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MINUTES

HOUSE COMMITTEE ON INSURANCE
March 12, 2009

The House Committee on Insurance met at 11:00 AM on Thursday, March 12, 2009 in
Room 1228. The following Representatives attended, Chairmen Bruce Goforth and Michael H.
Wray; Vice Chairs: M. Dickson, J. Dockham and M. Setzer. Members attending were Reps.
Barnhart, Blust, Braxton, Brubaker, Cole, Faison, Holliman, Howard, Hughes, Pierce and
Wainwright.

Chairman Wray called the meeting to order, welcomed visitors and introduced staff. He
recognized Sgt-At Arms and Pages. Visitor Registration Sheets are attached and made part of
the record. (Attachment #1)

Chairman Wray recognized Chairman Goforth who moved for adoption of a PSC for HB
212 — Health Insurance Pool Pilot Program for the purpose of discussion. Chairman Goforth
discussed HB 212 as a pilot program in Ashville. The Chamber of Commerce has been working
on this bill for a year with a roundtable that has done an outstanding job working with Ben
Popkin and our staff to generate this bill. Mr. Ben Popkin was called upon to explain the PSC
which included a range of technical changes as suggested by the Department of Insurance. It
would authorize the creation and operation of health insurance demonstration projects for large
and small employers in the State and would direct project participants and the Department of
Insurance to conduct post-project analyses of the impact of the projects on the cost and
availability of health insurance in the project areas and the State as a whole. He reviewed
Sections 1 through 5(d).

Chairman Goforth introduced Dr. John Ashley, a specialist in Preventive Medicine and
Public Health and a former staff member of Mission Hospital, who spoke in support of the bill.
(Attachment 2) Chairman Wray introduced Mr. Ken Lewis, First Carolina Care, a licensed
North Carolina Insurer based in Pinehurst, North Carolina (Attachment 3). He addressed the debt
spiral, protections that are lost in the bill and the slippery slope we would go down. Our core
purpose is to cover the uninsured by making coverage more assessable and affordable, and he -
spoke in opposition to the bill. The Chair recognized Mr. John Friesen, Vice President, Blue
Cross Blue Shield North Carolina. He shared concerns that the legislation would be a problem
for small business in North Carolina. Chairman Goforth said the bill will go to Commerce, Small
Business and Entrepreneurship for further study if passed out of committee.

Chairman Wray stated we need to vote on the bill and recognized Representative Faison
for a motion. He moved that the PCS for HB 212 be given a favorable report, unfavorable as to
original bill and with a serial referral to the Commerce, Small Business and Entrepreneurship
Committee, and the motion passed.



Chairman Wray adjourned the meeting at 11:47 AM.

//z/zq//ﬂ(

Representative Michael H. Wray, Chairman

Mary C;Aéps - gommittee Assistant
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 212
Short Title:  Health Insurance Pool Pilot Program. (Public)

Sponsors: Representatives Goforth, Fisher, Rapp, Whilden (Primary Sponsors);
K. Alexander, Bell, Bryant, England, Faison, Hurley, Insko, Lucas, McElraft,
Tarleton, Wainwright, R. Warren, and Wray.

Referred to:  Insurance, if favorable, Commerce, Small Business, and Entrepreneurship.

February 18, 2009

A BILL TO BE ENTITLED
AN ACT TO AUTHORIZE THE ESTABLISHMENT OF HEALTH INSURANCE PILOT
DEMONSTRATION PROJECTS IN INTERESTED COUNTIES TO PROVIDE A
MODEL FOR AFFORDABLE EMPLOYER-BASED HEALTH INSURANCE.
The General Assembly of North Carolina enacts:

SECTION 1. Notwithstanding any other provision of law to the contrary, health
insurance demonstration projects ("Demonstration Projects") for large and small employees
may be established by eligible sponsors ("Eligible Demonstration Project Sponsors"). Specific .
Demonstration Projects, the goal of which is to reduce the number of uninsured North
Carolinians and to reduce the cost of health insurance for all purchasers of health insurance in
the Demonstration Project areas, may begin not later than April 1, 2010, and may continue
through December 31, 2014. Entities which are eligible under subdivisions (b)(1) and (b)(la)
of G.S. 58-51-80 to have issued a policy.of group health insurance are Eligible Demonstration
Project Sponsors. A Demonstration Project must comply with the following:

(1)  The products for any pooling of groups are fully insured by an insurer

authorized to issue coverage in North Carolina.

(2)  The insurance is issued through a group master contract with a bona fide
association as defined in G.S. 58-68-25 or a trust or other legal entity that,
pursuant to G.S. 58-51-80, is capable of entering into a group master
contract.

3) The pooling arrangement requires that all small employers desiring to join
be accepted and that all eligible employees of each employer who elect
coverage through the participating employers be included in the pool.

(4)  Each employer participating in the pooling arrangement and its employees
are offered the same benefit plan.

" SECTION 2. A Demonstration Project authorized under Section 1 of this act may
contain the following components:

. (1) . Use of matching funds from State, federal, and private sources to subsidize
private health insurance premiums paid by eligible small employers and
low-wage employees participating in the Demonstration Project.

2) Offering of a health benefits package with defined tiers of benefits and
premium payment mechanisms as optional alternatives to the standard large
group health benefits package to be applied to eligible small employers in
achieving affordable health insurance premiums for employees and

T
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General Assembly of North Carolina Session 2009

SECTION 3. The premium rates charged to individuals covered under employers
participating in the group master contract are not subject to G.S. 58-50-130(b) when the rates
are based on a community rate that reflects the experience of all the employers participating in
the pool. Such community rate may be adjusted in order to determine premiums for each
employee based only on the following factors: the benefit plan option selected by the
participating employer or individual employee, family composition, age, and gender.

SECTION 4. The large risk pool authorized in this act shall not be established and
a group master insurance contract shall not be executed with an insurer unless and until
reviewed and approved by the Department of Insurance. Department approval shall be given if
the Department determines that the pool satisfies the requirement of Section 1 of this act and
that the group master contract, certificates of coverage, and premium rates of the insurer
desiring to issue the coverage satisfy all applicable requirements of Chapter 58 of the General
Statutes.

SECTION 5.(a) The Demonstration Project Sponsor of each Demonstration
Project shall prepare an evaluation of their Demonstration Project. A report on each evaluation
shall be submitted to the Department of Insurance and to the Joint Legislative Health Care
Oversight Committee. not later than February 1, 2014. The reports shall include a
recommendation as to whether the Demonstration Project authority should be extended, made
permanent, or expire on its scheduled expiration date. The Department of Insurance shall
evaluate the Demonstration Project authority, taking into account the impact that the
Demonstration Projects have on the overall insurance market. A report on the Department's
evaluation shall be submitted to the Joint Legislative Health Care Oversight Committee not
later than March 1, 2014. The report shall include a recommendation as to whether the
Demonstration Project authority should be extended, made permanent, or expire on its
scheduled expiration date.

The Department of Insurance and the Demonstration Project Sponsors may submit
interim reports to the Joint Legislative Health Care Oversight Committee. If the Commissioner
of Insurance determines that a specific Demonstration Project or the Demonstration Project
authority is not in the public's interest or is detrimental to the small group or large group health
insurance markets, the Commissioner may recommend early termination of a specific
Demonstration Project or the Demonstration Project authority to the Joint Legislative Health
Care Oversight Committee.

SECTION 5.(b) The evaluation performed by the Department of Insurance shall
analyze the impact that the Demonstration Projects have on the small and large group insurance
markets, both statewide and in the demonstration areas. The analysis shall include, but not be
limited to, consideration of the impact that the Demonstratlon Projects have had on the
following;:

(1)  Incurred loss ratios.

2 Administrative costs.

3) Annual premiums.

(4)  Total number of covered groups and covered lives.

(5) Age and gender composition of covered lives.

SECTION 5.(c) The Department of Insurance may adopt rules concerning the
collection of pertinent data from all insurers covering small and large employer groups in the
State, whether through a Demonstration Project or through the traditional small and large group
markets, to conduct the evaluation authorized by this act. Data collected pursuant to this section
shall be the minimum that the Department deems necessary to perform its evaluation, and data
collection shall not occur more frequently than on an annual basis during the life of the
Demonstration Project authority.

SECTION 5.(d) The evaluation performed by each Demonstration Prolect Sponsor
shall address the following:

Page 2 House Bill 212-First Edition



el
O WOoO N W P WN—

Pk ok pd
LN -

15

General Assembly of North Carolina _ Session 2009

2014.

(1)
2

©))
4)

)

The impact on the number of uninsured persons in the Demonstration
Project area and the cost and source of their care.

* The impact of any unique, local structures for disease management and .

health promotion on the health and costs for enrollees through small
employers. _
Approaches to achieve prudent and appropriate use of high technology
health care resources to the population enrolled in the Demonstration Project
among large and small employers.

Integration of primary care for the increased insured population with the
ongoing programs of care for the remaining uninsured to enhance access to
care and improve quality and continuity of care.

The impact on the cost of care to uninsured and insured populatlons in the
Demonstration Project communities.

SECTION 6. This act is effective when it becomes law and expires December 31,

House Bill 212-First Edition | | | Page 3
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. HOUSE BILL 212
PROPOSED COMMITTEE SUBSTITUTE H212-CSRD-6 [v.2]

3/11/2009 4:14:38 PM

Short Title:  Health Insurance Pool Pilot Program. - (Public)
Sponsors: '
Referred to:
February 18, 2009
A BILL TO BE ENTITLED

AN ACT TO AUTHORIZE THE ESTABLISHMENT OF HEALTH INSURANCE PILOT
DEMONSTRATION PROJECTS IN INTERESTED COUNTIES TO PROVIDE A
MODEL FOR AFFORDABLE EMPLOYER-BASED HEALTH INSURANCE.

The General Assembly of North Carolina enacts:

SECTION 1. Notwithstanding any other provision of law to the contrary, health
insurance demonstration projects ("Demonstration Projects") for large and small employers
may be established by eligible sponsors ("Eligible Demonstration Project Sponsors"). Specific .
Demonstration Projects, the goal of which is to reduce the number of uninsured North
Carolinians and to reduce the cost of health insurance for all purchasers of health insurance in
the Demonstration Project areas, may begin not later than April 1, 2010, and may continue
through December 31, 2014. Entities which are eligible under subdivisions (b)(1) or (b)(1a) of
G.S. 58-51-80, subdivision (e) of G.S. 58-65-60, or subdivision (a) of G.S. 58-67-85, to have
issued a policy of group health insurance are Eligible Demonstration Project Sponsors. A
Demonstration Project must comply with the following:

(1)  The products for any pooling of groups are fully insured by an insurer

) authorized to issue health insurance coverage in North Carolina.

.(2)  The insurance is issued through a group master contract with a bona fide
association as defined in G.S. 58-68-25 or a trust or other legal entity that,
pursuant to G.S. 58-51-80, G.S. 58-65-60, or G.S. 58-67-85, is capable of
entering into a group master contract.

(3)  The pooling arrangement requires that all small employers desiring to join
and meeting the eligibility requirements for the group be accepted and that
all eligible employees of each employer who elect coverage through the
participating employers be included in the pool.

(4)  Each employer participating in the pooling arrangement and its employees
are offered the same benefit plans.

SECTION 2. A Demonstration Project authorized under Section 1 of this act may

contain the following components:

(1) Useof matchmg funds from State, federal, and private sources to subsidize
private health insurance premxums paid by eligible small employers and
low-wage employees participating in the Demonstration Project.

(2)  Offering. of a health benefits package with defined tiers of benefits and
premium payment mechanisms as optional alternatives to the standard large

ARSI
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group health benefits package to be applied to eligible small employers in
achieving affordable health insurance premiums for employees and
employers.

SECTION 3. The premium rates charged to individuals covered under employers

_participating in the group master contract are not subject to G.S. 58-50-130(b) when the rates

are based on a community rate that reflects the experience of all the employers participating in
the pool. Such community rate may be adjusted in order to determine premiums for each
employee based only.on the following factors: the benefit plan option selected by the
participating employer or individual employee, family composition, age, and gender.

SECTION 4. The large risk pool authorized in this act shall not be established and
a group master insurance contract shall not be executed with an insurer unless and until
reviewed and approved by the Department of Insurance. Department approval shall be given if
the Department determines that the pool satisfies the requirement of Section 1 of this act and
that the group master contract, certificates of coverage, and premium rates of the -insurer
desiring to issue the coverage satisfy all applicable requirements of Chapter 58 of the General
Statutes. '

SECTION 5.(a) The Demonstration Project Sponsor of each Demonstration
Project shall prepare an evaluation of their Demonstration Project. A report on each evaluation
shall. be submitted to the Department of Insurance and to the Joint Legislative Health Care
Oversight Committee not later than February 1, 2014. The reports shall include a
recommendation as to whether the Demonstration Project authority should be extended, made
permanent, or expire on its scheduled expiration date. The Department of Insurance shall
evaluate the Demonstration Project authority, taking into account the impact that the
Demonstration Projects have on the overall insurance market. A report on the Department's
evaluation shall be submitted to the Joint Legislative Health Care Oversight Committee not
later than May 1, 2014. The report shall include a recommendation as to whether the
Demonstration Project authority should be extended, made permanent, or expire on its
scheduled expiration date. '

The Department of Insurance and the Demonstration Project Sponsors may submit
interim reports to the Joint Legislative Health Care Oversight Committee. If the Commissioner
of Insurance determines that a specific Demonstration Project or the Demonstration Project
authority is not in the public's interest or is detrimental to the small group or large group health
insurance markets, the Commissioner may recommend early termination of a specific
Demonstration Project or the Demonstration Project authority to the Joint Legislative Health
Care Oversight Committee. ,

SECTION 5.(b) The evaluation performed by the Department of Insurance shall
analyze the impact that the Demonstration Projects have on the small and large group insurance
markets, both statewide and in the demonstration areas. The analysis shall include, but not be
limited to, consideration of the impact that the Demonstration Projects have had on the
following;: '

(1)  Incurred loss ratios.

(2) Administrative costs.

(3)  Annual premiums.

C)) Total number of covered groups and covered lives.

) Age and gender composition of covered lives.

SECTION 5.(c) The Department of Insurance may adopt rules concerning the
collection of pertinent data from all insurers covering small and large employer groups in the
State, whether through a Demonstration Project or through the traditional small and large group
markets, to conduct the evaluation authorized by this act. Data collected pursuant to this section
shall be the minimum that the Department deems necessary to perform its evaluation, and data

Page 2 House Bill 212 H212-CSRD-6 [v.2]
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collection shall not occur more frequently than on an annual basis during the life of the
Demonstration Project authority.

SECTION 5.(d) The evaluation performed by each Demonstratlon Project Sponsor
shall address the following:

2014.

(1)

@ -

G)

@

G) -

SECTION 6. This act is effective when it becomes law and expires December 31,

The impact on the number of uninsured persons in the Demonstration
Project area and the cost and source of their care.

The impact of any unique, local structures for disease management and
health promotion on the health and costs for enroliees through -small
employers.

Approaches to achieve prudent and appropriate use of high technology
health care resources to the population enrolled in the Demonstration Project

~ among large and small employers.

Integration of primary care for the increased insured population with the
ongoing programs of care for the remaining uninsured to enhance access to
care and improve quality and continuity of care.

The impact on the cost of care to uninsured and insured populatlons in the
Demonstration PrOJect communities.

H212-CSRD-6 [v.2] House Bill 212 Page 3



HOUSE BILL 212:
Health Insurance Pool Pilot Program

2009-2010 General Assembly

Committee: House Insurance, if favorable, Commerce, Date: March 11, 2009
Small Business, and Entrepreneurship .

Introduced by: Reps. Goforth, Fisher, Rapp, Whilden Prepared by: Ben Popkin

Analysis of: PCS to First Edition Committee Counsel
H212-CSRD-6 :

SUMMARY: The Proposed Committee Substitute to House Bill 212 would authorize the creation and
operation of health insurance demonstration projects for large and small employers in the State and
would direct project participants and the Department of Insurance to conduct post-project analyses of
the impact of the projects on the cost and availability of health insurance in the project areas and the
State as a whole. )

CURRENT LAW: The Small Employer Group Health Coverage Reform Act (Part 5 of Article 50 of
Chapter 58 of the General Statutes) creates a health insurance pool for small employers (up to 50
.employees) in the State. As of 2007, 43,000 employers (492,000 total covered lives) received coverage
under provisions of the Act.

BILL ANALYSIS: The Proposed Committee Substitute to House Bill 212 would do the following: |

Section 1 — Would authorize the establishment of ‘demonstration projects with the goal of reducing the
wmber of uninsured in the State and reducing the cost of health insurance for all health insurance
purchasers in the demonstration project areas. Only insurers, medical service corporations, and HMOs
licensed by the Department of Insurance to offer health insurance coverage in the State may participate
as demonstration project sponsors, and the projects may operate between April 1, 2010 and December
31, 2014. Demonstration projects must allow all eligible employers to join a project pool, and all eligible
interested employees of participating employers be included in the pool. Each demonstration project
must offer the same benefit plans to all employers and employees in the pool.

Section 2 — Would allow demonstration projects to 1) use matching funds to subsidize premiums paid
by employers and low-wage employees, and 2) offer a health benefits package with defined tiers of
benefits and premium payment mechanisms.

Section 3 — Would exempt premium rates charged to participants in the demonstration project from the
rating provision of the Small Employer Group Health Coverage Reform Act when the rates are based on
a community rate for all employers participating in the project pool. Adjustments to premium rates may
be allowed only for the following factors: benefit plan option chosen, family composition, age, and
‘gender. :

Section 4 — Would require approval by the Department of Insurance before establishing the
demonstration project pool or contracting with an insurer. For approval to be given, the Department
must determine that the pool satisfies the terms of Section 1 of this act, and that the group master
contract, certificates of coverage, and premium rates satisfy all applicable requirements of Chapter 58 of
the General Statutes.

Section S(a) — Would direct each demonstration project sponsor to evaluate their project and submit a
report to the Department of Insurance and the Joint Legislative Health Care Oversight Committee by
February 1, 2014 and include a recommendation of whether the project should be extended, made
permanent, or allowed to expire. This section would also direct the Department to evaluate the project,

Research Division O. Walker Reagan, Director (919) 733-2578



House Bill 212
Page 2

its impact on the overall insurance market, and recommend the project's continuation, permanence, or
expiration, and report to the Joint Legislative Health Care Oversight Committee by May 1, 2014,
Finally, this section would allow for submission of interim reports by the Department or the project
sponsors and would authorize the Commissioner to recommend early termination of the projects if
continuation would not be in the public's interest. '

Section 5(b) — Would specify that the Department's report would include analysis of the impact of the
projects on small and large group insurance markets and consideration of the project's impact on:-
incurred loss rations, administrative costs, annual premiums, total number of covered groups and lives,
and the age and gender composition of covered lives.

Section 5(c) — Would authorize the Department to adopt rules for the collection of data from insurers to
conduct its analysis of project impact, and would provide that data collected should be the minimum
-necessary and not collected more frequently than on an annual basis.

Section 5(d) — Would identify specific issues to be addressed in the project sponsors' evaluations
‘(impact on cost of care to all in the demonstration project communities, impact on number of uninsured
in the project area, etc.). :

EFFECTIVE DATE: This act is effective when it becomes law and expires December 31, 2014.

H212-SMRD-18(CSRD-6) v

Research Division O. Walker Reagan, Director ' (919) 733-2578



2009 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representative Goforth, Wray (Chairs) for the Committee on INSURANCE.

[CJCommittee Substitute for

HB 212 A BILL TO BE ENTITLED AN ACT TO AUTHORIZE THE
ESTABLISHMENT OF HEALTH INSURANCE PILOT DEMONSTRATION PROJECTS IN
INTERESTED COUNTIES TO PROVIDE A MODEL FOR AFFORDABLE EMPLOYER-
BASED HEALTH INSURANCE.

With a favorable report as to the committee substitute bill, unfavorable as to the original bill,
and recommendation that the committee substitute bill be re-referred to the Committee on
COMMERCE, SMALL BUSINESS, AND ENTREPRENEURSHIP.

(FOR JOURNAL USE ONLY)

Pursuant to Rule 32(a), the bill/resolution is re-referred to the Committee on

Pursuant to Rule 36(b), the (House/Senate) committee substitute bill/(joint) resolution
(No. ) is placed on the Calendar of . (The original bill resolution No. )
is placed on the Unfavorable Calendar.

. The (House) committee substitute bill/(joint) resolution (No. ) is re-referred to the
Committee on . (The original bill/resolution) (House/Senate Committee Substitute
Bill/(Joint) resolution No. ) is placed on the Unfavorable Calendar.
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NORTH CAROLINA HOUSE OF REPRESENTATIVES Page 1 of 1

Mary Capps (Rep. Wray)

E-~n: Ann Jordan (Rep. Goforth) .
t: Friday, March 06, 2009 1:17 PM

NORTH CAROLINA HOUSE OF REPRESEN TATIVES
COMMITTEE MEETING NOTICE
2009-2010 SESSION

You are hereby notified that the Committee on Ilisurance will meet as follows:

DAY & DATE:  Thursday, March 12, 2009
TIME: ' 11:00 AM

LOCATION: Room 1228

The following bills will be considered (Bill # & Short Title & Bill Sponsor):

HB 212 — Health Insurance Pool Pilot Program
Respectfully,

Representatives Goforth and Wray
Co-chairs

I hereby certify this notice was filed by the committee clerk at the following offices at 1:30 pm on March 6, 2009.
___Principal Clerk

__Reading Clerk - House Chamber

(Committee Assistant)

3/10/2009
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MINUTES

HOUSE COMMITTEE ON INSURANCE
March 19, 2009

The House Committee on Insurance met at 11:00 AM on Thursday, March 19, 2009 in Room
1228. The following Representatives attended, Chairmen Bruce Goforth and Michael Wray; Vice
Chairs: M. Dickson, J. Dockham and M. Setzer. Members attending were Reps. Barnhart, Blust,
Braxton, Brubaker, Cole, Current, Faison, Gibson, Howard, Pierce, and Wainwright. .

Chairman Goforth called the meeting to order and welcomed visitors. He recognized Sgt-At
Arms and Pages. Visitor Registration Sheets are attached and made part of the record. (Attachments)

Chairman Goforth recognized Rep. Tim Spear to explain HB 426 — Stay on Homeowner
Insurance Actions. House Bill 426 would place a stay on surcharge increases for wind and hail portion
of homeowners policies and separate homeowners’ wind and hail policies issued by the NCIUA, also
know as the Beach Plan. The bill also stays all residential and commercial deductible increases for
policies issued by the NCIUA and NCJUA, also know as the FAIR Plan. Lastly, the bill stays all
statewide owners coverage rate increases approved by the Commissioner of Insurance and prohibits
the use of the rate increases by the NCIUA and NCJUA when determining base rates for homeowner’s
coverage. In summary, Rep. Spear said that the people cannot afford additional premiums given the
current state of unemployment and the economy.

Mr. Tom Thompson with the Economic Development Office for Beaufort County was
recognized to speak. He agreed that the rate increases would be harmful at this time. He felt that the
insurance companies were basing their information on a hypothetical storm situation such as a Katrina
hitting NC. :

Ms. Willo Kelly, Government Affairs Officer with the Outer Banks Home Builders
Association and spokesperson for “Twenty Counties — One Voice” spoke. Her comments were

focused on information from Attachment #1 — In Support of HB 426 and Attachment #2 — Actual
Loss Data. .

Chairman Goforth adjourned the meeting at 11:45 AM.

L Lt

Representative Bruce Goforth, Chairman

(Lo C}wfw

Ann Jordan — Committee Assistant




HOUSE INSURANCE COMMITTEE

March 19 2009
11:00 a.m.
Room 1228 LB

Rep. Bruce Goforth, Chairman
Rep. Michael Wray, Chairman -

Vice-Chairs:
Rep. Margaret Dickson .
Rep. Jerry Dockham
Rep. Mitchell Setzer

Agenda

HB 426 — Stay on Homeowner Insurance Actions
Representatives. Spear, Wainwright, Owens and McElraft

Adjourn
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 426
Short Title:  Stay on Homeowners Insurance Actions. (Public)

Sponsors: Representatives Spear, Wainwright, Owens, McElraft (Primary Sponsors);
Cleveland, Grady, Hughes, Justice, McComas, Mobley, Underhill, and Williams.

