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l. ROLL CALL.

Chair Carlton called the meeting to order at 10:01 a.m. The secretary called roll; all
members were present.



The

PUBLIC COMMENT.

following testimony was provided by Professor Douglas

Unger,

Vice Chair/Chair Elect, University of Nevada Las Vegas (UNLV), Faculty Senate and
member of the UNLV Benefits Committee

Statement to Interim Retirement & Benefits Committee — for 2-22-18

Good morning. I'm grateful for this opportunity to speak before this
distinguished committee, and thank you all for your service in meeting
today. I'm Douglas Unger, Vice Chair and Chair elect of the UNLV Faculty
Senate, and a member of the UNLV Employee Benefits Committee
reporting to President Jessup and the UNLV community. | represent some
three thousand UNLV Faculty and Staff who, by word of mouth, written
report, and our many internal surveys and an external COACHE appraisal
of our university, are very greatly concerned about the inadequacy of our
state employee healthcare benefits.

All too many hard working state employees, devoted teachers, world-class
scholars and researchers, cannot afford healthcare that meets their needs.
In an era of relatively sound state budgets, our salaries have remained flat
for nearly a decade other than COLA raises which do not keep up with the
cost of living while our healthcare benefits have not been restored to pre-
Recession levels, and continue to be cut. We are experiencing hiring and
retention issues at UNLV and at all our Nevada colleges and universities in
part because these benefits are noncompetitive. UNLV has high aspirations
to achieve Top Tier status in the very near future. As a full professor at
UNLYV for twenty-six years, and in higher education thirty-six, | can state
with some experience that our healthcare benefits do not live up to the high
aspirations of our university or of this great state.

Today, | submit to this distinguished committee a few selected stories,
eighty in total, that serve as testimony that our health insurance does not
meet our needs (Exhibit B). In them, you’ll find accounts of teachers and
classified staff who cannot afford the drugs prescribed for them and either
put off taking necessary amounts or forgo taking them at all, endangering
their health; a story of parents who cannot find adequate providers for their
afflicted child unless they be “out of network” and thus caring for their child
has driven the family to the edge of poverty; stories of surgeries and tests
too long delayed; of a widow left tens of thousands of in debt because of
uncovered costs for her dying husband; of a prize-winning professor with a
chronic disability who every single year pays more than 10% of her income
in uncovered care; and on and on. Read these accounts — these are only a
few -- to understand not only the financial burdens, but, more importantly,
the personal costs inadequate health insurance causes for some of the best



and brightest in our society, all of whom give of their lives in service to
Nevada and its future.

Please know that it is not our intention to criticize the PEBP board or its
administration for the failure of our state to provide sufficient healthcare to
state employees. Over the past five years, we've seen many improvements
in our relationship with the PEBP board and with its Executive Director, and
we are grateful to PEBP for revising its website and procedures, for its staff
members who speak to us in caring, personalized ways, and to Damon
Haycock and the board for doing their level best to negotiate contracts with
the resources the state provides. We thank all at PEBP for their
professionalism and efficiency.

However, we must state that we strongly disagree with PEBP concerning
accruing excess reserves from state contributions and our premiums,
adding up to tens of millions of dollars, year after year. We do not agree
with PEBPs explanations of why and how such excess reserves are adding
up, nor with PEBP’s justifications for not expending these reserves in ways
that better benefit state employees. A good example is our current plan
year — even with a relatively prosperous budget for Nevada, our health
benefits were, in effect, cut, by $200, to the HSA/HRA accounts for
individuals and the equivalent for families; we did see a new drug plan that
lowered costs for one group but, on the other hand, raised costs for Tier 4
or so-called “specialty” drugs for another group, in some cases
catastrophically. And from our appeals to seek at least some relief or
restored benefits from excess reserves, what we got was a small
improvement to pay for 3D mammograms that our plan should have been
paying for in the first place, followed by an explanation that millions in
reserves must be held back due to an abundance of caution for the funding
a new EPO care plan in northern Nevada that no one, not even the
actuaries, can state how much will actually cost. So we must ask why the
actuaries have been so consistently wrong, and why these excess reserves
are not being expended to improve our benefits.

Still, this is but one chronic issue, for today’s discussion. The more
important concern is our request to this distinguished committee to keep in
mind that our health insurance is not adequate to meet our needs. Please
read our stories. And as this year’s election approaches, know that some
three thousand state employees at UNLV among some forty-six thousand
in Nevada will be thinking of the well-being of our colleagues, our
coworkers, our families and friends, and of our fellow public servants,
hoping for improved healthcare benefits we not only need but believe
without question we have earned and deserve.

Thank you,
Doug Unger, Vice Chair, UNLV Faculty Senate



Chair Carlton asked if there was anyone who wanted to provide public testimony in
Carson City. Senator Ratti stated there was no one at the Carson City location to provide
public testimony at this time, but added there were members present in the audience
representing the Retired Public Employees of Nevada (RPEN).

lll. APPROVAL OF THE MINUTES OF THE DECEMBER 14, 2016, MEETING.

SENATOR WOODHOUSE MOVED TO APPROVE THE MINUTES OF THE
DECEMBER 14, 2016, MEETING OF THE INTERIM RETIREMENT AND
BENEFITS COMMITTEE.

ASSEMBLYWOMAN DIAZ SECONDED THE MOTION. THE MOTION
CARRIED UNANIMOUSLY.

PUBLIC EMPLOYEES’ RETIREMENT SYSTEM (PERS).
1. Approval of executive staff salaries (NRS 286.160).

Tina Leiss, Executive Officer, Public Employees’ Retirement System, stated that she
would provide an overview of the approval of executive staff salaries, page 46, Tab IV.1
(Exhibit A). She introduced Steve Edmondson, Investment Officer, PERS. Ms. Leiss
stated that pursuant to NRS 286.160, the salaries of the Executive Officer,
General Counsel, Operations Officer, Investment Officer, Chief Financial Officer,
Manager of Information Systems, Administrative Services Coordinator and Administrative
Analyst were entitled to salaries that were set by the Retirement Board upon the approval
of the Interim Retirement and Benefits Committee (IRBC). In February 2016, the IRBC
approved maximum salaries for each of the positions, reflected under FY 2017, page 47
of the meeting packet (Exhibit A). The Retirement Board at its July 2017 meeting voted
to approve a 3 percent cost of living increase (COLA) for Fiscal Years 2018 and 2019 in
accordance with the COLAs that were granted to state employees by the
2017 Legislature. She noted that the cost of living increase was in accordance with the
Board’s policy that provided for the same COLA’s to the executive staff as granted to
state employees in general. She stated the Board requested that the IRBC approve the
salaries shown on page 47 (Exhibit A) for Fiscal Years 2018 and 2019. The salaries were
maximum salaries and not every employee was at the maximum salary. There was a
ten-step schedule in keeping with the classified system that employees worked through,
but the increases were the 3 percent COLA on top of the maximum salary. She added
that none of the employees received the 3 percent COLA because they were waiting for
approval from the Committee.

