.84 $3,106,126 23.4%
$581.28 $7,644,995 23.4%
$1,162.56 $6,305,725 23.4%
$1,453.20 $209,261 23.4%
$412.50 $16,087,500 23.0%
$1,001.48 $45,210,813 23.1%
$383.82 $3,482,015 23.0%
$931.58 $11,536,687 23.1%
$127.22 $9,052,975 -17.4%
$245.78 $8,399,777 -17.6%
$261.28 $31,354 -17.6%
$160.62 $0 -17.5%
$349.54 $8,389 -17.6%
$462.58 $3,641,430 -17.7%
$361.92 $60,803 -17.6%
$261.28 $6,271 -17.6%
$394,071,975 19.8%

Blue Cross Blue Shield of North Dakota reserves the right to adjust premiums if the NDPERS Uniform Group Insurance Program is changed, modified,

varied, altered or amended for the contract period 7-1-09/6-30-11, or if the legislature adds any mandated benefits.




NDPERS (excluding Medicare Retirees) 7-09/6-11

lllustrative Only

assumes no adverse selection

Current PPO/EPO/Basic benefits 816.87 Target average premium per contract per month
average distribution
monthly of
premium enrollment

Gold $100 Deductible 837.76 10%

Silver $200 Deductible 824.86 20%

Bronze $300 Deductible 813.03 30%

Base PPO  $400 Deductible 802.27 40%

combined 813.56 100%

Gold $100 Deductible 837.76 25%

Silver $200 Deductible 824.86 25%

Bronze $300 Deductible 813.03 25%

new PPO $400 Deductible 802.27 25%

combined 819.48 100%

Gold $100 Deductible 837.76 40%

Silver $200 Deductible 824.86 30%

Bronze $300 Deductible 813.03 20%

new PPO $400 Deductible 802.27 10%

combined 825.39 100%



GALLAGHER BENEFIT SERVICES, INC.== M emo

To: Sparb Collins
Executive Director, NDPERS

From: Jerry Rueschhoff, ASA, MAAA
Senior Client Consultant, GBS Denver Office

Date: July 29, 2008

Re: Medical and Prescription Drug Plan Renewal Projection
2009-2011 Biennium

Introduction

NDPERS retained Gallagher Benefit Services, Inc. (GBS) to independently develop the
projected rate renewal for its employee and retiree medical and prescription drug plans
for the budget biennium beginning July 1, 2009. This memo and the attached
documents will summarize our projections.

Once we receive the BCBSND renewal proposal we will provide our assessment of the
proposal relative to our independent projections.

Methodology
Enclosed with this memo are:

1. Development of Projected Medical and Rx Incurred Claims for Active and Non-
Medicare Retirees for Plan Year July 1, 2009 through June 30, 2011

2. Development of Projected Medical Incurred Claims for Medicare Retirees for
Plan Year July 1, 2009 through June 30, 2011.

3. Summary of Current Enrollment and Fully Insured Rates

4. Historical trend analysis for medical and Rx paid claims.



Sparb Collins
July 29, 2008
Page 2

To develop our projections, we used the following methodology:

1. Develop Net Paid Claims for the period 7/1/07-6/30/08

2. Develop Estimated Incurred Claims by adding an Incurred But Not Reported
(IBNR) adjustment

3. Using current enrollment, develop PMPM incurred claim costs

4. Multiply the results from step #3 above times our assumed trend factors for the
duration of the biennium

5. Convert the PMPM costs to PEPM costs
6. Add in projected BCBSND retention costs

A key observation is that over the last couple of years, BCBSND medical costs for
Medicare eligible retirees have been dropping substantially with a 16% drop in the per
retiree per month costs in the last fiscal year alone. This does not meet with our
expectations and should be investigated further.

Additionally, based on our recent conversation we are assuming that any Rx rebates
retained by BCBSND are netted from the claims provided by NDPERS. Note that for a
membership base the size of NDPERS, we would expect the vast majority (if not all) of
the rebates to be directed to NDPERS and their members.

As indicated in the attached documents and based on the assumptions outlined above,
our independent 2009-2011 biennium projections are as follows:

e Active/early retiree medical and prescription drugs: +23.9% from current
“net” premium rates

¢ Medicare retirees medical: -22.3% from current “net” premium rates

We look forward to discussing our projections with NDPERS. As discussed, once we
receive the renewal from BCBSND, we will provide our assessment of their proposal
relative to these independent projections.

Regards,

CC: Bill Robinson, GBS Denver
Shawn Adkins, GBS Denver



NDPERS
Development of Projected Medical & Rx Incurred Claims and Retention
For Plan Year July 1, 2009 through June 30, 2011

1. Development of Projected Medical & Rx Incurred Claims and Retention

2. Summary of Current Enroliment and Fully Insured Rates

3. Historical Paid Claims Trend Analysis - Active and Non-Medicare Medical

4. Historical Paid Claims Trend Analysis - Active and Non-Medicare Rx

5. Historical Paid Claims Trend Analysis - Active and Non-Medicare Combined
6. Historical Paid Claims Trend Analysis - Medicare Eligible Retiree Medical

This analysis is for illustrative purposes only, and is not a guarantee of future expenses, claims costs,
managed care savings, etc. There are many variables that can affect future health care costs including
utilization patterns, catastrophic claims, changes in plan design, health care trend increases, etc. This
analysis does not amend, extend, or alter the coverage provided by the actual insurance policies and contracts.
Please see your policy or contact us for specific information or further details in this regard.

Prepared by Gallagher Benefit Services
Medical Projection July 2009 thru June 2011.xIsCover 7/28/2008



NDPERS

Development of Projected Medical & Rx Incurred Claims and Retention
For Plan Year July 1, 2009 through June 30, 2011

Active & Non-Medicare Retiree Medicare Retiree Total

Biennium Rate Development (1) Medical Rx Total Medical NDPERS
1. Current Subscribers (from June billing statement) 20,299 20,299 20,299 4,689 24,988
2. Current Membership 49,898 49,898 49,898 6,163 56,061
3. Total Paid Claims (7/1/2007 to 6/30/2008) $122,706,284 $21,359,741 $144,066,025 $5,428,868 $149,494,893
6. Incurred But Not Reported (IBNR) Adjustment 1.40% 0.00% 1.19% 1.50% 1.2%
7. Estimated Incurred Claims $124,424 172 $21,359,741 $145,783,913 $5,510,301 $151,294,214
6. Average Exposure Units (Membership) 49,738 49,738 49,738 6,123 55,861
7. Incurred Claims / Member / Month $208.46 $35.79 $244.25 $75.00 $225.70
8. Trend Factor 2 24.0% 24.0% 24.0% 21.2% 23.9%
9. Trended Medical & Rx Paid Claims / Member / Month $258.58 $44.39 $302.97 $90.91 $279.66
10. Conversion to Per Employee Per Month $744.75 $119.49 $627.42
11. Claims Retention - BCBSND / Employee / Month 3) $31.72 $31.72 $31.72
12. Needed Medical & Rx Premium / Employee / Month $776.47 $151.21 $659.14
13. Current Net Premium / Employee / Month @) $626.48 $194.60 $545.44
14. Percent Change 23.9% -22.3% 20.8%
(1) Rate Development assumes Rx rebates and interest credits on surplus and reserves will be used for potential rate buy-downs in the future.
(2) Annual Trend Factors 9.00% 9.00% 9.00% 8.0% 8.95%