Referred to: Insurance, if favorable, Commerce, Small Business, and Entrepreneurship.

March 5, 2009

A BILL TO BE ENTITLED
AN ACT TO IMPOSE A TEMPORARY STAY ON INCREASED SURCHARGES AND
DEDUCTIBLES UNDER THE BEACH PLAN AND THE FAIR PLAN AND TO
TEMPORARILY STAY PROPERTY INSURANCE RATE INCREASES FOR
HOMEOWNERS POLICIES ACROSS THE STATE.
Whereas, the economy of the State is in historic decline, as evidenced by the
projected $2.2 billion shortfall in revenue for the 2009-2010 fiscal year; and
Whereas, the unemployment rate for December 2008 by the Employment Security
Commission was 8.7%, an increase of 85% over the rate in December 2007; and
Whereas, over 53,995 homes in North Carolina entered foreclosure in 2008 and an
additional 2,221 homes entered foreclosure in January 2009; and
Whereas, the homeowners insurance rate increase approved by the Department of
Insurance in December 2008 and scheduled to take effect in May 2009 increases rates by 22%
in portions of Currituck, Hyde, Dare, and Pamlico Counties and increases rates by 29.8% in
portions of Brunswick, New Hanover, Onslow, and Pender Counties; and
Whereas, over the last six years, the Department of Insurance estimates that
homeowners insurance rates in the Beach Plan beach area have increased 90%, and rates in the
Beach Plan coastal area have increased 65%; and
Whereas, seven of the counties included in the Beach Plan's beach and coastal areas
are classified by the Department of Commerce as Tier One counties, meaning that they are
among the 40 most economically distressed counties in the State and are eligible for the highest
level of economic development incentives; and
Whereas, nine of the counties included in the Beach Plan's beach and coastal areas
have poverty rates above the statewide average and median family income below the statewide
average, according to U.S. Census Bureau 2007 estimates; and '
Whereas, 57% of properties insured by the Beach Plan have an insured value for
building and contents of $300,000 or less; and
Whereas, the citizens of North Carolina who are struggling to hold onto their homes
and jobs should not be requlred to pay higher insurance rates during this economic crisis; Now,
therefore,
The General Assembly of North Carolina enacts:
SECTION 1. The filing by the North Carolina Insurance Underwriting Assoclatlon
(NCIUA) approved by the Department of Insurance on November 21, 2008, and designated by
the Department as PC121215 increasing from fifteen percent (15%) to twenty-five percent
(25%) the factor or surcharge for homeowners coverage shall not take effect.

AR



OV OO ~NIONWKN B WN -

General Assembly of North Carolina Session 2009

SECTION 2. The filing by the NCIUA approved by the Department on November
21, 2008, and designated by the Department as PC122445 increasing from five percent (5%) to
fifteen percent (15%) the factor or surcharge for homeowners windstorm and hail only |
coverage shall not take effect. .

'SECTION 3. The residential deductible guideline submitted by the NCIUA,
approved by the Department on November 21, 2008, and designated by the Department as
PC122635 shall not take effect. ‘

SECTION 4. The residential deductible guideline submitted by the North Carolina
Joint Underwriting Association (NCJUA), approved by the Department on November 21, 2008,
and designated by the Department as PC122682 shall not take effect. -

SECTION 5. The commercial deductible guideline submitted by the NCIUA
approved by the Department on November 21, 2008, and designated by the Department as
PC122637 shall not take effect.

SECTION 6. The cpmrriercial deductible guideline submitted by the NCJUA,
approved by the Department on November 21, 2008, and designated by the Department as
PC122683 shall not take effect.

SECTION 7. There shall be no surcharge or deductible increases or changes for
coverages as specified in Sections 1 through 6 of this act on or after the effective date of this
act.

SECTION 8. Rate increases resulting from the 2008 Rate Filing approved by the
Commissioner of Insurance in the Consolidated Settlement Agreement and Consent Order
dated December 18, 2008, shall not take effect, nor shall these rate increases be used by the
NCIUA or the NCJUA when determining rates for coverage. In addition, there shall be no rate

increases for coverage as specified in this section subsequent to the effective date of this act.

SECTION 9. Premiums or deductibles paid in violation of this act shall be
refunded by insurers, the NCIUA, and the NCJUA, as applicable.

SECTION 10. Sections 1 through 9 of this act are effective when they become law
and apply to policies issued or renewed on or after that date. The remainder of this act is
effective when it becomes law. This act expires July 1, 2010.

Page 2 ' ' . House Bill 426-First Edition



HOUSE BILL 426:
Stay on Homeowners Insurance Actions

2009-2010 General Assembly

Committee: . House Insurance, if favorable, Commerce, Date: March 18, 2009
Small Business, and Entrepreneurship .

Introduced by: Reps. Spear, Wainwright, Owens, McElraft  Prepared by: Tim Hovis

Analysis of: First Edition Committee Counsel

SUMMARY: House Bill 426 would place a stay on surcharge increases for wind and hail portions
of homeowners policies and separate homeowners' wind and hail policies issued by the North
Carolina Insurance Underwriting Association (NCIUA), also known as the Beach Plan. The bill also
stays all residential and commercial deductible increases for policies issued by the NCIUA and the
North Carolina Joint Underwrmng Association (NCJUA), also known as the FAIR Plan. Finally, the
bill stays all statewide homeowners coverage rate increases approved by the Commissioner of
- Insurance and prohibits the use of these rate increases by the NCIUA and the NCJUA when
determining base rates for homeowners coverage.

House Bill 426 is effective when it becomes law and applies to policies issued or renewed on or after '
that date. The bill expires July 1, 2010.

BILL ANALYSIS: Below is a summary of current surcharges and deductibles under the Beach and
FAIR Plans and increases to these surcharges and deductibles approved by the Commissioner of
Insurance.

e Section 1 of the bill
Surcharge on Homeowners Policies (wind portion)
Increased from 15% to 25%
Effective for policies issued or renewed on or after February 1, 2009

e Section 2 of the bill
. Surcharge on Wind Only Homeowners Pollcles
Increased from 5% to 15%
Effective for policies issued or renewed on or after February 1, 2009

e Sections 3 and 4 of the bill
Residential Deductible Guidelines for Wind and Hail

1. Current residential deductible guidelines under the Beach Plan:
$500 flat deductible for less than $100,000 in coverage
$1000 flat deductible for $149,999-$249,999
$2,000 flat deductible for $250,000 and above

2. Current residential deductible guidelines under the FAIR Plan:
$500 flat deductible on all FAIR Plan residential properties
(This deductible applies to all perils, not just wind and hail.)

3. Revised residential guidelines under both Beach and FAIR Plans:
$1,000 flat deductible for less than $50,000 in building coverage
2% of building value for more than $50,000 in coverage

(Bald Head Island—5%)

(FAIR plan increases apply only to Territories 42 and 43.)

Research Division O. Walker Reagan, Director (919) 733-2578
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Page 2

Revised deductibles are effective for policies issued on or after February 1, 2009 and for .
policies renewed on or after April 1,2009.

All deductibles are per occurrence, not annual.

Deductible remains the same for all perils except wind and hail--$500 flat deductible for
residential, $1,000 for commercial.

e Sections 5 and 6 of the bill
Commercial Deductible Guidelines for Wind and Hail

1. Current commercial deductible guidelines under Beach Plan
$1000 flat deductible for less than $100,000 in coverage
$2,500 flat deductible for less than $100,000-$249,999
$5,000 flat deductible for $250,000 and above

2. Current commercial deductible guidelines under FAIR Plan
$500 flat deductible for less than $100,000 in coverage
$1,000 flat deductible for $100,000-249,999
$2,500 flat deductible for $250,000 and above

3. Revised commercial deductible guidelines under both Beach and

Fair Plans
$1,000 flat deductlble for less than $50,000 in bmldmg coverage .
2% of combined building value for more than $50,000 in coverage
(FAIR Plan deductibles apply only to Group II, Seacoast Territories II and II1.).

Revised deductibles are effective for policies issued on or after February 1, 2009 and for
policies renewed on or after April 1, 2009.

Deductible remains the same for all perils except wind and hail: $1,000 flat deductible under
Beach Plan and $500-$2500, depending on the amount of coverage, under the FAIR Plan.

e Section 8

Statewide Rate Increases e
The North Carolina Rate Bureau requested an average statewide homeowners rate increase of
19.5% in its filing to the Commissioner of Insurance. The Commissioner approved an average
statewide rate increase of 4.05%. Attached to this summary is a chart showing percentage rate:
increases by territory as approved by the Commissioner.

BACKGROUND: The purpose of the Beach Plan is to serve as a market of last résort to make property
insurance available to people who are unable to buy insurance through the standard or voluntary market.

The Beach Plan functions as an insurance company by acting as an agent for insurers. All' property and
casualty insurers in the State are members of the Plan. By statute, the Plan covers two areas: (1) the
barrier islands, referred to under the Plan as the beach area; and (2) 18 coastal counties, referred to as the
coastal area. The Plan offers homeowners, dwelling, and wind only coverage in the beach area and
homeowners and wind only coverage in the coastal area. Commercial coverage is also available under
the Plan.

The Plan's members include all insurers authorized to write property insurance in North Carolina. All
member companies share in the expenses, profits, and losses of the Plan. Each year that the Plan

Research Division ) O. Walker Reagan, Director : . (919) 733-2578
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generates revenues in excess of claims paid, the Plan may elect to return the excess funds to the member
companies or hold those funds as "surplus.” The surplus is used to cover Plan losses where claims filed
are greater than the premium received. Should claims exceed the revenues from premiums, the amount
of surplus, and any applicable reinsurance, member companies are assessed by the Plan to pay the
claims. Assessments are calculated based on a member's market share and are reduced by credits given
for writing coverage in the beach and coastal areas. Providing credits against assessments for coverage
written in the beach and coastal area was intended to encourage insurers to write such policies and limit
the growth of exposure to risk in the Beach Plan.

The NCIUA's Plan of Operation is adopted by its Board of Directors and submitted to the Commissioner
of Insurance for approval. The Plan of Operation sets forth the administration of the Plan including the
membership and manner of election of members to the Board of Directors.

The Plan also files with the Commissioner for his or her approval rates for separate policies of .
windstorm and hail, policy deductible plans to be paid by property owners, and the percentage
differential or surcharge for coverage offered by the Plan. The surcharge is a percentage amount above
the voluntary market rate approved by the Commissioner which all beach and coastal property owners
must pay to purchase homeowners coverage through the Plan. The surcharge applies to homeowner's
coverage and homeowner's.-wind and hail coverage only.

H426-SMRG-5(el) v4

Research Division ' O. Walker Reagan, birector . . (919) 733-25 78



North Carolina Homeowners Rate Revision Breakdown by Territory

2

009

Counties/Cities Located In This

Ordered

Anson, Montgomery & Richmond

Territory Territory Current Filed/NCRB Ordered %

5 $1,993 $2,636 $2,122 6.5
Carteret, Currituck, Dare & Hyde :
Brunswick, New Hanover, Onslow &
Pender (Carteret) -6 | $1,993 $3,0101 $2,342 17.5
Durham & Raleigh 32 $631 . $833 $663 5.0
Cumberland 34 $817 $939 $850 4.0
Winston-Salem & Greensboro 36 $545 $617 $562 3.0

1 $ -6.
Gaston, Mecklenburg & Union 39 $53 ¥540 $499 6.0
Bladen, Columbus & Robeéson 4 $945 $1,150 $1,059 12.0
Brunswick, New Hanover, Onslow & 42 $1,245 '$2,116 $1,616 29.8
Pender (Carteret)
Beaufort—Camden,Carteret-Chowan- .
gl 7 ST | 43 ' $1,245 N/A N/A N/A
Fyrrell-&-Washington
|currituck, Dare, Hyde, & Pamilco | 43E $1,245 $2,564 $1,519 22.0

Beaufort, Camden, Chowan,
Craven, Jones, Pasquotank, 43 W $1,245 $1,596 $1,327 6.5
Perquimans, Tyrrell & Washington

44 $637 $774 $676 6.0

Examples are based on a frame home valued at $150,000 and insured under the HO-3 pollcy,

Protection

ises 1 -6.

age 1



North Carolina Homeowners Rate Revision Breakdown by Territory

Madison, McDowell, Mitchell, Polk,
Rockingham, Rowan, Rutherford,
Stanly, Stoke, Surry, Swain,
Transylvania, Watauga, Wilkes &
Yancey

2009
Counties/Cities Located In This | Filed Ordered
Territory Territory Current Filed/NCRB % Ordered %

Bertie, Duplin, Gates, Greene, . )

Hertford, Lenoir, Martin, Pitt, 45 $797 - $914 § 15.4 $853 7.0
Sampson & Wayne
1Caswell, Granville, Person, Vance &. 46 $605 $660 9.7 $587 -3.0
Warren ﬂ

Edgecombe, Franklin, Halifax, Harnett,| 47 $686 $773 B 13.2 $700 2.0}
Hoke, Johnston, Lee, Moore, Nash,

Northhampton, Scotland & Wilson . _

Chatham, Durham, Orange & Wake 53 $613 $693 13,'8- $6?5 2.0
Alamance, Davidson, Forsyth, 57 $550 $613 11.2 $560. 2.0
Guilford, Randolph & Yadkin

Alexander, Alleghany, Ashe, Avery,

Buncombe, Burke, Cabarrus, Caldwell,

Catawba, Cherokee, Clay, Cleveland,

Davie, Graham, Haywood, Henderson, : | _
Iredell, Jackson, Lincoln, Macon, 60 $486 $532 9.2 $480 -1.2

Overall Statewide Average

Examples are based on a frame home valued =* €150,000 and insured under the HO-3 policy,

Protection

ses 1 --6.

ige 2
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- I 1In Supp(@n%t of HB 426

NC 20



T NC-20

NC 20 is a coalition of the 20 CAMA
counties that was formed to advocate
for coastal issues in matters of
legislation and regulation by State
government. In this particular |
endeavor, our efforts may benefit many
other eastern counties which have also
seen insurance rates rise W|thout
justification.




I The Problem

»-  The Insurance Commissioner has approved substantially higher insurance rates
for many eastern counties at a t|me of economic distress unequaled in the life of
most citizens today.

= Any increase in the cost to own or rent a home in today’s economy increases
the hardship of those who have lost their jobs, those on fixed incomes, or those
who are trying avoid foreclosure.

= These rate and deductible increases affect financing and refinancing
opportunities and the ability to reduce the extensive inventory of existing homes -
on the market.

» These rates were based on data that were not presented in a public forum and
which were denied to NC 20 despite repeated face-to-face requests to the
Commissioner by NC 20.

m The increases approved defy any Ioglcal pattern of a thoughtful, actuar|a|
approach.

n The specter being raised by the Commissioner is that a catastrophic hurricane
(100 — 125 year storm) could deplete the resources.of the Beach Plan; however,
no such storm has occurred in the past 150 years.




The Myth in Detail

o Hurricanes only affect the coast.
‘o Damage on the coast is mostly caused by wind

o NC needs to be prepared for a catastrophic hurricane
and the Beach Plan is underfunded

o Artificially low rates attract more homeowners into
- the Beach Plan

o If the Beach Plan does not improve its financial
standings, taxpayers, consumers, insurers, and the
state’s economy will be endangered.



Myth: Hurricanes only attect the coast
1892 to 2007 Storm Tracks
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Myth: The strongest hurricanes are on the coast

B Category 3 to 5 storms
1892 to 2007

4

NOAA Coasial Services Canlar




Myth: Damage on the coast is mostly

caused by wind
-




Myth: NC needs to be prepared for a
B catastrophic hurricane
| Hurricane Info 1851 - 2004

Florida North Carolina

ol -

= 19 hurricanes s 6 Hurricanes
category 3 or above category 3 or above

= 3 category five » 0 category five
storms storms

= 6 category four = 1 category four
storms | - storm

(Source: NOAA)



+ -Hugo's Charlotte Visit

= -
o Almost two-hundred miles inland Hugo still had 100-

mph wind gusts

o The major metropolltan area of Charlotte, North
Carolina suffered extensive damage.

o Thousands of large trees fell into homes and
business around Charlotte |

o Glass was shattered in downtown skyscrapers.

o Torrential rains in Virginia flooded roads and cut
power to 2 million people.

o By late on September 22nd, Hugo finally died over
the cool forests of southern Canada.



__Fran and Rale gh

Like Hugo, Fran first visited coastal communltles then
roared inland.

Raleigh experlenced wind gust in excess of 90 miles per
hour. -
Thousands of tree were downed causmg major damage
to homes and business.

Electrical power was lost to thousands.

Terrified residents sat in darkness, as fifty-foot, century
old oaks crash through homes.

One million square feet of the Crabtree valley

Mall and Sheraton hotel was flooded up to the second

level. |
10



Myth: The Coastal area has the

bulk of the wind claims
Data: See Appendix A

o From 1986 to 2005, during which there were -

nine hurricanes, the Coastal Counties had
26% of the incurred wind losses Statewide.

o Rates here, however, are3to 5 tlmes that of
"~ Charlotte.

o Actual Rate Quote, Feb 17, 2009, $150,000
HO3 policy: _.
o Charlotte - $482
o Carteret Mainland - $1,526
o Carteret Beach - $2,405

11



_The Béach Plan Facts

= Since 2004, growth in exposure, 151%.
= Growth in premiums earned, 192%
=  Growth in equity , 294%

= The Beach Plan had net income of over $475 million in just the
past five years (2004-2008).

= In 2006, participating compames took over $41 million out of
the surplus

= In 2008, two years later, they claimed the Beach Plan was
serlously underfunded.

= See Appendix B

12



2.

}Conclusion

1.

Hurricanes are a statewide threat.

The premium burden and the deductibles on the coast in all plans is
disproportionately high. - :

The Beach Plan had a tofal of $475 million in net income over the last 5 years.

In the event of a catastrophic loss, insurers would be assessed in proportion to
their market share in North Carolina; therefore, the Beach Plan is not at risk of
failure and taxpayers are never at risk.

NC 20 supports non-recoupable and recoupable losses Statewide.
There is no public input in insurance matters.

The recent increases, which can only be described as drastic, bear no
resemblance to actuarial data or loss history. Modeling is a highly variable and
subjective science.

There is no transparency in the rate making process.
Insurance companies only two years ago withdrew $41 million from the surplus.

13



North Carolina is suffering from perhaps the most
devastating economic downturn in memory. The
greatest increases are occurring in the poorest
region of the State,.and are by no means confined

to the beach area. Please do all you can to prevent
¥ _ any more pain to the citizens of this State

A stay of increases is in order followed by the
creation of a one-year study commission with
appropriate public involvement

14
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*TWENTY COUNTIES...ONE VOICE™

.Actual Loss Data - Entire State

Wind and Hail Incurred Losses '
1986 - 2005

Data provided by the NC Department of Insurance

Board of Directors: .
Tommy G. Thompson, Willo Kelly, Zack Taylor, David Inscoe, Larry Baldwin, Henry "Bud" Stilley, Donna Girardot
: John Gainey

705 Page Road = Washington, NC 28779 =www.nc-20.com =252-946-1435
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“TWENTY COUNTIES...ONE VOICE"

NC Incurred Losses Due to Wind and Hail
1986 - 2005
Report Summary

Definition of Terms

Beach Area: The properties on the NC barrier islands adjacent to the Atlantic Ocean.
Coastal Area: The properties within the eighteen coastal counties of Beaufort,
Brunswick, Camden, Carteret, Chowan, Craven, Currituck, Dare, Hyde, Jones, New
Hanover, Onslow, Pamlico, Pasquotank, Pender, Perquimans, Tyrrell and Washington
not located on the barrier islands.

Dwelling EC: Dwelling Extended Coverage can be written on any residential property; includes
wind, smoke, hail, etc.; predominately carried on second homes when ineligible for homeowner’s
policy.

HO Owners: Homeowner’s coverage for primary residences only; can be losses under general
homeowner’s policies that cover wind or homeowners wind only.

This report shows actual incurred wind and hail losses in the state from 1986 thru 2005. This
report does not separate out Beach Plan losses - but shows ALL losses in the Beach Area and the
Coastal Area.

There were 10 hurricanes that hit NC during 1986 - 2005.

The total of the Beach Plan Area and Coastal Area represents total losses in the eighteen coastal
counties. This total is $756 million over a 19-year time period. (Data for 1991 was unavailable)

Total statewide wind and hail losses during the same 19-year time period was $2.9 billion.

Cumulative coastal county losses during the 19-year time period of 1986-2005 v?ere
only 26% of the cumulative state wind and hail losses.

Board of Directors: _
Tommy G. Thompson, Willo Kelly, Zack Taylor, David Inscoe, Larry Baldwin, Henry "Bud® Stilley, Donna Girardot
John Gainey
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North Carolina Residential Property
Adjusted Incurred Losses due to Wind and Hail - 1986-2005

blank cells indicate unavailable data

| Beach Area Coastal Area
Dwelling EC HO Owners TOTAL Dwelling EC HO Owners TOTAL
Incurred Loss  Incurred Loss  Incurred Loss Incurred Loss Incurred Loss Incurred Loss

Charley - 1986 66,149 66,149 552,185 552,185
1987 207,729 207,729 718,069 718,069
1988 51,035 51,035 2,192,391 2,192,391
1989 727,076 727,076 2,829,771 2,829,771
1990 145,226 145,226 1,264,911 1,264,911

1991 - -
1992 54,734 83,240 137,974 1992 179,944 1,775,010 1,954,954
Emily - 1993 11,020,794 6,386,050 17,406,844 1993 2,172,328 25,552,187 27,724,515
1994 209,938 139,876 349,814 1994 157,152 1,065,374 1,222,526
1995 246,083 171,808 417,891 1995 298,354 3,053,521 3,351,875
Fran, Bertha - 1996 101,465,118 32,629,711 134,094,829 1996 17,805,016 195,081,441 212,886,457
1997 470,681 183,824 654,505 1997 250,822 2,013,887 2,264,709
Bonnie - 1998 34,748,453 9,409,876 44,158,329 1998 3,859,749 47,345,528 51,205,277
Floyd - 1999 31,188,497 7,370,452 38,558,949 1999 4,407,817 45,502,761 49,910,578
2000 520,238 226,234 746,472 2000 235,281 3,613,213 3,848,494
2001 210,057 102,117 312,174 2001 385,791 1,313,546 1,699,337
2002 263,302 112,445 375,747 2002 444,987 1,326,311 1,771,298
Isabel - 2003 27,253,741 3,082,797 30,336,538 2003 20,003,920 83,071,521 103,075,441
Charley, Alex - 2004 1,869,511 1,869,511 2004 9,142,924 9,142,924
Ophelia - 2005 3,721,587 3,721,587 2005 13,419,776 - 13,419,776
274,338,379 491,035,488

Total loss for the coastal counties:

765,373,867



Total State Statewide excl Beach and Coast j
Dwelling EC HO Owners TOTAL Dwelling EC HO Owners TOTAL
Incurred Loss  Incurred Loss  Incurred Loss Incurred Loss Incurred Loss incurred Loss

Charley - 1986 15,655,401 15,655,401 1986 15,037,067 15,037,067
1987 22,495,771 22,495,771 1987 21,569,973 21,569,973

1988 65,492,834 65,492,834 1988 63,249,408 63,249,408

1989 406,198,435 406,198,435 1989 402,641,588 402,641,588

1990 37,503,350 37,503,350 1990 36,093,213 36,093,213

1991 - 1991 - -

1992 1,679,324 24,186,075 25,865,399 1992 1,444,646 22,327,825 23,772,471

Emily - 1993 17,115,568 94,875,027 111,990,595 1993 3,922,446 62,936,790 66,859,236

1994 2,598,090 26,662,873 29,260,963 1994 2,231,000 25,457,623 27,688,623

1995 3,489,841 53,051,068 56,540,909 1995 2,945,404 49,825,739 52,771,143

Fran, Bertha - 1996 158,289,245 813,376,837 971,666,082 1996 39,019,111 585,665,685 624,684,796
1997 3,067,948 34,988,278 38,056,226 1997 2,346,445 32,790,567 35,137,012

Bonnie - 1998 47,128,964 190,143,070 237,272,034 1998 8,520,762 133,387,666 141,908,428
Floyd - 1999 51,098,293 222,799,257 273,897,550 1999 15,501,979 169,926,044 185,428,023

2000 6,216,750 88,922,556 95,139,306 2000 5,461,231 85,083,109 90,544,340

2001 3,062,969 30,953,444 34,016,413 2001 2,467,121 29,537,781 32,004,902

2002 4,827,522 48,471,021 53,298,543 2002 4,119,233 47,032,265 51,151,498

Isabel - 2003 66,418,320 274,991,002 341,409,322 2003 19,160,659 188,836,684 207,997,343
Charley, Alex - 2004 107,485,841 107,485,841 2004 - 96,473,406 96,473,406
Ophelia - 2005 62,560,438 62,560,438 2005 - 45,419,075 45,419,075
2,985,805,412 2,220,431,545
Cum. Coastal Counties' Wind Losses Compared to State Losses $765,373,867 / 2,985,805,412 = 26%

The other 82 counties incurred 74% of the total wind losses.
SOURCE: various Cause of Loss reports included in filings, as compiled by ISO



Beach Plan Financials
2004 - 2008
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Beach Plan Financials - Fiscal Year 2004 - 2008 (web data only goes back to 2004)

2003
Premiums Earned
Reinsurance
Losses Incurred
Net Underwriting Gain

Net Income
Assessments
Distributions/Profit Sharing

Change in Equity (profit)
Members' Equity $92,267,791
Exposure

Premiums to Exposure

2004
$87,341,137

$31,868,561
$36,317,313

$38,133,009
$4,004,538

$42,208,382

$134,476,173

$28,905,006,918

0.0030

2005
$111,328,193

$70,546,474
$14,263,848

$20,596,817

$20,470,522
$154,946,695

$41,304,716,800

0.0027

2006
$150,607,305

$1,164,414
$122,260,679

$136,454,790
$41,427,003

$95,035,712
$249,982,407

$53,011,170,240

0.0028

Growth in exposure since 2004: 151%
Growth in premiums earned: 192%
Growth in Member's Equity since 2004: 294%

2007
$195,022,246
$32,327,854
$9,757,690
$113,902,820

$135,362,539

$135,019,350
$385,001,757

$64,056,581,691

0.0030

This data was compiled by NC-20 from Beach Plan financial statements listed on www.ncjua-nciua.org.
Due to space limitations, not all lineitems are listed. The following are definitions:
Net Underwriting Gain: Premiums earned less reinsurance, losses incurred, loss expense, operating expenses, taxes
Net Income: Net Gain plus investment income, miscellaneous income
Change in Equity: Net Income: - distributions or + assessments, +/- adjustments, +/- change in assets not admitted, - pension liability

Members Equity : The prior period members' equity plus positive change in equity (surplus/profit). Beach Plan Board member companies
agreed not to make any further distributions from the equity fund after 2006.