SENATOR WOODHOUSE MOVED TO APPROVE THE 3 PERCENT COST
OF LIVING INCREASE FOR EXECUTIVE STAFF SALARIES OF THE
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM.

SENATOR KIECKHEFER SECONDED THE MOTION. THE MOTION
CARRIED UNANIMOUSLY.
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2. Report on actuarial valuation for the Public Employees Retirement System
(PERS) as of June 30, 2017.

Ms. Leiss stated that by statute, the System must perform an actuarial valuation at least
every other year. The Retirement Board by policy has determined that annual valuations
are appropriate to monitor the assets and liabilities associated with the pension plan.
Per statute, the contribution rates could change on July 1 of odd numbered years based
on the even numbered valuations, and since this was an odd numbered year valuation,
the valuation did not affect contribution rates for the System. To project the liabilities and
costs of the System, assumptions were made about future events that may affect the
timing and payment of benefits and contributions. Therefore, as part of the valuation
process, PERS looked at the experience for the year, and reviewed it against the
assumptions, which would create a gain or loss in various categories and then those gains
and losses were recognized in each year’s valuation. Ms. Leiss stated it was important
for PERS to ensure the assumptions remain appropriate, so by policy, the Board
conducted an experience study through its actuary once every four to six years. She
indicated the previous experience study was conducted in 2013 to be applied to the
2013 valuation, so the Board had its actuarial firm, Segal Consulting, perform an
experience study for the FY 2017 valuation. Therefore, part of what was seen in the
valuation was affected by the experience study because any changes to the assumptions
approved by the Board in October 2017 were applied to the valuation. She noted the
types of assumptions that were reviewed in an experience study included demographic
and economic actuarial assumptions. The demographic assumptions included retirement
rates, mortality, termination rates and incidence rates. The economic assumptions were
mainly investment returns, inflation, individual salary increases and active member
payroll. Therefore, changes were made to each of the assumptions based on the
experience during that period. For the demographic assumptions, the biggest effect of
the change was to the mortality table and during the four-year experience period, the
actuary reviewed the number of deaths that were expected and the actual number of
deaths. Ms. Leiss noted the experience was very close to the assumption for that period,
but actuarial practice required that future expected gains and longevity were built into the
assumption. Thus, the change was to build in some expected improvement in longevity —
building in and expecting fewer deaths in the coming years. Hence, that changed
mortality since benefits were being paid longer, which had the effect of increasing
projected costs on the liabilities. The biggest impact on the assumption changes on the
demographic side was the mortality change.

Regarding the economic assumptions, the major change was the long term rate of
inflation, which affected a number of assumptions. The long term rate of inflation was a
component of the investment return, expected salary increases, in addition to a
component of the post retirement benefit increases. Therefore, a change in inflation
would change each of the assumptions. The change to PERS investment return
assumption was primarily driven by the change to inflation. The long term rate of inflation
was 3.5 percent and reduced to 2.75 percent, which had the effect of both increasing and
decreasing costs.



Continuing, Ms. Leiss stated the long term rate of inflation increased costs because it
lowered the rate of investment return and the assumption was lowered from 8 percent to
7.5 percent. Therefore, if lower investment returns were assumed it increased the cost
as far as the contribution, but if the inflation on the salary side was also lowered, then
lower salary increases were assumed in the future, which had the effect of lowering long
term benefits as well. However, the largest impact on the inflation, as far as the benefits
was on the post retirement increases, and Nevada statute paid post retirement increases
on the benefits and had set percentages, which were limited by inflation, so if the inflation
assumption was lowered it meant PERS was assuming long term benefits being slightly
lower, which also reduced the long term costs. Therefore, the reducing of the inflation
assumption affected those three assumptions and there was a netting effect, not a direct
one-to-one netting effect. Ms. Leiss noted the other assumption that was changed was
the payroll growth assumption. The payroll growth assumption was used to calculate the
payments on the unfunded liability. PERS projected future payroll growing. She indicated
that PERS reduced payroll growth assumptions for the Police/Fire and Regular fund by
one percentage point. When lower future payroll was assumed, it would increase
contributions as a percentage of payroll. Ms. Leiss noted those were the changes that
the Board made pursuant to the experience study, which had increasing and decreasing
costs. The actuarial rate in the 2017 valuation was higher in both the Regular and
Police/Fire fund than it was in 2016, solely because of the assumption changes. She
noted if there were no assumption changes, the actuarially calculated rate would have
been slightly lower because there was an overall experience gain for 2017.

Moving to page 52 of the meeting packet (Exhibit A), Ms. Leiss stated the contribution
rates were shown for the Employer Pay Rate, which was the contribution rate where the
employees’ portion was paid by the employer on behalf of employee either through a
salary reduction or in lieu of a promised pay increase. For the Regular fund, the total
calculated rate was 29.19 percent compared to the current statutory rate of 28.00 percent.
If it had been a rate setting year, the higher calculated rate would have triggered a
contribution rate increase. However, the ultimate impact to statutory contribution rates
would not be known until the 2018 valuation and the experience the state had through
2018. For the Police/Fire fund, the total calculated rate was 41.97 percent compared to
the current statutory rate of 40.50 percent. Page 53 (Exhibit A) showed the
Employee/Employer rate changes. She noted the Employee/Employer fund was the
contribution where the employees have opted to pay for their half of the contribution rate
through an after tax deduction, so it was divided exactly in half between the employee
and the employer. This total rate was somewhat more expensive than the employer paid
rate because it included refundability of the employee contributions. The employees that
had their contributions through reduction of salary do not have the option of refundability
of employee contributions. Page 54 showed the change in actuarially determined
contribution rates by cause. She noted that the change in actuarially determined
contribution rates was the average rate between employer pay and employee/employer
pay. Ms. Leiss noted that in 2017 there was a gain in investments and individual salary
increases. Payroll growth was lower than expected and there was a gain in changes in
normal costs. In addition, there was a gain in post-retirement increases. She noted the
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chart provided an idea of the magnitude of the various components that went into the
gains and losses and then the effect of the assumption changes.

Continuing, Ms. Leiss stated that pages 56 through 62 of (Exhibit A) provided information
on the active membership, retiree membership and the average benefit payments. The
total active membership increased from 105,167 members to 105,801 active members
between the two funds, which was still below PERS highest membership of 106,123 in
2008. Total payroll increased by 3.66 percent from 2016 to 2017, and the prior year
increase was 2.2 percent, so total payroll did grow slightly in 2017. The estimated time
period for both funds to be fully funded was 18.7 years in aggregate, 18.9 years in the
Regular fund, and 18.2 years in the Police/Fire fund.

