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J—— STATE OF MONTANA

(406) 444-2032 MITCHELL BUILDING
FAX (406) 444-6194 125 N. ROBERTS, RM 155
PO BOX 200101

HELENA, MONTANA 59620-0101

May 18, 2012

Honorable Jim Peterson, Senate President
Honorable Mike Milburn, Speaker of the House
Montana Legislative Branch

P.O. Box 201706

Helena, MT 59620-1706

RE: State of Montana Employee Health Centers
Dear Senator Peterson and Representative Milburn:

| am responding to your letter dated April 23, 2012, to Russ Hill, Administrator of the
Department’s Health Care and Benefits Division. My response is organized
topically, and addresses all your questions related to transparency, scope of
‘services, and financial consideration.

As you know, Governor Schweitzer has asked agencies to focus on finding
efficiencies and cost savings. The administration has saved or collected more than
$162 million including:

$4 million from State Vehicle Reduction

$3 million negotiating historically low interest rates for outstanding bonds
$79 million in audit collections by the Department of Revenue

$40 million in 5% budget reductions

$800,000 biennium savings by extending computer replacement cycle to five
years

$3.4 million renegotiating lease rates for commercial space rented by the
state

$11,000 in savings from Governor and Lt. Governor salary decrease

$6 million in savings from cancelled building projects across the state
$450,000 in estimated savings through efficiency steps taken by the
Department of Livestock in the implementation of the Brucellosis Action Plan
$400,000 by rescreening aggregate and using the surplus and obsolete
material, rather than crushing new material

$18 million cancelling the new unemployment insurance (Ul) contribution
computer system
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$4.5 million cancelling renovations of the unused Receiving Hospital
Building on the Montana State Hospital Campus

$2 million in savings by state government by suspending some wildfire-
related equipment purchases and fuels reduction projects in 2010
$600,000 not bailing out Swank Enterprises’ clean-up liabilities
$380,000 over the biennium with the elimination of the RDO positions in
Commerce

$131,000 in savings from Department of Revenue printing fewer tax
booklets

$20,000 in estimated saving by not printing a state phone directory
$155,000 by opening new virtual offices overseas

$150,000 by partnering with Montana University System to reduce IT costs

YVV VYV VYV VYV V¥V

As a result of these savings, Montana currently has $497 million in the bank and has
been one of only a handful of states to maintain a budget surplus during the
recession.

In fact, because of good fiscal leadership by Governor Schweitzer, Montana has
maintained record budget surpluses for the last seven years, averaging $411 million
cash balance during that period.

Governor Schweitzer and the State of the Montana continue to challenge every
expense. Health Centers are another way to reduce costs for employees and
taxpayers, while providing a more efficient, higher quality service. Based on an
independent actuarial analysis of the CareHere proposal for the Helena clinic,
Montana could save over $100 million over five years once clinics are up and
running statewide. Those savings are why some of the largest Fortune 500
companies like Google, Intel, and Cisco have turned to employee clinics.

Background

The State of Montana is required by statute to establish a program to provide State
employees with health benefits. The Department of Administration, through the
Health Care and Benefits Division (HCBD), administers the program for State
employees, legislators, retirees, and their dependents. The State Employee Health
Plan (State Plan) is a self-funded plan with the benefits, rates, and programs
designed by the HCBD in conjunction with the State Employee Group Benefits
Advisory Council (SEGBAC).

Without any significant increases in revenues, HCBD set about identifying ways to
reduce health care costs. HCBD is implementing several programs to reduce health
care cost increases. These include implementing new care management programs
for chronic health conditions, new wellness programs to help employees stay
healthy, new benefit designs, and the development of on-site employee health
centers.

Even with the changes being implemented by HCBD, additional funding is needed
just to keep up with increasing health care costs. During 2011 the health care trend
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for the State Plan had a 12.7% increase; we anticipate increases in future years
between 10% and 13% if nothing is done to mitigate cost increases.

HCBD is also responsible for the operational aspects of the State Plan, including
interacting with thousands of State employees each year. We hear from State
employees about the burden of increasing health care costs, and difficulties in
accessing care in a timely manner. Therefore, we evaluated ways to reduce costs
and improve access to primary health care and determined that a Health Center is
the best method to accomplish both of these goals.

Authority

Title 2, Chapter 18, Parts 7 & 8 of the Montana Code Annotated provides the
authority and guidance for the Department of Administration to operate the State
Plan for the benefit of State employees, legislators, retirees, and their dependents.
Of particular interest are the following components:

e The State Plan is required to operate in an efficient and affordable manner.
The Health Centers accomplish both of these requirements.

e The State Plan is required to operate in an actuarially sound manner
including maintaining adequate reserves. Attachment A is the latest
completed report from our independent actuary that demonstrates that the
State Plan is being operated in an actuarially sound manner. The
development of on-site employee Health Centers will reduce costs and
improve the financial performance of the State Plan in accordance with the
requirement to operate in an actuarially sound manner.

- o« The State Plan has an advisory council (SEGBAC) to provide advice prior to
negotiating contracts. HCBD presented information to SEGBAC at its
February 28, 2012, meeting. Additionally, all SEGBAC meetings are
conducted in accordance with the public meeting laws and the discussion
about the Health Centers was transparent.

e The Department of Administration through HCBD is authorized to enter into
contracts for the operation of the State Plan.

Procurement laws

The State of Montana procurement laws were followed during the procurement of
services for the Health Centers. Several important aspects of the procurement laws
are outlined below:

e The underlying purposes of the Montana Procurement Act are to ensure
consistent administration of the procurement process, increase public
confidence in the procurement process, ensure fair and equitable treatment
of all persons seeking to do business with the State of Montana, maximize
the value of the public funds, and provide safeguards to ensure quality and
integrity in the procurement process. The solicitation of proposals for the
Health Center met all the requirements of the procurement laws.
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e In order to operate the Health Centers, HCBD sought competitive proposals
from all interested parties. The question has been raised about negotiating
directly with local providers to operate the Health Centers. This is not
possible because of the procurement laws. Additionally, the procurement
laws also prohibit giving preference based on residency.

e The procurement process is very transparent. The scoring of proposals and
interviews of candidates are conducted in public meetings, following the
public meetings laws. During this solicitation the Department of
Administration conducted seven public meetings.

e The Request for Proposal (RFP) for the Health Centers was designed to
provide flexibility and efficiency for the development of the Health Centers in
multiple locations. As such, the proposals are flexible allowing for each
Health Center to be designed with the specific community’s needs in mind.
The RFP was efficient in that it requested services and pricing that may be
required in the future to meet the demands of the patients. In short, the RFP
was designed to ensure the State Plan is operating efficiently and
effectively.