2008
$255,294,739
$78,097,116
$11,154,608
$118,289,093

$145,117,727

$145,206,993
$530,208,750

$72,454,379,274

0.0035



Beach Plan Financial Statement
Fiscal Year 2007-2008
September 30, 2008

Summary and Analysis
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“TWENTY COUNTIES..ONE VOICE®

NCIUA Financial Statement
2007- 2008 Fiscal Year - September 30, 2008

Analysis

Total Policyholders: 174,247
Residential: 164,568
Commercial: 9,679
Total Exposure: $72,454,379,274
Total Residential Exposure: $63,340,641,817
Total Commercial Exposure: $ 9,113,737,457
Total Residential Wind Exposure in Beach and Coastal Area: $52,259,032,890
(HO Wind Beach; HO Wind Coastal; Dwelling Beach Wind; Dwelling Coast Wind)
Percentage of Wind Exposure in Beach Plan to Total Exposure: 2%
Residential Exposure Breakdown:

Beach Area - Properties on the Barrier Islands: $12,972,893,785
Percentage of Beach Area to Total Residential Exposure: 25%
Coastal Area - Properties elsewhere in the 18 coastal counties: $39,286,139,105
Percentage of Coastal Area to Total Residential Exposure: 5%

Total Exposure data is “based upon total Building and Personal Property Amounts.”
> Beach Plan Personal Property coverage is automatically calculated at an over-
inflated amount of 70% of the building coverage in all Homeowners Wind

policies. $150,000 policy + $105,000 in personal property coverage.

» The Personal Property amount is included in the financial statement summary
exposure totals for HO Wind Beach and HO Wind Coastal - $12,248,267,573 +
$37,392,120,464 = $49,640,388,037.

» Therefore of the Total Residential Wind Exposure for HO Wind Beach and HO
Coastal - approximately $29 billion is actually building exposure and $20 billion
is for personal property coverage.
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NORTH CAROLINA INSURANCE UNDERWRITING ASSOCIATION
BEACH PLAN
AS OF SEPTEMBER 30, 2008

AGGREGATE LIABILITY BY COUNTIES

RESIDENTIAL AGGREGATE LIABILITY

Page 29 of 29

DWELLING DWELLING HOMEOWNER HOMEOWNER HOMEOWNER HOMEOWNER HO WIND HO WIND HO WIND HOWIND DWELLING DWELLING DWELLING DWELLING TOTAL TOTAL
BEACH BEACH BEACH BEACH COASTAL COASTAL BEACH BEACH COASTAL COASTAL BEACHWIND BEACH WIND COASTAL WIND COASTAL WIND RESIDENTIAL RESIDENTIAL
COUNTY LIABILITY * COENT LIABILITY* COUNT LIABILITY * COUNT LIABILITY* COUNT LIABILITY ¢ COUNT LIABILITY * COliNT LIABILITY® COUNT BEACH LIABILITY * COUNT
BEAUFORT 0 0 [] 0 75,906,370 164 [] .0 727,431,598 1,983 0 0 65,369,309 726 868,707,277 2,873
BRUNSWICK 1.520,508,967 7.161 234,414,902 kil 693,483,188 1.204 2,095,918,903 3.696 6,806,304,245 14,830 81,769,201 3se 275,998,533 2,677 11,708,377,937 30,247
CAMDEN 0 0 0 0 26,775,660 50 0 0 331,124,680 775 0 0 15,948,260 146 373,848,600 a7
CARTERET 547,185,324 4,324 170,772,110 24 305,258,229 541 2,001,192,093 3,535 4,520,893,450 10,973 128,612,459 522 227,380,502 1.841 7.901.,094,167 21,970
CHOWAN 0 0 0 0 19,277,500 43 0 0 348,119,629 888 0 0 32,812,714 337 400,009,843 1.268
CRAVEN 0 0 ] 0 351,958,411 737 0 0 1,694,799,681 5,057 0 0 117,743,491 990 2,364,501,583 6.784
CURRITUCK 866,128,034 2,250 6,989,600 " 90,784,230 184 1,530,500,778 1.639 1,165,643,569 2,647 67,774,740 178 54,268,870 420 3,802,089,921 7.309
DARE 2,407,492,086 10,305 428,266,040 586 53,980,200 80 4,239,058,056 7.064 740,158,463 1,387 308,565,685 1,198 24,261,690 130 8,201,782,220 20,750
.HYDE 67,855,825 381 3,399,400 5 8,037,720 25 42,531,611 86 43,632,651 142 7,674,667 42 10,855,687 157 183,887,561 838
JONES 0 0 0 16.920,098 47 0 [} 121,487,771 367 0 0 12,899,310 159 151,307,177 573
NEW HANOVER 551,725,288 24186 251,023,102 383 938,172,654 1.724 1,474,100,938 2,245 12,079,752,374 25,046 90,468,675 350 410,398,135 2,529 15,795,641,147 34,693
ONSLOW 143,838,924 09 50,408,680 72 593,704,329 1,307 371,737,920 709 4,573,772.482 13,932 19,593,905 64 326,071,418 2,858 8,079,125,658 19.851
PAMLICO 0 0 0 0 18,808,545 37 0 0 579,945,466 1,355 0 0 49,532,824 424 846,288,835 1,816
PASQUOTANK ] 0 0 109,405,267 212 ] 0 699,619,705 1,992 0 0 67,698,492 640 876,723,464 2,844
PENDER 242,268,440 1,319 46,417,750 62 182,284,918 339 493,227,273 986 2,184,977,625 5,308 20,166,880 95 144,562,162 1,463 3,313.903,048 9,572
PERQUIMANS 0 ] 0 0 22,023,540 50 [} 0 388,535,454 856 0 0 30,788,151 320 439,347,145 1,226
TYRRELL 0 0 0 0 4,673,720 10 0 0 49,543,681 154 0 0 10,155.403 132 84,372,804 296
WASHINGTON 0 0 0 0 £.4M.900 37 0 0 138,577,940 423 0 0 17,473,590 2_’&’1 169,535,430 687
TOTAL 8,367.000,868 29.085 1,191,689,584 1,674 3.522.918475 6,771 12,246,267,573 19,960 37,392,120.464 B=8.1 15 724,626,212 2,807 1,884,018,641 16,176 63,340.641.817 164,568
COMMERCIAL AGGREGATE LIABILITY TOTAL BEACH
COMMERCIAL COMMERCIAL COMMERCIAL COMMERCIAL COMMERCIAL COMMERCIAL TOTAL TOTAL TOTAL TOTAL
BEACH BEACH BEACHWIND BEACHWIND COASTALWIND COASTAL WIND COMMERCIAL COMMERCIAL BEACH BEACH
COUNTY LIABILITY * COUNT LIABILITY" COUNT LIABILITY * COUNT BEACH LIABILITY * COUNT COUNTY LIABILITY * COUNT __
BEAUFORT 0 0 0 0 143,646,569 227 143,848,569 227 BEAUFORT 1,012,353,846 3,100
BRUNSWICK 87,008,434 80 325,501,895 194 912,092,257 939 1,324,602,586 1,213 BRUNSWICK 13,032,980,523 31,480
CAMDEN ] 0 0 0 31,026,987 a7 31,026,987 47 CAMDEN 404,875,587 1.018
CARTERET 52,718,500 15 686,468,928 ann 878,515,951 1,053 1,617,703,379 1,545 CARTERET 9,518,797,546 23,515
CHOWAN 0 0 -0 [] 108,644,805 112 109,844,805 112 CHOWAN 509,654,648 1,380
CRAVEN 0 0 0 0 448,777,719 591 448,777,718 591 CRAVEN 2,813,279,302 7,375
CURRITUCK 4,871,070 23 84,207,923 105 153,844,795 251 242,723,788 379 CURRITUCK 4,044,813,709 7.688
DARE 132,000,554 250 984,573,203 920 198,515,421 186 1,315,089,178 1,356 DARE 9,516,871,398 22,108
HYDE 10,627,800 29 39,113,683 49 22,566,410 33 72,307,893 m HYDE 256,295,454 949
JONES 0 ] 0 0 13,318,712 44 13,318,712 * 44 JONES 184,625,889 617
NEW HANOVER "173,677,787 232 525,769,846 357 1,731,909,872 1,627 2,431,357,505 2,216 NEW HANOVER 18,226,998,652 36,909
ONSLOW 24,141,800 15 51,790,340 30 671,361,747 907 747,293,887 952 ONSLOW 6,826,419,545 20,803
PAMLICO 0 0 0 0 85,651,155 129 85,651,155 129 PAMLICO 731,937,990 1,945
PASQUOTANK 0 ] (] 0 160,785,028 209 160,765,028 209 PASQUOTANK 1,037,488,492 3,053
PENDER 20,996,160 35 78,756,677 74 161,831,749 265 261,584,586 ars PENDER 3,575,487,634 9,946
PERQUIMANS 0 0 0 [] 35,568,697 72 35,568,697 72 PERQUIMANS 474,915,842 1,298
TYRRELL 0 0 (] 0 22,128,542 32 22,128,542 32 TYRRELL 86,501,346 328
WASHINGTON 0 0 0 0 50,548,441 70 50,546,441 70 WASHINGTON 220,081,871 757
TOTAL 506,042,105 779 2,776.182,495 2,106 5.831,512.857 6.794 $.113,737.457 9,679 TOTAL 72,454,379.274 174.247
* Based upon the total Building and P | Property Dwelling “other coverages, " which are additional amounts of insurance based upon C ge A and Ci ial policy extensions, are not factored into this amount.
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Consumer Federation of America
1620 I Street, N.W., Suite 200 * Washington, DC 20006

For Immediate Release: Contact: J. Robert Hunter, 703-528-0062
Thursday, January 10, 2008 Travis Plunkett, 202-387-6121

INSURERS MAINTAIN RECORD PROFITS IN 2007
BY OVERPRICING POLICIES AND UNDERPAYING CLAIMS

--Anti-Consumer Practices Also Lead to Bloated Surplus and Reserve Levels--

State and national consumer organizations joined the Consumer Federation of America
(CFA) today to release a new study concluding that the property/casualty insurance industry
continued in 2007 to systematically overcharge consumers and reduce the value of home and
automobile insurance policies, leading to profits, reserves, and surplus that are at or near record

levels. The study estimates that insurer overcharges over the last four years amount to an average
of $870 per household.

The report provides extensive data demonstrating that property/casualty insurance
companies are paying out lower claims in relationship to the premiums they charge consumers than
at any time in decades. The pure loss ratio, the actual amount of each premium dollar insurers pay
back to policyholders in benefits, was only 54.6 cents in 2007. Over the past 20 years, the amount
paid back as benefits has dramatically declined from over 70 cents per premium dollar, indicating a
huge loss in the value of insurance to consumers. ‘

“Consumers ultimately pay the price for the unjustified profits, padded reserves, and
excessive capitalization that exist right now in the insurance industry,” said J. Robert Hunter, the
Director of Insurance for the Consumer Federation of America (CFA) and author of the study.
Hunter is an actuary, former state insurance commissioner, and former federal insurance
administrator.

“The insurance industry reaped record profits in 2004 and 2005, despite significant
hurricane activity,” said Hunter. *“Profits in 2006 rose to unprecedented heights and 2007 may set a
fourth consecutive profit record,” he said. “Unfortunately, a major reason why insurers have
reported record-high profits and low losses in recent years is that they have been methodically
overcharging consumers, cutting back on coverage, underpaying claims, and getting taxpayers to
pick up some of the tab for risks the insurers should cover,” said Hunter.

In the last several years, insurers sharply increased premiums for homeowners and
commercial insurance and reduced or eliminated coverage for tens of thousands of Americans in
coastal areas. Insurers have succeeded in convincing Congress to continue taxpayer subsidies for
terrorism losses and are seeking additional subsidies for catastrophe insurance.

Using a number of common measures of financial health, the study finds that balance sheets
for property/casualty insurers are in better condition overall than at any time in history.
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Record High Profits/ Low Losses

The study estimates that after-tax returns for 2007 are about $65 billion, just under the
record level set in 2006. If insurers release even a small part of their swollen reserves as profits,
final profits for 2007 will exceed those of 2006. Profits for the record years of 2004, 2005, 2006,
and 2007 are estimated to be $253.1 billion. The loss and loss adjustment expense (LAE) ratio for
2007 is estimated to be 66.7 percent, the second lowest in the 28 years studied. Five of the seven
lowest loss and LAE ratios in the last 28 years have occurred since 2003.

INDUSTRY LOSS AND POLICY-

NET INCOME LOSS AD] HOLDER

YEAR (Post-tax) RATIO SURPLUS
2003 $31.2 75.0% $450.1
2004 $40.5 73.5% $509.1
2005 $48.8 75.3% $551.0
2006 $67.6 65.5% $621.8
2007 $65.0 66.7% $687.0

Source: A.M. Best Aggregates and Averages (2007 data estimated by CFA based on reported
industry results for first nine months and Insurance Information Institute estimates)

Claim Payouts Continue to Drop

»

Consumers have e;(perienced a startling drop in the amount of premium paid in benefits by
the insurers, from 72 percent in the late 1980s to only 60 percent today when plotted on a straight-
line trend over the period:

PURE LOSS RATIO AS PERCENTAGE OF PREMIUM
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This drop in the efficiency of the insurance product for consumers is startling and calls for
action by the regulators to control industry excesses.

Insurance is a Low-Risk Investment
Representatives of the insurance industry often claim that high premiums and profits are

necessary to compensate for the excessive risks they must bear. In fact, insurance is a low-risk
investment. Using standard measures of stock market performance that assess financial safety and
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stock price stability, the property/casualty insurance industry represents a below-average risk
compared to all stocks in the market, safer than investing in a diversified mutual fund.

In 2007, the study estimates that stock insurers will earn a return on equity (ROE) of more
than 19 percent, well in excess of what is required by investors. The lower industry-wide ROE that
insurers report underestimates the industry’s actual ROE.

Surplus is Unprecedented: Insurers are Overcapitalized

The study estimates that retained earnings, or surplus, for the entire industry was $687
billion at the end of 2007. An adequate surplus guarantees a safe insurance industry, but this amount
is excessive by any legitimate measure. To assess the financial solidity of an insurance company,
regulators examine the ratio of net premium written to surplus, which, at the lowest level ever, 0.66
to 1 (66 cents of premium written for every dollar of surplus), is less than half of the extremely safe
1.5 to 1 ratio that is recommended by many observers and far less than the famous “Kenny” rule of
2 to 1 as an efficient surplus level. The largest loss ever suffered by the insurance industry,
Hurricane Katrina, represented an after-tax loss of $26.7 billion, or 4 percent of current surplus
when adjusted to 2007 dollars. The $12.2 billion in after-tax losses experienced by insurers after
the September 11" terrorist attacks amounts to 2 percent of surplus. Many insurers are engaged in
massive stock buy-back programs and the purchase of other corporations with this excess capital.
Insurance chief executive officers now have the highest average cash compensation of any industry
in America. Even the Insurance Information Institute (IIT) admits that the industry is
overcapitalized: “...there is excess capital in the industry today — estimated by some analysts to be
as much as $100 billion...” The excess capital approaches $175 to $200 billion if reserve
redundancies (see below) are eliminated.

Loss and Loss Adjustment Expense Reserves are Padded with Hidden Profits

When industry profits are high, as they have been in record amounts since 2003, insurers
tend to pad their reserves. This practice contributes to financial solidity. However, insurers also
pad their reserves because it removes income from their profit statements, thus lowering their tax
burden because reserves are not taxed and income is. This practice also allows insurers to point to
inflated “losses,” which rise due to reserve redundancies, as justification for not lowering rates.

The Insurance Services Office (ISO) estimates that loss and loss adjustment expense
reserves at year-end 2006 were 9 percent redundant, a figure that represents over $50 billion in
excessive reserves. Adjusting for the time value of money, ISO saw an additional $13 billion in
padded reserves at year-end 2006. CFA estimates that the redundancy in reserves increased in 2007
and could be up to more than $80 billion by year-end 2007.

Insurers Have Lowered Risk and Maximized Profits through Legitimate and Illegitimate Means

In recent years, insurers have reduced their financial risk by making wise use of reinsurance
and other risk-spreading techniques, such as securitization. However, the study cites several tactics
that insurers have also used to shift costs and risk onto consumers and taxpayers. Some of the
questionable methods that insurers have used to shift risk include:

¢ Sharp limits on coverage and availability. Insurers have imposed large hurricane
deductibles, capped home replacement and rebuilding costs, added new exclusions such as
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mold, and placed unjustifiable restrictions on claims. For example, “anti-concurrent-
causation” clauses, now in wide use, attempt to strip all coverage for hurricane damage if a
non-covered event like a flood occurs, even if the flood hits hours after a home is destroyed
by wind. Some insurers have canceled policies, refused to renew policies, or refused to
write new coverage in coastal areas and entire states from Texas to Maine.

e Harsh homeowner’s rate increases. Insurers have imposed sharp rate increases on many
homeowners throughout the nation. A major reason for these recent increases is that insurers
are relying on short-term predictions of potential weather disasters, reneging on promises to
use more scientific long-term computer predictions.

e Programs designed to systematically underpay claims. Many insurers are now using new
computer-directed programs like “Colossus” and “Claims Outcome Advisor” that allow
insurers to determine the amount of overall claims savings they want to achieve before
claims are assessed for legitimacy.

e Taxpayer subsidies. Insurers and real estate interests were the major proponents of the
Terrorism Risk Insurance Act, which Congress recently continued under industry pressure.
The study estimates that insurance companies have received a subsidy of about $4 billion to
date because insurance companies do not have to pay premiums for the reinsurance provided
by the federal government. Some insurers have urged Congress to create a similar program
to cover natural disasters. Insurers have also received significant taxpayer support at the
state level, through the creation of state directed “insurers-of-last-resort.” The existence of
these companies-allows insurers to “cherry pick,” by insuring lower risk households
themselves and sending higher risk households to the state company. Only Florida has taken
steps to end this practice.

“Insurers have been so successful in shifting their risk onto consumers and taxpayers that
they have produced record profits during a period of increased storm destruction,” said Hunter.
“This risk shift is reflected by the fact that insurers are paying less and less of the premium dollars
they receive in benefits to consumers.”

Recommendations for State Policymakers

1. Require insurers to offer an all-risk homeowners insurance policy. This would once again
ensure that homes are protected from catastrophic events. It would also help consumers understand
exactly what their policy covers, and encourage insurers to do more to prevent losses before they
occur.

2. Better oversee the use of socio-economic factors used to set rates, like credit scoring.
Insurers have been able to maintain excessive pricing through the use of such information as
consumers’ credit scores, prior insurance limits, occupation, and educational attainment. This
information is opaque to consumers and has not been examined by most regulators to ensure that it
results in the setting of fair rates. State regulators should require that pricing practices: promote risk
reduction; are logically related to risk (so consumers know what steps to take to reduce rates);
protect low income and minority consumers; and are open and transparent to the public.

3. Increase scrutiny of computer-based claims settlement procedures. The use of computer
procedures has shielded insurers from scrutiny of questionable claims practices, while state
insurance regulators have largely looked the other way. In 2008, regulators should pierce the
mystery of how claims are settled and stop practices that deny the full payment of legitimate claims.
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4. Make state-backed reinsurance available. States should join together to offer reinsurance to
private insurers using the recent Florida legislation as a model. If all catastrophe-prone states joined
together to underwrite reinsurance at actuarially sound rates (or even at a mark-up of 50 percent
over actuarially sound rates), they would likely end or significantly diminish the periodic crises that
follow big hurricanes or earthquakes.

S. Consider offering state-backed property and automobile insurance. Policymakers in coastal
regions should consider whether the increasing rates, decreasing coverage, and turmoil created by
large numbers of periodic non-renewals have reached the point where private insurers should not be
offering certain coverage at all. In 2007, Florida allowed its primary insurer, Citizens Insurance
Company, to offer comprehensive homeowners insurance policies at competitive rates. This forced
private insurers to lower some rates and allowed Citizen’s to spread risk more broadly. States
should consider taking this approach further by offering automobile insurance, which would assure
that, over time, the state would make a small profit or at least break even on its insurance offerings.

6. Better regulate the use of catastrophe modeling. States should follow Florida’s example in
blocking catastrophe-modeling firms from using short-term projections as the basis for establishing
insurance rates and require them to return to the practice of using long-term projections. Coastal
states should consider uniting to develop a coastal weather modeling system of their own to test the
accuracy of private projections and to evaluate the fairness of insurer rate requests.

7. End unjustified geographic discrimination. If any insurer fails to market a line of insurance
that it is selling in other parts of a state (or in other states), regulators should consider convening
hearings to determine if the insurer’s license should be revoked for geographic discrimination.

8. Review homeowners insurance policy forms for hidden provisions. Insurance regulators
should carefully review the policy forms and exclusions they have allowed to become part of
homeowner’s policies, and require insurers to offer clear disclosure about exclusions and lower
rates to reflect decreased risk that results from these exclusions.