Moving to page 59 (Exhibit A), Mr. Leiss noted the chart showed PERS Actuarial Funded
Ratio for the last ten years. She noted the chart showed the actuarial value of assets
versus the actuarially calculated liabilities. To determine the actuarial value of assets,
investment gains and losses were taken over five years to reduce the volatility on the
contribution rates for funding purposes. She indicated the rate was an actuarial funded
rate and the total funded ratio increased to 74.5 percent in 2017. The funded ratio for the
Police/Fire fund decreased slightly and the funded ratio increased for the Regular fund.
The demographics were fairly different between the two funds. She added that because
participants in the Police/Fire fund retire earlier, it has a bigger effect on the fund when
the mortality and the post retirement increases.

Ms. Leiss directed the Committee to page 60 of (Exhibit A), which showed PERS Total
Funded Ratio from FY 1984 to FY 2017.

Ms. Leiss explained that the graph on page 61 (Exhibit A) showed PERS’ Market Value
of Assets and the Unfunded Liability. She noted that the black bar on the page showed
the market value of assets and the white bar showed the unfunded liability, which showed
the difference and growth of the two over the ten-year time period. She noted that the
total bar on page 62 (Exhibit A) was the liability and the black column on the chart was
the market value of assets, to show how the two assets changed over that ten-year period
of FY 2008 through FY 2017.

Chair Carlton asked how the assumptions were made and the future impacts it would
have on the netting effect. She acknowledged the fact the workforce in the state was low
and fewer people were paying into the System. She asked how the assumptions were
encapsulated into the payroll growth assumptions.

Ms. Leiss indicated that Nevada had fewer public employees per capita in the nation.
She noted that up until FY 2008, the state consistently exceeded its payroll growth
assumption as far as averages, because the payroll was growing at a fairly fast pace
compared to the rest of the nation. After FY 2008, that payroll growth in some years was
negative. Therefore, because the payroll did not grow the way it was assumed, the
actuary calculated an amount that was needed for contributions and divided it by the
expected payroll to come up with a percentage of payroll for contributions.  Ultimately, if
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the payroll ended up being lower than what was assumed, there was a lower number on
dollars. Since FY 2008, there were lower contributions coming in simply because the
payroll was not as large as it was assumed to grow. Therefore, a downward adjustment
was made on the assumed payroll growth assumption, because the payroll was
increasing slightly — 2.2 percent in FY 2015 and 3.66 percent in 2016. Thus, when the
payroll growth declined, lower payroll was assumed, which meant the contributions
needed were a higher percentage of that payroll. Ms. Leiss noted the payroll growth
assumption contributed to approximately 1 percent of contribution costs.

Chair Carlton asked if a larger workforce and more contributions would help deal with the
unfunded liability, and Ms. Leiss agreed. She added if the payroll grows faster than
assumed or it continued its upward growth, there would be more contributions, which
would work to pay down the unfunded liability. However, PERS made adjustments for
that to ensure that it was getting contributions to make those payments. She noted that
part of the adjustments was to ensure that even with lower payroll growth PERS was
getting the contribution rate it needed to make the payments on the unfunded liability over
the remaining 18-year period.

Chair Carlton asked if higher wages for state employees would deal with the unfunded
liability, and Ms. Leiss replied it would mean higher contributions as a total payroll growth.

Senator Kieckhefer asked about the chart on page 54 (Exhibit A) showing the change in
actuarially determined contribution rates that added up to the 1.19 percent change in the
contribution rate. He asked if there was a breakdown on how the different assumption
changes combined to the 1.6 percent.

Ms. Leiss replied she had an estimated breakdown of the components, which was never
put into an official report. However, she had an idea of the estimated breakdown of those
components.

Senator Kieckhefer asked what effect the 0.5 percent reduction of the expected
investment return would have on the contribution rates.

Ms. Leiss replied that looking at just reducing the investment rate of return from 8 percent
to 7.5 percent, it had a big impact by itself. She noted the estimate between the two
different funds was approximately 4 percent in the Regular fund and 6 percent in the
Police/Fire fund because of the different demographics and sizes. However, there was
an offset as well, and the effect of inflation on the post retirement increases was
approximately a negative 2.9 percent in the Regular fund. Therefore, just changing the
inflation assumption for those two areas, one was a 4.3 percent increase and one was
2.83 percent decrease, and another decrease of .87 percent for the individual salary
increases, so combining those was approximately a 1 percent increase on the Regular
fund. There was a different dynamic for the Police/Fire fund, and just looking at the
investment rate of return being reduced 0.5 percent, that had over a 6 percent impact.
However, the lowering of the same inflation assumption for the post retirement increases
had almost a 5 percent decrease on the rates, so when the two were netted together, the
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Police/Fire fund had no increase based on the inflation assumption change and there was
1 percent change for the Regular fund.

Senator Kieckhefer asked if there would be a significant impact on the investment
expectation if the inflation were to increase, and Ms. Leiss replied that she assumed if the
inflation increased there would be an impact on the investment side. In addition, there
would be an impact on the liability side, because the post retirement increases would be
higher as well.

Steve Edmundson, Investment Officer, PERS, stated that the impact of inflation on the
expected return assumptions was really the foundation of building those investment return
assumptions for both the total fund and the underlying asset classes. Therefore, the net
effect of reducing the inflation assumption ultimately brought down the total fund return
expectations. In terms of how that might change going forward, inflation has been low
since the financial crisis. More recently, inflation has turned around 1.5 percent and when
the CPI number was announced it was the biggest increase in 13 years so inflation was
starting to increase. Currently, the rate of inflation was around 2.1 percent on an
annualized basis. He stated that the direct impact of the rate of inflation was seen in
interest rates. Basically, the ten-year treasury bonds rates on those securities was
starting to move higher in relation to inflation expectations. So as the expectations of the
inflation number increases, so does the underlying interest rates of fixed income
securities. If there was a 3 percent inflation number then the expected return would be
significantly easier to achieve, and potentially at some point, start reducing risk in the total
fund.

Senator Kieckhefer stated that it seemed when originally discussing the varying dynamics
of the inflation rate assumption that the change in inflation assumption led to the decision
to reduce the expected rate of return. He asked if he was correct or if PERS looked at
previous returns and projections and then changed the assumption from 9 percent to
7.5 percent.

Mr. Edmundson replied the return expectation number was one of the actuarial
assumptions, and ultimately the recommendation for that number was made by the
Systems actuary to the Board. He noted the Board’'s obligation was to approve
assumptions based on the recommendations of the independent actuary. Hence, when
the independent actuary looked specifically at the investment return assumptions, the
inflation component was a critical piece. The actuary looked at the experience and the
inflation rate over the last decade, which has been trending lower than historically. If the
actuary thought the inflation number was slightly high, post-retirement increases might be
assumed to be high. It was the foundation of that investment return assumption as well,
so as the inflation number decreased, it was really the direct impact on the reduction in
the investment return assumption as well.