Services sought

As described in the RFP, HCBD sought to contract with one company to provide
services for all Health Centers throughout Montana. The Health Centers would be
an option for employees, legislators, and their dependents; there is no requirement
that employees use the Health Centers. The RFP did seek a variety of services that
may be offered during the initial operations, or later in the development of the Health
Centers. The reason for requesting a wide variety of services was to help HCBD
operate as efficiently as possible. The RFP also stated that each Health Center
would be unique, and the specific services offered at each center would vary and
would be outlined prior to beginning operations.

According to the RFP, the contractor was requested to describe how they would
provide for all the services sought, including primary health care, acute and episodic
health care (including hospitalization), wellness services, health screenings,
pharmacy services, and other services (including radiology and laboratory services)
depending on the State’s needs. The RFP also allowed for the contractor to provide
alternative means to provide these services, including contracting with other
providers. All of the proposers described how they would provide all of the
requested services and also alternative approaches for several services, including
alternatives for radiology and laboratory services.

Financial considerations

Health Centers are proven to save money for health plans throughout the United
States. Health Centers save money by reducing the cost of providing services, and
by reducing long-term costs by improving health care outcomes through better care
coordination and wellness activities. Historically, medical services have been
reimbursed on a fee-for-service basis, meaning the more services that are provided,
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the higher the revenues are for providers. The Health Center contractor would be
reimbursed based on fixed contracted fees resulting in lower overall costs to the
State Plan compared to the current reimbursement methods.

Based on the proposals we received, the Health Centers should result in savings
both in terms of lower per-unit costs of operating the Health Centers compared to
the current fee for service reimbursement, and lower costs by improving the overall
health of State employees and providing assistance in the management of chronic
diseases. Attachment B contains the financial projections prepared by HCBD
(assumes savings from only the Health Center), and the financial projections from
two of the RFP responses. Under both projections, the Health Center is projected to
reduce costs for the State Plan, and for State employees who use the Health Center.

The State Plan’s initial investment to achieve these savings is projected to be less
than $500,000, and the first-year savings are projected to repay the investment and
generate savings. This type of investment that reduces health care costs now, and
in the future, is sustainable and will help the State Plan for many years to come.

To summarize, this information:

e The Department of Administration issued the RFP for the Health Centers in
accordance with the applicable procurement laws and the requirements that
the State Plan be operated in the most efficient and effective manner
possible.

e The HCBD’s process has been very transparent in sharing information with
the public, including holding eight public meetings related to the Health
Centers, beginning in February 2012 and continuing through May 2012,

e The proposed services sought by this proposal are well thought-out, and
allow for the efficient operations of Health Centers in the future.

e The savings from Health Centers will provide much-needed relief from ever-.
increasing health care costs, thereby providing assistance to ensure the
long-term success and sustainability of the State Plan.

A frequently-asked-questions document is provided as Attachment C, which should
address any other questions you may have.

achments: 3

cc: Governor Brian Schweitzer
Members of the Montana House of Representatives and State Senate
Susan Byorth Fox
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. State of Montana
Employee Group Benefits Plan

. Financial Report for Plan Year Ending
December 31, 2011

Prepared by Actuaries Northwest, LLC

This is Page 1 of 14 pages that comprise Attachment A




Attachment A

February 17, 2012

Employee Group Benefits Advisory Council ‘

Health Care and Bensafits Division Actuaries Northwest
100 North Park, Suite 320 :

Helena, MT 59620

Re: Financial Report - January 2011 through December 2011

Dear Council Members,

The attached report provides a review of claims experience and financial operation of the Medical, Prescription Drug
and Dental programs. Data presented includes data for Plan Year 2011 as well ag historical data from Plan Year
2010. The first few pages contain claim and enrollment charts and tables.

Exhibit | outlines plan participation.

Exhibit Il and Exhibit Il compare income and expense on an aggregate and per capita basis, for the medical plans
{combined and separately) and the dental plan.

Exhibit IV illustrates income and claims expense for participants under the combined medical plans, by Actives and
Retirees.

Projection A and Projection B illustrate actual PY2009-PY2011 revenue and expenses, followed by annual
projected PY2012-PY2014 revenue, expenses, and annual cperating surplus/deficit on a per participant basis and in
total. Projection A uses 8% medical trend and 10% Rx trend assumptions. Projection B uses 11% medical trend
and 13% Rx trend assumptions.

Annualized benefit cost changes for claims paid are as follows:

Comparison of Medical, Rx and Dental
Monthly Per-Capita Claims Costs _

Jan11 Jan 10 . Percentage
Benefit - Dec 11 -Dec 10 Change
Medical § 52440 § 47135 11.3%
Rx $ 12641 §  106.34 18.9%
Combined $ 65081 § 577.70 12.7%
Tental $ 37.18 § 36.83 0.9%

Please call if you have any questions.

Sincerely,
Kelly Grebinsky, FSA, MAAA, FCA

Principal

Enclosure

Prepared by Actuaries Northwest, LLC.

Page 1



Attachment A

Financial Status Summary - Fourth Quarter 2011

Update of State of Montana revenues and expenses:
» Revenues exceeded expenses for the medical plans by 10.0% for the calendar year, including Medicare
Part D reimbursements. Medical expenses per eligible are up 8.8% from January through December 2010.

"« The dental plan claims experience shows revenue exceeding expenses by 11.6%. For 2011, the loss ratio
was targeted to be near 100%.

¢ For the calendar year, the CHO Medical Plans had low claims experience with a loss ratio of 82.7%.
- The Traditional Plan had a loss ratio of 102.1%. These loss ratios reflect the minor shift in enroliment towards
managed care, as well as expected risk selection between plans. :

» Actives are running a medical loss ratio of 84.0%, compared to 81.2% a year ago. Retirees are running
a loss ratio of 103.3% compared to 127.9% a year ago.