Recommendations for Federal Policymakers

1. Repeal the McCarran-Ferguson Act’s antitrust exemption for insurance. The excessive
pricing and unjustified claims practices documented in this report are abetted by collusive and
anticompetitive behavior allowed under this law. Congress should impose the same antitrust law
relative to insurance with which virtually every other business in America must comply.

2. Authorize interstate cooperation on catastrophe insurance. Congress should authorize states
to use interstate compacts to create multi-state risk “pools” to cover wind and other catastrophic
losses. Such legislation should allow states to permit the accumulation of tax-free reserves if the
funds collected are kept for the purpose of paying claims after wind disasters strike.

3. Repair the troubled National Flood Insurance Program (NFIP) before vesting it with any
additional authority. Congress should not pass any legislation to subsidize wind insurance or to
add wind coverage to the National Flood Insurance Program. The NFIP is in disarray. Out-of-date
flood maps used by the NFIP have underestimated flood risk and resulted in unjustifiably low
insurance rates. This has created hidden subsidies for unwise construction in the nation’s flood-
prone areas, helping to create a $20 billion shortfall in NFIP funding. The use of private insurers to
run the program has resulted in between one-third and two-thirds of flood premiums flowing to
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insurers, not to the payments of claims. There is also evidence that insurers have shifted the cost of
wind claims they should have paid to taxpayers—who support the NFIP.

4. Eliminate any federal policies that might undermine the development of the securitization
of insurance risk. The federal government should undertake a study of federal laws and rules to
ensure that the responsible securitization of insurance risk is encouraged, not discouraged, by
federal tax policy. Fostering increased securitization of catastrophe risk is a far more favorable
option for consumers and taxpayers than insurer efforts to receive more taxpayer subsidies.

Adyvice for Consumers

1. If possible, do not do business with a company that has a history of anti-consumer
behavior. When purchasing or renewing a homeowner’s policy, consumers can contact their state
insurance departments to get information on companies in their areas that have sharply raised rates
and cut back in coverage in recent years.

2. Carefully review policies at purchase or renewal to determine whether high out-of-pocket
costs will be imposed. Consumers should look for separate deductibles for wind damage, anti-
concurrent-causation clauses, mold exclusions, limits on replacement costs, and other restrictions on
coverage.

3. Consumers who live away from coastal areas should actively shop for better coverage and
rates. Because insurance companies are overcapitalized, they are looking for new business in lower
risk areas. Rate decreases and better coverage are possible.

4. Demand thorough oversight of insurer actions by state regulators. If consumers have a
problem with rates or coverage, they should file an immediate complaint in writing with their state
insurance agency and follow up for a response. Consumers should also contact insurance regulators
to find out what they are doing to require that rates are fair and reasonable and that insurers are not
unjustifiably withdrawing coverage.

The report was written by the Consumer Federation of America and released with national
and state consumer organizations, including Americans for Insurance Reform, Center for Economic
Justice, Center for Insurance Research, Center for Justice and Democracy, Consumers Union,
Empire Justice, Florida Consumer Action Network, Foundation for Taxpayer and Consumer Rights,
Neighborhood Economic Development Advocacy Project, New Jersey Citizen Action, Texas
Watch, and United Policyholders. A copy of the report can be found at:
www.consumerfed.org/pdfs/2008Insurance_White_Paper.pdf.

-30-

Consumer Federation of America (CFA) is a non-profit association of 300 consumer groups, with a
combined membership of more than 50 million people. CFA was founded in 1968 to advance the

" consumer’s interest through advocacy and education.
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- NORTH CAROLINA HOUSE OF REPRESENTATIVES
- COMMITTEE MEETING NOTICE
2009-2010 SESSION

You are'hereby notified that the Committee on Insurance will meet as follows:
DAY & DATE: Thursday, March 19, .2009

TIME: 11:00 AM

LOCATION: Room 1228

The following bills will be considered (Bill # & Short Title & Bill Sponsor):

HB 426 - STAY ON HOMEOWNERS IN SURANCE ACTIONS - Rep. Tim Spear
Respectfully,

Representatives Goforth and Wray
Co-chairs

I hereby certify this notice was filed by the committee clerk at the following offices at
12:20 pm on March 17, 2009.

__Principal Clerk
___Reading Clerk - House Chamber

Ann Jordan (Committee Assistant)



MINUTES

HOUSE COMMITTEE ON INSURANCE
March 24, 2009

The House Committee on Insurance met at 11:00 AM on Tuesday, March 24,
2009, in Room 1228. The following Representatives attended, Chairmen Bruce Goforth
and Michael H. Wray; Vice Chairs: M. Dickson, J. Dockham and M. Setzer. Members
attending were Reps. Blust, Braxton, Brubaker, Cole, Current Faison, Gibson, Holliman,
Howard, Pierce and Wainwright.

Chairman Wray called the meeting to order and welcomed visitors. He
recognized Sgt-At-Arms and Pages. Visitor Registration Sheets are attached and made
part of the record. (Attachment #1)

Chairman Wray stated speakers would be allowed to speak on HB 426-Stay on
Homeowners Insurance Actions to be followed by questions, and he recognized Mr.
Steve Carroll representing the NC Farm Bureau Mutual Insurance Company for remarks. -
(Attachment 2) Mr. Carroll thanked Insurance Commission Wayne Goodwin and
members of the Legislature for recognizing that the Beach Plan issue impacts the
insurance industry, the business community and economic development in our state. The
North Carolina Farm Bureau Mutual supports Commissioner Goodwin’s position that
rate changes are necessary to maintain competition and guarantee availability of coverage -
in North Carolina. He does not belleve the bill would be in the best interest of North
Carolina.

Ms. Amy Powell, Nationwide, was called upon to speak. (Attachment 3) She is
from eastern North Carolina and understands the impact of higher insurance rates on
constituents. The amounts Nationwide were permitted to charge North Carolina
policyholders last year did not cover the costs to serve their needs. The Beach Plan is not
a money maker for the industry, and the proposed moratorium in HB 426 could result in
higher insurances rates for all homeowner insurance customers.

Mr. Bob White, Alliance Mutual Insurance Company, spoke to the committee.
(Attachment 4) He stated his company faces a disproportionate impact should the Beach
Plan levy an assessment related to storm losses. The statewide homeowner rates
scheduled to go into effect May 1* were actuarially determined by the Rate Bureau and
reviewed and vetted by the Department of Insurance. The resulting rate change
represents a compromise between what the Rate Bureau believes is needed to cover
future loss costs and what the Department of insurance believes is fair and reasonable.
He asked that the committee to accept the vetting process and allow the May 1st
homeowner rates to become effective.

Mr. John McMillan, American Insurance Association, was recognized to speak.
He stated Insurance Commissioner Goodwin has expressed his opposition to the bill and



has urged members of the General Assémbly to rejeci bills proposing any stay of
increased homeowners rates and Beach Plan taxes. He urged defeat of HB 426.

Mr. John Bode, Independent Insurance Agents of North Carolina, spoke next. He
believes the problem is very serious. He thinks the Beach Plan needs to be restructured
and offered to talk with members of the committee.

Mr. George Teague, Property Casualty-Insurers Association of America, also
spoke against passage of HB 426 which would have the General Assembly decide rate
making judgments over that of the Insurance Commissioner and the statutorily created
Rate Bureau that establishes homeowners’ rates. This is a bad idea in that the General
Assembly does not have expertise in establishing utility rates or the prices of other goods.

Chairman Wray asked for questions from the committee members and after
committee discussion, he stated discussion of HB 426 would be continued at a later
meeting. He thanked the industry for their presentations.

Chairman Wray adjourned the meeting at 11:50 AM.

s

Representative Michael H. Wray, Chair

Mary C%s, C?zmittee Assistant




HOUSE INSURANCE COMMITTEE

" March 24,2009
~ 11:00 a.m.
Room 1228 LB

Rep. Bruce Goforth, Chairman
Rep. Michael Wray, Chairman

Vice-Chairs:
. Rep. Margaret Dickson -
‘Rep. Jerry Dockham
Rep. Mitchell Setzer

Agenda

(Continued D_iscussion)

HB 426 - Stay on Homeowner Insurance Actions -
Representatives. Spear, Wainwright, Owens and McElraft

Adjourn .
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
H 1
HOUSE BILL 426
Short Title: ~ Stay on Homeowners Insurance Actions. (Public)

Sponsors: Representatives Spear, Wainwfight, Owens, McElraft (Primary Sponsors);
Cleveland, Grady, Hughes, Justice, McComas, Mobley, Underhill, and Williams.

Referred to:  Insurance, if favorable, Commerce, Small Business, and Entrepreneurship.

March 5, 2009

A BILL TO BE ENTITLED
AN ACT TO IMPOSE A TEMPORARY STAY ON INCREASED SURCHARGES AND
DEDUCTIBLES UNDER THE BEACH PLAN AND THE FAIR PLAN AND TO
TEMPORARILY STAY PROPERTY INSURANCE RATE INCREASES FOR
HOMEOWNERS POLICIES ACROSS THE STATE.
Whereas, the economy of the State is in historic decline, as evidenced by the
projected $2.2 billion shortfall in revenue for the 2009-2010 fiscal year; and
Whereas, the unemployment rate for December 2008 by the Employment Security
Commission was 8.7%, an increase of 85% over the rate in December 2007; and
Whereas, over 53,995 homes in North Carolina entered foreclosure in 2008 and an
additional 2,221 homes entered foreclosure in January 2009; and
Whereas, the homeowners insurance rate increase approved by the Department of
Insurance in December 2008 and scheduled to take effect in May 2009 increases rates-by 22%
in portions of Currituck, Hyde, Dare, and Pamlico Counties and increases rates by 29.8% in
portions of Brunswick, New Hanover, Onslow, and Pender Counties; and
Whereas, over the last six years, the Department of Insurance estimates that
homeowners insurance rates in the Beach Plan beach area have increased 90%, and rates in the
Beach Plan coastal area have increased 65%; and
Whereas, seven of the counties included in the Beach Plan's beach and coastal areas
are classified by the Department of Commerce as Tier One counties, meaning that they are
among the 40 most economically distressed counties in the State and are eligible for the highest
level of economic development incentives; and
Whereas, nine of the counties included in the Beach Plan's beach and coastal areas
have poverty rates above the statewide average and median family income below the statewide
average, according to U.S. Census Bureau 2007 estimates; and
Whereas, 57% of properties insured by the Beach Plan have an insured value for
building and contents of $300,000 or less; and
Whereas, the citizens of North Carolina who are struggling to hold onto their homes
and jobs should not be requlred to pay higher insurance rates during this economic crisis; Now,
therefore,
The General Assembly of North Carolina enacts:
SECTION 1. The filing by the North Carolina Insurance Underwriting Association
(NCIUA) approved by the Department of Insurance on November 21, 2008, and designated by
the Department as PC121215 increasing from fifteen percent (15%) to twenty-five percent
(25%) the factor or surcharge for homeowners coverage shall not take effect. '
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SECTION 2. The filing by the NCIUA approved by the Department on November
21, 2008, and designated by the Department as PC122445 increasing from five percent (5%) to
fifteen percent (15%) the factor or surcharge for homeowners windstorm and hail only
coverage shall not take effect. :

SECTION 3. The residential deductible guideline submitted by the NCIUA,
approved by the Department on November 21, 2008, and des1gnated by the Department as
PC122635 shall not take effect.

SECTION 4. The residential deductible guideline submitted by the North Carolina
Joint Underwriting Association (NCJUA), approved by the Department on November 21, 2008
and designated by the Department as PC122682 shall not take effect.

SECTION 5. The commercial deductible guideline submitted by the NCIUA,
approved by the Department on November 21, 2008, and designated by the Department as
PC122637 shall not take effect. ;

SECTION 6. The commercial deductible guideline submitted by the NCIUA,

. approved by the Department on November 21, 2008, and designated by the Department as

PC122683 shall not take effect.

SECTION 7. There shall be no surcharge or deductible increases or changes for
coverages as specified in Sections 1 through 6 of this act on or after the’effective date of this
act.

SECTION 8. Rate increases resulting from the 2008 Rate Filing approved by the
Commissioner of Insurance in the Consolidated Settlement Agreement and Consent Order
dated December 18, 2008, shall not take effect, nor shall these rate increases be used by the
NCIUA or the NCJUA when determining rates for coverage. In addition, there shall be no rate

- increases for coverage as specified in this section subsequent to the effective date of this act.

SECTION 9. Premiums or deductibles paid in violation of this act shall be
refunded by insurers, the NCIUA, and the NCJUA, as applicable.

SECTION 10. Sections 1 through 9 of this act are effective when they become law
and apply to policies issued or renewed on or after that date. The remainder of this act is
effective when it becomes law. This act expires July 1, 2010. : :

Page 2 o House Bill 426-First Edition



HOUSE BILL 426:
Stay on Homeowners Insurance Actions

2009-2010 General Assembly

Committee: House Insurance, if favorable, Commerce, Date: March 18, 2009
Small Business, and Entrepreneurship

Introduced by: Reps. Spear, Wainwright, Owens, McElraft  Prepared by: Tim Hovis

"Analysis of: First Edition Committee Counsel

SUMMARY: House Bill 426 would place a stay on surcharge increases for wind and hail portions
of homeowners policies and separate homeowners' wind and hail policies issued by the North
Carolina Insurance Underwriting Association (NCIUA), also known as the Beach Plan. The bill also
stays all residential and commercial deductible increases for policies issued by the NCIUA and the
North Carolina Joint Underwrmng Association (NCJUA), also known as the FAIR Plan. Finally, the
bill stays all statewide homeowners coverage rate increases approved by the Commissioner of

" Insurance and prohibits the use of these rate increases by the NCIUA and the NCJUA when
determining base rates for homeowners coverage. :

House Bill 426 is effective when it becomes law and applies to policies issued or renewed on or after .
that date. The bill expires July 1, 2010.

BILL ANALYSIS Below is a summary of current surcharges and deductibles under the Beach and
FAIR Plans and increases to these surcharges and deductibles approved by the Commissioner of
Insurance. .

e Section 1 of the bill
Surcharge on Homeowners Policies (wind portion)
Increased from 15% to 25%
Effective for policies issued or renewed on or after February 1, 2009

e Section 2 of the bill
. Surcharge on Wind Only Homeowners Pohcles
Increased from 5% to 15%
Effective for policies issued or renewed on or after February 1, 2009

e -Sections 3 and 4 of the bill
Residential Deductible Guidelines for Wind and Hail

1. Current residential deductible guidelines under the Beach Plan:
$500 flat deductible for less than $100,000 in coverage
$1000 flat deductible for $149,999-$249,999
$2,000 flat deductible for $250,000 and above

2. Current residential deductible guidelines under the FAIR Plan:
$500 flat deductible on all FAIR Plan residential properties
(This deductible applies to all perils, not just wind and hail.)

3. Revised residential guidelines under both Beach and FAIR Plans:
$1,000 flat deductible for less than $50,000 in building coverage
2% of building value for more than $50,000 in coverage

(Bald Head Island—5%)

(FAIR plan increases apply only to Territories 42 and 43.)

Research Division . O. Walker Reagan, birector ’ . (919) 733-2578
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Revised deductibles are effective for policiés issued on or after February 1, 2009 and for .
policies renewed on or after April 1,2009.

All deductibles are per occurrence, not annual.

Deductible remains the same for all perils except wind and hail--$500 flat deductible for
residential, $1,000 for commercial.

e Sections 5 and 6 of the bill
Commercial Deductible Guidelines for Wind and Hail
1. Current commercial deductible guidelines under Beach Plan
$1000 flat deductible for less than $100,000 in coverage
$2,500 flat deductible for less than $100,000-$249,999
$5,000 flat deductible for $250,000 and above
2. Current commercial deductible guidelines under FAIR Plan
$500 flat deductible for less than $100,000 in coverage
$1,000 flat deductible for $100,000-249,999
$2,500 flat deductible for $250,000 and above .
3. Revised commercial deductible guidelines under both Beach and
Fair Plans
$1,000 flat deductible for less than $50,000 in bmldmg coverage
2% of combined building value for more than $50,000 in coverage
(FAIR Plan deductibles apply only to Group II, Seacoast Territories II and IIL.). -

Revised deductibles are effective for policies issued on or after February 1, 2009 and for
policies renewed on or after April 1, 2009.

Deductible remains the same for all perils except wind and hail: $1,000 flat deductible under
Beach Plan and $500-$2500, depending on the amount of coverage, under the FAIR Plan.

e Section 8
Statewide Rate Increases :
The North Carolina Rate Bureau requested an average statewide homeowners rate increase of
19.5% in its ﬁlmg to the Commissioner of Insurance. The Commissioner approved an average
~ statewide rate increase of 4.05%. Attached to this summary is a chart showing percentage rate
increases by territory as approved by the Commissioner.

BACKGROUND The purpose of the Beach Plan is to serve as a market of last résort to ma.ke propetty
insurance available to people who are unable to buy insurance through the standard or voluntary market.
The Beach Plan functions as an insurance company by acting as an agent for insurers. All property and
casualty insurers in the State are members of the Plan. By statute, the Plan covers two areas: (1) the
barrier islands, referred to under the Plan as the beach area; and (2) 18 coastal counties, referred to as the
coastal area. The Plan offers homeowners, dwelling, and wind only coverage in the beach area and
homeowners and wind only coverage in the coastal area. Commercial coverage is also available under
the Plan. :

The Plan's members include all insurers authorized to write property insurance in North Carolina. All
member companies share in the expenses, profits, and losses of the Plan. Each year that the Plan

Research Division . _ O. Walker Reagan, Director . (919) 733-2578
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generates revenues in excess of claims paid, the Plan may elect to return the excess funds to the member
companies or hold those funds as "surplus." The surplus is used to cover Plan losses where claims filed
are greater than the premium received. Should claims exceed the revenues from premiums, the amount
of surplus, and any applicable reinsurance, member companies are assessed by the Plan to pay the
claims. Assessments are calculated based on a member's market share and are reduced by credits given
for writing coverage in the beach and coastal areas. Providing credits against assessments for coverage
. written in the beach and coastal area was intended to encourage insurers to write such policies and limit
the growth of exposure to risk in the Beach Plan.

The NCIUA's Plan of Operation is adopted by its Board of Directors and submitted to the Comnussmner
of Insurance for approval. The Plan of Operation sets forth the administration of the Plan including the
membership and manner of election of members to the Board of Directors.

The Plan also files with the Commissioner for his or her approval rates for separate policies of .
windstorm and hail, policy deductible plans to be paid by property owners, and the percentage
differential or surcharge for coverage offered by the Plan. The surcharge is a percentage amount above
the voluntary market rate approved by the Commissioner which all beach and coastal property owners
must pay to purchase homeowners coverage through the Plan. The surcharge applies to homeowner's
coverage and homeowner's-wind and hail coverage only.

H426-SMRG-5(el) v4

Research Division =~ 0. Walke'f Reagan, Director ‘ o (919) 733-2578°



North Carolina Homeowners Rate Revision Breakdown by Territory

-2009
Counties/Cities Located In This Ordered
Territory Territory Current Filed/NCRB Ordered %
5 $1,993 $2,636 $2,122 6.5
Earteret, Currituck, Dare & Hyde .
Brunswick, New Hanover, Onslow & ‘ -
Pender (Carteret) 6 $1,993 $3,010' $2,342 17.5
Durham & Raleigh 32 $631 - $833 $663 5.0
Cumberland 34 $817 $939 $850 4.0
Winston-Salem & Greensboro 36 $545 $617 $562 3.0
Gaston, Mecklenburg & Union 39 $531 $54p $499 -6.0 ‘
Bladen, Columbus & Robeson 41 $945 $1,150 $1,059 12.0
Brunswick, New Hanover, Onsiow & 42 $1,245 $2,116 $1,616 $29.8
Pender (Carteret)
BeadfortCamden,—Carteret-Chowan— .
i 7 ATy Oty | 43 $1,245 N/A N/A N/A
Tyrreli-&-\Washingten
Curritdck, Dare, Hyde, & Pamilco 43 E $1,245 $2,564 $1,519 22.0
Beaufort, Camden, Chowan, .
Craven, Jones, Pasquotank, 43 W $1,245 $1,596 $1,327 6.5
Perquimans, Tyrrell & Washington
44 637 ' '
Anson, Montgomery & Richmond ¥ $774 3676 6.0
Examples are based on a frame home valued ~° “~.50,000 and insured under the HO-3 pollcy,

Protection

jes 1 - 6.
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North Carolina Homeowners Rate Revision Breakdown by Territory
i 2009 '

Ordered

%

Counties/Cities Located In This ,
Territory Territory

Current Filed/NCRB Ordered

Bertie, Duplin, Gates, Greene,
Hertford, Lenoir, Martin, Pitt, : 45
Sampson & Wayne :

- $797 - $914 $853 7.0

1Caswell, Granville, Persbn, Vance &. 46 $660

Warren

$605 $587

Edgecombe, Frahklin, Halifax, Harnett, 47 2.0
Hoke, Johnston, Lee, Moore, Nash,

Northhampton, Scotland & Wilson

$686 $773 $700

53 $613 .$693 $625 2.0

Chatham, Durham, Orange & Wake

Alamance, Davidson, Forsyth, . |. 57 $613 ' $560. 2.0

Guilford, Randolph & Yadkin

- $550

Alexander, Alleghany, Ashe, Avery,
Buncombe, Burke, Cabarrus, Caldwell,
Catawba, Cherokee, Clay, Cleveland,
Davie, Graham, Haywood, Henderson,
Iredell, Jackson, Lincoln, Macon, 60
Madison, McDowell, Mitchell, Polk,
Rockingham, Rowan, Rutherford,
Stanly, Stoke, Surry, Swain,
Transylvania, Watauga, Wilkes &
. |Yancey

$486 $532 $480 -1.2|.

Overall Statewide Average

Examples are based on a frame home valued 50,000 and insured _undel: the HO-3 policy,
Protectjon. ies 1-6. ' ' e 2
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NC FARM BUREAU MUTUAL INSURANCE COMPANY
COASTAL INSURANCE COMMENTS

March 24, 2009

Thank you to the committee for hearing our perspectives.

I'd also like to thank Senator Rand and Representative Holliman, and all the members of
the Joint Select Study Committee on the potential impact of major hurricanes for all the

work done from September through January on this important problem.

Since 1953, Farm Bureau Mutual has been proud to servé Farm Bureau members
across our great state with a complete line of auto, property, health and life insurance
products. Farm Bureau Mutual is North Carolina’s largest domestic property and
casualty insurance company. We are the third largest writer of property insurance in our

state.

Currenﬂy, North Carolina Farm Bureau Mutual Insurance Company serves over 500,000
members Within every one of our 100 counties. We have over 542,000 property policies
in force and insure over $125 billion in property value across the state. We service our
members through 184 officgs and 845 multi-line agents who are licensed to sell Farm

Bureau products.

Additionally, we employ over 200 associate agents and almost 500 customer service
i'epresentatives. Farm Bureau Mutual is proud to be a part of the business community in

every county in North Carolina.
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We are a single-state operation governed by a Board of Directors comprised of farmers
‘who live and run businesses from the mountains to the coast. Our company is a mutual
company, owned by our policyholders. We are a conservative company, striving to keep '
our costs manageable while providing the best quality coverage and customer service
possible. While some people may argue that insurance companies can take profité from
their operations in other states to pay for lossés they experience in North Carolina, we

" operate solely within the state of North Carolina.

We are a North Carolina company. We will continue to sell in all of our state’s 100
counties.
(Pause)
Our President and several board members are products of North Carolina’s coastal
area. They still live and farm there, and know well the impact that insurance rates have

on others living in this region.

We ‘thank Commissioner Goodwin and the members of our legislature for recognizing
that the Beach Plan issue impacts the insurance industry, the business community, and
econo’mic development in our state. North Carolina Farm Bureau Mutual supports
Commissioner Goodwin’s position that rate changes a.re necessary to maintain

competition and guarantee the availability of coverage in North Carolina.

It is a complicated subject that is worthy of our attention, discussion and debate.
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We would like to stress that we do not take lightly the concerns that have been
expressed by many in our coastal areas. We as a company have many of the same
concerns as our coastal residents — increasing rates on our (reinsurance), high

retentions (deductibles), and the possibility of multiple storms.