Months of Trend 30.0 30.0 30.0 30.0 30.0
(3) Claims retention projected to increase 3% per year from current levels. Other administration costs not included in the premium projection are:

a) NDPERS Admin $2.80

b) Disease Management & Wellness $4.25
(4) Based upon June 2008 billing received from NDPERS, which represents the amount paid to BCBSND before NDPERS Administration or

Wellness/DM charges. Excludes Medicare Part D premiums for Medicare subscribers.

Prepared by Gallagher Benefit Services
Medical Projection July 2009 thru June 2011 .xIsPY 2009 Paid Proj Al Page 1 7/28/2008



NDPERS

Development of Projected Medical & Rx Incurred Claims and Retention

NDPERS BCBSND
Rate Category Contracts  Net Rates (1)
State Actives
Flat Rate 14,361 $651.03
Temp., Part-Time, & COBRA
Single 264 $311.25
Family 121 $756.97
Political Subdivisions
* Rate Structure A
PPO/EPO (w/ COBRA)
Single 1,627 $332.51
Family 1,852 $810.53
EPO Basic (w/ COBRA)
Single 382 $309.25
Family 519 $753.81
Political Subdivisions
* Rate Structure B
PPO/EPO (w/ COBRA)
Single 10 $317.31
Family 13 $773.65
EPO Basic (w/ COBRA)
Single 0 $295.11
Family 0 $719.51
Non-Medicare Retirees
Single 584 $468.29
Family 226 $939.37
Family 3+ 7 $1,174.93
Total for All 19,966  $12,581,895)
Summary
(1) Active & Non-Medicare Retiree 20,299  $12,716,951]
(2) Medicare Retiree 4,689 $1,260,766
(3) Medicare Part D Premium $348,269
Total Premium (1+2-3) 24,988 $13,629,448

(1) BCBSND Net Rates represent the per subscriber per month premium before NDPERS Administration and Wellness/DM charges.

Prepared by Gallagher Benefit Services

Medical Projection July 2009 thru June 2011.xIsGBS Insd Rts

NDPERS BCBSND
Rate Category Contracts Net Rates (1)
Medicare Retirees
* Rate Structure A
Medicare Part A Only
Single 1 $477.92
Medicare Part A & B
Single 2,899 $207.66
Family 1,424 $408.18
Medicare Retirees
* Rate Structure B
Medicare Part A & B
Single 24 $200.68
Family 8 $394.66
Total 4,356 $1,191,706
NDPERS  BCBSND
Rate Category Contracts Net Rates (1)
Over 1/Under 1 (Rate Structure A)
3 Medicare+Others 313 $615.34
2 Medicare+Others 7 $549.38
3 Medicare+Others 0 $483.42
Over 1/Under 1 (Rate Structure B)
1 Medicare+Others 13 $589.88
Assumed Rate Breakdown Medicare Non-Medicare
1 Medicare+Others $207.66 $407.68
2 Medicare+Others $207.66 $341.72
3 Medicare+Others $207.66 $275.76
One Medicare+Others (w/o buy-down) $200.68 $389.20
Total Medicare from Over 1/Under 1 333 $69,060
Total Non-Medicare from Over 1/Under 1 333 $135,055
Page 2 7/28/2008



NDPERS

Historical Paid Claims Trend Analysis - Active and Non-Medicare Medical
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NDPERS
Historical Paid Claims Trend Analysis - Active and Non-Medicare Rx

Active and Non-Medicare Paid Claims July 06’ to June 08’
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Medical Projection July 2009 thru June 2011.xIsactive trend graph rx Page 4
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NDPERS
Historical Paid Claims Trend Analysis - Active and Non-Medicare Combined

Active and Non-Medicare Paid Claims July 06’ to June 08’
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NDPERS

Historical Paid Claims Trend Analysis - Medicare Eligible Retiree Medical
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GALLAGHER BENEFIT SERVICES, INC.== M emo

To: Sparb Collins
Executive Director, NDPERS

From: Jerry Rueschhoff, ASA, MAAA
Senior Client Consultant, GBS Denver Office

Date: August 6, 2008

Re: BCBSND Medical and Prescription Drug Plan Renewal Review
2009-2011 Biennium

Introduction

NDPERS retained Gallagher Benefit Services, Inc. (GBS) to independently develop the
projected rate renewal for their employee and retiree medical and prescription drug
plans for the budget biennium beginning July 1, 2009 and provide a review of
BCBSND’s renewal as it compares to our projections. This memo provides our
assessment of the BCBSND renewal proposal relative to the independent projections
we provided on July 29, 2008.

General Observations

BCBSND’s initial renewal is about $14.5 million (or about 3.6%) higher than our
independent projection. The differential is almost entirely due to differences in assumed
retention/contingency margin ($4.2 million or 1.0%) and trend ($10.3 million or 2.6%).

The following explains the differences in our assumptions.

Retention/Administration

BCBSND’s retention assumptions increased nearly 22% or about $3.8 million from the
current period to the projection period. This increase is significantly higher than what we
have seen with other carriers. Additionally, the conversion charge of 0.2% of premium
appears to be high and it may be advantageous for NDPERS to receive a charge from
BCBSND that is on a per conversion basis.
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Additionally, BCBSND has introduced an additional 1% contingency margin which will
be included in the premium rates but not in the retention amounts used to calculate
surpluses and deficits for the biennium. The following is the expected cost to NDPERS
of the newly introduced contingency margin under various claims assumptions and
assuming the current risk sharing arrangement which is 100% of deficits to BCBSND,
50/50 of first $3 million in surpluses and 100% of surpluses to NDPERS in excess of $3
million:

¢ No cost (other than loss of cash flow) if surpluses were greater than $3 million,
e $1.5 million cost if claims come in at expected
e $4.1 million cost if claims come in at least 1% worse then expected.

The following table illustrates the proposed retention and contingency margin amounts
assumed by BCBSND relative to the GBS projected amounts.