+ The loss ratio for Early Retirees is 147.6% compared to 177.5% a year ago, while Medicare Retirees
experienced a loss ratio of 72.6% compared to 92.3% a year ago.

Reserves and fund balance status:

+ Fund balance continues to exceed estimated incurred but not reported (IBNR) claim reserves, and currently
fall roughly $4.7 million above recommended reserves.

Projected Year
. Projected Year End General Projected Year Recommended
Report Date End IBNR* Reserves End Fund Balance Reserves** Difference
12/31/2010] $ 13,110,000 | $ 37,317,766 | % 50,427,766 | $ 52,890,000 | $ (2,462,234)
331/2011] $ 14,100,000 | $ 51,358,795 | $ 65,458,795 | $ 54,890,000 | % 10,568,795
6/30/2011] $ 14,300,000 | $ 54,758,379 | $ 69,058,379 | 55,600,000 $ 13,368,379
9/30/2011] $ 14,100,000 | $ 52,219,014 | % 66,319,014 | $ 56,590,000 % 9,729,014
12/31/2011{ $ 13,970,000 | $ 48,821,235] % 62,791,235 | $ 58,060,000 | § 4,731,235

* IBNR is the IBNR reserve plus the grandfathered benefit reserve.
** Based on actuarial recommendation as of December 31, 2011

Prepared by Actuaries Northwest, LLC. . Page 2



Attachment A |
) Exhibit I: Eligible Participants
||_ _ _Medical i .
Month Active Cobra - Retired <65 Retired 65+  [§ G Dental
January 2011 12,871 43 815 2,476 |E 15,655
February 2011 12,789 42 853 2,466 |¢ 15,615
F March 2011 12,821 41 835 2,476 |: 15,639
pril 2011 12,861 40 828 2,474 | 15,690
May 2011 12,875 36 810 2,483 5 15,8677
J June 2011 12,793 37 803 2,488 | 15,599
] July 2011 12,776 39 802 2,494 15,593
: August 2011 12,711 43 809 2,500 |4 15,552
September 2011 12,681 42 -~ 808 2,499 s 15,521
Qctober 2011 12,673 46 | 807 2,493 |t 15,518
November 2011 12,713 48 802 2,499 [ 19,564
December 2011 12,736 44 | 792 2,506 15,581
Total 153,296 499 9,758 29,851 187,200
Average 12,775 42 813 2,488 | 15,600
| January 1, 2010 to :
December 31, 2010 12,877 43 840 2,493 |4 15,692
Percent Change -0.8% -2.3% -3.2% -0.2%|55 -0.6%
Average by Plan PY2011
Traditional 4612 19 499 2,269 7,399
L indemnity Total 4,612 19 499 2,269 7,398
BCBSMT HMO 5,759 13 207 123 6,101
PEAK HMO - - - - -
NWHP HMO : 2.404 9 108 95 2,617
CHO Total 8,163 22 315 219 8,718
January 1, 2010 to
December 31, 2010
Traditional 4775 15 499 2,304 7,593
Indemnity Total 4,775 15 499 2,304 7,593
BCBSMT HMO 5,730 13 - 212 97 6,052
PEAK HMO 91 1 4 1 98
NWHP HMO 2,281 15 125 91 2512
CHO Total 8,102 29 341 189 8,660
1 [Percent Change
4 Traditional -3.4% 26.7% -0.1% -1.5% -2.6%
E CHO 0.7% -24.1% -7.6% 15.9% 0.7%
Notes:
Percentage change calculated on YTC average enroliment.
Some figures may not add due to rounding.

Prepared by Actuaries Nortawest, LLC. ’ Page 3
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~Altachment A

Exhibit lil: Income & Expense by Indemnity Medical Plans

October 1, 2011 anuary 1, 2010
through through through through
September 30, 2011 December 31, 2011 - Pecember 31, 2011 December 31, 2010
Tonly Arount “Vonthly Amount Wonthly Amount TAGHNTY AMGWRT |

Category Total $ Per Eligible Total § Per Eligible Total § Per Eligible Total $ Per Eligible
Contributicns $ - § - |3 - $ - $ - $ - % - $ -
Interest Income $ - $ - |8 - 3 - 3 - $ - % - § -
Total Revenue $ - $ - |3 - $ - $ - $ - % - k] -
Expenses:

Medical Claims $ - ] - |8 - $ - % - ] - % - $ -
Rx Claims $ - § - 18 - $ - % - 3 - % - $ -
Medicare Part D § - $ - 18 - $ - % - $ - % - $ -
Managed Care $ - % - $ - $ - $ - 3 - 5 - 3 -
Wellness / DM § - $ E - $ - 1§ -8 - s - $ -
Payroll Services $ - $ - 1% - $ - |18 - $ - I8 - $ -
Admin/ Operating | $ - 3 - $ - 5 - 5 - 3 - 3 - $ -
Total Expenses $ - $ - 18 - ] - |8 - $ - Is - $ -
Estimated Operating

Addition / (Deficity | $ - $ - 18 - $ = |8 - ] - s - $ -
Loss Ratio 0.0% 0.0%, 0.0%) 0.0%
Average Eligible 7,423 7,326 7,399 7,583
Revenues; ’

Confributions § 45189832 § B76.41 1% 14,609,051 § 864,73 1 8 50,798,883 % 673.52( % 55,316,285 § 807.13
Interest Income 5 419037 $ 627 | $ 137835 § 62818 556972 § B.27 ([ § 503769 §$ 5.53
Total Revenue $ 45,608,868 % 68268 % 14,746,986 § B71.00{ 5 60,355,855 $§ g79.78| % 55,820,054 § 612,66
Expenses:

Medical Claims $ 35282566 § 528111 % 12,108,770 § 551.01 | % 47,382,336 3 533781 % 43,021,838 $ 47219
Rx Claims $ 10225412 % 153.06 | § 3,741,783 § 17026 || 13,067,206 3 15731 [ $ 12,279,257 § 134.77
Medicare Part O $§  (3.025295) § (45.28)| $ - $ - s (3,025,205) $ (34.07f 3 - % -
Managed Care § 107,287 $ 161] % 43354 $ 197 (| § 150,641 & .70 % 220,426 $ 242
Wellness / DM $ 208,142 § -3.121% 134,510 § 612 $ 342652 % 386 (% 523,746 % 5.75
Payroll Services & 117,138 § 175198 39,078 % 1781 % 156,214 § 176 1 $ 74703 § @82
Admin / Operating 3 1047161 $ 281518§ 678436 3 30871 % 2625587 § 29.57 || & 2192560 § 24.06
Total Expenses $ 44,862,409 § 871.51 | % 16,746,941 § 762.00( % 61,609,349 % 693.91(( $ 58,312,528 % 640.02
Estimated Operating