We acknowledge that this is not the best of time for rate increases, but we fear that

“putting this off until another day” may, in the long run, make matters worse.

In fact, we believe we are where we are today because we have put off the problem for

the past 15 years.

When availability began to be a problem in Coastal North Carolina ip the mid71 990s, we

did not address the real problem, which was rate inadequacy.

Instead, we forced expansion of the Beach Plan through legislation with the introduction

of the wind-only product and the extension of the Beach Plan inland.

Again, in 2003, instead of dealing with rate inadequacy, we expanded the Beach Plan to
offer a homeowners policy, something no other residual market we are aware of has

. donei

Continued expansion without addressing rate issues has led to the rapid growth of the

Beach Plan in the past few years.
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The request made by the Beach Plan Board of Directors and the North Carolina Rate
Bureau and approved by the late Commissioner Long, and now supported by

Commissioner Goodwin, has begun to address the problem.

While there has been ruch discussion that the rates approved were excessive, what we
believe are actuarially sound and supportive data filed by the Beach Plan and North
Carolina Rate Bureau indicates that the rate increases approved by Commissioner Long

were actually on the very conservative side.

The rate request sought by the industry from the coast to the mountains was reduced

substantially with the order approved by former Commissioner Long.

Our own company experience supports the need for these rate increases, particularly in
the coastal areas. Net of reinsurance, we lost money statewide on homeowners
insurance from 1999 — 2008 and our average hurricane loss per policy was 5.3 times

greater in the 18 coastal counties when compared to the inland 82 counties.

Also, the question of the value and use of models,in rate determination has been
discussed at length. We as a company also know that the models are not guaranteed to
be accurate. It is the work of people trying to predict what will happen in the future,
which can never be entirely accurate. The concern our company has IS that in the past,

when the models have been in error, they have generally erred on the low side.
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One thing we know for certain is that from North Carolina to Texas, coastal areas are
extremely vulnerable to hurricanes. We've seen the tremendous damage they can do,

(Ms. Farm Bureau/$650 million) and know it is only a matter of time before North

Carolina suffers another blow.

Of as much concern as a pdssibility of one large storm hitting is the possibility of multiple
storms striking in one year. Multiple storms can cause more losses to our company thah
one large loss. We as a company have retentions (deductibles) for each storm that we
must absorb on our own. Reinsu-rance must be re-purchased once it is used, as
opposed to traditional primary insurance), and we must deal with capacity issues edach

time a catastrophe occurs in our state, or even anywhere in our country or world.

Without the changes that have been approved by the Department of Insurance, the
following problems we now face as a company will continue to mount as the Beach Plan
continues to be the market of choice rather than that of last resort, as was intended by

our current statutes:

1. Companies may continue td leave the market, which puts more pressure

on those that remain.

2. The Legislature’s decision to override the existing structure of the rate
approval process may cause companies to be even more leery of

operating in North Carolina.
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3.

As possible assessments grow, it makes it more difficult to grow and
serve all across North Carolina, as growth inland increases our required

coastal participation.

As the plan grows and companies leave or reduce their writings, it makes
it more and more difficult to “write ouréelves out” of possible Beach Plan
assessments with voluntary writings, which is our company goal and
objective. With.the changes that have been approved (thaf this bill would
stay), North Carolina Farm Bureau Mutual Insurancg Company_ asa |
company began the effort to insure wind on 4000 to 5000 policies that

are currently insured through the Beach Plan.

As it becomes more difficult to write ourselves out, we have to not only
manage our own exposure but the Beach Plan exposure. Inadequate
surplus in the Beach Plan does not actually threaten the_ insolvency of
the Beach Plan, but that of the companies that bear’the cost of
unlimited assessments. This burden could be particularly ﬁard on

smaller companies and one-state operations such as ours.

If the Beach Plan continues to grow, it will bg forced to purchase more
reinsurance, which in turn impacts reinsUrance capacities available for
primary companies like North Carolina Farm Bureau Mutual insurance
Company. These companies must purchase reinsurance for the

financial stability required to serve its policyholders in-the event of a
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major storm. Additional pressure will be applied to our company
where reinsurance already costs 25% of our entire property

premiums.

As Beach Plan assessment exposure grows, it becomes more difficult for
companies and particularly smaller ones to maintain an A.M. Best

rating that is satisfactory to meet mortgagee requirements.

As property business in North Carolina becomes more and more difficult
to write in a profitable manner, a stay on the Beach Plan changes and the
rate increases which would lead to an increased exposure to Beach Plan
assessments could affect our ability to successfully compete with larger
national companies and the automobile-only insurance carriers in North

Carolina.

In summary, we are a one-state company and will be here. We will do our best to

operate as a financially strong and responsible company within whatever legal structure

and parameters that the North Carolina General Assembly and the courts put in place..

However, we do not believe that this bill would be in the best interest of North Carolina.

SC/pt/r16-SC/1-7
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Testimony to House Insurance Committee, Amy Powell, AVP Underwriting/Product

Good morning e\/eryone. My name is Amy Powell and | work for Nationwide, the
largest writer of auto and home insurance in North Carolina. Today, | would like
to address the potential unintended consequences if HB 426 passes.

Being from eastern NC, | understand the impact of higher insurance rates on
your constituents. |, too, hear the concerns across the Sunday dinner table.

We are all feeling the strains of the current economic climaté. And we are all

feeling the effects of increasingly harsher and more damaging weather. Both of

these factors are dramatically impacting the North Carolina Property Insurance
- market.

In 2008, North Carolina was fortunate to not have any hurricanes hit our
coastline. However, despite that good fortune, many homeowner insurance

- companies in North Carolina, like Nationwide, did not generate enough premium
to cover the aétual cost of property damage suffered in this state. Let me be

clear, the amounts we were permitted to charge North Carolina policyholders last

year did not cover the costs to serve their needs.

Our customers filed an increased number of claims for losses related to extreme
non-hurricane weather throughout the state, and an increased number of claims
not related to weather. And in 2009, we have already experienced extreme
weather in the state again with the winter weather earlier this month.

To be able to serve our customers when they need us most, Nationwide and
other homeowner insurance companies must have sufficient resources set aside
to pay claims in North Carolina and all states. We must also set aside funds to
meet obligations from state guaranty funds, and residual markets like the North
Carolina Beach Plan. And we must demonstrate to state regulators and rating
companies (e.g., Moody's, AM Best) that we are financially sound.

Page 1
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We have worked I'ong and- hard with the North Carolina Rate Bureau and the
Department of Insurance to develop the rates in place today. Actuarial reports
issued by the DOI confirm that these rate adjustments are necessary to offset the
massive coastal hurricané risk exposure and other weather exposure throughout
North Carolina. D

Several factors are driving the need for additibnal resources to cover potential
losses. First, despite the falling market prices of homes, the costs to repair and
rebuild homes continue to increase. A recent report from Conning shows that
building costs inflation remains as high at 9 to 11 percent, but is expected to
flatten to about 2 percent in the Third Quarter of 2009. But then it is expected to
rise again in 2010. So we face increased costs to fulfill our obligations to our
customers. |

Second, we have far more businesses and homes insured in the coastal counties
than at any time before. Some of us remember Hurricane Hazel (and all of us
remember the stories) from the 1950s. It packed a punch.

With the increase in costs and the number of properties in the area, if a Hazel-
like hurricane were to take the same path today, it would cause about $6.5 billidn
in damages. In addition to our own policyholder losses, the insurance companies
that support the Beach Plan would have to pay $1billion in assessments. If such
a storm were to veer a little west of where Hazel went and then exit NC, the,
damages could total $30 billion. That would require the insurers to pay $8B in
assessments to the Beach Plan.

So, let me talk about the Beach Plan for just a moment.

A speaker at last week's hearing mentioned that the Beach Plan made a
“distribution” to companies. Let me put this in context. Since the inception of the

. Page 2
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Beach Plan in 1969, the cost of assessments to companies has outweighed
distributions by about $112-million dollars (469 million assessments/357-million
distributions). That means companies have paid $112 million dollars without
reimbursement. '

The Beach Plan is not a mohey maker for the industry.

As challenging as it is to the communities that are impacted, the DOI rate
decision strikes a balance that helps ensure available coastal property coverage -
without unfair increases on non-coastal residents.

This proposed moratorium in HB 426 could result in higher insurance rates for all
homeownér insurance customers or, worse, availability issués. This proposal
would create uncertainty for insurance carriers, potentially leading to further
market disruption. ‘ ' ‘

Nationwide remains committed to serving our pdlicyholders in North.Carolina.
We've been here for more than 80 years and intend to be here for another 80.
Passage of HB 426 would seriously challenge our ability to maintain long term

" viability and have the resources to pay the claims filed by our customers.

We a'ppreciate the opportunity to be heard today.

Page3



HOUSE INSURANCE COMMITTEE
DISCUSSION ON HB 426 - STAY ON HOMEOWNERS INSURANCE ACTIONS
MARCH 24, 2009

ROBERT A. (BOB) WHITE, CIC, ARM, AAl, ARe .
- ALLIANCE MUTUAL INSURANCE COMPANY

Mr. Chairman and members of the House Insurance Committee, thank you for the opportunity to
. discuss this proposed legislation. My name is Bob White, and | am Pre5|dent and CEO of
Alliance Mutual Insurance Company

Alliance Mutual is a small North Carolina domestic mutual insurance company based in
Greensboro.  Alliance Mutual was founded in 1976 and serves approximately 20,000
policyholders within North Carolina. As a mutual insurance company, Alliance Mutual is owned
by its policyholders. -

Like many small insurance companies doing business in North Carolina, Alliance Mutual faces a
disproportionate impact should the Beach Plan levy an assessment related to storm losses.
Using 2008 assessment and loss modeling data, Alliance Mutual would incur a $17 million
assessment:following a 100 year return period storm.

To put this assessment amount in perspecti\)e, a $17 million assessment represents an amount
equal to: . )

B 231% of Alliance Mutual's total 2008 annual direct written premium;
- B 432% of Alliance Mutual's estimated 2009 total annual property insurance direct written
premium;
B 378% of Alliance Mutual’s 2008 statutory surplus; and
B 196% of the estimated actual loss Alliance Mutual would incur from an 100 year return
period storm to the property Alliance Mutual actually insures.

Without hesitation, | can tell you that a large assessment made by the Beach Plan is the single
greatest threat to the solvency of Alliance Mutual, and it could lead to the total confiscation of
the equity which belongs to our policyholder owners.

Since Alliance Mutual is a single state insurance company and not part of a large company or
group of companies, Alliance Mutual must depend on either the equity that belongs to our
policyholders or the ability to purchase reinsurance to cover the cost of any Beach Plan
assessments. This dependence on reinsurance means our policyholder owners have already
born a sizable cost related to a possible assessment.

For 2009, Alliance Mutual experienced a 167% ‘increase in the costs to purchase p'roperty
catastrophe reinsurance. 84% of this increase in reinsurance cost was related to reinsurance
purchased solely to cover a potential Beach Plan assessment.

The reinsurance costs asscciated with the coverage purchased solely to cover the costs of a
Beach Plan assessment represent 7.2¢ of every dollar of property insurance direct written
premium from every policy Alliance Mutual writes throughout North Carolina. If looking strictly at
the coastal counties where this Beach Plan assessment would be generated, the reinsurance
costs associated with the coverage purchased solely to cover the costs of a Beach Plan

Page 1 of 2



assessment represent 43¢ of every dollar Alliance Mutual collects for aill Homeowner and
Dwelling policies written within the 18 coastal counties. These large reinsurance costs are
incurred by Alliance Mutual in addition to the reinsurance Alliance Mutual must purchase to
provide protection for the properties Alliance Mutual actually insures and in addition to the claim
costs and operating expenses associated with Alliance Mutual’s normal operations.

The iriability to offset increasing costs will lead to the shifting to all polii:yholders throughout the
state the increased costs associated with a potential Beach Plan assessment either through:

B Higher pricing for those lines of business where Alliance Mutual does have discretionary
pricing capability;

B Reduced availability of purchasing options for policyholders; or

8 Simply through the erosion of the equity belonging to Alliance Mutual’s North Carolina
policyholder owners pecause Alliance Mutual has to absorb these increased costs.

While | can only speak on behalf of my company, the threat to the solvency of Alliance Mutual
associated with a large Beach Plan assessment must be addressed. | realize there may be’
disagreement as to the likelihood of a catastrophic hurricane striking the North Carolina
coastline, but the modeling tools available today are the best method of predicting future loss
scenarios.

As with all companies doing business in North Carolina, Alliance Mutual’s Board of Directors
have a fiduciary duty to protect the solvency of the company. To ignore this responsibility or the
factors that contribute to such a treat to the company’s solvency would breach this fiduciary
responsibility. : ‘

The statewide homeowner rates scheduled to go into effect May first were actuarially
determined by the Rate Bureau and reviewed and vetted by the Department of Insurance. The
resulting rate change represents a compromise between what the Rate Bureau believes was
needed to cover future loss costs and what the Department of Insurance believed was fair and
reasonable. ‘

| would ask this Committee to accept this vetting process and allow the May first homeowner

rates to become effective. We must begin the process of correcting the underfunding of the
Beach Plan.
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Mary Capps (Rep. Wray)

rom: Ann Jordan (Rep. Goforth)
ent:  Thursday, March 19, 2009 12:10 PM °

To: Rep. Tim Spear; Rep. William Wainwright; Rep. Bill Owens; Rep. Pat McElraft; @House/Insurance;
- @HouseCommitteeNotice; Ben Popkin (Research); Interested Parties; Tim Hovis (Research)

Subject: Meeting Notice for March 24.doc

NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE
2009-2010 SESSION

You are hereby notified that the Committee on Insurance will meet as follows:

DAY & DATE: Tuesday, March 24, 2009

TIME: 11:00 AM

\

LOCATION: Room 1228 '
1

The folloWing bifls will be considered (Bill # & Short Title & Bill Sponsor):

,(Continued Discussion on HB 426)

HB 426 - STAY ON HOMEOWNERS INSURANCE ACTIONS - Reps. Speaf, Wainwright, Owens &
McElraft

Respectfully,

Representatives Goforth and Wray
Co-chairs '

['hereby certify this notice was filed by the committee clerk at the following offices at 12:15 pm on March 18, 2009.
___Principal Clerk

___Reading Clerk’- House Chamber

Ann Jordan (Committee Assistant)

3/19/2009
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MINUTES

HOUSE COMMITTEE ON INSURANCE
March 26, 2009

The House Committee on Insurance met at 11:00 AM on Thursday, March 26, 2009 in Room
1228. The following Representatives attended, Chairmen Bruce Goforth and Michael Wray; Vice
Chairs:. M. Dickson, J. Dockham and M. Setzer. Members attending were Reps. Barnhart, Blust,
Braxton, Brubaker, Cole, Current, Faison, Gibson, Holliman, Howard, Hughes, Pierce, and Wainwright.

Chairman Goforth called the meeting to order and welcomed visitors. He recognized Sgt-At
Arms and Pages. Visitor Registration Sheets are attached and made part of the record. (Attachments)

Chairman Goforth recognized Rep. Hugh Holliman to explain SB 287 — State Health Plan
$/Good Health Initiatives. A copy of the bill, bill summary and actuarial note is attached to the
minutes. Rep. Holliman asked for Gann Watson, Fiscal Research Division, to explain the plan. In
summary the Plan needed to implement measures to contain costs in order to continue access for
medically necessary health plan access. Changes were made through premium increases, benefit
changes and health lifestyles programs that not only reduce costs but improve member health. The
Plan estimated that coverage costs each year are $2,000 more per member for tobacco users and
$2,334 for overweight members. There were also increases for co-payment of prescription drugs.

Rep. Howard wanted to offer an amendment which was ruled out of order because it did not
have an actuarial note attached.

Rep. Blust questioned whether the bill was designed to be a short term fix. Rep. Holliman said
that it was not intended to be the long range plan. Rep. Blust expressed concerns as to whether long
range will be looked at.

After considerable discussion the meeting adjourned at 11:45 AM.

L Lyt

Representative Bruce Goforth, Chairman

oSy

Ann Jordan — Committee Assistant



HOUSE INSURANCE COMMITTEE

March 26 2009
11:00 a.m.
Room 1228 LB

Reb. Bruce Goforth, Chairman
Rep. Michael Wray, Chairman

Vice-Chairs:
Rep. Margaret Dickson
Rep. Jerry Dockham
Rep. Mitchell Setzer

Agenda

SB 287 — State Health Plan $/Good Health Initiatives
' Senator Tony Rand

Adjourn
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: kTTACHMENT #1 ]
GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2009
S 3
SENATE BILL 287
Select Committee on Employee Hospital and Medical Benefits Committee Substltute
Adopted 3/10/09
Third Edition Engrossed 3/24/09
Short Title:  State Hlth Plan $/Good Health Initiatives. * (Public)
Sponsors:

Referred to:

February 25, 2009

, A BILL TO BE ENTITLED
AN ACT TO APPROPRIATE FUNDS FOR THE STATE HEALTH PLAN FOR TEACHERS
AND STATE EMPLOYEES AND TO MAKE OTHER CHANGES RELATED TO THE
STATE HEALTH PLAN.

Whereas, the General Assembly must act quickly and prudently to maintain a
financially stable State Health Plan to ensure that all members of the Plan have affordable
access to medically necessary health benefits and services within available resources; and

Whereas, in order to meet current fiscal obligations the General Assembly must
appropriate $250,000,000 for the 2008 2009 ﬁscal year to cover the current year shortfall in
funds; and

Whereas, estimates 1nd1cate ‘that ‘a substantially larger approprlatlon will be
necessary to maintain the fiscal integrity of the Plan in the next and ensuing fiscal periods; and

Whereas, in order to ensure continued access to medically necessary health care to
Plan members, the Plan must implement measures to contain costs through premium increases,
benefit changes, and healthy lifestyle programs that not only reduce costs but improve member
health; and _

Whereas, the Plan estimates that over 70,000 Plan members use tobacco, resulting
in a cost to the Plan of $2,000 per member per year more than the cost of providing coverage
for nonusers of tobacco; and :

Whereas, over 60% of North Carolina adults are obese or overweight; and

Whereas, obesity is linked to an over 37% increase in health care spending at a cost
of $2,445 per member per year; and

Whereas, weight management and cessation of tobacco use have been demonstrated
to result in improved member health and substantial savings in health care costs making it
fiscally prudent to implement smoking cessation and weight management incentives and
initiatives with mechanisms to verify member compliance with smoking cessation and weight
management requirements; Now, therefore,

The General Assembly of North Carolina enacts:
PART ONE: APPROPRIATIONS, DEFINITIONS, AND SCOPE. ~

' SECTION 1.(a) Appropriation for 2008-2009 fiscal year. — There is appropriated
from the Savings Reserve Account established in G.S. 143C-4-2 to the Health Benefit Reserve
Fund established in G.S. 135-44.5 the sum of two hundred fifty million dollars ($250,000,000)
for the 2008-2009 fiscal year. These funds shall ‘be used to address the shortfall in funds

LN
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available for the payment of health care and administrative costs under the State Health Plan
for Teachers and State Employees ("Plan") for the 2008-2009 fiscal year.

SECTION 1.(b) General Fund appropriation for 2009-2011 fiscal biennium. —
Notwithstanding G.S. 143C-5-2, there is appropriated from the General Fund to the Reserve for
the State Health Plan in the Office of State Budget and Management the sum of one hundred
twenty-eight million four hundred ten thousand two hundred eight dollars ($128,410,208) for
the 2009-2010 fiscal year and the sum of two hundred sixty-seven million nine hundred four
thousand one hundred fourteen dollars ($267,904,114) for the 2010-2011 fiscal year. These
funds shall be used to cover health care and administrative costs to the Plan in the 2009-2011
fiscal biennium.

SECTION 1.(¢) Highway Fund appropriation for the 2009-2011 fiscal biennium. —
Notwithstanding G.S. 143C-5-2, there is appropriated from the Highway Fund to the Reserve
for the State Health Plan in the Office of State Budget and Management the sum of five million
nine hundred ninety-two thousand four hundred seventy-six dollars ($5,992,476) for the
2009-2010 fiscal year and the sum of twelve million five hundred two thousand one hundred
ninety-two dollars ($12,502,192) for the 2010-2011 fiscal year. These funds shall be used to
cover health care and administrative costs to the Plan in the 2009-2011 fiscal biennium.

SECTION 1.(d) All other agency funds required to fund the premium increase
enacted in this act, other than funds appropriated in subsections (b) and (c) of this section, are
appropriated for the 2009-2011 fiscal biennium.

SECTION 1.(e) Definitions. — As used in this act unless the context clearly
requires otherwise: ) ' :

(1) - "Plan." — The State Health Plan for Teachers and State Employees.

2) "Basic plan." — The Plan's PPO option providing for 70/30 in-network

coverage after deductibles and co-payments.

(3) . "Smoking" or "Smoking cessation." — Includes cessation of the use of all

tobacco products.

4) "Standard plan." — The Plan's PPO option providing for 80/20 in-network

coverage after deductibles and co-payments.

SECTION 1.(f) Scope. — In the event of a conflict between the provisions of this
act and Article 3A of Chapter 135 of the General Statutes, this act prevails.

PART TWO: HEALTH BENEFIT CHANGES.

SECTION 2.(a) Eliminate PPO Plus Option. — Effective July 1, 2009, the PPO
Plus option (90/10 in-network coverage) under the State Health Plan for Teachers and State
Employees ("Plan") is-eliminated. The Executive Administrator shall provide notice to all
members of the Plan that this option will no longer be available as of July 1, 2009. Employees
enrolled in the Plan's Plus option shall have the choice of enrolling in the Basic or Standard
plan options for the 2009-2010 benefit year. :

SECTION 2.(b) Implement Comprehensive Wellness Initiative.

(1)  Program development. — The Plan shall develop a Comprehensive Wellness

Initiative that ‘includes a focus on smoking cessation and weight
management and that is designed to be implemented effective July 1, 2010,
for smoking cessation and July 1, 2011, for weight management. Benefit
levels shall be determined by the Plan based upon tobacco use or the
inability of the member to meet national, evidence-based healthy weight
clinical guidelines. For purposes of the Comprehensive Wellness Initiative,
"member" includes all State Health Plan primary subscribers and their
covered dependents. The Plan shall develop a process whereby a Plan
member may appeal the Plan's basis for action it takes due to the member's
failure or refusal to comply with the Plan's smoking cessation or weight

management requirements. '
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(2)  Smoking cessation. — Effective July 1, 2010, all members of the Plan who do
not have Medicare as théir primary coverage shall be enrolled in the Basic
Plan under the Plan's PPO unless the subscriber can attest that the subscriber
or any qualifying dependent does not smoke or otherwise use tobacco
products. The Plan shall develop a mechanism for verifying that the member
does not smoke or use other tobacco products. Tobacco use will be
reassessed annually at the time of Plan enrollment. All subscribers who have
attested that neither they nor their dependents use tobacco, or whose
physician certifies in writing that the member is participating in a smoking
cessation program, shall have the choice of remaining in the Basic plan
option or enrolling in the Standard plan option. For purposes of the smoking
cessation initiative, "member" includes all members covered under the Plan.
As used in this section, "smoking cessation program" means active
participation in a Plan-approved cessation program to include counseling or
use of tobacco cessation medications.

(3)  Weight management. — Effective July 1, 2011, all members of the Plan who

do not have Medicare as their primary coverage shall be enrolled in the
Basic Plan under the Plan's PPO Plan unless the subscriber attests that the
weight and height ratio of the member is within a range determined by the
Plan based on evidence-based healthy weight clinical guidelines, or unless
the member's physician certifies in writing that the member has a medical
condition that prevents the attainment of the specified weight range or that
the member is actively participating in a Plan-approved weight management
program. In either case, the member shall have the option to enroll in the
Basic or Standard Plan.
' Not later than October 1, 2009, the Executive Administrator shall inform Plan
members of the healthy lifestyle initiatives, requirements for compliance, and consequences of
noncompliance. The Executive Administrator shall provide to members education and training
to assist members in complying with healthy lifestyle initiatives. The Executive Administrator
may implement incentive initiatives to further encourage member achievement in smoking
cessation, weight management, and other integrated health management programs.