7/1/07 thru 7/1/09 thru Increase
6/30/09 6/30/11 % Increase in Millions*

Administration Expense $23.00 $27.95 21.5% $2,932,151
Risk/Service Charge 5.76 6.99 21.3% 727,114
Conversion Cost 1.14 1.40 22.6% 152,531
Total Retention $29.90 $36.34 21.5% $3,811,796
Contingency Margin (CM)1 $0.00 $6.99 n/a $4,138,878

Expected Cost of CM? $0.00 $2.53 n/a $1,500,000
Total Expected Increase $5,311,796
Increase Assumed by GBS® $1,078,561
Differential $4,233,235

'According to BCBSND renewal this amount will not be treated as retention during settlement, and will be included in
as premium revenue in the calculation of gains/losses for the biennium.

2Assumes actual claims come in at expected and the surplus which is equal to the 1% contingency margin is shared
50/50 with NDPERS on the first $3 million and 100% to NDPERS after $3 million.

GBS assumed a 3% annual increase of the retention amounts in our projections and no contingency margin.

“Based on BCBSND's reported headcount of 24,680.
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Trend

For non-Medicare claims experience BCBSND has assumed a trend rate of 11% for
2008 and 100% for 2009 through 2011. This is significantly higher than the assumed
trend rate used by GBS of 9% per year. For Medicare claims experience BCBSND
assumed a 3% trend and GBS assumed an 8% trend per year. Overall, BCBSND’s
trend assumptions result in premium rates which are 2.6% or roughly $10.3 million
higher than the GBS projected premium rates.

Proposed Re-Rate

The proposal by BCBSND to re-rate the biennium in February of 2009 and offer any
premium reduction to NDPERS without the possibility of a rate increase is beneficial to
NDPERS. The terms of how BCBSND will re-rate the group should be agreed to prior
the re-rate. It should be noted that BCBSND’s projections are likely conservative as a
result of this proposal since the re-rate could only benefit NDPERS.

Please do not hesitate to call us with questions regarding our review and we look
forward to discussing this further with NDPERS.

Regards,

CC: Bill Robinson, GBS Denver
Shawn Adkins, GBS Denver



North Dakota :
Sparb Collins

Public Employees Retirement System Executive Director
400 East Broadway, Suite 505 e PO Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 = EMAIL: NDPERS-INFO@ND.GOV e www.nd.gov/ndpers
August 13, 2008

Larry Brooks

Kevin Schoenborn
Consulting Services Unit
BCBSND

4510 13" Avenue SW
Fargo, ND 58121

I am writing with some additional observations and questions in follow-up to our
meeting.

Administrative Expenses

PERS notes the following history of administrative/retention charges:

BCBS Administration
NDPERS Health Plan
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This table shows:

1. BCBS administrative/retention expenses were stable from 1989-1999.

2. Since 1999 BCBS has aggressively increased administrative/retention expenses.

3. From 1999 to 2007 administrative/retention expenses have increased 242%.

4. As proposed BCBS administrative/retention expenses would increase by 21.7%

more for the 2009-2011 bienniums.

* FlexComp Program * Retirement Programs + Retiree Health Insurance Credit
* Employee Health & Life Insurance - Public Employees - Judges = Deferred Compensation Program
* Dental - Highway Patrol - Prior Service * Long Term Care Program

« Vision - National Guard/Law Enforcement - Job Service
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5.

As proposed, the administrative expenses will increase from 1999 to 2009 by
295%.

PERS would note the following in relation to administrative expenses:

1.

2.

7.

PERS has not requested any major new initiatives in terms of workload over the
above period.

Staffing levels assigned to PERS by BCBS have not changed dramatically over
any of the above periods.

PERS administers the COBRA provisions and that is not a part of the
responsibilities of BCBS.

PERS does all the billings to the employer groups, COBRA patrticipants, and the
6,000 or so retirees and that is not a part of the BCBS responsibilities.

PERS is making a substantial investment in its business system during the next
biennium which will increase the efficiency or our interfaces and further reduce
the BCBS administrative burden.

BCBS administrative expenses only as proposed are almost $9 million dollars a
year. We note the total budget for an agency such as WSI with almost 250
employees, a new building and other administrative burdens is just about $17
million a year (not including a one time $14 million biennial business system
replacement). By comparison this would mean that BCBS is proposing a level of
effort associated with the PERS business that is the equivalent of 52% of the full
administration of the entire WSI effort.

HIPAA compliance was paid with earlier increases.

In recognition of the above, the following conclusions are drawn:

1.

The BCBS increase is not based upon workload.

2. The level of effort being proposed is the equivalent of funding and supporting

over 120 positions with associated expenses. The increase could be the
equivalent of asking for 20 more positions to support the PERS effort.

BCBS does not have the same level of administrative responsibilities as it and
other carriers have in more traditional relationships in terms of COBRA
administration and billings.

The new PERS business system is going to dramatically increase the efficiency
of the PERS/BCBS relationship and this is not being recognized by BCBS.
BCBS appears to be implementing a business decision relating to PERS
administrative fees to reach some specific level.

Based upon the above, we would ask:

1.

SYN

What are BCBS business goals relating to administrative/retention expenses with
PERS? Specifically what is the level of administrative fees that BCBS is trying to
reach for the PERS business?

What is the timeframe allocated to achieving this goal?

What were the specific considerations of BCBS in establishing this policy goal for
PERS?
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4. At what level in the BCBS organization was this policy established?
5. What is the % of PERS administrative expense income to BCBS of its total
administrative expense income over the above period?

Additional 1% Risk Charge

PERS would note the following related to BCBS risk with the PERS contract:

BCBS Gain

Includes: Risk Charge, Gain Sharing, Interest, and Losses
NDPERS Health Plan
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NDPERS Health Plan
Expected VS Actual History
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The above tables show:

—

. Since 1989 BCBS will have made $17 million on the PERS business.

Almost 50% of that profit has come since 2001 (the last 3 biennium’s of the last
10).

. Recent rating and other provisions have substantially increased the BCBS profit

margin on the PERS business (1989 to 2001 compared 2001-2007).
Historically the existing rating method has more then adequately covered the risk
on the PERS product.

Based upon the above the following observations and conclusions can be drawn:

1. The PERS business has contributed substantial profits to BCBS.
2.
3. The introduction of an additional 1% will significantly shift risk to PERS and would

There has been very little risk to BCBS in providing this product.

not appear justified relative to past gains for BCBS and the conservative trend
assumptions.

The additional 1% in conjunction with the conservative trend assumptions will
virtually guarantee that BCBS will get 5.6 million in profits for the 2009-2001
bienniums.

Based upon the above we would ask:

1.