Assemblyman Kramer asked about the tradeoff between interest rates and the rate of
return and how that effected both the returns going forward, and the expenses. He said
it seemed the same was true when talking about a decline in the number of people paying



into PERS over the last ten years, which would also reflect in a reduction in the payouts
down the road 20 to 30 years. It seemed that dip should have been mitigated somewhat
by what happened when people retired with fewer years of service in the future.

Ms. Leiss replied that the dip in the active membership in payroll began around 2008, so
it could show an impact but it was a long way down the road, because PERS was looking
at retirees who would not be retiring for 10 to 30 years. Ultimately, that may have an
effect because potentially there would be fewer retirees due to the dip in membership.
However, she thought the bigger impact was the drop in payroll, because it does not
provide the contributions that might have been expected and adjustments would have to
be made for that going forward.

3. Report on actuarial valuation for the Judicial Retirement System as of
June 30, 2017.

Ms. Leiss stated as of June 30, 2017, similar to the PERS system, the Judicial Retirement
System (JRS) required a biennial valuation. By policy, the Board performs an annual
valuation to keep up on the trends with the fund. The Judicial Retirement System was
different from PERS because it had multiple employers but was not a cost-sharing plan.
Therefore, each of the employers in the System paid a separate contribution rate and
paid individually for the retirees and members. She explained that the JRS was enacted
in 2001 and was a pay-as-you-go system prior to 2001. It was unfunded and there was
a provision in the judicial statute that allowed for a certain pension to be paid to retired
judges based on the number of years of service. Essentially, the JRS was a
General Fund appropriation every legislative session to pay for those benefits. In 2001,
the Legislature set up the JRS to be like PERS and advanced funded, the contributions
were made and was set up just for the state judges. The JRS covered most District Court
Judges, Court of Appeal Judges, and Supreme Court Judges at that time. When the JRS
was set up in 2001, the System absorbed all existing retiree judges, so all of the unfunded
benefit payments were taken into the System to be paid. Therefore, the System started
with an unfunded liability to the extent of those payments and PERS was still paying a
number of judges that were retired under the prior unfunded provisions. By election, local
jurisdictions were allowed to join JRS, so county commission and city councils could elect
to cover their municipal court judges and justices of the peace in the JRS, but they had
to pay their own costs, which was why PERS calculated different contribution rates.

Ms. Leiss stated that she would mainly focus on the state portion of the JRS. She noted
that because of the way the funding came about, there was a calculated statutory rate for
the JRS, and does not include an unfunded liability payment because of the unfunded
nature that came when the System started. The unfunded payment was calculated as a
lump sum payment that was billed to the Administrative Office of Courts each July, so a
lump sum payment was made of approximately $1.5 million, which was calculated based
on the even number year valuation. She noted that the valuation had no effect on the
funding of the JRS just like PERS had no effect. The assumption changes were also put
into place in the JRS similar to the PERS system. However, the changes were not the
same as the salary assumptions because it was easier to track judicial salaries since they
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were set in statute for the state. Ms. Leiss stated that mortality and other types of changes
were also made for the JRS.

Continuing, Ms. Leiss stated the actuarial contribution rate for state judges for the
valuation was 22.02 percent, which compared to the current statutory rate of
20.25 percent. The JRS contribution rate adjusted downward as of July 1, 2017, from
21.25 percent to 20.25 percent. The state annual amortization payment stayed fairly level
so the cost did not increase. The actuarial funded ratio increased in the fund on a total
fund basis from 86.1 percent to 87.4 percent. The unfunded liability was reduced from
$17.2 million to $16.8 million, mainly due to mortality and investment gains, which were
offset by the assumption changes. Therefore, there were more deaths in the fund than
was assumed over the time period.

Ms. Leiss noted that pages 65 through 69 (Exhibit A) contained information on the active
membership for both the state judges, non-state judges, retirees and the calculation of
the contribution rates for the JRS.

Assemblyman Kramer commented that the non-state judges were in the System when
their respected entities elected to allow them to participate. He asked for the number of
judges that were in the System. He asked if the number was likely to change because
he presumed there would be an annual payment coming from the local entities similar to
the state for judges that were retired. He asked how that would affect the System moving
forward.

Ms. Leiss responded that when the local jurisdictions elected to allow its justices of the
peace or municipal court judges to participate in the System, then those judges were
given an election as well. Therefore, those justices could either remain in PERS or move
into the JRS. If the justices elected to move into the JRS and were PERS members, then
their assets transferred with them. If the justices were not PERS members originally then
they would start 100 percent funded as new members in the JRS. Almost the entire
unfunded liability rests with the state because of that prior unfunded system. With regard
to the number of judges, she thought there were approximately 11 local jurisdictions that
were in the System and a few of the larger local jurisdictions that were not under the JRS.

4. Report on actuarial valuation for the Legislators’ Retirement System as of
June 30, 2017.

Ms. Leiss continued with her presentation on page 71 (Exhibit A) Fiscal Year 2017
Actuarial Valuation for the Legislators’ Retirement System (LRS). She noted that
because it was an even numbered fiscal year, it did not affect the funding of the System.
Due to the size of the System, even numbered valuations were performed until 2015.
Therefore, PERS performed the valuation on a biannual basis up until 2015, when the
Governmental Accounting Standards Board (GASB) rules changed and valuations were
performed on an annual basis. The LRS was funded differently in that legislators paid
15 percent of their legislative salary as the employee contribution. The
Legislative Counsel Bureau (LCB) paid the System directly for the administrative costs in
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a lump sum amount. The actuary calculated the amount needed after the 15 percent was
applied, which was what the employer paid as a lump sum amount to the System for
payment for the employer contribution. The provisions of the LRS allowed legislators to
participate, or opt out of participation in the System at any time. She indicated there were
legislators who do not participate in the System. In the 2017 valuation, the active
membership remained the same as the prior year with 31 active members in the LRS.
The number of retirees decreased from 59 to 58, while the overall number of beneficiaries,
including survivors, decreased from 77 to 75. The funded ratio of the LRS increased from
87.4 percent to 89.2 percent and the unfunded actuarial liability decreased from $658,000
to $561,000 for the valuation. She added that the assumption changes for PERS and
JRS were also adopted for the LRS.

5. Update on investment earnings — PERS, Legislators’ Retirement and Judicial
Retirement Funds.

Mr. Edmundson directed the Committee to Agenda ltem IV.5., page 77 (Exhibit A),
Investment Update on PERS, LRS and JRS. He stated the page showed the investment
returns for the three funds for various periods ending June 30, 2017. For FY 2017, PERS
portfolio produced a return of 11.9 percent net of fees. The LRS fund return for FY 2017
was 12.1 percent and the JRS return was 12.3 percent net of fees. He noted the last five
years were strong for the economy and financial markets and the five-year returns for all
three funds were about 9 percent and reflected that strength. Currently, Nevada PERS
investment returns since inception was 9.3 percent net of fees.