The Executive Administrator shall report to the Committee on Employee Hospital
and Medical Benefits recommendations the Plan may have for additional sanctions that may be
imposed when the Executive Administrator finds that a member intentionally makes a false
statement on a Plan document. .

) - SECTION 2.(c) Prescription drig co-payments. — G.S. 135-45.6(b) reads as
rewritten: 7

"(b) Prescription Drugs. — The Plan's allowable charges for prescription legend drugs to
be used outside of a hospital or skilled nursing facility shall be as determined by the Plan's
Executive Administrator and Board of Trustees, which determinations are not subject to appeal
under Article 3 of Chapter 150B of the General Statutes._Co-payments and other allowable
charges or coverage for prescription drugs shall be as follows:

(1)  The Plan will pay allowable charges for each outpatient prescription drug

less a copayment to be paid by each covered individual equal to the
following amounts: pharmacy charges up to ten dollars ($10.00) for each

generic prescription, thirty-deHars($30-00)-thirty-five dollars ($35.00) for
each preferred branded prescription without a generic equivalent, and—forty

equivalent-drug; and fifty-deHars($50-00) fifty-five dollars ($55.00) for each
nonpreferred branded ergererie prescription. For each branded prescription
drug with a generic equivalent drug. the member shall pay the generic

Senate Bill 287-Third Edition Page 3
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Therapeutics Committee.

co-payment plus the difference between the Plan's gross allowed cost for the
generic prescription and the Plan's cost for the branded prescription drug.
The Plan shall provide coverage of nonacute specialty medications under the

Plan's pharmacy benefit through a specialty pharmacy vendor under contract
with the Plan. The Plan may transfer coverage of specified specialty disease

medications covered under the Plan's medical benefit to the contracted
specialty pharmacy vendor. Specialty medications are covered biotech
medications and other medications designated and classified by the Plan as
specialty medications that are typically significantly more expensive than
alternative drugs or therapies. Medications classified by the Plan as specialty .
medications generally have unique uses for the treatment of complex
diseases, require special dosing or administration, require special handling,
are typically prescribed by a specialist provider, and exceed four hundred
dollars ($400.00) cost to the Plan per prescription. The Plan shall impose a
co-payment in the amount of Plan per prescription. The Plan shall impose a
co-payment in the amount of twenty-five percent (25%) of the Plan's gross
allowed cost of the specialty drug not to exceed one hundred dollars
($100.00) per prescription per 30-day supply. '

The Plan may exclude coverage of drugs that have therapeutic equivalents
that are available over the counter. Before excluding coverage under this
subdivision, the Plan shall consult with the Plan's Pharmacy and

Allowable charges shall not be greater tharn a pharmacy's usual and
customary charge to the general public for a particular prescription.
Prescriptions shall be for no more than a 34-day30-day supply for the
purposes of the copayments paid by each covered individual. By accepting
the copayments and any remaining allowable charges provided by this
subsection, pharmacies shall not balance bill an individual covered by the
Plan. A prescription legend drug is defined as an article the label of which,
under the Federal Food, Drug, and Cosmetic Act, is required to bear the
legend: "Caution: Federal Law Prohibits Dispensing Without Prescription.”
Such. articles may not be sold to or purchased by the public without a
prescription order. Benefits are provided for insulin even though a

prescription is not required. The-Plan-may-use-a-pharmacy benefit-manager -
—heIIH—manaee he 2 3% B vatier DEe iption—drus OVeraoe- i

-

advance-by-the-pharmacy-benefit-manager: The Plan may adopt utilization

"management procedures for certain drugs. but in no event shall the Plan

provide coverage for sexual dysfunction or hair growth drugs or

nonmedically necessary drugs used for cosmetic purposes. Any formulary
used by the Plan's Executive Administrator and pharmacy benefit manager

shall be an open formulary. Plan members shall not be assessed more than
two thousand five hundred dollars ($2,500) per person per fiscal year in
copayments required by this subsection. The Plan's Pharmacy Benefit

" Senate Bill 287-Third Edition
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Manager, or any pharmacy or vendor participating in the Plan shall charge
the Plan for any prescription legend drug dispensed under the Plan's
pharmacy benefit based upon the original National Drug Code (NDC) as
established by the manufacturer of the prescription legend drug and

published by the United States Food and Drug Administration.
Copayments authorized under this subsection apply to all optional alternative plans

available under the Plan."
SECTION 2.(d) Routine eye examinations not covered. — Effective January 1,
2010, G.S. 135-45.8(13) reads as rewritten: *~
"§ 135-45.8. General limitations and exclusions.
The following shall in no event be considered covered expenses nor will benefits described
in G.S. 135-45.6 through G.S. 135-45.11 be payable for:

(13)  Charges for routine eye examinations, eyeglasses or other corrective lenses
(except for cataract lenses certified as medically necessary for aphakia
persons) and hearing aids or examinations for the prescription or fitting
thereof."

SECTION 2.(e) Deductible and co-payment changes. — Effective July 1, 2009, the
Executive. Administrator shall make the following changes to deductibles, coinsurance
maximums, and co-payments under the Basic and Standard PPO Plans:

(1)  Basic plan (70/30):

a. Increase the in-network annual deductible to eight hundred dollars
($800.00) for member-only coverage and to one thousand six
hundred dollars ($1,600) for the out-of-network annual deductible for
member-only coverage.

The aggregate maximum annual deductible for employee-child and
employee-family coverage shall be three times the member-only
annual deductibles.

b. Increase the in-network coinsurance maximum to three thousand two
hundred fifty dollars ($3,250) for member-only coverage and to six
thousand five hundred dollars ($6,500) for member-only
out-of-network maximum- coinsurance. The aggregate maximum
coinsurance for employee-child and employee-family, coverage shall
be three times the member-only coinsurance maximums.

c. Increase the in-network primary care co-payment to thirty dollars
- ($30.00) per covered individual.
d. Increase the in-network specialist co-payment to seventy dollars
(870.00) per covered individual.
e. Increase the in-network and out-of-network inpatient co-payment to
two hundred fifty dollars ($250.00) per covered individual.
f. Increase  prescription drug co-pays as required under
J G.S. 135-45.6(b) as enacted by this act.
g. Except as otherwise provided in this act, co-payments and

coinsurance for coverage not otherwise listed in this subdivision shall
remain as applicable in the 2008-2009 benefit year.
(2)  Standard plan (80/20):

a. Increase the in-network annual deductible to six hundred dollars
($600.00) for member-only coverage and to one thousand two
hundred dollars ($1,200) for the member-only out-of-network annual
deductible.

Senate Bill 287-Third Edition : Page 5
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The aggregate maximum annual deductible for employee-child and
employee-family coverage shall be three times the member-only
annual deductibles.

b. Increase the in-network coinsurance maximum to two thousand
seven hundred fifty dollars ($2,750) for member-only coverage and
to five thousand five hundred dollars ($5,500) for member-only
out-of-network maximum coinsurance. The aggregate maximum
coinsurance for employee-child and employee-family coverage shall
be three times the member-only coinsurance maximums.

c. Increase the in-network urgent care co-payment to seventy-five
dollars ($75.00) per covered individual.

d. Increase the in-network primary care co-payment to twenty-five
dollars ($25.00) per covered individual.

e. Increase the in-network specialist co-payment to sixty dollars
($60.00) per covered individual.

f. Increase the in-network and out-of-network inpatient co-payment to
two hundred dollars ($200.00) per covered individual.

g. Increase  prescription drug co-pays as required under
G.S. 135-45.6(Db) as enacted by this act.

h. Except as otherwise provided in this act, co-payments and

coinsurance for coverage not otherwise listed in this subdivision shall
remain as applicable in the 2008-2009 benefit year.

SECTION 2.(f) Limitation on authority to change benefits. — G.S. 135-45(g) reads
as rewritten:

"(g) The Executive Admmlstrator and Board of Trustees shall not change the Plan's
comprehensive health benefit coverage, co-payments, deductibles, out-of-pocket expenditures,
and lifetime maximums in effect on July1;-2008; July 1, 2009, or a later act of the General
Assembly, that would result in a net increased cost to the Plan or in a reduction in benefits to
Plan members as a whole unless and until the proposed changes are directed to be made in an
act of the General Assembly."

SECTION 2.(g) Premium increases. — Premium rates for contributory coverage
established in accordance with G.S. 135-44.6 shall be increased to eight and six-tenths percent
(8.6%) for contributory coverage for the 2009-2010 fiscal year and shall be increased by an
additional eight and six-tenths percent (8. 6%) over the premium rate for contributory coverage
for the 2010-2011 fiscal year.

SECTION 2.(h) Pharmacy beneﬁt savings. — The Plan shall direct its pharmacy
benefit manager (PBM), within the terms of the Plan's PBM contract, to achieve the sum of
eighteen million dollars ($18,000,000) in savings in pharmacy benefit costs in the 2009-2010
fiscal year, and the sum of twenty million dollars ($20,000,000) in savings in pharmacy benefit
costs in the 2010-2011 fiscal year through reduced reimbursements paid to pharmacies for
prescription drugs. If the savings achieved in each six-month period of the fiscal year do not
exceed one hundred-five percent (105%) of the savings amount specified in this section for that
fiscal year, there shall be no further adjustment to reimbursements paid to pharmacies for that
six-month period. If the total savings achieved, by fiscal year, exceeds one hundred five
percent (105%) of the specified savings amount in each six month period of the fiscal year, the
Plan shall adjust pharmacy reimbursement reductions accordingly. The Plan shall review
savings achieved twice annually to ensure compliance with this section. The Plan shall
calculate the savings to be achieved based on Plan enrollment and estimated cost and utilization
trends incorporated in the Plan's Financial Projections as of March 20, 2009. The total savings
by fiscal year achieved in this section may be increased or decreased without adjustment based
on a change in total enrollment provided that the rate of savings achieved on a per member per
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month basis remains constant. Not latér than 60 days immediately following each six-month
period, the Plan shall report the amount of savings achieved and any adjustments made for that
period to the Committee on Employee Hospital and Medical Benefits."
PART THREE: ELIGIBILITY CLARIFICATION.

SECTION 3.(a) Dependent child clarifications. — G.S. 135-45.1(10) reads as

- rewritten:

"(10) Dependent child. — A natural, legally adopted, or foster child or children of
the employee and or spouse, unmarried, up to the first of the month
following his or her 19th birthday, whether or not the child is living with the
employee, as long as the employee is legally responsible for such child's
maintenance and support. Dependent child also includes a stepchild of the
member who is married to the stepchild's natural parent. To be eligible, the
stepchild must have his or her primary residence with the member.
Dependent child shall also include any child under age 19 who has reached
his or her 18th birthday, provided the employee was legally responsible for
such child's maintenance and support on his or her 18th birthday. Dependent
children of firefighters, rescue squad workers, and members of the national
guard are subject to the same terms and conditions as are other dependent
children covered by this subdivision. Eligibility of dependent children is
subject to the requirements of G.S.135-45.2(d). The Plan may require

documentation from' the ‘member confirming a child's eligibility to be

covered as the member's dependent."”
SECTION 3.(b) Eligibility of full-time students. — G.S. 135-45.2(d) reads as

rewritten:

"(d) A foster child is covered as a dependent child (i) if living in a regular parent-child
relationship with the expectation that the employee will continue to rear the child into
adulthood, (ii) if at the time of enrollment, or at the time a foster child relationship is
established, whichever occurs first, the employee applies for coverage for such child and
submits evidence of a bona fide foster child relationship, identifying the foster child by name
and setting forth all relevant aspects of the relationship, (iii) if the claims processor accepts the
foster child as a participant through a separate written document identifying the foster child by
name and specifically recognizing the foster child relationship, and (iv) if at the time a claim is
incurred, the foster child relationship, as identified by the employee, continues to exist.
Children placed in a home by a welfare agency which obtains control of, and provides for
maintenance of the child, are not eligible participants.

Coverage of a dependent child may be extended beyond the 19th birthday under the
following conditions: '

' (1)  If the dependent is a full-time student,-aged-19-years-and-ene-menth through

the end of the month following the student's 26th birthday;birthday. As used
in this section. a full-time student is a student who is pursuing a course of
study that represents at least the normal workload of a full-time student at a
school or college accredited by the state of jurisdiction. In accordance with
applicable federal law. coverage of a full-time student that loses full-time
status due to illness may be extended for one year from the effective date of
the loss of full-time status provided that the student was enrolled at the time
of the onset of the illness. _

2) The dependent is physically or mentally incapacitated to the extent that he or
she is incapable of earning a living and (i) such handicap developed or began
to develop before the dependent's 19th birthday, or (ii) such handicap
developed or began to develop before the dependent's 26th birthday if the
dependent was covered by the Plan in accordance with G.S. 135-45.2(5)a."

Senate Bill 287-Third Edition Page 7
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SECTION 3.(c) Waiting periods subject to federal law. — G.S. 135-45.3(b) reads as
rewritten:

"(b) “NewlyExcept as otherwise required by applicable federal law. newly acquired
dependents (spouse/child) enrolled within 30 days of becoming an eligible dependent will not
be subject to the 12-month waiting period for preexisting conditions. A dependent can become
qualified due to marriage, adoption, entering a foster child relationship, due to the divorce of a
dependent child or the death of the spouse of a dependent child, and at the beginning of each
legislative session (applies only to enrolled legislators). Effective date for newly acquired
dependents if application was made within the 30 days can be the first day of the following
month. Effective date for an adopted child can be date of adoption, or date of placement in the
adoptive parents' home, or the first of the month following the date of adoption or placement.
Firefighters, rescue squad workers, and members of the national guard, and their eligible
dependents, are subject to the same terms and conditions as are new employees and their
dependents covered by this subdivision. Enrollments in these circumstances must occur within
30 days of eligibility to enroll." .

SECTION 3.(d) G.S. 135-45.4(b)(5) reads as rewritten:

"(5) To administer the 12-month waiting period for preexisting conditions under
this that Article, the Plan must give credit against the 12-month period for
the time a person was covered under a previous plan if the previous plan's
coverage was continuous to a date not more than 63 days before the effective
date of coverage. As used in this subdivision, a "previous plan" means any
policy, certificate, contract, or any other arrangement provided by any
accident and health insurer, any hospital or medical service corporation, any
health maintenance organization, any preferred provider organization, any
multiple employer welfare arrangement, any self-insured health benefit
arrangement, any governmental health - benefit or health care plan or
program, or any other health benefit arrangement. Waiting periods for
preexisting conditions administered under this Article _are sub]ect to
applicable federal law."

SECTION 3.(e) Eligibility audit. — The Executive Administrator shall provide for
an audit of dependent eligibility under the Plan. The audit shall be designed to determine
whether all dependents currently covered under the Plan are eligible for coverage under current
law. Upon identification of an individual who is enrolled as a dependent but not eligible, the
Plan shall disenroll the ineligible dependent effective within 10 days of sending written
termination notice to the employee. The notice shall state the date upon which disenrollment
will become effective and the basis on which the determination of dependent ineligibility is
made. Notwithstanding any other provision of law, the Executive Administrator may waive
requirements to collect from the member reimbursement for claims paid for the ineligible
covered individual.

SECTION 3.(f) Cessation of coverage of ineligible individuals. — G.S. 135-45.12
is amended by adding the following new subdivision to read:

"(8) The last day of the month in which a covered individual is found to be

ineligible for coverage."

-SECTION 3.(g) Documentation of dependent eligibility. — G.S. 135 453 is
amended by adding the following new subsection to read:

"(c) When an eligible or enrolled member applies to enroll the member's eligible
dependent child or spouse, the member shall prov1de the documentation regulred by the Plan to
verify the dependent's eligibility for coverage."

PART FOUR: NC HEALTH CHOICE CHANGES.
SECTION 4.(a) Over-the-counter medications. — Coverage of over-the-counter

medication authorized under G.S. 108A-70.21(d) for the NC Health Choice Program shall
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become effective on the later of July 1, 2010, or the date upon which the Department of Health
and Human Services assumes full responsibility for administration and processing of claims
under the NC Health Choice Program. '

SECTION 4.(b) Subrogation. — For the period authorized under subsection (a) of
this section, the right of subrogation under G.S. 108A-57 applies to the State Health Plan for
payments made by the Plan under the NC Health Choice Program. This subsection expires on
the later of July 1, 2010, or the date upon which the Department of Health and Human Services
assumes full responsibility for administration, processing, and payment of claims under the NC
Health Choice Program.

SECTION 4.(c) DHHS Subrogatlon under NC Health Choice. — G.S. 108A-57 is
amended by adding the following new subsection to read:

"(c) This section applies to the administration of and claims payments made by the
Department of Health and Human Services under the NC Health Choice Program established
under Part 8 of this Article."

SECTION 4.(d) G.S. 108A-70. 21(g) reads as rewritten:

"(g) Purchase of Extended Coverage. — An enrollee in the Program who loses eligibility

due to an increase in family income above two hundred fifty-pereent-(250%)percent (200%) of

the federal poverty level and up to and including two hundred se¥eat-y-ﬁ¥e—pereeﬂt—(-2-7§—,<s)
twenty-five percent (225%) of the federal poverty level may purchase at full premium cost

continued coverage under the Program for a period not to exceed one year beginning on the
date the enrollee becomes ineligible under the income requirements for the Program. The
benefits, copayments, and other conditions of enrollment under the Program applicable to
extended coverage purchased under this subsection shall be the same as those applicable to an
NC Kids' Care enrollee whose family income equals two hundred fifty-percent-{250%)-percent
(200%) of the federal poverty level."
PART FIVE: OTHER CHANGES.
SECTION 5.(a) G.S. 135-45.4(b)(2) reads as rewritten:
"(2) Employees not enrolling or not adding dependents when first eligible may
enroll later on the first of any following month, but will be subject to a
twelve-month waiting period for preexisting conditions except as provided
in subdivision (a)(3) of this section. The waiting period under this
subdivision is subject to applicable federal law."
SECTION 5.(b) Utilization management functions. — G.S. 135-44.4 is amended by
adding the following new subdivisions to read:

"(13a) The Plan and its pharmacy benefit manager may implement and administer

pharmacy and medical utilization management programs and programs to
detect and address utilization abuse of benefits.

(29) For transplant_and bariatric medical procedures, the Plan may restrict
coverage to certain in-network providers that are designated by the Plan's

claims processing contractor."
SECTION 5.(c) G.S. 135-44.1(b) reads as rewritten:

"(b) Six-A majority of the members of the Board of Trustees in office shall constitute a
quorum. Decisions of the Board of Trustees shall be made by a majority vote of the Trustees
present, except as otherwise provided in this Part."

SECTION 5.(d) G.S. 135-45.9(b) reads as rewritten:

"(b) Notwithstanding any other provision of this Part, the following necessary services
for the care and treatment of chemical dependency and mental illness shall be covered as
provided in this section: allowable institutional and professional charges for inpatient care,
outpatient care, intensive outpatient program services, partial hospitalization treatment, and
residential care and treatment:

Senate Bill 287-Third Edition ‘ Page 9
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(1)  For mental illness treatment:

a. Licensed psychiatric hespitals;
hospitals or State psychiatric hospitals accredited by the Joint
Commission on the Accreditation of Healthcare Organizations;

b. Licensed psychiatric beds in licensed general hospitals;

c. Licensed residential treatment facilities that have 24-hour on-site
care provided by a registered nurse who is physically located at the
facility at all times and that hold current accreditation by a national
accrediting body approved by the Plan's mental health case manager;

d. Area Mental Health, Developmental Disabilities, and Substance
Abuse Authorities or County Programs in accordance with

G.S. 122C-141;
€. Licensed intensive outpatient treatment programs; and
f. Licensed partial hospitalization programs.
(2)  For chemical dependency treatment:
a. Licensed chemical dependency units in licensed psychiatric

hespitals; hospitals or in State psychiatric hospitals accredited by the
Joint Commission on the Accreditation of Healthcare Organizations; -

b. Licensed chemical dependency hospitals;

c. Licensed chemical dependency treatment facilities;

d. Area Mental Health, Developmental Disabilities, and Substance
Abuse Authorities or County Programs in accordance with
G.S. 122C-141;

€. Licensed intensive outpatient treatment programs,

f. Licensed partial hospitalization programs and

Medical detoxification facilities or units."
SECTION S5.(e) Section 28.22A(k) of S.L. 2007-323 reads as rewritten:

"SECTION 28.22A.(k) Subsection (j) of this section expires June-30,—2009: June 30,
2011."

SECTION 5.(f) G.S. 135-43(b) reads as rewritten: ._

"(b) Notwithstanding the provisions of this Article, the Executive Administrator and
Board of Trustees of the State Health Plan for Teachers and State Employees may contract with
providers of institutional and professional medical care and services to establish preferred
provider networks. '

the—contract—The terms of a contract between the Plan and its third party administrator or:

between the Plan and its pharmacy benefit manager are a public record except that the terms in
those contracts that contain trade secrets or proprietary or competitive information are not a

public record under Chapter 132 of the General Statutes and any such proprietary or

competitive information and trade secrets contained in the contract shall be redacted by the

Plan prior to making it available to the public. Previded,-however,nething—in-this-subsection

shall- be-deemed-teThis subsection shall not be construed to prevent or restrict the release of any

information made not a public record under this subsection to the State Auditor, the Attorney
General the D1rector of the State Budget the Plan S Executrve Admmlstrator t-he—Depart-meat

and the
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Committee on Employee Hospital and Medical Benefits solely and exclusively for their use in
the furtherance of their duties and respensibilities:responsibilities, and to the Department of
Health and Human Services solely for the purpose of implementing the transition of NC Health
Choice from the Plan to the Department of Health and Human Services. The design, adoption,
and implementation of the preferred provider contracts, networks, and optional alternative
comprehensive health benefit plans, and programs available under the optional alternative
plans, as authorized under G.S. 135-45 are not subject to the requirements of Chapter 143 of
the General Statutes. The Executive Administrator and Board of Trustees shall make reports as
requested to the President of the Senate, the President Pro Tempore of the Senate, the Speaker
of the House of Representatives, and the Committee on Employee Hospital and Medical
Benefits."

PART SIX: SALARY-RELATED CONTRIBUTIONS.

SECTION 6.(a) Effective for the 2009-2011 fiscal biennium, required employer
salary-related contributions for employees whose salaries are paid from department, office,
institution, or agency receipts shall be paid from the same source as the source of the
employees' salary. If an employee's salary is paid in part from the General Fund or Highway
Fund and in part from department, office, institution, or agency receipts, required employer
salary-related contributions may be paid from the General Fund or Highway Fund only to the
extent of the proportionate part paid from the General Fund or Highway Fund in support of the
salary of the employee, and the remainder of the employer's requirements shall be paid from the
source that supplies the remainder of the employee's salary. The requirements of this section as
to source of payment are also applicable to payments on behalf of the employee for
hospital-medical benefits, longevity pay, unemployment compensation, accumulated leave,
workers' compensation, severance pay, separation allowances, and applicable disability income
benefits.

Notwithstanding any other provision of law, an employing unit that is subject to Part
3A of Article 3A of Chapter 135 of the General Statutes and that hires or has hired as an
employee a retiree that is in receipt of monthly retirement benefits from any retirement system
supported in whole or in part by contributions of the State shall enroll the retiree in the active
group and pay the cost for the hospital-medical benefits if that retiree is employed in a position
that would require the employer to pay hospital-medical benefits if the individual had not been
retired.