Addition 7 (Deficif) $ 746461 § 1M17 1|8 (1,899,954) § (91,00} % {1,253,494) § (14121 § (2492474) § {27.36)
Less Ratio 98.4% 113.68% 102.1% - 104.5%
Average Eligible 7,423 7.326 7,399 7,583
Total Revenue 3 45,608,869 § 682681 % 14,746,986 § 671.00 (| % 60,355,855 $ 679.79 (| 5 55,820,054 § 612.66
Expenses:

Claims 3 45,507,878 § 684117 1% 15,851,563 $ 72126 | 8 61,359,541 $ 691.09 (| & 55,301,095 § 806.97
Medicare Part D $ (3,025,295) § (45.28)] $ - % - s (3025205 $ (34.07) § - 8 -
Payroll Services 3 117,136 3 1751 % 39,078 § 178 (% 156,214 § 176 $ 74,703 § 0.82
Other Cests ] 2262589 § 338713 855300 $ 388613 31188898 $ 35131 % 2936731 3 32.23
Total Expenses 3 44,862,409 § 671511 % 16,746,941 § 7620018 61,609,349 % 6939113 58,312,529 § 640.02
Estimated Operating

Addition / (Deficit) $ 746461 § A7 1§ (1,999,954) § (91.00)1 § {1,253,494) % {1412 $ (2,492,474) § (27.36)
Loss Rafio 98.4% 113.8% 102.1% 104.5%
Naotes:

Some figures may not add dug to rounding.

Basic Plan not offered after 2003. Clalms reported are runcut from prior periods.

Rx claims are net of rebatas.

Medical cleims include capitation costs.

"Managed Care" includes BGBS managed care, certification raview and Individual managed care.

"Wellness/DM" includes Weight Watchers, smoking cessation, spring filness, wellness, Well on the Way, EAP and health sereenings.
"Admin / Operating” includas claims administration & state operafing expenses.

Prapared by Actuaries Northwest, LLC. Page 7



Attachment A

Exhibit [l Income & Expense by CHO Medical Plans

anuary 1, 20 October 1, 20 anuary 1, 20 anuary 1, 2010
through through through through
September 30, 2011 - December 31, 2011 December 31, 2011 December 31, 2010
Monthly Armaunt "Monthly Amoun Wenthly Amount Monthiy Amonnt

Catego Total § Per Eligible Tolal § Per Eligible Tolal § Per Eligihle Total $ Per Eligible
lAverage Eligible 6,087 . 6,145 : 6,101 8,052
Revenues: .

Contributions $ 43,044,240 3 785.75| $ 14,238,376 § 77242 % 57282616 § 7B238( % 50,602,636 $ 696.78
Interast Income: § 398854 & 728 | % 134435 § 7208 533.288 §$ 7.28( % 460459 § 6.34
Total Revenue $ 43,443,094 § 793.031% 14,372,811 $ 71971 $ §7,815905 § 7680.68 | § 51,063,095 $ 703.12
Expenses:

Medical Claims § 26,757,104 % 488.44 | § 0,735,885 § 52816 || § 36,492,990 § 49844 | % 31,545,021 4 435.74
Rx Claims $ 5,035,592 § 8192 ]1§% 2,000,312 § 100,00 || $ 7,044904 % g8.22( % 56821,822 % 77.41
Medicare Part D § (175.233) $ @3.20] $ - 3 - $ {175,233} § (2.3 $ . - $ -
Managed Care $ (18,822) $ (0.34)] § - $ - $ (18,822) $ .28 5 83352 % 1.15
Wellness / DM § 170,956 § 3.12]$% 112,587 § 611§ 283543 3 878 418,050 $ 5.76
Payroll Services $ 97,010 § 1771% 32,980 % 179 % 129,990 $ 1.78( 8 59216 % .82
Admin / Operating | § 1473423 8 269018 527,536 § 28621 % 2000959 $ 2733( 8 2340429 § 32.23
Total Expenses $ 33,340,031 § 608.61 1% 12,418,300 8 673.68| § 45758331 § 6249918 40,167,889 § 553.10
Estimated Qperating

Addition / {Deficit) § 10,103,062 & 184431 % 1,954,511 § 108.03 || 12,067,574 § 164.68 (| § 10,865,206 $ 180,02
Loss Retio 76.7% 86.4% 79.1% 78.7%]
Peak .
|Average Eligible - - - 96
Revenues:

Contributions $ - % - |8 - 3 - % - % - |8 791468 $ 688.53
tnterest (ncome: 3 - 3 - 8 - g - $ - g - $ 7208 § 6.27
Total Revenue 5 - $ - |8 - % - s - 0% - |8 798,674 § 694.80
Expenses: ’ '

Wedical Claims § 159,377 § - - $ . $ - $ 159,377 & - 3 707,872 § 615.81
R Claims § 66} § - 3 - % - § ' (66) $ - 5 57,551 % 50.07
WMedicare Part [ § - $ - 1% - § - $ - § - s - % -
Managed Care $ - $ - $ - % - $ - $ - $ 1,348 § 1.17
Wellness / DM § - $ - 13 - § - § - % - % 6,584 § 574
SABHRS $ - § - 3 - § - § - $ - $ 926 § 0.81
Admin / Operating | § 6139 § - 8 60 % - ) 6199 § - 3 45281 § 39.39
Total Expenses $ 165451 $ - $ B0 § - $ 165511 § - $ 819580 § 712.98
Estimated Operating

Addition / {Deficit) | $ (165,451) $ - 5 (60) § - $ {i85,511) § - $ {20,908) § (18.18)
Loss Ratio 0.0% 0.0% 0.0% 102.6%|
|Average Eligible 2,629 2,582 2817 2,513
Revenues:

Contributions $ 18,234,075 § 770.74 1 8 5,881,040 § 7503308 24115115 § 767.92| % 21,440,280 $ 111.03
interest Income ] 189,052 § 715] % 55527 $ 717 i 75| % 195409 § 6.48
Total Revenue $ 18,403,127 § 777.88] % 5,936,567 3 766.50 | 24339694 § 775.08( § 21,635,689 § 717.51
Expenses:

Medical Claims § 12,343,749 § 52176 % 5,032,262 § 640,74 || 5 17,376,016 § 55332 § 16,556,696 $ 549.07
Rx Claims § 2479000 § 10478 | $ 057,384 3 12361 | % 3,436,384 § 10243y 2782175 § 92.27
Medicare Part D $ (133,142) § (5.63)| $ -5 - Is (133,142) § @.24) $ -8 -
Managed Care § 8,134) % {0.34)] - $ - $ 8,134 % (0.26)] & 35,507 § 1.18
Wellness / DM $ 73,716 § 3.121% 47479 § 613§ 121195 % 3.86(% 173,072 § 574
Payrall Services $ 41,499 % 1.751§% 13,714 § 177 % 55214 § 176 ( & 24,639 $ 0.82
Admin / Operating | $ B8B.336 § 36708 298460 $ 3854 § 1166795 $ 3716 8 1.250.388 § 41.47
Total Expenses 5 15,685,023 $ 662,94 | % 6,340,306 § 819.79 [ 3 22,014,329 % 701.03 ] § 20822477 $ 680.54
Estimated QOperating )

Addition / (Deficit) $ 2738105 % 11574 | $ 412,739 $ (63.29)[| $ 2325365 $ 7405( 8 813,212 § 26.97
Loss Ratio 85,1%, 107.0%) 90.4%)| 96.2%|

wverage Eligible 8.715 8,726 B,718 8,861
Total Revenue 5 61,846,222 § 79846 | § 20,309,377 § 775.80| $ 82,155,589 § 785.29 | % 73497458 § 707.20
Expenses

Claims $ 46,774,757 § 586.32 | § 17,734,851 § 87746 ( & 64,500808 § 616.62| % 57,371,148 § 552.03
Medicare Part D $ (308,376) $ (3.63)| § - $ - $ (308,376) § (2.95)| % - $ -
Payrell Services $ 138510 § 1771§% 46,694 § 178§ 185,204 § 1.77( % 84,781 § 0.82
Cther Costs 8 2,565,614 §$ 3271| % 986,122 § 37.67( & 3551736 § 3385 § 4,354.019 .89
Total Expenses 3 49,170,505 $ 628.86 | § 18,767,667 § 716914 8 67,838,172 § 84040 % 61,800,946 $ 584.74
Estimated Cperating

Addition / (Deficity | $ 12675717 § 161.680| & 1,641,711 § 58.89[ 14,217,427 % 135.90 (| 11687511 $ 112.46
Loss Ratio 79.5% 92.4% 82.7%] 84.1%|
Notas:

Some figures may not add dus to rounding.

PEAK Plan not offered after 2010. Claims reperfed are runout from prier pericds.

Rx claims are net of rebates.

Medlcal claims include capfatien costs.

"Managed Care” includes BCBS managed sare, certification review and Individual managed care.

"Wellness/OM" includes VWelght Watchers, smoking cessation, spring fitness, wellnass, Weil on the Way, EAP and health screenings.
*Admin f Operating” includes claims adrinistrafion & state operaiing expenses.

Preparad by Actuanies Northwaest, LLG. ) Page 8



Attachment A

Exhibit Iv: Medical Income & Expense by Actives and Retirees
1 anuary 1, 2011

through through through through
September 30, 2011 December 31, 2011 December 31, 2011 December 31, 2010
Moniﬁiy Amount Manthly Amount WMonthly Ameunt Monfﬁ[y AMmourt
Category Total § Per Eligible Total § Per Eligible Total $ Per Eligible Total $ Per Eligible
Actives & COBRA
Average Efigible 12,837 12,763 12,816 12,920
Contributions $ 91,2314156 § 789.64 | & 29,751,272 & 777.63||% 120982686 § 786.65(% 109,703,241 § 707.58
Medical Claims $ 63,450,971 § 549191 § 22,716,214 & 593.75 (1 % 86,167,185 § 560.27 || § 76,255,506 § 491.84
Rx Ctaims ] 11,168,082 $ 9666 | $ 4,321,027 % 11294 8 15489089 § 10071 | & 12,823,670 % 82.71
Tofal Claims $ 74,619,032 % 64585 % 27,037241 § 70669 (% 101656274 3 660.99 ([ & 89,070,176 § 574.55
Loss Ratio 81.8% 90.9% 84.0% 81.2%
Retirees under 65 _
Average Eligible 818 800 813 840
Contributions $ 6,270,037 & 852.08| % 2,004,330. § B35.31( % 8,274,367 § 84706 ({ 7702274 % 763,93
Medical Claims $ 6,270,158 % 852,101 % 2611918 % 1,088.63 [ § 8882076 § 910.24 || & 10,467,304 § 1,038.17
Rx Claims k3 2445472 § 33233 8 883662 3 36827 5 3329135 3% 17 (& 3205397 § 318.02
Total Claims $ 8715629 $ 1,184.43 | § 3,495581 $ 1,45680( % 12211211 $ 1251.41[|8 13,673,609 § 1,356.18
Loss Ratio 138.0% 174.4% 147.6% 177.5%
Retirees 65+
Average Eligible 2,484 2,499 2,488 2,493
Contributions 3 8,966,696 § 401131 & 2,972,868 § 39651 8 11,839,861 § 39997 % 10,745,153 & 358.20
Medical Claims 3 4,821,669 § 215701 % 1,549,791 ’ $ 206.71( % 8,371 .466 3 213.44 ([ $ 5208617 & 174.12
Rx Claims $ 4,126,404 3 18460 | § 1,503,800 $ 20057 | % 5,630,205 § 18881 || & 4,710,747 § 15748
Medicare Part D 3 (3333671 § (149.13)] 8 - 3 - 8 (3333671 % {111.68) $ - 3 -
Total Claims 3 5614402 3 25116 % 3,063,591 % 407.28 [ § 8,667,993 § 29038 ([ $ 9,919,364 $ 331.60
Loss Ratic 62.6%) 102.7% 72.6% 92.3%
Total Retirees
lAverage Eligible 3,301 3,299 3,301 3,333
Contributions 3 15,236,733 $ 512.81 | % 4,977,195 % 502.90 (| 3 20,215,928 % 510.34. 3 18,447,428 $ 461.23
Medical Claims 3 11,091,826 3 373318 4,161,710" § 42050 | & 15,263,536 § T 385100 % . 15675921 B 391.93
Rx Claims $ 6,571,877 % 221193 2387463 3 2412318 8,959,539 3§ 226.19 '3 7917444 % 197.95
Medicare Part D 8 {3,333671) § (112.20)] § - ] - 8 {3,333.671) & (84.16))| 8 - 8 -
Total Claims $ 14,330,032 $ 48230 | $ 6,549,172 § 661.73[|% 20,879,204 § 52713(|$ 23,583,085 $ 589.88
Loss Ratio 94.0% 131.8%) 103.3% 127.9%
Notes:

Some figures may not add due to rounding.

Rx claims are net of rebates.

Medical claims include capltation cests,

Prepared by Actuaries Northwest, LLC.
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Attachment B

State of Montana
On-site employee clinic
‘Cost benefit

Prepared by HCBD
Year 1 Year 2 Year 3 ‘Year 4 Year 5
Health Center Expenses :
Salaries and benefits S 764,488 S 795,785 $ 829,233 § 864,042 § 897,643
Wellness screenings § 151,951 $ 158,029 $§ 164,351 $§ 170,925 § 177,762
Supplies S 83,155 $ 98,768 § 115,460 S 133,318 S 152,353
Professional fees S 100,998 § 119,726 S 139,790 S 161,251 S 184,190
Other operating expenses S 62,290 S 60,817 § 62,777 $ 64,819 § 66,944
Administrative fees $ 229346 § 238736 S 248770 $ 259,213 $ 269,293
Total expenses $ 1,392,228 $§ 1,471,861 $ 1,560,381 $ 1,653,568 S 1,748,185
Costs Avoided
Direct costs avoided $ 2,162,267 $§ 2,594,720 $ 3,065,013 $ 3,575,849 $ 4,130,106
Other direct costs $ 115870 & 139,044 S 164,246 § 191,620 § 221,321
Indirect costs ) 71,064 S 81,216 S 91,368 § 101,520 § 111,672
Total costs avoided S 2,349,201 $ 2,814,980 S 3,320,627 $§ 3,868,989 S 4,463,098
Total Savings S 956,973 § 1,343,119 § 1,760,246 § 2,215,421 S 2,714,913
Cost Drivers
Number of provider visits 7,142 7,499 7,874 8,268 8,681
% population served 35% ' 40% 45% 50% 55%

Direct costs based on actual historical costs (5% trend)
Other direct costs, ER, urgent care, hosptial, specialist - 1% reduction
Indirect costs - reduced time off work due to availability of center and improved health

Doesn't include costs savings from pharmacy, occupational health, or other potential services

This Is page 1 of 11 that comprises Attachment B
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5.1.3 Financial Pr0|ect|ons Proposals must include a comprehensive financial prOJectlon for all
aspects of the services outlined in this RFP, from start-up through the initial term, ending December 2015. The
projections should separate initial start-up costs, and include annual estimated costs by calendar year. The
projections should also include a cost benefit analysis of operating an On-Site Employee Health Center to the
traditional costs of paying for these services. All assumptions for the projections must be included. This
information should be labeled Appendix H in your response.

State of Montana

C&I’Eﬁ{m&( On-Site Clinic Projections

Executive Summary

CareHere, LLC is a leader ini providing exceptiorial on-site clinics and provider driven wellness programs, The patient-centered medical
home approach practiced by CareHere integzates a vast scope of resources such as on-site pnmary care, case/ /disease management,
‘weliness and behavior modification programns, occupational healtheare, welliess improvemnent tracking applications, and much more.
CareHere's on-site services provide companies with the means to significantly decrease claims cost, while improving the overall health
and niorale of the employees. CareHere clients are expetiencing savings i industries consisting of mumc:palmes manufacturers, service
cotupantes, hospitals, educational institwtions. and lrausponmwn entities. CareHere, LLC operates 120 clinics in 20 states across the
country.

The cost savings comes in two waves with the initial wave consisting of increased efficiency of on-site clinics as opposed 10-the “Retail”
system used by organizations today. ‘The second wave of savings cotiies as the populations health improves and catastrophic claims are
reduced in large pari due to the wellness, disease mapagemeni. and chronic care programs offered as a part of the model. In the following
projections for The State of Montana, you will sé¢ the considerable cost savings each year that the program is in place with an overall

" savings duning the first five years totaling $18,869.731.

State of Montana
Estimated Clinic Expenses _ Clinic Projected Savings
Medical and Wellness Cost Anal\rsis " Year One Savings Detail

MDI/NP/LPN (Pass-‘l’mougi\) % gso.z7s | |Medical Savings $ 2837778
Pharmacy Cost {including Medication Estimate) ] 2,674.210 | iPharmaceutical Savings 5 274,710
Laboratory/Pathology {Pass-Through) $ 137.968 iProgram Savings Engine/Management Fee % 11,083,680
Program Savings Engine H 1.080.000 | |Other Expenses 5 {280.577)
Managemant Fes § 13,650 | |Total Savings $ 1,557,828
Clinic Set-Up Estimate: Equipment and Supplies § 240 977

{Pass-Through)

Corporate Travel Expenses 5 20.000 Accumulative Savings

Health Risk Assessment Intluded )

Wellness Coaches Included Accumuldiive Savings Year1 5 1,587,828
Electronic Medical Records (EMR) Included Actumuiative Savings Year 3 -3 10,742,313
185 Wellness Programs Included Accumulative Savings Year 8 5 28.865.731
| . . S ——

Total Médical Cost Year One: ¥ §057.113

-2260P, Cn-Site Employee Health Center, Page 222
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Medical Data Collection

The data you are providing helow inoludes cosla
for the health plan year ending on (mmiddfyy):

_ Enfer the folal number of months included
in the currant year dala below:

Total Medical costs shouid include

All Medical, Drug, Work Comp (if applicable}
Total Medical {as given):

Annueiized Total Medical Costs:

Prescription Costs (as given):
Brankout of Preseription Costs:
Prescription Costs PEPY:

% of Total Medical Claims:

Primary Care costs showid include

Di/Office visit, Diagnostic & Lab (DXL), ER visits, Prevention
Primary Care Costs (as given):

Annualized Primary Care Costs:

% of Total Medical Claims:

Primary Care Office Visits (as given):
Annualized Primary Care Office Visits:
Average Primary Care Office Visit Cost:

Total Number of Emptéyees with Medical Benefits:
Total Medical Costs PEPY:
% Increase YoY

Planned number of Employees for next year:
or expected % increase/decrease!
Averagre hourly wage per employse:

Care#z../,

Add Noles for exceplions, comments, eic.