Is it the goal of BCBS to eliminate all risk relating to the product and at that level
what advantage is it to PERS to have a fully insured product? Why wouldn’t
PERS self-insure at a funding level that is virtually no risk?
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2. What level of profit is BCBS trying to guarantee relating to the PERS business?
3. If BCBS is going to have virtually no risk what will be its motivation to control
costs.

Relationship Between BCBS Administration/Retention,

Gains (Profit) and Premiums

PERS has observed the following relationship between BCBS administrative/retention
expenses, gains and premium increases:

BCBS Administration
NDPERS Health Plan
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The above tables show:

1.

2.

That health premiums have increased substantially as BCBS costs and gains
have gone up (2001 to 2008 vs. 1991 to 1998).

That the increased investment by PERS in BCBS administrative/retention costs
has not resulted in effective cost control of premium expenses by BCBS, in fact
the reverse seems to have occurred (2001 to 2008 vs. 1991 to 1998).

BCBS gains or profits increase more dramatically with higher premium increases
and in fact the present system seems to reward BCBS with larger gains for large
increases in PERS premiums (2001 to 2008 vs. 1991 to 1998).

In addition the above increases the coverage or scope of benefits has diminished
in the last several biennium’s as a result of increased out of pocket costs that
were incurred to reduce the increase in premiums.

The following observations/conclusions can be drawn from the above:

1.

One of the primary responsibilities of BCBS is to deliver affordable insurance
coverage and reasonable increases in premiums. BCBS has not provided this in
recent bienniums.

BCBS, as the primary insurance company in North Dakota, is in a unique position
to control costs.

It seems there is a negative relationship between PERS investments in BCBS
administration/retention and premiums. Specifically the more PERS pays in
administration/retention results in higher premiums by BCBS rather then lower
premiums.

Additional investments by PERS in BCBS have yielded no positive ROI in terms
of premiums and in fact it seems to be a negative ROI.

It appears that BCBS gains are larger with higher premium increases then lower
increases which appear to be creating an incentive for BCBS not to control
premium costs.

Based upon the above information BCBS is not as effective at controlling
employer costs as it was previously.

BCBS does not deliver the value it used to in terms of administrative/retention
costs, gains and control of health care premiums.

It appears that BCBS is passing along substantially higher increases in its rate
schedule to health care providers then it did previously.

Based upon the above we would ask:

1.

2.

3.

Why has BCBS effectiveness in restraining premiums increases diminished as
the investment by PERS in its operations has increased?

Why should PERS continue to reward BCBS for performance that has resulted in
large premium increases for our employers and members?

Specifically what will BCBS do differently in the future to reverse this situation?
How does this relate to the proposed increase?
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4. Why is BCBS requesting a 20% increase in light of its performance?
5. What is the history over the above period for increases in the provider
reimbursement schedule?

Spdrb Collins
Executive Director



GALLAGHER BENEFIT SERVICES, INC.zzM e m O

To: Sparb Collins
Executive Director, NDPERS

From: Jerry Rueschhoff, ASA, MAAA
Senior Client Consultant, GBS Denver Office

Date: August 11, 2008

Re: Observations and Follow-up Questions for BCBSND Regarding the Medical
and Prescription Drug Plan Renewal (2009-2011 Biennium)

Introduction

NDPERS retained Gallagher Benefit Services, Inc. (GBS) to independently develop the
projected rate renewal for their employee and retiree medical and prescription drug
plans for the budget biennium beginning July 1, 2009 and provide a review of
BCBSND'’s renewal as it compares to our projections. This memo provides suggested
follow-up questions to ask of BCBSND based on our review and August 8th meeting
with NDPERS and BCBSND.

General Observations

BCBSND’s initial renewal is about $14.5 million (or about 3.6%) higher than our
independent projection. The differential is almost entirely due to differences in assumed
retention/contingency margin ($4.2 million or 1.0%) and trend ($10.3 million or 2.6%).

The following explains the differences in our assumptions and provides a formal request
for justification from BCBSND regarding their assumptions.

Retention/Administration

BCBSND's retention assumptions increased nearly 22% or about $3.8 million from the
current period to the projection period. This increase is significantly higher than what we
have seen with other carriers. Additionally, the conversion charge of 0.2% of premium
appears to be high relative to the actual number of conversions in recent years.

We ask that BCBSND provide formal explanation of their assumptions and/or reconsider
their increase to retention. Additionally, we are requesting a reconciliation of the actual
claims for the conversion block versus the actual premiums and corresponding subsidies
(0.2% from NDPERS and 1.0% from the rest of BCBSND’s book of business).
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Contingency Margin

Additionally, BCBSND has introduced an additional 1% contingency margin which will be
included in the premium rates but not in the retention amounts used to calculate
surpluses and deficits for the biennium. The following is the expected cost to NDPERS
of the newly introduced contingency margin under various claims assumptions and
assuming the current risk sharing arrangement which is 100% of deficits to BCBSND,
50/50 of first $3 million in surpluses and 100% of surpluses to NDPERS in excess of $3
million:

e No cost (other than loss of cash flow) if surpluses are greater than $3 million,
e $1.5 million cost if claims come in at expected
e $4.1 million cost if claims come in at least 1% worse then expected.

Given the years of experience with BCBSND under the current arrangement, we do not
believe there is a valid need for this additional contingency margin at this time. We ask
that BCBSND provide formal justification for the introduction of this added margin and/or
reconsider the introduction of it.

Trend

For non-Medicare claims experience BCBSND has assumed a trend rate of 11% for
2008 (8 months) and 10% for 2009 through 2011 (24 months). This is significantly
higher than the assumed trend rate used by GBS of 9% per year. For Medicare claims
experience BCBSND assumed a 3% trend and GBS assumed an 8% trend per year.
Overall, BCBSND'’s trend assumptions result in premium rates which are 2.6% or
roughly $10.3 million higher than the GBS projected premium rates.

We ask that BCBSND provide formal justification for the double digit active and non-
Medicare trend rates and consider lowering these assumptions to be more in line with
industry trends and effective utilization management techniques.
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Requested Data

To complete our review, we request that BCBSND provide a monthly lag triangle and
matching subscribers/contracts for the most recent four years of history for the following
two populations:

e Actives and Non-Medicare Retirees
e Medicare Eligible Retirees

Additionally, we would like BCBSND’s assumed benefit adjustment factors for any

benefit changes that occurred within this four year time period.

Sparb, please let us know if you have any questions regarding our review and/or the
requested information of BCBSND.
Regards,

CC: Bill Robinson, GBS Denver
Shawn Adkins, GBS Denver
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> The projected HMO trend rate of
10.0 percent for active participants
and early retirees is almost three
percentage points higher than the
projected trend rate of 7.1 percent
for Medicare Advantage HMOs for
retirees age 65 and over.