SECTION 6.(b) Effective July 1, 2009, the State's employer contribution rates
budgeted for retirement and related benefits as percentage of covered salaries for the 2009-2010
fiscal year are: (i) eight and forty-four hundredths percent (8.44%) — Teachers and State
Employees; (ii) thirteen and forty-four hundredths percent (13.44%) — State Law Enforcement
Officers; (iii) eleven and seventy-six hundredths percent (11.76%) — University Employees'
Optional Retirement System; (iv) eleven and seventy-six hundredths percent (11.76%) —
Community College Optional Retirement Program; (v) seventeen and sixty-one hundredths
percent (17.61%) — Consolidated Judicial Retirement System; and (vi) four and forty
hundredths percent (4.40%) — Legislative Retirement System. Each of the foregoing
contribution rates includes four and forty hundredths percent (4.40%) for hospital and medical
benefits. The rate for Teachers and State Employees, State Law Enforcement Officers,
Community College Optional Retirement Program, and for the University Employees' Optional
Retirement Program includes fifty-two hundredths percent (0.52%) for the Disability Income
Plan. The rates for Teachers and State Employees and State Law Enforcement Officers include
sixteen-hundredths percent (0.16%) for the Death Benefits Plan. The rate for State Law
Enforcement Officers includes five percent (5%) for Supplemental Retirement Income.

SECTION 6.(c) Effective July 1, 2010, the State's employer contribution rates
budgeted for retirement and related benefits as percentage of covered salaries for the 2010-2011
fiscal year are: (i) eight and eighty-four hundredths percent (8.84%) — Teachers and State
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Employees; (ii) thirteen and eighty-four hundredths percent (13.84%) — State Law Enforcement
Officers; (iii) twelve and sixteen hundredths percent (12.16%) — University Employees'
Optional Retirement System; (iv) twelve and sixteen hundredths percent (12.16%) -
Community College Optional Retirement Program; (v) eighteen and one hundredths percent
(18.01%) — Consolidated Judicial Retirement System; and (vi) four and eighty hundredths
percent (4.80%) — Legislative Retirement System. Each of the foregoing contribution rates
includes four and eighty hundredths percent (4.80%) for hospital and medical benefits. The
rate for Teachers and State Employees, State Law Enforcement Officers, Community College
Optional Retirement Program, and for the University Employees' Optional Retirement Program
includes fifty-two hundredths percent (0.52%) for the Disability Income Plan. The rates for
Teachers and State Employees and State Law Enforcement Officers include sixteen-hundredths
percent (0.16%) for the Death Benefits Plan. . The rate for State Law Enforcement Officers
includes five percent (5%) for Supplemental Retirement Income.

SECTION 6.(d) . Effective July 1, 2009, the maximum annual employer
contributions, payable monthly, by the State for -each covered employee or retiree for the
2009-2010 fiscal year to the State Health Plan for Teachers and State Employees are: (i)
Medicare-eligible employees and retirees — three thousand four hundred thirty-eight dollars
($3,438) and (ii) non-Medicare-eligible employees and retirees — four thousand five hundred
fifteen dollars ($4,515). - '

SECTION 6.(e¢) Effective July 1, 2010, the maximum annual employer
contributions, payable monthly, by the State for each covered employee or retiree for the
2010-2011 fiscal year to the State Health Plan for Teachers and State Employees are: (i)
Medicare-eligible employees and retirees — three thousand seven hundred thirty-ﬁve dollars
($3,735) and (ii) non-Medicare-eligible employees and retirees — four thousand nine hundred
five dollars ($4,905).

PART SEVEN: EFFECTIVE DATE.

SECTION 7. Sections 1(b), 1(c), 1(d), 2(c) through (e), 2(g) and 2(h) of thls act
become effective July 1, 2009. Section 4(d) of this act applies to applications for the purchase
of extended coverage made on and after July -1, 2008. The remainder of this act is effective
when it becomes law.
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STATE HEALTH PLAN

FUNDS (Part One, pages 1-2)
Appropriate $250,000,000 for 2008-2009 [from Savings Reserve]
Appropriate $128.4 million 2009-2010; $267.9 million 2010-2011

BENEFIT changes:

Eliminate PPO Plus effective July 1, 2009 (Section 2(a), p. 2)
Healthy Lifestyles Initiative: (Section 2(b), pp. 2-3)
Smoking cessation:
July 1, 2010, all members are enrolled in 70/30 plan. If at the time of enrollment the
member attests that the member and the member's adult covered dependents are
nonsmokers then, upon attestation, the member may enroll in the 80/20 plan.
Weight management:
July 1, 2011, all members are enrolled in the 70/30 plan. If at the time of enrollment the
member is a nonsmoker and meets the weight management requirements the member may
choose to enroll in the 80/20 plan. If the member is a nonsmoker but does not meet the
weight requirements the member may enroll in the 80/20 plan if the member is enrolled in a
Plan-approved weight management program, or, if the member's physician certifies-in
writing that the member has a condition that prevents the member from attaining the weight
requirement.

The Plan must provide education and training to assist members in complying with
smoking cessation and weight management requirements.

Prescription drug co-payments (Section 2(c) pp. 3-4)
No increase for generics ($10)
$35 for preferred brand w/o generic ($5 increase)
$55 for non-preferred branded ($5 increase)
Branded w/generic — members pays generic co-pay ($10) plus the difference between the
Plan's cost for the generic and the Plan's cost for the branded drug.
No coverage for drugs for sexual dysfunction, hair growth, and non-medically
necessary drugs used for cosmetic purposes. (Section 2(c), p. 4, lines 36-39)
Prohibits re-packaging by the vendor. (Section 2(c), pp. 4, lines 43-48)

Specialty drugs (Section 2(c) p4.) Specialty medications are covered biotech medications
and other medications designated by the Plan that generally have unique uses for the
treatment of complex diseases, require special dosing or administration, require special
handling, are typically prescribed by a specialist provider, and exceed $400 cost to the
Plan. Examples of these medications are those prescribed for such conditions as
Hemophilia, or are Growth Hormone drugs or certain drugs prescribed for rheumatoid
arthritis.
The member will be required to:
a. Purchase the drug from a "specialty pharmacy vendor" under contract

with the Plan, and



b. Pay a co-payment in the amount of 25% of the Plan's cost of the drug

but not more than $100. For example, if the Plan's cost of the drug is

$1,000, 25% of $1,000 is $250 but the member would only be required

to pay $100.
Deductibles/co-pays/coinsurance changes (Section 2(e), pages 5-6)
These amounts go into effect July 1, 2009. They differ in the Basic and Standard plans.
Deductibles and coinsurance listed are for member-only coverage. Dependent coverage is
3x the member-only amounts.

Basic Plan (70/30) Standard Plan (80/20)
$800 in-network annual deductible $600
$1,600 out-of-network annual deductible  $1,200
$3,250 in-network coinsurance $2,750
$6,500 _ out-of-network coinsurance , $5,500
$30 in-network primary care $25
$70 for in-network specialist care $60
$250 for inpatient co-pay (in-network $200
' and out-of-network)
$75 (no change) urgent care $75 (increased from $50)

Premium increase for contributory (dependent) coverage — 8.6%. (Sec. 2(g), p.6)

The Plan does not charge a premium for member-only coverage.

Eliminate coverage for routine eye exams — Effective 1/1/2010 (Sec.2(d), p. 5.)

Extend sunset on no- llmltatlon on occupatlonal physwal and speech therapies. (Sec. 5(e),

p.10)

. Pharmacy benefit savings. (Sec. 2(h), pp. 6-7)

The language in this section replaces that in the 2™ edition pertaining to retail
pharmacy networks and mail-order. Under this section there would be reductions in

. pharmacy reimbursements expected to yield $18,000,000 in savings to the Plan in the

first year (2009-2010) and $20,000,000 in savings in the second year (2010-2011).

If the savings are greater than these amounts the Plan will adjust the reimbursements
accordingly. If the savings do not reach 105% of the savings specified, the pharmacy
reimbursement reduction will remain. i The Plan will review the savings achieved every six
months. Within 60 days of determining the savings achieved, the Plan will report the
results to the Committee on Employee Hospital and Medical Benefits. Members will not
be required to choose between a network pharmacy and mail-order.

TECHNICAL and conforming changes:(pp. 7-12)

Clarifies dependent coverage (p. 7-8)

Requires eligibility audit to ensure all covered dependents are eligible for
coverage (p. 8)

Authorizes programs to address utilization abuse (p. 9)

Changes to employer contribution rates (pp. 11-12)

NC Health Choice (pp 8-9):
Delays effective date of coverage for over-the-counter meds



Authorizes subrogation

Technical correction re purchase of extended coverage

Makes the contracts between the Plan and BC/BS and its pharmacy benefit manager
a public record except that information that is competitive, proprietary, or trade
secret shall be redacted from the contract before releasing it. (pp. 10-11).

EFFECTIVE DATE.

3/14/gw



HEALTH BENEFITS

BILL NUMBER: Senate Bill 287 (Third Edition)
SHORT TITLE: State Hlth Plan $/Good Health Initiatives.

SPONSOR(S): Senator Rand

SYSTEM OR PROGRAM AFFECTED: State Health Plan for Teachers and State Employees (Plan).

FUNDS AFFECTED: State General Fund, State Highway Fund, other State employer receipts; premium
payments for dependents of active employees and retired employees of State agencies and universities,
local public schools and local community colleges; premium payments for coverages selected by eligible
former employees; premium payments for coverages selected by firefighters, rescue squad workers,
members of the National Guard, and certain authorized local governments.

BILL SUMMARY: The third edition of Senate Bill 287, as passed by the Senate, appropriates funds from
various sources, authorizes annual premium rate increases, makes various benefit and provider related
changes to achieve financial savings, and directs other various changes to the Plan.

EFFECTIVE DATE: Sections 1(b), 1(c), 1(d), 2(c) through (e), 2(g), and 2(h) of this act become effective
July 1, 2009. The benefit changes in Section 2(b)(2) become effective July 1, 2010, in Section 2(b)(3) on
July 1, 2011, and in Section 2(d) on January 1, 2010. The remainder of this act is effective when it

becomes law.

ESTIMATED IMPACT ON STATE:

Current FY 2008-2009

Appropriated Funds

Section 1(a) appropriates the sum of $250 million from the Savings Reserve Account ("Rainy Day Fund")
of the General Fund for the 2008-09 fiscal year. These funds are to be used to finance a shortfall in funds
available to pay health care benefits, administrative costs, and adequately fund the Plan's beginning cash
balance on July 1, 2009.

2009-2011 Biennium

Increased Premium Contributions

Appropriated Funds

Sections 1(b), (c)._and (d) appropriate the estimated required funds to support increased employer
contributions to continue non-contributory benefit coverage for eligible employees and retired employees

enrolled in the Plan for the 2009-2011 Biennium. These appropriations correspond to an annual 8.6%
premium increase in non-contributory premium rates for the fiscal year beginning July 1, 2009, and an
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additional annual premium increase of 8.6% for the fiscal year beginning July 1, 2010. Historically, the
Plan has applied a premium increase in October of the first fiscal year of a biennium; however, the premium
. increases in the bill propose to change that methodology to an annual increase at the beginning of each
fiscal year of a biennium. The table below reflects the allocation of appropriated funds by fund source:

Additional Employer Contributions
Appropriated Funds
Fund Source FY 2009-10 FY-2010-11 Biennium
General Fund $128,410,208 $267,904,114 $396,314,322
Highway Fund $5,992,476 $12,502,192 $18,494,668
Other Funds $26,491,180 $55,268,941 $81,760,121
Total $160,893,864 $335,675,247 $496,569,111
Employee Funds

Section 2(g) of the proposed bill authorizes an annual 8.6% premium increase in contributory premium
rates for the fiscal year beginning July 1, 2009, and an additional annual premium increase of 8.6% for the
fiscal year beginning July 1, 2010. The estimated additional premium contributions from this proposed
change is listed below:

Additional Employee Contributions
For Contributory Dependent Coverage

FY 2009-10
$32,939,207

FY 2010-11 Biennium
$68,721,555 - $101,660,762

Fupd Source

Employee Contributions

Total Increased Premium Contributions From Appropriated and Employee Funds

The table below reflects the total additional premium contributions projected to be received by the Plan
over the 2009-2011 Biennium as a result of the proposed rate increase of premium increase:

Total Additonal Premium Contributions

From Appropriated and Employee Funds
Fund Source FY 2009-10 FY 2010-11 Biennium
Appropriated
General Fund $128,410,208 $267,904,114 $396,314,322
Highway Fund $5,992,476 $12,502,192 $18,494,668
Other Funds $26,491,180 $55,268,941 $81,760,121
Sub-total $160,893,864 $335,675,247 $496,569,111
Employee Contributions $32,939,207 $68,721,555 $101,660,762
Total $193,833,071 $404,396,802 $598,229,873
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Financial Savings for the 2009 Biennium

Per the requirements of Senate Rule 42.2, House Rule 36.2, and G.S. 120-114 actuarial analyses have been
prepared with respect to the bill's proposed benefit and other changes that are estimated to affect the
financial condition of the Plan. A summary of the proposed changes are described below including the
estimated actuarial impact of these changes.

Sections 2(c), (d), and (e) of the bill propose various benefit changes to include increased annual
deductibles, annual co-insurance maximums, increased office visit co-pays, increased outpatient
prescription drug co-pays, a new specialty drug co-pay and utilization of a specialty drug vendor. Effective
- January 1, 2010, the proposed bill also eliminates the current in-network routine eye examination benefit
offered under the Plan. .

A summary of the out-of-pocket changes for medical benefit related services are summarized in the table
below:

Medical Benefits PPO Basic PPO Standard

Plan Member Co-pays (per visit) Current New Co-pay Current New Co-pay
Primary Care $25 $30 $20 $25
Specialty Care $50 $70 $40 $60
Urgent Care $75 ' $75 $50 - 8§75
Inpatient Hospital $200 $250 $150 $200
Annual Deductible :

In-network $600 $800 $300 $600

Out-of-network $1,200 '$1,600 $600 $1,200
Coinsurance Maximum

In-network $2,500 $3,250 $1,750 - $2,750

Out-of-network $5,000 $6,500 $3,500 $5,500

For acute and maintenance prescription drugs, the co-pay for brand drugs increases from $30 per script to
$35 per script, brand drugs with a generic equivalent from $40 per script to $10 plus the difference in the
Plan's gross allowed cost of the brand drug and the Plan's cost of the generic equivalent drug, and from $50
per script to $55 per script for non-preferred brand drugs.

The proposed bill authorizes a new co-pay tier for specialty prescription drugs determined to be "biotech”
medications or other select costly medications that cost the Plan in excess of $400 per prescription. The
new per script co-pay will be equal to 25% of the Plan's cost for the drug or a maximum of $100. The
current co-pays for specialty drugs range from $30 to $50 per script. The bill also authorizes the Plan to
contract with a specialty drug vendor through which to channel plan member purchases of specialty drugs
on an outpatient basis or in a professional office or institution setting.

Senate Bill 287 (Third Edition) . . 3.

4



Aon Consulting, the consulting actuary for the State Health Plan for Teachers and State Employeses,
estimates that the implementation of the bill's proposed benefit changes will yield the following projected
savings:

Aon Consulting
Projected Financial Savings
Benefit and Provider Related Changes

Category FY 2009-10 FY 2010-11 Biennium
Medical Benefits ' ’ $118,866,918 $139,542,217 $258,409,135
Outpatient Prescription Drugs (acute drugs) $22,162,147 $24,092,234 $46,254,381
Specialty Drugs $3,086,315 $3,396,887 $6,483,202
Total $144,115,380 $167,031,338 $311,146,718

Hartman & Associates, the consulting actuary for the General Assembly's Fiscal Research Division,
estimates that estimates that the implementation of the bill's proposed benefit changes will yleld the
following projected savings:

I:Iartman & Associates
Projected Financial Savings
Benefit and Provider Related Changes

Category ‘ FY 2009-10 FY 2010-11 Biennium
Medical Benefits $118,684,000 $143,713,000 $262,397,000
Outpatient Prescription Drugs (acute drugs) $24,015,000 $24,225,000 $48,240,000
Specialty Drugs $3,136,000 $3,417,000 $6,553,000
Total ) $145,835,000 $171,355,000 $317,190,000

Provided below is a comparison table reflecting the specific results of each consulting actuary.by the type
of benefit and provider change proposed in the bill:
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Projected Financial Savings by Type
Aon Consulting (Plan) Hartman & Assoc. (General Asse mbly)

Category FY 2009-10 _ FY 2010-11 Biennium § FY 2009-10 FY 2010-11 Biennium
Medical Benefits
Primary Care Co-pay (Increase) $8518,038  $9,57,177 $18,089215 $8116,000 $9,257,000 $17,373,000
Specialist Co-pay (Increase) $29077,025 $32,672,003 $61,749,028 § $27,125,000 $31,713,000 $58,838,000
Urgent Care Co-pay (Increase) $739,560 $830,997  $1,570,557 $854,000 $994,000  $1,848,000
Inpatient Co-pay (Increase) $2,158,037 $2,424,849  $4,582886 $1,970,000 $2,247,000  $4,217,000
Routine Eye Exam (Eliminate Benefit) {Eff. 12010} $2,158,693  $7,193,591  $9,352284 $2,540,000 $7,039,000 $9,57,000
Deductible and Coinsurance Max (Increase) ~ $76215,565__$86,849,600 $163,065,165 § $78,079,000 $92,463,000 $170,542,000
Sub-total $118866,918 $139,542,217 $258,409,135 §$118,684,000 $143,713,000 $262,397,000
Outpatient Prescription Drugs (acute drugs)
Brand Drug Co-pay (Increase) . $11,734,884 $12,173,684 $23,908568 § $12,010,000 $11,741,000 $23,751,000
Brand Drug with Generic Equivalent (Increase) $4632,720  $5,644,491 $10,277211 $6,285,000 $6,536,000 $12,821,000
Non-Preferred Brand Drug Co-pay (Increase $3089,092 $3,204,602 $6,293,694 $3,530,000 $3,671,000  $7,201,000
Reduce from 34-Day supply to 30-Day Supply $2705451 _ $3.060.457 . $5.774908 $2,190,000  $2,277.000  $4,467.000
Sub-total . $22,162,147 $24,092,234 946,254,381 | $24,015,000 $24,225,000 $48,240,000
Specialty Drugs
Establish a Specialty Drug vendor $1682,177 $1,835,102 $3,517.279 $1,665,000 $1,887,000 $3,552,000
Specialty Drug Copay (Establish $1404,138  $1.561,785  $2,965923 $1.471,000  $1,530,000 $3,001,000
Sub-total $3086,315  $3,3%,887 $6,483.202 $3,136,000 $3,417,000 $6,553,000
Grand Total $144,115,380 $167,031,338 $311,146,718 | $145,835,000 $171,355,000 $317,190,000

Other Proposed Changes Affecting the Plan

Section 2(a) of the proposed bill eliminates the PPO Plus benefit alternative for plan members effective July
1, 2009. Employees currently in this plan will be provided the option to enroll in the remaining PPO Basic
or PPO Standard plans. The PPO Plus altemative currently offers 90/10 coverage for an additional
premium charge paid by the plan member.

Section 2(b) of the proposed bill implements a "Comprehensive Wellness Initiative" to focus on smoking
cessation and weight management efforts.

The smoking cessation program will commence July 1, 2010 and will require all non-Medicare plan
members to be enrolled in the PPO Basic plan unless the subscribing employee or retired employee can
attest that they or any enrolled dependent do not smoke or otherwise use tobacco products. For eligible
employees or retired employees who have attested that neither they nor their enrolled dependents use
tobacco products, or if their medical provider certifies that a plan member is in a smoking cessation
program, they will have the option to enroll in the PPO Standard plan.

Aon Consulting, consulting actuary for the Plan, estimates the smoking cessation program will save
approximately $3.4 million in claims cost for the FY 2010-11. However, the administrative costs to begin
implementation are estimated by Aon to offset any first year savings. Aon consulting noted that until
further administrative costs and program implementation issues are determined, estimating future savings to
the Plan is not possible at this time. Hartman and Associates, consulting actuary for the General
Assembly's Fiscal Research Division, does not project any financial impact to the Plan from the proposed
smoking cessation program. According to Hartman and Associates, the lack of program parameters and
- specific administrative costs prevents any reasonable analysis to be conducted.

The weight management program authorized in the proposed bill will begin effective July 1, 2011." Under
this program all non-Medicare plan members will be enrolled in the PPO Basic plan unless the subscribing
employee or retired employee attests that the ratio of weight and height of the employee or retired
employee, or for any of their enrolled dependents, meets certain evidence-based healthy weight clinical
guidelines. A plan member who cannot meet the Plan's weight and height ratio guidelines will remain in
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the PPO Basic plan unless a medical provider certifies the plan memt;er has a medical condition that
prevents them from attaining a specified ration of weight and height, or if the member is actively
participating in a Plan-approved weight management program.

Neither the Plan's consulting actuary, Aon Consulting, nor the General Assembly's consulting actuary,
Hartman and Associates, have estimated any financial impact due to the weight management program. The
July 1, 2011 implementation date and yet to be developed administrative costs and program lmplementatlon
requirements do not allow for any reliable financial projection at this time.

Section 2(h) of the bill directs the Plan to achieve a reduction of $18 million in FY 2009-10 and $20 million
in FY 2010-11 in pharmacy provider costs through its existing contract authority with the Plan's Pharmacy
Benefit Manager. These savings are based on the Plan's actuarial projection dated March 20, 2009 which
makes specific assumptions about enrollment, estimated costs and utilization trends. Total savings under
this authority may increase or decrease without adjustment based on a change in total enrollment provided
that the rate of savings achieved on a per member per month basis remains constant. Adjustments to total
savings may be made within 60-days after each six-month period of a fiscal year if savings exceed 105% of
the specified savings.

Reconciliation of Plan's Financial Requirements

According to available information from the Executive Administrator of the Plan, the Plan needs an
immediate appropriation of $250 million for the current 2008-2009 fiscal year to operate through June 30,
2009, and to provide for an adequate beginning cash balance to begin operations for the new fiscal year
commencing July 1, 2009. In addition, for the new biennium beginning July 1, 2009 the Plan is estimated
to require over $1.2 billion in additional financial support to remain solvent and maintain minimum claim
stabilization reserves for the 2009-2011 biennium. If the Plan were to maintain current benefit levels and
assuming a 9% per capita claims trend, the Plan would require an estimated 30.8% premium increase for
the biennium (effective October 1, 2009).

The proposed bill addresses this pfojected shortfall by authorizing the following changes:

1. Proposing a 8.6% annual premium increase on July 1 of each fiscal year of the biennium for non-
contributory and contributory premium rates; this change moves the historical date to increase.
premium rates from October 1 in the first year of a biennium, and moves to an annual premium
increase;

2. Eliminating the current PPO Plus option benefit alternative;

3. Increase plan member out-of-pocket requirements for certain medical and prescription drug
benefits; and

4. Directing the Plan to achieve a reduction of $18 million in FY 2009-10 and $20 million in FY
2010-11 in pharmacy provider costs through its existing contract authority with the Plan's
Pharmacy Benefit Manager.