Mr. Edmundson stated that in addition to the absolute numbers, PERS was pleased to
report that the reported numbers were also strong on a relative basis compared to its
median public pension fund large defined pension programs. For the last three, five and
seven-year time periods, Nevada PERS absolute returns were within the top 30 percentile
for large public funds, and over the last decade, PERS’ returns ranked in the top
20 percentile for large public funds. On a risk-adjusted basis, or a sharp ratio, there was
a dual mandate with the investment program — one was to produce returns and another
was to minimize volatility. Nevada PERS portfolio ranked within the top 20 percentile for
virtually every meaningful time period and was one of the top funds in the country since
inception. Mr. Edmundson stated that investing efficiently with consistency was a key
piece for a mandate in the portfolios.

Continuing, Mr. Edmundson stated PERS was able to produce returns with an investment
strategy unique among the public pension fund industry. He noted that people in the
institutional community would refer to Nevada’s style of investing as “The Nevada Model”
in that rather than a very complex portfolio, PERS employed a simpler approach to
managing the funds’ assets with a focus on S&P 500 stocks and a high-quality fixed
income portfolio that was 100 percent indexed to U.S. Government Treasury bonds. He
stated PERS would diversify an asset with U.S. Government Treasury bonds and growth
assets in high-quality U.S. and develop market large capitalization stocks. He said PERS
employed a 100 percent index management across all of its public market asset.
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He noted that PERS deliberately chose to avoid exposure to high-risk assets classes and
complex investment strategies, such as the use of leverage and hedge funds.

Mr. Edmundson stated that a byproduct of the simple approach was that the Nevada
PERS program was extraordinarily cost efficient and among the lowest cost investment
program in the industry. In FY 2016, PERS total investment costs were 12 basis points,
which was significantly lower than the median fund investment cost of around 53 basis
points. The cost savings resulted in an estimated $150 million a year savings to the
System, which was a significant cost savings relative to its peer group.

Concluding his presentation, Mr. Edmundson stated PERS investment strategies were
working as expected. He noted that PERS could not control the direction of financial
markets; therefore, considerable time was focused on what would drive returns, such as
implementing a disciplined common sense investment strategy, keeping costs as low as
possible and an absolute unwavering discipline fashion.

Assemblyman Kramer stated that Nevada PERS should be recognized for its common
sense investment strategy, low costs, and for having a highly ranked program nationwide.

Chair Carlton asked Mr. Edmundson if the simplicity of the plan was one of the factors
that contributed to the Nevada’s national ranking.

Mr. Edmundson replied that consistency in PERS approach across all market cycles and
the fact that the fund has embraced the simple approach historically, which was
implemented in a purely disciplined fashion attributed to Nevada’s national ranking. He
reiterated that more than anything else, Nevada's ranking was due to its consistency and
discipline rather than chasing the “fad of the day” or returns.

6. Status report on one-fifth of a year purchase of service benefits for certain
education employees provided under the former provisions of NRS 391.165.

Ms. Leiss provided an update on the benefit provided to certain education employees
pursuant to NRS 391.165, page 89, (Exhibit A). The benefit was designed to be an
incentive to certain employees to work at schools designated as needs improvement or
at least 65 percent of the pupils were at-risk children. Additionally, this benefit was also
provided to teachers with specialty areas that were difficult to recruit.

Mr. Leiss stated that Assembly Bill 1 of the 23 Special Session repealed this benefit
effective July 1, 2007. For a person to continue in the benefit they had to been under
contract prior to July 1, 2007, and elect to participate in the program rather than electing
to participate in another incentive program. She noted there were still people who elected
to purchase the one-fifth of the year service credit and their participation ceased once
they had one full year of service credit purchased. Therefore, teachers come in and out
of positions that entitled them to this benefit, because generally one-fifth of a year would
be five purchases to get to a year before they would be out of the program.
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Ms. Leiss explained that page 91 of (Exhibit A) reflected the one-fifth of a year purchase
program for 2016 and 2017. In calendar year 2016, over $1.0 million was paid for
238 purchases; in calendar year 2017, purchases decreased to $490,000 for
111 purchases. Ms. Leiss noted that since inception, the program resulted in 41,479
purchases, which was approximately $146.0 million, so the program was winding down
and would be phased out in a few years.

7. Status report on Critical Labor Shortage exemptions from PERS’
Reemployment Restrictions (NRS 286.523).

Ms. Leiss referred to page 93 (Exhibit A), which outlined the current reemployment
restrictions and the critical labor shortage exemptions to those reemployment restrictions.
In general, a retiree was restricted from returning to work, and if they returned to work,
generally the benefit would be suspended unless there was an exemption that allowed
the benefit to continue while working. Ms. Leiss stated that one of the exemptions was
for critical labor shortage, which was originally started in the early 2000’s.
Assembly Bill 488 (2009 Legislative Session) significantly restricted the use in that it
required the designating authority, which was generally the Board of Examiners for the
state, the county commission, city council or the school district, to make certain findings
in an public meeting in order to designate a position as one of critical need. The
designated authority must declare that the findings were appropriate and necessary for
delivery of services to have a critical need position. Once the designated authority made
the designation, a form needed to be filed with the System, and once filed, the law
required the System to compile the forms and provide a biennial report to the IRBC on
the compilation of the forms. Therefore, it was solely up to the designating authority
whether the position was one of critical need, and if approved and the appropriate
paperwork was provided, the position would be declared a critical need position. If a
retiree was fully eligible to retire then they could return to work in a critical need position
and continue to receive their benefit and collect the salary. She added that this provision
was scheduled to sunset June 30, 2015; however, Senate Bill 406 (2015 Legislative
Session) removed the sunset making it a permanent feature of the benefit structure.

Ms. Leiss noted the report on page 93 (Exhibit A) was slightly different from the previous
report, and prior reports with the sunset provision required an estimation of certain costs;
however, now that it was a permanent feature, those provisions were no longer in statute.
She stated that the law required the System to report a compilation of the positions that
have been designated as critical labor shortage. She noted that this was a position-driven
designation and was not a person or employee-driven designation, so when the
designating authority designates, it had to consider the length of time the position has
been vacant, how many of the positions were vacant, and the candidate pool. She said
that not every position designated would have a retiree to fill it. In addition, she noted
that since it was position-driven, for instance, if the Clark County School District
designated a special education teacher, it would be designated for all special education
teacher positions. Ms. Leiss indicated the designation was required to be redesignated
every two years to remain effective and the chart on page 95 (Exhibit A) showed every
position that had an effective redesignation for the biennial period from July 1, 2015, to
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June 30, 2017, with the original date of designation. Therefore, if there was an original
date of designation prior to that period, it has been redesignated to be effective during
this time period. Ms. Leiss indicated that during this time period there were 118 positions
that had an effective designation of critical labor shortage, which meant a retiree could be
hired for that position without loss of benefit. She said the State of Nevada had
2 employers designate 4 positions; school districts and charter schools had 19 employers
designate 94 positions; counties had 8 employers designate 10 positions; public hospitals
had 5 employers designate 9 positions; and 1 water district designate 1 position.
Ms. Leiss indicated that page 95 (Exhibit A) contained a complete listing of all of the forms
the System received from designating authorities designating a position as critical labor
shortage.