> For 2009, the trend rarte for
Medicare Advantage PFFS plans,
the most recent newcomer to the
Medicare Advantage marketplace,
is projected to continue increasing
at a rate somewhat faster than the
projected trend for Medicare
Advantage HMOs.

Graph 1 shows selected projected
trends from the last five surveys. For
most plan types, projected trend rates
continue to decline.

Trend Components

The survey caprured data about com-
ponents of trend. As reported in
2008, price inflation for services and
supplies continues to be the biggest
element of overall medical plan
trend. For 2009, price inflation is
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driving medical trend at a rate of
6.1 percent for open-access PPO plans
and 6.6 percent for HMO plans.

As shown in Table 3 at the bottom
of the next column, the survey also
examined 2009 medical trends by
service type. For open-access PPO
plans, price inflation is the largest
component of hospital and prescrip-
tion drug trend. Utilization is
projected to have a more moderate
effect on overall trend for 2009.
Forecasts for price inflation compo-
nent of trend for physician services
have increased in 2009 to 4.3 percent,
up from 4.0 percent in 2008. Price
inflation for hospital admission is
also projected to increase slightly
over the 2008 level. Prescription drug
price inflation trend is projected to
decrease slightly to 6.3 percent.

Trends in utilization rates, another key
component of trend, are projected to
be lower than those reported in 2008.
For hospital and physician services,
the projected utilization trends are
2.5 percent and 4.3 percent, respectively,

in 2009. The largest slowdown in
utilization trend is projected for pre-
scription drugs, which is forecast to
drop almost two percentage points
in 2009 to 2.9 percent.

Graph 2 on page 4 summarizes trends
broken down by brand and generic
drug types. Utilization trend rates of
both brand and generic drugs are
projected to be lower in 2009 than
in 2008. The finding noted earlier,

that generic drug utilization trend is

6.3%

'7,9%"“ ]
2.2%

2.5%

Priée lnﬂéﬁcﬁ ‘

LABY

Utilization

Total Trend™  10.9% 8.9% 9.8%

* Hospital and physican trends are {or open-access
PPO plans.

** The components do not add up to total because there
are other components of trend not illustrated, reflecting
such factors as impact of cost-shifting, technology
changes and drug mix. Also, not all participants provided
a breakdown of trend by component,
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Segal Health Plan Cost Trend Survey

expected to outpace brand drug
utilization trend, is consistent with
the 2008 survey. This is the result of
more generic alternatives in the mar-
ketplace due to patent expiration
(e.g., availability of Zolpidem, a
generic form of Ambien CR™) and
plan design changes. Plan design to
increase generic utilization includes
coinsurance design, tiered benefits,
and the use of a mandarory
“dispensed-as-written” penalty.

Price inflation remains the largest
component of brand drug trend

at 6.8 percent, and representing

79 percent of total brand prescrip-
tion drug trend. However, the price
inflation component of brand drug
trend has remained stable compared
to the 2008 forecast of 6.9 percent.

Where most of the projected trend
increase for brand drugs is driven by
cost inflation, the projected trends
for generic drugs are influenced more
or less equally by price inflation

(4.2 percent), utilization (5.1 percent)
and drug mix (3.5 percent), as more
blockbuster brand names come off
patent and become available on a
generic basis.

The 2009 trend rate for specialty
drugs, a segment of brand drugs,

is forecast to be 18.1 percent,

down more than two percentage
points from last year’s projection of
20.5 percent. Although this projected
trend rate is decelerating, it should
be noted that specialty drug fore-
casts are still almost double that

of retail prescription drug trend.
Specialty pharmaceuticals account
for 13.1 percent of rotal trend and
continue to drive brand drug mix
increases. Furthermore, as existing
specialty drugs continue to gain new
approved indications, specialty drug
utilization is expected to rise.

Accuracy of Projections

To assess the accuracy of projections,
Segal compared the average 2007
trend forecasts by national and
regional insurers, MCOs, PBMs and
TPAs for group medical, prescriprion
drug benefit and dental plans to the
actual average trend rates experi-
enced by the health plans covered by
those organizations for the same
12-month period, as reported by the
survey respondents. Comparing past
projections to actual increases reveals

that insurers and PBMs tend to
make conservative projections for
cost increases and that their fore-
casts are generally higher than the
actual experience observed for the
period. This comparison is shown in
Table 4 on page 5.

Graphs 3 and 4 on page 5 illustrate
the variances between trend forecasts
and actual observed trends experi-
enced in 2003 through 2007 for
PPOs and prescription drug plans,
respectively. It should be noted that
the accuracy of underwriter projec-
tions is subject to a natural lag in the
underwriting cycle. In periods where
costs are decelerating, forecasters
will tend to overestimate trends.
Similarly, when costs are accelerat-
ing, trend projections will sometimes
be underestimated. Accuracy of
trend assumptions is best measured
by comparing projecred trend to
actual trend over multiple years.

The following are the most notable
findings about the accuracy of

trend projections:

» Actual prescription drug plan
increases continue to be significantly

Brand Drugs

Generic Drugs

Percentage 2008 2009 Percentage 2008 2009
of Overall of Overall
Trend* 4% Trend”

Key: ren

& Price Inflation

#8 Utilization

2 Drug Mix™

8 Other™
Trend Trend
Component 2008 2009 Component 2008 2009
Price Inflation 6.9% 6.8% Price Inflation 5.0% 4.2%
Utilization 2.6% 0.2% Utilization 5.8% 5.1%
Drug Mix** 0.4% 0.8% Drug Mix** 0.7% 3.5%
Other*** 0.0% 0.8% Other*** 0.3% 0.5%
Total Trend 10.1% 8.8% Total Trend 12.0% 13.9%

* Total percentages of averall trend may not equal 100% due to rounding.
** Drug mix reflects therapeutic mix, brand/generic mix and new drugs.

** The Segal Health Plan Cost Trend Survey also measured “Other” as a component of prescription drug trend. Other includes items such as leveraging from cost-shifting and govemment-mandated
benefits and other legislative changes.



North Dakota Sparb Collins
Public Employees Retirement System Executive Director

400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

Memorandum

TO: PERS Board
FROM: Sparb

DATE: August 29, 2008
SUBJECT: HB 1433
Update

As previously reported, we moved forward with the implementation of HB 1433. Enroliment
started the first part of July. Three mailings have been sent to members who may be
eligible. As of this date we have about 300 members signed up for the programs.
Payments to providers and members will occur this fall and initial methodologies for this
have been set up. At this point | am also getting the PERS internal audit area involved so
they can monitor the payments.