813012011

§ 30809677 | | | |

$ 602,002 |

3 1320 #DIVioE #DIviol
16.8% 0.0% 0.0%

$ -

§  7,050,040] | [ | |
71% 0.0% 0.0%

i 344921 | [ | |
3 20440 § - 5 -

I$ 7 5076 | | [ |

Should census vary more than 10% in a 12-month period,
this Projection is subject fo revision

Analysis Based on Data Given Analysis Based on National Averages
Total Office visits 34,492 % of Total Claims is Primary Care? 18%
office visitstamployae 6.80 Total Claims ) 39,809,677
Cost/Office visit 204.40 Primary Care 5 7,060,040
Primary Care as % of Totat Costs 17.7% $ 7,050,040 Office Visits 34,492
PEPY § 7,843 CostiOffice Visit $ 204 40
Cfiice Visits Used 34,492
Cn-site Visits Used 17,246 adj to plan census change, if any

-2260P, On-Site Employee Health Center, Page 223
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Updated: March 39, 2012

Proposal effective until: Jime 28, 2012
/ Prajected impact Analysis for:
a l e m b, State of Montana
2 Medical

Assumptions Total Health Plan % Annual Increase:
. Primary Care % Annual Increase:
% of Prescriptions CareHere will dispense.
Medical Provider Mix,
T
Cosls In e
| Marketplace CarcHere CareHere
Total Employees 5,076 Ees
Pharmacy - Onsite Dispensing
Current Year Pharmacy Costs 3 1,320 PEPY
Next Year Estimated $ . 1452 PEPY
Next Year Estimated $ 7,372,301 Annual
Pharmacy impact 40% $ 2,948,320
CareHere Cost (Inciudes Mail Order Option)
{Assumption: CareHere can prescribe the same medication
at a 30% reduction} 5 2,211,680
Pharmacy Set Up Cost $ 59,000
Pharmacy Staffing $ 403,620
$ 2948920 |$ 2674210 |5 274710
Clinic Operations : .
Average Visits Per Day . 24 visits
Average Time With Doctor (minutes) 20 minutas
Number of Visits 17,248 visits
Current Year Cost/Visit $ 204.40
CostiVisit Next Year $ 212.57 $ 3.666,021
CareHere Day Units {Assumes 90% Fill Rats) 798 days ‘
GClinic Hours Per Week: 128 hours
Doctor Days {50%) 399 days $ 1,000 $ 399,000
Extender (Nurse Practitioner) Days (50%) 399 days $ 800 $ 239,656
Repisterad Nurse / Lissnsed Practical Nurse (100%) ‘ 798 days $ 240 $ 191,622
Case Manager for Infuston Madlcation 280 days 5 240 5 60,000
Malprastice insurahce ahnual ihctuded
Lab and Supplies Estimates ' per visit % 8 $ 137,968
$ 3666021 (% 1028246 | $ 2,637,775
Program Savihgs Engine (PEPM): 5,000 Empioyees $ 18 $ 1,080,000
Program Savings Engine (FEPM):
All employees exceeding he first 5,000 will be at $15 PEPM
rather than $18) 76 Employees $ 15 $ 13,680
Non-Recurring Expenses
[nitlal Clinlc Set-Up (estimated) - Includes X-Ray and Physical Therapy Equipment $§ 240,977
CareHere Corporate Trave! : § 20,000
Total Medical Savings (Cost) for Year Ong; $ 6,614,941 | § 8,067,113 | § 1,667,828
P - o - . . O 0

*The all in cost for the Program Savings Engine, Staffing, Labs,and Supplies
breaks down to $34.85 per employee per month based on 5,076 employees.

-2260P, Cn-Site Employee Health Center, Page 224
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"Please refer to S_ecﬁon 5.1.3 for description of requirements.
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Data Collection Form
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Projected kmpact Analysis for: [ State of Montana |
Tots Projectsd Savings {Costs) S
2011 2012 2013 204
Without miCARE $ 40135008 '§ 42220882 § 46800238 % 60,374,858
With miCARE $ 42003352 § 43882721 § 406.473,008
Totd Pmjecied Savings

20z 2013
[ W Without miCARE EWikh miCARE |
Tniial [Onve-Tame) Set Up Fees: |
Designiiuild Out - $ 576,200
Equipment $ "66,490
‘information Technology 3 95,650
Set Up for On-site cfinie health screenings 3 45130
TOTAL 57ART UF FEES. % 783,530

Total 3 Year Projected Savings {including Set Up Fees):
"Does NOT inchwde the cost of bullding rent
"Deds nlede cost of State-VWide Screenings
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Attachment C
Employee Health Clinics Frequently Asked Questions

Why is the state of Montana setting up employee health centers?

Based on an independent actuarial analysis of the CareHere proposal for the
Helena clinic, Montana could save over $100 million over five years once clinics
are up and running statewide. The cost savings come in two ways. First,
savings will come from the increased efficiency of paying for care at cost
instead of fee-for-service. The second level of savings comes as employees’
health improves and catastrophic claims are reduced through wellness, disease
management, and chronic care programs offered at the clinics.

The decision to provide clinics for employees reflects a growing trend in
America. Employers are turning to workplace health clinics as a way to
increase productivity and manage spiraling health-care costs.

The National Business Group on Health, a nonprofit membership organization
that represents large companies on health-care issues conducted a health-care
survey among its respective members and clients in 2011. It found that 23
percent of the companies surveyed provided workplace health services, and
another 12 percent were planning to offer them in 2012.