Senator Ratti asked if PERS knew how many people were hired and paid under the critical
labor shortage designation, and Ms. Leiss replied that PERS needed to track the positions
to the extent that it was tracked in an individual member’'s account, because PERS
needed to know whether or not to suspend their benefit. She stated that PERS had an
idea of the number of people hired, which changed on a daily basis. She stated that
number could be tracked but has not been tracked as heavily as it did prior to the sunset,
because PERS had to track it for the experience study to determine the actual cost.

Senator Kieckhefer asked if the positions listed on page 95, for example, Department of
Public Safety (DPS), Rural Correctional Officer and Correctional Officer Trainee, was a
category or an individual position, and Ms. Leiss replied that was how the employer
designated the position to PERS. She explained that the employer sent PERS a form
that designated its DPS officers, and then | and Il as a designation. Any number of
full-time equivalent positions within the DPS Officer | and Il designation would then be
eligible for a retiree in the position.

Senator Kieckhefer asked the current number of full-time equivalent positions employed
by the State of Nevada that were filled with individuals exempt from the normal
reemployment restrictions due to their positions critical labor shortage designation, and
Ms. Leiss replied that she did not know the number of people in each category; however,
it was a number that could be developed for the Committee.

Senator Kieckhefer stated that the critical labor shortage designation was discussed with
the Department of Corrections as a way to try to alleviate some of difficulty in recruiting
and retaining correctional officers in rural Nevada, which resulted in overtime. He noted
that he would work with Fiscal staff to get the answer from PERS or from the Department
of Corrections.

Chair Carlton requested that the information be provided to staff and the Committee on
the total positions that were currently filled by a retiree utilizing the critical labor shortage
exemption from the reemployment restrictions.

Ms. Leiss responded that the number could be developed because it was tracked for the
individual accounts, and it would just be a matter of compiling the information.
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Chair Carlton disclosed that her husband was working under a critical labor shortage
designation.

Senator Kieckhefer asked when an individual was rehired for a position at a higher wage,
if it changed their retirement eligibility, resulting in a recalculation of their PERS benefit.

Ms. Leiss responded that it partially depended on the choice of the retiree. For example,
if a retiree returned to a critical labor shortage position and was paid their previous salary,
their retirement continued. The law provided the retiree a choice as to whether or not to
reenroll; therefore, the retiree may not enroll, which would have no effect on their
retirement benefit in the future. However, if the retiree reenrolled then there were
provisions for what happened to that additional service and if it was greater than
six months or five years, there were different ways it was calculated. If it was less than
five years, the retiree could have an additional benefit calculated for the additional
benefits, so if they worked for three years at their previous salary they would have a
three-year benefit calculated, which was added to their other benefit. If it was more than
five years, the retiree had the option to have their entire service recalculated. Therefore,
it depended on the option the retiree chose.

Senator Kieckhefer asked if the retiree would get enhanced benefits based on salary or
longevity if they decided to opt back into the System, and Ms. Leiss replied that was
possible but the retiree would be limited to restrictions of the 75 percent cap.

Senator Ratti stated there were positions on the list on page 95 (Exhibit A) that went back
to 2009. She asked if once the position was designated as critical labor shortage, if it
continued until there was no longer a need, or were similar actions required if the position
was no longer needed.

Ms. Leiss responded that there was a required redesignation every two years for a critical
labor shortage designation, so if there was a position going back to 2009, the position has
been redesignated every two years.

Chair Carlton stated that the critical labor shortage designation was meant to be a
short-term fix. The issue was complicated because the state would much rather be hiring
new employees and bringing up the next generation of employees, but there seemed to
be a problem in certain areas to keep the correct number of personnel to deal with the
issue.

8. Status Report and Update on the Administration and Investment Portfolio for
the Retirement Benefits and Investment Fund (NRS 355.220).

Mr. Edmundson stated by statute the Retirement Benefits Investment Fund (RBIF) was
managed by the Retirement Board solely as an investment vehicle for Nevada public
employers who choose to participate in the program to fund other post-employment
benefits. The decision to invest or not, or withdraw money rests solely upon each
employer to decide. Therefore, in this respect it could be thought of as it was a mutual
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fund, an investment portfolio, and the participating public employer could elect whether
to add money to the mutual fund. As of June 30, 2017, RBIF held $418 million in assets
and generated a return of 12.3 percent. Since its inception in January 2008, the fund has
returned 6.2 percent on an annualized basis. Mr. Edmundson stated it was important to
note that while that has been the investment performance for the fund in aggregate, each
participating employer would have a different performance based on whenever it
ultimately decided to contribute money to the fund, so each employer had a different start
date. Because PERS was able to leverage some of the relationships with the PERS fund,
they were able to negotiate some of the most competitive fee schedules in the institutional
investment management industry. The total fund investment cost for the RBIF portfolio
was extraordinarily low and at one point was 1.5 basis points or .015 percent of assets,
which was estimated at about 96 percent lower than a similar size institutional investment
portfolios. The RBIF mandate by statute was a little different than the PERS fund in that
it was actually mandated with doing its best to mimic the risk and return profile of the
larger PERS fund. Therefore, rather than having an absolute return target, PERS put
together a portfolio that would mimic the larger PERS relationship. However, due to the
smaller size, a portfolio of $418 million versus the much larger PERS fund could not be
invested identically. He noted that over the last five years and since inception, the returns
of the RBIF relative to the larger PERS fund, have been under 20 basis points, so the risk
and return over time has been very similar to the larger PERS fund.

9. Annual report of investments of money from the Public Employees Retirement
System in scrutinized companies (NRS 286.723).

Mr. Edmundson reported that at the end of the most recent calendar year,
December 31, 2017, Nevada PERS does not own any stock in any companies on the
current list of companies that were being scrutinized for doing business in or with the
country of Iran. He noted it has been many years since Nevada PERS had anything to
report on this agenda item, which was largely due to the fact that the state did not have
to exposure to emerging market stocks, and only owned developed market stocks, which
typically do not fall under the scrutinized list.