Consulting Assistance

At a previous meeting you reviewed the attached RFP for consulting services to evaluate
this initiative. The RFP was issued and we received 4 proposals from:

1. UND Center for Health Promotion — Nancy Vogeltanz-Holm, Jeff Holm & Dmitri
Poltavski
2. University of Minnesota — Brian Isetts
3. NDSU Pharmacy Dept — David Scott
4. Segal
The proposals were reviewed and rated by:

PERS - 3 staff members
BCBS - 3 staff members
NDPHA — 2 (one NDPHA member and the contractor on the program)
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The following is the result of the review:

Diabetes Pilot | TOTAL
POINTS NDSU  Segal UofM UND
10 #2 8.5 7.4 8.1 7.5
15 #3 12.4 10.6 11.5 10.6
15 #4 10.1 12.4 10.8 11.0
5#5 4.3 4.9 4.6 4.3
15 #6 12.1 12.0 12.8 10.6
40 #7 16.8 19.0 271 40.0

100 64.2 66.3 74.8 84.0
Price $75,428 $66,640 $46,890 $31,728
Hours 2220 97 633 451
Hourly $33.98 $687.01 $74.08 $70.35
Subtotal
w/o Price 47.4 47.3 47.8 440
Point Key:

#2 — Statement of Understanding of the Work Effort (10 points)
#3 Detailed Explanation of the Study Methodology (15 points)
#4 Detailed Work Plan (15 points)

#5 Outline of Final Report (5 points)

#6 Staffing Plan (15 Points)

#7 Budget (40 points)

The following is noted:

1. Overall, UND rates the highest for budget and technical review (84 points) with U of
M coming in second (74.8 points).

2. U of M rates the highest in terms of technical review (47.8 points).

3. UND rates the lowest in terms in technical review (44 points)

a. Based upon comments the from the team after the review, it was felt that U of

M had staff with more experience in this type of analysis
4. U of M is about 46% higher then UND in terms of total cost but also is allocating
about 40% more effort to the project. In terms of average hourly rate U of M is about
6% higher then UND.
5. The review team also had the following observations:

a. University of Minnesota researchers are trained in economics and health care
services research, whereas the UND team is comprised of clinical
psychologists and an experimental psychologist. The U of M trainings seem
more on point for this project.

b. The U of M team has participated in numerous similar studies, and
participated in the development of the software being used by the pharmacists
to implement the program.
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Memorandum

TO: PERS Board

FROM: Bryan

DATE: August 19, 2008
SUBJECT: 2007 Active Health Report

Attached is the NDPERS Active Health Report for 2007. Both average charge and average
paid amounts increased about 10% from 2006. The volume of services appears to be fairly
stable. EPO affiliation and generic drug use is up from previous reports.

| will produce a similar report for each active group with over 100 employees and should
have that information out to them soon.

If you have any questions, | will be available at the Board meeting.
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North Dakota Public Employees Retirement System

For January - December 2007, there were 18,407 active NDPERS employees.
The average age for all NDPERS active employees was 46 years.

NDPERS contracts.
28,853 dependents of NDPERS employees on the NDPERS health plan.

HOSPITAL

NDPERS health plan members had 53,580 hospital claims from January to December 2007.
The NDPERS health plan paid $58,461,113.25 toward these

had $101,812,774.59 in total charges.
charges.

HOSPITAL UTILIZATION
ADMISSION: 01/2007 - 12/2007
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PHYSICIAN/CLINIC

NDPERS health plan members had 821,902 physician/clinic services from January to December 2007.
These services had $103,576,181.89 in total charges.

toward these charges.

The NDPERS health plan paid $48,996,330.89

PHYSICIAN/CLINIC UTILIZATION
SERVICE DATE: ©1/2007 - 12/2007
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PRESCRIPTION DRUGS

NDPERS health plan members had 428,522 pharmacy claims from January to December 2007. These
claims had $42,526,773.84 in total charges. The NDPERS health plan paid $20,651,339.90 toward
these charges.

PRESCRIPTION DRUG UTILIZATION
FILL DATE: ©1/2007 - 12/2007
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, TOTAL ,  428522,100, $42,526,774, $20,651,340,
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Generic drug use is at 60%, higher than the 56% reported in 2006, 52% reported in 2005, 48%
reported in 2004, 44% reported in 2003, 41% reported in 2002, 40% in 2001 and 2000, 41% reported
in 1999, 43% reported in 1998 and 44% 1997.
PERCENTAGES
EMPLOYEES, SPOUSES, & CHILDREN

BY MEMBERSHIP & CLAIM TYPE
01/2007 - 12/2007

of FEFFSFFEFFFSFF S SFSFFSFFFSSF S SFSFFSFFFSS S FEFFFSSFFF IS FEFFFSFFFFFFFT

s s , HOSPITAL , PHYSICIAN , PHARMACY
s , MEMBERSHIP ,  CLAIMS , SERVICES , CLAIMS s
s ESS D BRI s 5 5 5 o e O o i 5 S i e i O o 0 5 o i 5 O 5 5

, Sum , % , Sum , % , Sum , % , Sum , % 5
Iffffffffffffffff i 5 o S O o 6 oS O o o e oo i o A i o e o A O i e A o o e o A o i i 3

, CHILDREN , 17887, 38, 13536, 25,211564, 26, 79152, 18,

tffffffffffffffff“ffffff‘ffffffAffffff“ffffffAffffff'ffffffAffffff'ffffff%
,EMPLOYEE , 18407, 39, 24118, 45,368043, 45,227127, 53,
B35 O 5 i i e i S i S i o e S o i A e i o e R i i 5 e S e i 5 A O i o 5 S O 6 i i 5
, SPOUSE , 10966, 23, 15926, 30,242295, 29,122243, 29,
S o o i A i o o O o i i R i i S 1 it 6
,TOTAL , 47260, 100, 53580, 100,821902, 100,428522, 100,

STFFFFFFFFFFFFFFT S FFFFF SFFFFFSFFFFFSFFLFF S FFFFFSFFFF SFFFFF<SFFFFFFC



SUMMARY

EPO membership among the actives was at 47% in 2007. This is up from 45% in 2006 and 37% in 2005.
The EPO percentage of active contracts was 31% in 2004, 35% in 2003, 39% in 2002, 38% in 2001, 37%
in 2000, 33% in 1999, 29% in 1998 and 24% in 1997. Diagnostic x-ray and lab services make up 31%
of the professional services for 1/2007 - 12/2007 (32% in 2006 & 2005, 33% in 2004, 32% in 2003 &
2002, 31% in 2001 & 2000). Employees made up 39% of the active membership, but were responsible
for 45 - 53 percent of the claims / services in 2007.