What is an employee health center?

It's a doctor’s office that would operate much like other family practice clinics.

The following kinds of care will be available at the employee health clinics:

primary health care, acute and episodic health care, wellness services, health
screenings, pharmacy services, and other services depending on the needs of

the local employees. Employees and dependents can also access wellness

exams, annual check-ups, or physicals. Appointments and walk-in treatment will
both be available.

Will 1 still be able to see my doctor?

Yes. Visiting the new clinic is your choice. You can choose to use the new
clinic as your primary care provider, keep your current doctors, or do a little of
both. Employees who use the optional clinics will see lower or no copayments,
less paperwork, better health care, and less time away from work and family.

How will the clinic generate savings for taxpayers and employees?

The cost savings come in two ways. First, increased efficiency results from
paying for care at cost instead of by fee-for-service. The second level of
savings comes as employees’ health improves and catastrophic claims are
reduced through wellness, disease management, and chronic care programs
offered at the clinics.

The health care industry's current "fee-for-service" model allows doctors and
other providers to receive a fee for each service—every office visit, test, and
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procedure. In regular clinics, health care providers must raise all the revenue to
pay for the building, staff paychecks, utilities, and overhead. This can lead to
pressure to “make budget” by generating a certain number of visits, tests, etc.—
whether they are needed or not. The fee-for-service model is like asking a
butcher how much pot roast you should eat.

The contractor will be paid based on what the care actually costs—at cost—with
no markup.

Physicians and nurse practitioners won’t perform medical tasks that registered
nurses or nonmedical staff could do instead (for example, recording weight and
taking blood pressure).

Employees who use the optional clinics see lower copayments, less paperwork,
better health care, and less time away from work. The clinics maximize
efficiency by consolidating services into one appointment rather than deferring
other needed care; the patient who comes in because of a virus may also get a
tetanus shot and refill a prescription—resulting in fewer bills.

Additionally, the health clinic may offer free or reduced-cost services that are
valuable to employees, such as health coaches, laboratory analysis, health
screening, and dieticians.

Savings can be realized even if only a small number of employees use the
clinics. Right now, about 20 percent of state employees don't visit a doctor
each year. Many more employees are screened for health conditions and
never see a doctor for follow up. By keeping more of these employees

healthy, we can save money by preventing more costly medical problems

down the road.

The employee health clinic model has been tested in the private sector for
many years. Employers have found that employees like the clinics and the
savings they provide for employees.

How much taxpayer money will be saved?

Based on an independent actuarial analysis of the CareHere proposal for the
Helena clinic, Montana could save over $100 million over five years once clinics
are up and running statewide.

Is this related to the Affordable Care Act?

No. This is a cost-saving and health management tactic that has been used by
America’s largest employers for decades. Frustrated by runaway health costs,
companies are opening employee health clinics to save millions for their bottom
line and keep employees on the job. Now, Governor Schweitzer is putting these
private sector ideas to work to generate millions in savings for Montana
taxpayers. More than one third of the nation’s largest employers offer workplace
health services for their employees according to a recent survey.
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Is this just for state employees in Helena?

No. The request for proposal calls for clinics across the state, not just in Helena.
Clinics in every community will be tailored to meet community needs. For
example, some areas have a lot of people working on swing and night shifts.
Other communities have dentist shortages. Other communities may benefit from
regularly scheduled travelling clinics.

Who will run the clinics?

A contractor will supply all staffing and expertise to run the clinics. Six
organizations responded to the request for proposal to run the clinics. State
procurement laws do not allow request for proposals to give preferential scores
for in-state companies. Proposals are scored on affordability, projected cost
savings, experience, and ability to provide the necessary services.

How are state employees involved in the process?

The state employee health plan has an advisory council (SEGBAC) to provide
advice prior to negotiating contracts. The Health Care and Benefits Division
presented information to SEGBAC at its February 28, 2012, meeting.
Additionally, all SEGBAC meetings are public meetings and are conducted in
accordance with the public meeting laws.

A needs assessment will be conducted in each community to determine how to
best meet the local health care needs.

Employees will have the opportunity to participate in the HCBD Spring Benefits
Tour to learn more about the employee clinics. A schedule of these meetings
can be found at http://benefits.mt.gov.

Does this mean my health insurance is changing?

No, the employee clinic does not change your health coverage. The State of
Montana is a self-funded benefits group. That means that insurance is not
purchased, but rather the state contributions and employee out-of-pocket
contributions are pooled and used to pay claims. The state does not purchase
private health insurance for its employees. Private health insurance companies
are contracted to process the paperwork and claims for the health plan. The
Montana State Employee Health Plan covers 33,500 employees, retirees, and
dependents. There are other changes in the health plan that will be discussed at
the HCBD Spring Benefits Tour described above.

Where is the money to pay for the clinic coming from?

The State of Montana is a self-funded benefits group. That means that insurance
is not purchased, but rather the state contributions and employee contributions
are pooled and used to pay claims. As such, the benefits plan has reserves that
will be used to fund the initial start-up. The clinics will be built with reserve funds,
not by a rate increase for employees. Those funds will be replenished as the
clinic begins saving money. This will mean cost savings for taxpayers and state
employees.
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Does Montana have the authority to establish a clinic without the legislature?

Yes. Title 2, Chapter 18, Parts 7 & 8 of the Montana Code Annotated provides
the authority and guidance for the Department of Administration to operate the
State Plan for the benefit of State employees, legislators, retirees, and their
dependents. Statutes require the state to establish a program to provide state
employees with adequate group hospitalization, health, medical, disability, life,
and other related group benefits in an efficient manner and at an affordable cost.
The clinic was one of the many ways we ensure we are operating in an efficient
and cost-effective manner. The plan has a statutory appropriation of funds.

Won’t this compete with private doctors and hospitals?

The United States healthcare system has been facing a decline in its primary
care workforce, infrastructure, and access to primary care services for several
years. A number of factors, including poor reimbursements to primary care
physicians, low comparative income, and poor quality of work life due to high
patient loads, have contributed to more doctors choosing to train and practice in
specialty medicine. This trend has lead to a shortage of primary care providers
across the country—likely contributing to fragmented care, inappropriate use of
specialists, and less emphasis on prevention.
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