V. PUBLIC EMPLOYEES’ BENEFITS PROGRAM (PEBP).

1. Report on utilization of the Program by participants for the year ending
June 30, 2017, including an assessment of the actuarial accuracy of reserves,
pursuant to NRS 287.0425.

Damon Haycock, Executive Officer, Public Employees’ Benefits Program (PEBP), stated
that PEBP’s NRS 287.0425 Summary Report was located under Tab V.1., of the meeting
packet (Exhibit A). He directed the Committee to page 109, which listed the reports
required under NRS 287.0425.

Mr. Haycock referred to page 115, Self-funded Plan Utilization Report for the Plan Year

(PY) 2017 period ending June 30, 2017. The Consumer Driven Health Plan (CDHP)
experienced an overall increase in population with overall reduced costs on a per
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participant per month basis. Medical and dental costs were down 3.8 percent and
pharmacy costs were up 3.5 percent, but when the additional rebates were received by
changing to a new pharmacy benefits manager, the actual overall experience dropped a
combined 3 percent; therefore, there were negative trends in FY 2017. He stated that
PEBP had a trend presentation from its actuarial consultants in January 2017, confirming
a negative trend for the last two years, which was amazing for a health plan that does not
make major changes to its benefits. He said that PEBP was able to continue the general
basic benefit program, but there was a negative trend in both medical and pharmacy
benefits. Mr. Haycock indicated there was a decrease of 3.8 percent in high costs
claimants, which were participants with bills in excess of $100,000 and PEBP paid about
3.2 percent less per claim. Inpatient and Outpatient costs decreased approximately
2 percent; emergency room visits decreased approximately 1 percent; and urgent care
visits decreased 4.3 percent. He noted that the state continued to experience high
utilization of in-network providers, which meant the state was able to maximize those
contracts and discounts. Mr. Haycock stated there was a question at the
December 14, 2016, IRBC meeting about the Health Maintenance Organization (HMO)
Utilization, and two additional reports were included in the meeting packet (Exhibit A) to
addresses those questions. One report was the Northern Nevada HMO, whose
participants continued to experience risks resulting in higher costs shown on page 178
(Exhibit A), and pharmacy costs on the per member per month basis for the primary
member was about $145, which was significantly higher than what PEBP experienced in
the HDHP. He noted it was a good trigger to understand why those costs continued to
increase and it defined a lot of the risk issues around the HMO. Similarly, the Southern
Nevada HMO continued to experience higher risks and prescription costs were
approximately $117 per member per month, up almost 17 percent from the prior year. He
noted the risk pools in the HMO plan offerings have increased, and to be candid, the
unhealthy participants were gravitating toward these plans because of the lower copay
model and the unnecessary need to hit the out-of-pocket maximum because of
copayments. He noted that was the basic overview of program utilization, although he
could provide more detail if there were questions from the Committee.

Chair Carlton acknowledged she was aware of the inflation rate for the cost of
prescriptions and the discussions the Committee had previously about the costs. She
asked how that played into the actual cost of prescriptions for members.

Mr. Haycock replied that prescription costs were put into the numbers. Looking at the
CDHP, prescription costs were initially up by approximately 3.5 percent, which was the
inflation that occurred with those prescriptions, but when the rebates were applied on the
backend there was a negative cost. Therefore, PEBP basically saved money and the
savings were included in the per member per month costs. On the HMO, those costs
were driving a lot of the increased premiums seen over the years, which he thought would
be more apparent when he discussed another report later in the meeting on the HMO
plan in Northern Nevada and why those rates were increased and what PEBP had to do
to combat that increase.
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Senator Kieckhefer asked Mr. Haycock if the participants with chronic conditions were
driven more to the HMO because they did not have to meet a higher out-of-pocket
deductible.

Mr. Haycock replied there were multiple reasons why participants liked the HMO. The
HMO plan does not require a lot of thought outside of budgeting for the monthly premiums.
The participant was aware of what they were going to pay when they went to the doctor,
or for a surgery and the plan was transparent. In addition, the participant was not
necessarily dealing with inflation from month-to-month as providers changed pricing and
the contracts allowed for certain things. He indicated the participants who were a higher
risk would generally move toward an opportunity to pay less for healthcare. Therefore, it
was more lucrative for a member with a chronic disease not to have to pay a coinsurance
model for care or hit their out-of-pocket maximum. Although, the Committee needed to
understand that PEBP had its high share of chronic disease participants on the CDHP.
There were approximately four members on the plan with hereditary angioedema, one of
the most expensive chronic diseases in the nation and there was an unproportional share
of those members in PEBP’s plan due to its population. Mr. Haycock explained that
everyone managed chronic disease a little differently, there were tools, triggers and
levers, and participants would migrate to the HMO because they were going to have a
surgery in the upcoming year and wanted to pay a lower cost and maximize their Health
Savings Account (HSA), which could be used to offset copays. Therefore, there was a
migration between plans. However, migration has moved away from the HMO programs
but the cost continued to rise and naturally the idea was it was because the higher cost
members were staying behind to meet those monthly premiums.

Assemblywoman Diaz asked Mr. Haycock to what did PEBP attribute the increase in
Medicare-eligible retirees and if the increase in projections would continue over time.
She said the data from 2015 showed 5,743 Medicare retirees, and currently, PEBP
projected 6,727 Medicare retirees in 2018.

Mr. Haycock replied that people were getting older and aging into Medicare, so those
participants who were 63 in 2015 would be 65 in 2017. There was a population that was
aging and PERS mentioned life expectancy earlier in the meeting and the assumptions it
made for mortality rates. He noted that PEBP had a similar ideology and recognized that
people were going to live longer and lead healthier and more productive lives because of
modern medicine. Therefore, people were retiring and aging into Medicare at 65 years
of age.

Assemblywoman Diaz asked about the projected impact of the increase in
Medicare-eligible retiree participant enroliment on the retired employee group insurance
rate in the upcoming biennium.

Mr. Haycock replied that he was cautious talking about rates before the actuaries have
developed them. Currently, PEBP was in the process of projecting the rates for FY 2019,
and as customary, PEBP would provide a rate projection during the budget building
process through agency requests during the summer of 2018, which would be available
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in January 2019. He indicated there were still a significant number of people retiring who
were not Medicare eligible and not of that age bracket. Therefore, PEBP would generally
save money when the participants moved from the plan that were non-Medicare eligible
to the Medicare Exchange through the Medicare program, which seemed like it would
reduce costs to the program. However, PEBP was also seeing a significant number of
people retiring from the state or from other employers that PEBP provided services for,
which was happening across the nation, and PEBP anticipated those numbers increasing
as well. He said when an employee retired, if they moved into a pre-Medicare situation
they were backfilled by another employee and therefore, PEBP was covering the new
employee plus covering the pre-Medicare retiree. As the pre-Medicare retirees aged into
Medicare and moved into the Medicare Exchange, PEBP was reducing the amount that
it needed to pay for them, because the retirees were covered by Part A, Part B or Part D,
and other gap and supplemental plans they purchased. However, PEBP was seeing
more retirees coming up right behind them and taking their place. He said it was too early
to talk about rates for PY 2020-21, but if there were any indicators, as long as the trend
remained low or negative, PEBP should be in a good place to continue to offer services
with the funding provided by the Legislature.