The following graph shows that per capita charges increased 10.4% and per capita costs increased
about 9.7% from 2006 to 2007. The average charge per active member per month was $124 in 1994,
$134 in 1995, $143 in 1996, $155 in 1997, $171 in 1998, $189 in 1999, $207 in 2000, $224 in 2001,
$256 in 2002, $300 in 2003, $318 in 2004, $363 in 2005, $396 in 2006, and $437 in 2007. The
average amount paid by the NDPERS health plan per capita was $84 in 1994, $92 in 1995, $96 in
1996, $100 in 1997, $110 in 1998, $114 in 1999, $117 in 2000, $122 in 2001, $134 in 2002, $153 in
2003, $163 in 2004, $185 in 2005, $206 in 2006, and $226 in 2007.

The second graph shows that the number of active claims per month remained about the same
throughout 2007.

The last page shows that 2007 overall per capita costs increased for the NDPERS health plan, but
the trend line appears to be leveling out.
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TOTAL NDPERS HEALTH PLAN

The graph below is for the total NDPERS health plan. It shows the average amount the NDPERS
health plan paid per member per month (per capita). The graph depicts the latest two years of
NDPERS data.

The active employees are at the $300 per capita level. Their dependents cost the plan around $190
per person per month. The retired membership’s per capita costs are around $175 per member. As
the graph below shows, overall, the NDPERS health plan now pays slightly over $225 per person per
month in medical claims. This is up from $205 in the 2006 report, $200 in the 2005 report, $175
in the 2004 report, $160 in the 2003 report and $140.00 in the 2002 report. In addition to this,
the NDPERS health plan pays $29.78 per month per contract in administration costs.
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North Dakota

Sparb Collins
[ ) Public Employees Retirement System Executive Director
%% g 400 East Broadway, Suite 505 ® PO Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX:(701) 328-3920 ¢ EMAIL: NDPERS-INFO@ND.GOV e www.nd.gov/ndpers

MEMORANDT UM

TO: NDPERS BOARD
SPARB COLLINS, NDPERS
KATHY ALLEN, NDPERS

FROM: BRYAN T. REINHARDT
DATE: August 18, 2008

SUBJECT: GROUP MEDICAL PLAN - SURPLUS/AFFORDABILITY UPDATE

Here is the July surplus projection and affordability analysis for
the NDPERS group medical plan. The plan made it through the 2005-
2007 biennium and is over halfway through the 2007-2009 biennium.

Net premium sent to BCBS in July 2007 was $13,406,858. In July
2005 it was $10,853,370. There are now 24,721 contracts on the
NDPERS Health Plan. The NDPERS health plan ended up with 23,580
contracts in June, 2005. There were 22,947 contracts in June,
2003, and 21,792 in July 2001.

The 2003 - 2005 biennium settlement is on account at BCBS with a
balance of over $2,051,000. The remaining $14.3 million was used
to buy down premiums for the 05-07 biennium. This amount is at
BCBS and receiving interest.

The first settlement for the 2005 - 2007 biennium transferred
$3,672,932 to the NDPERS account. In addition refunds came in
greater than IBNR claims, so this biennium has a cash balance of
$228,628. The final settlement for this biennium is June 20009.

The projection for the 2007 - 2009 biennium shows total surplus at
-$3.97 million. If there is a surplus, we share 50/50 in the first
$3.0 million surplus with BCBS. This will make future growth in
the gain for NDPERS difficult. The plan is fully insured by BCBS,
so the June 30, 2009 NDPERS estimated gain is $0. BCBS has the
IBNR estimate for this projection at $17.0 million, which might be
conservative considering July was a five payment month.

If you have any questions or you should need anymore information,
please contact me.

+ FlexComp Program + Retirement Programs ¢ Retiree Health Insurance Credit
= Employee Health & Life Insurance - Public Employees - Judges  Deferred Compensation Program
* Dental - Highway Patrol - Prior Service e Long Term Care Program

* Vision - National Guard/Law Enforcement - Job Service



NDPERS - ESTIMATED SURPLUS PROJECTION: 2007-2009 BIENNIUM
July, 2008

The following exhibit summarizes the estimated surplus for the NDPERS
group medical plan at the end of the 2007-2009 biennium. The estimate
has been updated to include account activity through July, 2008.

1) Preliminary Underwriting Gain/Loss for the 2007-2009 Biennium ($6,049,000)
2) Wellness Program Expenses $0
3) Estimated Underwriting Gain/Loss for the 2007-2009 Biennium ($6,049,000)

4) Projected Interest Accumulation
(adjusted for usage as premiun) $0

5) Refunds and Settlements

11/30/07 Perform Rebate (Included as claim rebates) $340,034
02/29/08 Perform Rebate (Included as claim rebates) $385,151
05/31/08 Perform Rebate (Included as claim rebates) $328,973
08/31/08 Perform Rebate $350,000
10/31/08 Perform Rebate $350,000
01/31/09 Perform Rebate $350,000
04/30/09 Perform Rebate $350,000
06/30/09 Perform Rebate $350,000
EPO Settlement Payments 7/07 - 6/08 (No target settlements) $0

7) BCBS Portion of Surplus (Half upto $1,500,000) $0

9) Cash Reserve Account Balance $0
Future Contributions: $0
Future Interest $0__

10) NDPERS Wellness Accounts

My Health Connection $215,465
Employer Based Wellness ($22,897)
Wellness Benefit Program $14,825