Chair Carlton stated a concern of the Committee was the actuarial assumptions and the
projections from the actuary, which have been off over the years. She stated that PEBP
either ended up with not enough money resulting in cuts to benefits, or with too much
money in reserves. Chair Carlton was aware the assumptions would be off the first year
because the CDHP was new, and there were a lot of changes in the second year with the
Affordable Care Act. However, she thought the actuaries should be able to come up with
a more dependable projection so PEBP did not have to take away benefits, such as life
insurance, removing the allowance for eye glasses and decreasing dental benefits.
Chair Carlton said that consistency was needed for the employees and retirees so they
could plan for the future. She asked if the Board had discussed the issue, and if not, she
hoped PEBP would have that discussion with the Board at a future meeting.

Mr. Haycock stated that these issues were discussed during the 2017-18 Legislative
Session, and PEBP approved rates and developed a program of benefits that restored
enhanced benefits in the base plan to meet the consistency discussion. He said the
rates, especially for employees, were kept flat for the CDHP that PEBP internally
managed. He agreed there were certain processes and policies that the Board approved
and certain opportunities that PEBP capitalized on to meet that consistency requirement.
He said that some benefits that were due to sunset in 2016, were restored and made part
of the discussion moving forward and were no longer considered enhanced benefits.

Continuing, Mr. Haycock stated that PEBP has had multiple conversations with its Board
on PEBPs’ policies and how it established reserves, program of benefits, and the
consistency and plan benefit design that PEBP has been providing even though it was
scheduled to be inconsistent. He noted the consistent rates were a testament to the
Board’'s decisions and listening to the legislative body. He stated that PEBP would
continue to improve and have conversations about PEBP’s legislative agenda. PEBP
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heard the concerns of the Committee on the need for consistency because people
needed to budget for future healthcare needs.

Chair Carlton thanked Mr. Haycock for listening to the concerns of the Committee and the
people. She said that she had concerns with the inconsistent projections of the actuaries,
because those dollars come from the people who chose the CDHP, and it was their
reserves. She has heard from participants who did not necessarily want richer benefits
but lower costs in order to make their paychecks go further. She hoped the Board would
consider not just enhancing benefits, but actually look at real costs and what was taken
out of peoples’ paychecks in the future. She thanked Mr. Haycock for listening to the
concerns of her constituents because healthcare was one of the issues she heard about
a lot, whether it was through the state, ACA, Medicaid, or a lack of healthcare.
Chair Carlton asked Mr. Haycock to work with staff on the projections and how the
percentages translated into dollars.

Discussion turned to Agenda ltem V.2.a.

Mr. Haycock noted that attached to the Utilization Report, page 215 (Exhibit A), was the
Incurred But Not Reported (IBNR) and Catastrophic Reserve Actuarial Report provided
by AON. He said the report was updated for 2017, and there was a modest increase to
the IBNR and Catastrophic Reserves to reflect the increased enrollment. He said that
one of the triggers in changing those specific reserves was the number of people who
were actually in the plan and how well those people were utilizing the plan. Although,
PEBP had a negative trend for the year there were more people in the plan and history
has shown that as they maintain benefits within the program that they would eventually,
if not immediately, start utilizing benefits and therefore the reserves needed to be adjusted
accordingly. Mr. Haycock stated that the IBNR and Catastrophic Reserves were set at a
95 percent confidence level per Board policy, which ensured that PEBP remained fiscally
solvent. He recalled in 2000 when PEBP was created on the tail of the Committee on
Benefits that there were a few years when his predecessor was forced to go to the
legislative body to ask for bailouts of approximately $20 million. Therefore, the 95 percent
confidence level was designed to ensure that was not repeated.

Responding to a question from Chair Carlton, Mr. Haycock stated that high-cost claims
were over $100,000 and were not broken down in the report. However, he could provide
a breakdown of high-cost claims over $100,000 in $100,000 increments to the Committee.

Chair Carlton asked if emergency room (ER) and urgent care visits were analyzed to see
the contributing factors for the increase in those visits.

Mr. Haycock replied that there was a reduction in utilization and costs during a certain
period in PY 2017. He directed the Committee to the Utilization Summary chart on page
135 (Exhibit A). He noted that looking at PY 2015 through PY 2017, the variance for the
numbers in FY 2016 were either flat for visits per member or negative in visits per 1,000
and paid per visits, and admittance per visits from the ER utilization data. Emergency
room usage was down for the plan year and PEBP was paying less when participants
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went to the ER, and less people were being admitted to the hospital from those ER Vvisits.
He added that he received a monthly ER report from PEBPs third-party administrator in
response to questions that were asked during the 2017 Legislative Session. Mr. Haycock
clarified for the record that there was a misconception that PEBP does not pay for
ER visits that were ultimately deemed non-emergent, which was not the case. PEBP paid
for all emergency room visits whether emergent or non-emergent, which was done by
design and how it was done when he inherited the program. He stated he did not see a
need to change; although, there were a percentage of people who utilized the ER with
non-emergent needs. However, PEBP did not want to prevent someone with a true
emergency from going to the ER because they were fearful of having to pay that ER bill.

Chair Carlton said she thought ER visits increased by 270 people in PY 2017 or
4.4 percent over PY 2016, from 6,109 to 6,379 participants, and was curious about that
increase.

Mr. Haycock replied that there was an increase in utilization overall, but there was also
an increase in population, so one of the more defensible data points was the ER visits
per 1,000 people. Therefore, the number of people who went to the ER for every 1,000
people in the plan has reduced by a person. Although, there was an increase in
population on the program, it relatively reduced the amount of participants going to the
ER proportional to the number of people on the plan. He said it would be a natural
inclination to think if there was an increase in people, some of the people were going to
the ER because of necessity. He agreed that ER visits increased by 270 people, but the
overall population increased almost 900 people, so there was a 4.2 percent increase in
population and really a 4.7 percent increase when dependents were added. Hence, the
ER utilization was one person less per 1,000 people or a slight decrease. Mr. Haycock
added that urgent care visits also decreased as well for total visits. However, urgent care
visits increased about 35 people for total overall costs, but visits per member and visits
per thousand decreased by about 4 and 4.3 percent, respectively, and what PEBP paid
for those visits decreased 13.5 percent.

Assemblywoman Diaz asked the strategies PEBP utilized to manage prescription drug
costs as