SubTotal $207 393»__




NDPERS - Projected Underwritten Experience for the 2007-2009 Biennium

July, 2008
TOTAL ADMIN CLAIMS ESTIMATED  TOTAL  ESTIMATED
PREMIUM PREMIUM  PREMIUM  EXPENSE NET INTEREST INCURRED & IBNR INCURRED GAIN/
MONTH COLLECTED ADJUSTMENT INCOME  $29.90/Con  PREMIUM ON CASH  PAID TO DATE CLAIMS CLAIMS(1) LOSS
Jul-07  $13,406,857 $0 $13,406,857  $725,404 $12,681,453 $0  $11,175,210 $0  $11,175210  $1,506,243
Aug-07  $13,465,027 $308 $13,465,336  $728,334  $12,737,002 $8,720  $12,151,339 $0  $12,151,339 $594,383
Sep-07  $13,608,834 $6,878 $13,615713  $736,018  $12,879,695 $32,149  $10,941,685 $0  $10,941,685  $1,970,159
Oct-07  $13,577,219 $7,321 $13,584,540  $734,822  $12,849,718 $44,159  $12,995,073 $0  $12,995073  ($101,196)
Nov-07  $13,584,631 (6,547) $13,578,084  $735480 $12,842,604 $38,392  $13,201,126 $30,000  $13,231,126  ($350,130)
Dec-07  $13,568,728 $5,601 $13,574,329  $734,553  $12,839,776 $40,841  $12,530,058 $280,000  $12,810,058 $70,559
Jan-08  $13,582,515 $3,071 $13,585,586  $735,121  $12,850,465 $39,733  $13,339,869 $290,000  $13,629,869  ($739,671)
Feb-08  $13,622,093 $1,733  $13,623,826  $737,155 $12,886,671 $33,024 $11,877,495 $400,000  $12,277,495 $642,200
Mar-08  $13,620,486 ($2,685) $13,617,801  $737,125 $12,880,676 $25,258 $12,961,993 $550,000  $13,511,993  ($606,059)
Apr-08  $13,626,826 $1,915 $13,628,741  $738,171  $12,890,570 $21,216 $12,701,803  $1,000,000  $13,701,803  ($790,017)
May-08  $13,623,071 $1,798 $13,624,869  $737,992  $12,886,877 $17,341 $10,962,630  $1,700,000  $12,662,630 $241,588
Jun-08  $13,644,570 ($2,237) $13,642,333  $739,128  $12,903,205 $27,130 $10,609,472  $4,100,000  $14,709,472  ($1,779,137)
Jul-08  $13,611,228 (34,554) $13,606,675  $737,693  $12,868,982 $29,181  $4,576,937  $8,650,000  $13,226,937  ($328,775)
Aug-08  $13,611,228 $0 $13,611,228  $737,812  $12,873,416 $36,044 $0 $0  $13,174,119  ($264,660)
Sep-08  $13,611,228 $0  $13,611,228  $737,812  $12,873,416 $35,738 $0 $0  $13,236,486  ($327,332)
Oct-08  $13,611,228 $0 $13,611,228  $737,812  $12,873,416 $35,316 $0 $0  $13,298,853  ($390,120)
Nov-08  $13,611,228 $0  $13,611,228  $737,812  $12,873,416 $34,764 $0 $0  $13,361,220  ($453,039)
Dec-08  $13,611,228 $0 $13,611,228  $737,812  $12,873,416 $34,082 $0 $0  $13,423,586  ($516,089)
Jan-09  $13,611,228 $0 $13,611,228  $737,812  $12,873,416 $33,268 $0 $0  $13,485,953  ($579,269)
Feb-09  $13,611,228 $0 $13,611,228  $737,812  $12,873,416 $32,322 $0 $0  $13,548,320  ($642,581)
Mar-09  $13,611,228 $0 $13,611,228 - $737,812  $12,873,416 $31,246 $0 $0  $13,610,687  ($706,025)
Apr-09  $13,611,228 $0 $13,611,228  $737,812  $12,873,416 $30,037 $0 $0  $13,673,053  ($769,601)
May-09  $13,611,228 $0 $13,611,228  $737,812 $12,873,416 $28,696 $0 $0  $13,735420  ($833,308)
Jun-09  $13,611,228 $0 $13,611,228  $737,812 $12,873,416 $27,222 $0 $0  $13,797,787  ($897,148)
BIENNIAL
TOTAL  $326,265,598 $12,603 $326,278,201 $17,672,932 $308,605,269 $715,878 $150,024,690  $17,000,000 $315,370,174  ($6,049,027)
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Memorandum

TO: PERS Board

FROM: Ron

DATE: August 18, 2008
SUBJECT: Annual/Sick Leave Policy

At the last meeting we discussed establishing an annual/sick leave policy for the PERS
Executive Director that is similar to that for the PERS classified staff. Attached is the
proposed policy. In addition, | would recommend that in implementing this policy we
recognize the following:

e The existing PERS Executive Director has since beginning employment with the state
been following the schedule for annual/sick leave and recording it on the payroll
system.

e That PERS recognize the time on the payroll system for sick and annual leave for the
existing PERS Executive Director.

e Presently the system shows the following annual and sick leave for the Executive
Director:

o Sick leave — 2,160 hours
0 Annual leave — 208 hours

e Presently the Executive Director is accruing 16 hours of annual leave a month and 8
hours of sick leave.

e That the Executive Director submit his leave slips to the internal auditor. The internal
auditor would sign off on the slips and if the auditor had any concerns, it would be
brought to the Internal Audit Committee for review and action.

| should also point out that the PERS policy for classified employees limits new employees
to 80 hours that they can transfer in. Since the Executive Director hours above have been
earned during his 20 years with PERS, | do not believe that this policy is a consideration in
this case.

Board Action Requested

To approve the attached policy for the PERS appointed/nonclassified employees and in
implementing this policy recognize the sick/annual leave hours for the existing Executive
Director.



Policy for sick and annual leave for PERS
appointed/nonclassified officials

The policies governing earning and use of sick and annual leave including the
disposition of leave balances upon termination for the PERS
appointed/nonclassified officials shall be the same as the PERS classified
employees.

The PERS Board may, however, approve a higher annual leave earnings amount
within the schedule established for classified employees when initially hiring the
Executive Director. The Board may allow the carry over of sick leave and annual
leave. Once the starting amount of the annual leave to be earned by the
Executive Director is established by the PERS Board, the rate of annual earnings
shall be advanced to the next increment of earnings as required for classified
employees.

Annual and sick leave records for the Executive Director shall be maintained as
for the classified employees and be available for the Board’s inspection.

The Executive Director shall submit leave slips to the Internal Auditor. The
Internal Auditor Manager shall review and sign off on the slips and if the auditor
has any concerns, it shall be brought to the Internal Audit Committee for review
and action.
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Memorandum

TO: PERS Board

FROM: Sparb

DATE: August 18, 2008

SUBJECT: BCBS Health Renewal Discussion

At this point on the agenda we will go into executive session to discuss the BCBS proposal
and to discuss our negotiating strategy relating to their offer. | had asked Aaron if this type

of session is possible and the following is his response:

You asked me whether the board could discuss issues relating to the BCBS renewal in closed
session. According to NDCC 44-04-19.1(9): "A governing body may hold an executive session
under section 44-04-19.2 to discuss negotiating strategy or provide negotiating instructions to
its attorney or other negotiator regarding litigation, adversarial administrative proceedings, or
contracts, which are likely to occur in the immediate future. An executive session may be held
under this subsection only when an open meeting would have an adverse fiscal effect on the
bargaining or litigating position of the public entity".

Since the board will be discussing negotiation strategy and providing instruction regarding the renewal
with BCBS (which will have a fiscal effect on the cost of the agreement between the parties), a closed
session would be appropriate under these circumstances.
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