A financial summary table provided below provides a projected reconciliation of the financial related
changes authorized under the bill assuming the Plan's consulting actuary's estimate of projected financial
need for the 2009-2011 biennium, their projected financial savings due to benefit and other provider related
changes, and their estimate of additional premium contributions:
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State Health Plan
Summary of Financial Changes
Amendment to Senate Bill 287 (3rd Edition)
($ Million)
FY 2009-10 FY 2010-11 Biennium
1) Projected Financial Support Required Before Any Adjustments $528.1 $704.2 $1,232.3
2) Adjust for Proposed FY 2008-09 Special Appropriation of $250M ($107.1) ($142.9) ($250.0)
3) Adjust for Elimination of PPO Plus (Net Adjustment) ($14.4) (324.9) ($38.8)
4) Adjusted Financial Support Required for the 2009-11 Biennium $406.6 $536.9 $943.5
5) Benefit Reductions Effective July 1, 2009
Medical ]
Primary Care Co-pay (Increase) ($8.5) (39.6) (318.1)
-Specialist Co-pay (Increase) ($29.1) (832.7) (%61.8
Urgent Care Co-pay (Increase) ($0.7) ($0.9 ($1.5)
Inpatient Co-pay (Increase) (%2.2) (2.9 ($4.6)
Deductible and Coinsurance Maximum (Increase) ($76.2) ($86.9) ($163.1)
Routine Eye Exam (Eliminate Benefit) { Effective January 1, 2010} . ($2.2) ($7.2) ($9.4)
Sub-total . ($118.9) ($139.6) ($258.5)
Outpatient Acute and Specialty Prescription Drugs
Brand Drug Co-pay (Increase) ($11.8) ($12.2) ($24.0)
Brand Drug with Generic Equivalent (Increase) ($4.6) ($5.6) ($10.2)
Non-Preferred Brand Drug Co-pay (Increase . ($3.1) (83.2) ($6.3)
Reduce from 34-Day supply to 30-Day Supply per script (82D ($3.1) ($5.8)
Specialty Drug Copay (Establish) ($1.49) ($1.6) (3$3.0
Establish a Specialty Drug vendor I ) ($1.7) ($1.8) (83.5)
Sub-total ($25.3) (327.5) (8$52.8)
Total -- Benefit Reductions ($144.2) ($167.1) ($311.3)
6) Additional Pharmacy Discounts to be Implemented by the Plan ($18.0) ($20.0) ($38.0)
7) Appropriations by the General Assembly
Premium increase for Employing Agencies
(July 1, 2009 =8.6%, July 1,2010= 8.6%)
General Fund ($128.4) ($267.9) ($396.3)
Highway Fund ) (86.0) (812.5) ($18.5)
Other Employer Funds (826.5) (8$55.3) ($81.8)
Total Employer Funds ($160.9) ($335.7)_ ($496.6)
8) Premium increases for Dependent Coverage
(July 1, 2009 =8.6%, July 1, 2010 = 8.6%)
Paid by Employees and Retirees for Enrolled
‘Spouses and Dependent Children
" Total Employee Funds ($32.9) (3$68.7) ($101.6)
9) Plan's Other Operating Adjustments (80.2) $66 = $6.4
10) Balance . $50.4 ($48.0) $2.4

Note: The $2.4 balance remaining at the end of the biennium is a product of rounding error and a $2.1 million difference in projected ending cash
balances between financial projections estimating total financial requirements and final requirements after the proposed premium increases, benefit
changes, and other program changes. This difference is not expected to have an adverse effect on the Plan's finances.
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ASSUMPTIONS AND METHODOLOGY:

The actuarial analyses used by each respective consulting actuary are on file with the Fiscal Research
Division. Copies of each respective consulting actuary's analysis, including assumptlons are also attached
to the original copy of this Legislative Actuarlal note.

Summary Information and Data about the Plan

The Plan administers health benefit coverage for active employees from employing units of State agencies
and departments, universities, local public schools, and local community colleges. Eligible retired
employees of authorized employing units may also access health benefit coverage under the Plan. Eligible
dependents of active and retired employees are authorized to participate in the Plan provided they meet
certain requirements. Employees and retired employees of selected local governments may also participate
in the Plan under certain conditions. Members of fire, rescue squads, and the National Guard may also
obtain coverage under the Plan provided they meet certain eligibility criteria.

As of July 1, 2008, the State finances the Plan on a self-funded basis and administers benefit coverage
under a Preferred Provider Option (PPO) arrangement. The Plan's receipts are derived through premium
contributions, investment earnings and other receipts. Premiums for health benefit coverage are paid by (1)
employing agencies for active employees, (2) the Retiree Health Benefit Fund for retired employees, and
(3) employees and retirees who elect dependent coverage. Total requirements for the Plan are estimated to
be $2.6 billion for FY 2008-09. The Plan's PPO benefit design includes three alternative benefit levels
offered to plan members.” The three alternative benefit levels include the following:

1) The "Basic" 70/30 plan that offers higher out-of pocket requirements in return for
lower fully contributory dependent premiums;

' 2) The "Standard" 80/20 plan; and

3) The "Plus” 90/10 plan with enhanced benefits via lower out-of pocket requirements
as compared to the other PPO plan alternatives offered.

Employees and retired employees electing coverage under the Plus alternative must make a partially
contributory premium contribution for their own coverage. The Basic and Standard plans offer coverage to
employees and retired employees on a noncontributory basis. Coverage for dependents under all plans is
offered on a fully contributory basis.

\
Financial Condition

Financial Projection (Revised) for FY 2008-09 — For the fiscal year beginning July 1, 2008, the Plan
began its operations with a beginning cash balance of $139.8 million. Receipts for the year are projected
to be $2.3 billion from premium collections, $53.9 million from Medicare Part D subsidies, and $2.7
million from investment earnings, for a total of slightly over $2.3 billion in receipt income for the year.
Projected disbursements from the Plan are expected to be $2.4 billion in claim-payment expenses and
$168.7 million in administration and claims-processing expenses for projected total expenses of nearly
$2.6 billion for FY 2008-09. The Plan’s net operating loss is projected to be approximately $264.4
million for the fiscal year, assuming a 9% annual claims growth trend.
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Projected operating losses are expected to deplete the Plan’s cash balance of $139.8 million and leave it
without sufficient operating resources to continue operations for the fiscal year. It is currently estimated by

the Plan’s Executive Administrator that the Plan will not be able to pay claims on a timely basis by March
31, 2009. : :

Consequently, the reforecast of Plan finances now indicates that the Plan will require up to $300 million in
additional resources to operate for the balance of the 2008-09 fiscal year. This amount represents the
estimated funds necessary to pay claims and administrative expenses through June 30, 2009, plus funding a
minimum stabilization reserve equal to 7.5% of projected claims, and assuming a future premium rate
increase effective October 1, 2009.

Other Information ‘

Additional assumptions include Medicare benefit “carve-outs,” cost containment strategies including prior
approval for certain medical services, utilization of the "Blue Options" provider network, case and disease
management for selected medical conditions, mental health case management, coordination of benefits with
other payers, a prescription drug benefit manager with manufacturer rebates from formularies, and fraud
detection, and other authorized actions by the Executive Administrator and Board of Trustees to manage the
Plan to maintain and improve the Plan's operation and financial condition where possible. Claim cost
trends are expected to increase at a rate of 9% annually according to the Plan’s consulting actuary.
Investment earnings are based upon a 4.5% return on available cash balances.
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Enrollment Data as of December 31, 2008

Percent of
I. No. of Participants ) Basic Standard Plus To tal Total
Adives : i
Employees ) 11,623 271,243 47,687 330,58 49.6%
Dependents : 20,454 115,875 28,156 164,485 24.7%
Sub-total 32077 387,118 75,843 495,038 74.2%
Retired ‘ .
Employees 1,726 127,081 17967 146,774 2.0%
Dependents 1,117 14,935 3,476 19,528 2.9%
Sub-total 2,843 142,016 21,443 166,302 24.9%
Former Emp loyees with
Continuation C overage . )
Employees 60 1,349 344 1,753 0.3%
Dependents 61 501 182 744 0.1%
Sub-total 121 1,850 526 2,497 0.4%
Firefighters, Rescue Squad &
National Guard
Employees - 3 2 5 0.0%
Dependents ‘ - 3 - 3 0.0%
Sub-total . - - 6 . 2 - 8 . 0.0%
Local Govemments ‘
Employees . 72 1,577 319 1,968 0.3% -
Dependents : 141 637 218 9% 0.1%
Sub-total 213 2,214 . 537 2,964 0.4%
Total ’
Employees 13,481 401,253 66,319 481,053 T2.1%
Dependents 21,773 131,951 32,032 185,75% 27.9%
Grand Total 35254 533,204 98,351 666,809 100%
Percentof Total ] S3% 80.0% 14.7% 1000% _
II. Enrollmentby Contract Basic Standard Plus Total
Employee Only 2,684 328,635 49,246 380,565
Employee Child(ren) 4958 36,903 8,589 50,450
Employee Spouse . 2,274 18,145 4,469 24,888
Employee Family 3,565 17,570 4,015 25,150
Total 13,481 401,253 66319 481,083
PercentEnrolimentby Contract Basic Standard Plus Total
Employee Only 19.9% 81.9% 74.3% 79.1% -
Employee Child(ren) 36.8% 9.2% 13.0% 10.5%
Employee Spouse 16.9% 4.5% 6.7% 5.2%
Employee Family 26.4% 4.4% 6.1% 5.2%

Total 100.0% 1000%  100.0% 100.0%
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Enroliment Data Continued

" III. Enrollment by Sex Basic Standard Plus Total
Female 18,837 334,917 61,752 415,506
Male 16,417 198,287 36,599 251,303
Total ’ : 35,254 533,204 98,351 666,809
Percent Enrollment by Sex Basic Standard Plus Total
Female . 53.4% 628% ~ 62.8% 62.3%
Male 46.6% 372% 37.2% 371.7%
Total 100.0% 100.0% 100.0% 100.0%
IV. Enrollment by Age - Basic Stand ard Plus Total
29 & Under 17,390 136,277 27,211 180,878
301044 o 8,125 102,375 . 17,315 132,815
4510 54 . 5164 94,548 18,277 117,989
55t064 3,195 102,901 23,452 129,548
65 & Over 1,380 92,103 12,096 105,579
Total 35,254 533,204 98,351 666,809
Percent Enrollment by Age . Basic Standard Plus Total
29 & Under 49.3% 25 6% 27.7% 27.1%
30to 44 23.0% 20.1% 17.6% 199%
45t0 54 14.6% 17.7% 18.6% 17.7%
55to 64 9.1% 19.3% 23.8% 194%
65 & Over 3.9% 17.3% 12.3% 158%
Total - 100.0% 100.0%  100.0%  100.0%
V. Retiree Enroliment by Category Employee Dependents  Total
Non-Medicare Eligible 49,534 12,080 61,614
Medicare Eligible 97,240 7,448 104,688
Total . 146,774 19,528 166,302
Percent by Category (Retiree) Employee Dependents Total
Non-Medicare Eligible 33.7% 61 9% 37.0%
Medicare Eligible 66.3% 38.1% 63.0%
Total 100.0% 100.0% 100.0%
SOURCES OF DATA:

Aon Consulting, North Carolina State Health Plan, Financial Projections — October 2008, Total For All
Plans — 9% Trend, October 10, 2008.

Aon Consulting, North Carolina State Health Plan, Financial Projections — October 2008, Total For All

Plans — 9% Trend, July 2009 & 2010 Rate Increases, $250 Million Grant, No Plus Option — July 2009,
Benefit Option, Pharmacy Initiatives, March 20, 2009.
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Medco Health Solutions, various outpatient acute, specialty, and maintenance drug data and discount '
. assumptions, March 2009.

State Health Plan, various summarized claims reports for medlcal claims by category and purpose and time
period, December 2008, January 2009.

-Actuarial Note, Hartman & Associates, " Senate Bill 287 (Third Edition): An Act to Appropriate Funds for
the State Health Plan and to Make Other Changes to the State Health Plan", March 25, 2009, original of
which is on file in the General Assembly’s Fiscal Research Division.

-Actuarial Note, Aon Consulting, "Senate Bill 287 Proposed Committee Substitute S287 [v.3], State Health
Plan $/Good Health Initiatives", March, 25 2009, original of which is on file with the Comprehensive Major
Medical Plan for Teachers and State Employees and the General Assembly’s Fiscal Research Division.
TECHNICAL CONSIDERATIONS: None
FISCAL RESEARCH DIVISION: (919) 733-4910
PREPARED BY: Mark Trogdon

APPROVED BY: Marilyn Chism, Director

Fiscal Research Division Official £° 2
) Flscal Research Dmslon :

oo-STNl'g
R

DATE: March 26,2009

Signed Copy Located in the NCGA Principal Clerk's Offices
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ACTUARIAL STATEMENT

The North Carolina State Health Plan for Teachers and State Employees has requested that
Aon Consulting prepare an Actuarial Note in response to Senate Bill 287 proposed committee
substitute S287 [v.3] entitled “An Act To Appropriate Funds For The State Health Plan For
Teachers And State Employees And To Make Other Changes Related To The State Health
Plan.”

The Actuarial Note was prepared according to generally accepted actuarial principles and practices,
in compliance with General Statute 120-114. As required by statute, the Note includes an
explanatory statement of the proposed change(s) and, to the extent possible, an estimate of the
financial and actuarial effect of the proposed change(s) on the Plan. The Actuarial Note makes no
comment or opinion with regard to the merits of the measure for which the Note is prepared;
however, any identified technical or mechanical defects have been noted.

We have reviewed the input and results of our analysis for reasdnableﬁess, and relied upon the
data and information provided by the Plan and their Claims Processing Contractor.

"K - \)““ . March 25, 2009

Kenneth C. Vieira, F.S.A.,, M A AA. Date
Senior Vice President ;

Kirsten R. Schatten, A.S.A., MAAA. Date
Assistant Vice President

March 25, 2009




STATE HEALTH PLAN $/GOOD HEALTH INITIATIVES

PLAN CHANGES

The proposed legislation is divided into seven sections. The full text of the bill is attached to this
actuarial note. Below is brief summary of the key components of each section.

PART ONE: APPROPRIATIONS, DEFINITIONS, AND SCOPE

This section primarily deals with the appropriations required to fund the program for the next
biennium. Section (a) details the appropriation of $250 million from the Savings Reserve
Account. Sections (b) & (c) are appropriations needed by the general and highway funds.

The amounts set forth in this section'were determined based on a financial projection provided
by Aon Consulting.

PART TWO: HEALTH BENEFIT CHANGES

This section encompasses the bulk of the financial impact on to State Health Plan related to
benefit changes effective July 1, 2009. Each component is summarized below with details of
our key assumptions in the “Pricing Approach and Comments” section of this actuarial note.

SECTION 2.(a) Eliminate PPO Plus Option

Effective July 1, 2009, the PPO Plus option (90/10 in-network coverage) under the State Health
Plan for Teachers and State Employees ("Plan") is eliminated. The Executive Administrator
shall provide notice to all members of the Plan that this option will no longer be available as of
July 1, 2009. Employees enrolled in the Plan's Plus option shall have the choice of enrolling in
the Basic or Standard plan options for the 2009-2010 benefit year. '

SECTION 2.(5) Implement Comprehensive Wellness Initiative

The first section allows the Plan to develop a Comprehenéive Weliness Initiative that starts with
a focus on smoking cessation and weight management. It is designed to be implemented
effective July 1, 2010, for smoking cessation and July 1, 2011, for weight management.

The second and third sections detail how certain members who do not meet the program
requirements will be enrolled into the Basic plan. Further details of the program are being
developed. The program is assumed to be cost neutral.



SECTION 2.(c) Prescription drug co-payments -

The legislation will alter the co-payments for.the prescription drug program depending on the
category of drug. Below are the major components:

The first section changes the current copays:
1. Formulary brand drugs will increase from $30 to $35
2. Non-Formulary brand drugs will increase from $50 to $55
3. For each branded prescription drug with a generic equivalent drug, the member shall pay
the generic co-payment plus the difference between the Plan's gross allowed cost for the
generic prescription and the Plan's cost for the branded prescription drug.

The second section allows the plan to provide coverage of nonacute specialty medications
under the Plan's pharmacy benefit through a specialty pharmacy vendor under contract with the
Plan. The Plan may transfer coverage of specified specialty disease medications covered under
the Plan's medical benefit to the contracted specialty pharmacy vendor.. The Plan shall impose
a co-payment in the amount of twenty-five percent (25%) of the Plan's gross allowed cost of the
specialty drug not to exceed one hundred dollars ($100.00) per prescription per 30-day supply.

The third section allows the plan to exclude coverage of certain over the counter medications.

The fourth section reduces the day supply to 30 days from 34 days. It also addresses utilization
management procedures and options for the plan.

2.(d) Routine eye examinations not covered

Routine eye exams will no longer be a covered benefit as of January 1, 2010.

2.(e) Deductible and cb-gayment changes

There were a number of changes made to the Basic (70/30) and Standard (80/20) plans. These
involved increased deductibles, coinsurance maximums, primary and specialty physician office
visit co-payments, urgent care co-payments and inpatient co-payments. Details of each change
can be found in the attached bill.

2.(f) Limitation on authority to change benefits

This section limits the authority of The Executive Administrator and Board of Trustees to make
changes, requiring them to be made by the General Assembly.



2.(g) Premium increases

This section sets the premium increase to 8.6% for each July in the next biennium. This is
consistent with the financial projections.

2.(h) Pharmacy Benefit Savings

This section directs the Plan to reduce pharmaceutical costs by $18 million in FY2010 and $20
million in FY 2011 through reduced reimbursements paid to pharmacies within the terms of the
Plan’'s PBM contract. Achieved savings will be reviewed twice annually to adjust the PBM
contract terms so actual savings will be within 105% of the savings amounts specified above.

PART THREE: ELIGIBILITY CLARIFICATION.

This section contains clarifications on various dependent categories. It also contains a section
that allows-the Plan to perform a dependent eligibility audit. The savings resulting from the audit
should exceed the cost of performing the audit.

PART FOUR: NC HEALTH CHOICE CHANGES.

This section is related to NC Health Choice and has no financial impact on the State Health
Plan.

PART FIVE: OTHER CHANGES

This section contains miscellaneous changes and clarification that have no financial impact on
the State Health Plan.

PART SIX: SALARY-RELATED CONTRIBUTIONS

This section sets the funding percentages of the various groups and has no additional cost to
the State Health Plan. The percentages are designed to be consistent with the financial
projections. ' ' :

PART SEVEN: EFFECTIVE DATE

Sections 1(b), 1(c), 1(d). 2(c), 2(e), 2(g), and 2(h) of this act become effective July 1, 2009.
Section 2(d) becomes effective January 1, 2010. The remainder of this act is effective when it
becomes law.



PROJECTED SAVINGS

Based on “Midpoint” Increase

Section

Plan Design Change'

2009-2010 2010-2011 Total
Fiscal Year | Fiscal Year | Biennium
Cost Cost Cost

Part 1 — Appropriations, Definitions & Scope

1(a) $250 million appropriation from savings reserve account Included in baseline projection
1(b) - 1(c) | General Fund and Highway Appropriations Included in baseline projection
1(d) - 1(f) | Other funds, definition & scope Included in baseline projection

Part 2 - Health Benefit Changes

2(a) Eliminate PPO Plus Option Included in baseline projection. Details
of savings summarized in pricing
2(b) Implement Comprehensive Wellness Administrative cost assumed to be offset
by future savings. No net impact to the
plan in the biennium
2(c) Prescription Drug Co-payment
(1) | Preferred Brand $30 to $35 ($11.8) (812.2) ($24.0)
Brand with Generic Pay as generic ($4.6) ($5.6) ($10.2)
Available
Non-Preferred Brand $50 to $55 ($3.1) ($3.2) ($6.3)
(2) | Speciaity Drugs 25% coinsurance, $100 max ($1.4) (81.6) (83.0)
Specialty Vendor ($1.7) ($1.8) ($3.5)
(3) | OTC drugs may be excluded No Cost Impact
(4) | Day Supply |  Reduce from 34 to 30 ($2.7) (83.1) ($5.8)
2(d) Routine eye exams not covered (%2.1) (87.2) (89.3)
2(e) Deductible and co-payment changes
Basic Standard
Deductible to $800/1600 $600/$1200 (5§51.8) ($57.6) ($109.4)
Coinsurance to $3250/$6500 | $2750/$5500 (%24.4) ($29.2) {$53.6)
Primary care copay to $30 $25 ($8.5) (39.6) ($18.1)
Specialty care copay to $70 $60 (829.1) ($32.7) (%61.8)
Urgent care copay to $75 $75 ($0.7) (50.8) (81.5)
Inpatient copay to $250 $200 ($2.2) (52.4) ($4.5)
2(f) Limitation on authority to change benefits No Cost Impact
2(g9) Premium Increase of 8.6% for FY10 & FY11 Included in baseline projection
2(h) Pharmacy benefit savings Included in baseline projection

Part 3 - Eligibility Clarification

3(a) Dependent child clarifications No Cost Impact
3(b) Eligibility of full-time students No Cost Impact
3(c) - 3(d) | Waiting periods subject to federal law No Cost Impact
3(e) Executive administrator shall provide for an audit of the Savings from the audit should be greater
dependent eligibility under the plan than the cost to provide it
3 Cessation of coverage of ineligible individuals No Cost Impact
3(9) Documentation of dependent eligibility No Cost Impact

fy‘ [ 2




~ Based on “Midpoint” Increase -
~ 2009-2010 | 2010-2011 Total
Section Plan Design Change . Fiscal Year | Fiscal Year | Biennium
_ - Cost Cost Cost’
Part 4 - NC Health Choice Changes
4(a) - 4(c) | Changes to NC Health Choice have no cost impact on the Plan

Part 5 - Other Changes

5(a) - 5(e) | Minor clarifications or changes that have no cost impact
Part 6 - Salary Related Contributions

6(a) - 6(f)

Required contribution rates for various entities. These amounts are developed from the baseline
projections.

Total cost of health benefit changes | ($144.1) | ($167.0) | (8311.9)

The baseline projections produced total projected expenses of $2,687,502,073 and $2,919,5 07,795 for
the 2010 and 2011 fiscal years respectively.




PRICING APPROACH AND COMMENTS

The following information was compiled and utilized in determining the projected costs or
- savings of each benefit component addressed in this actuarial note. Due to the inclusion of

multiple benefit changes incorporated with imperfect data, all projected savings incorporate a
10% risk factor:

Eliminate PPO Plus Option

Information was collected from the Plan’s data warehouse, EinfoNow. It included
detailed eligibility and claims data by plan for Fiscal Year 2008. From this information we
were able to develop experience rates specifically for the PPO plus option.

The claims were then trended at 9% per year and adjusted for the most recent
membership levels. We also reviewed the elections effective 7/1/2008 and adjusted our
projected expenditures by plan for FY 2010 and 2011 to reflect the experience of the
members who moved. These would include prior CMMP members who moved to the
Plus option, adjusting their experience accordingly.

It was then assumed that a benefit reduction of 11.5% would be applied to the medical
claims only. Assuming a one month lag produced FY 2010 savings of $56 million and FY
2011 savings of $66 million.

The savings from lower claims is offset by reduced dependent contributions. Based on
the current contribution levels, $41.6 million would not be received as revenue by the
Plan. In order to accurately measure the net impact of this benefit you would need to
adjust the premium levels appropriately and maintain a consistent reference point.

Implement Comprehensive Wellness Initiative

Information was provided by the Plan that detailed the administrative costs for
implementing the smoking cessation and weight management programs. The costs were
projected to be $3,384,308 in FY 2010 and $7,253,282 in FY2011.

Through conversation with the Plan and the IHM vendors it was assumed that the future
savings from these programs would more than offset current expenditures.

There is currently no net impact to the Plan at this point until further administrative costs
and program implementations are determine in the future.

Brand Prescription Drug Cdpay Changes (Increase Preferred and Non-Preferred Brand
$5; Change Brand with Generic Equivalent to Generic Copay and Member pay Cost
Difference between Brand and Generic)

Claims data-was received from the Plan’s Pharmacy Benefit Manager (PBM) for the
period April 5, 2008 through June 27,2008.
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For this period annualized, active employees, non-Medicare retirees and Medicare

- retirees generated $143,999,486 of paid Brand copayments with 4,069,848 scripts.

The annualized Brand claims data was projected forward with -4% utilization trend per
year and 10% cost trend 1 year/11% cost trend per year thereafter.

Brand prescription drugs with generic equivalents were assumed to have the same AWP
for Brand or Generic with a Generic discount applied.

The projected claims data was used to quantify the impact of the copay changes.
Based on an effective date of July 1, 2009, the FY 2010 projected savings for Brand

Prescription Drug copays is $19,456,696. The FY 2011 projected savings for Brand
Prescription Drug copays is $21,022,777.

Specialty Drug Copay and Exclusive Vendor Changes (Increase Copay to 25% with $100
Max/script and Create Speciaity Vendor for all Specialty Drugs)

- Claims data was received from the Plan’s Pharmacy Benefit Manager (PBM) for the

period July 1, 2007 through June 30,2008.

For this period, active employees, non-Medicare retirees and Medicare retirees
generated $2,232,086 of paid Brand copayments with 46,389 scripts.

The specialty claims data was used to quantify the impact of the benefit design changes
with $2,500 out-of-pocket max apphed to total projected prescription drug spend. Trend

levels starting at 8.3% were reduced in savings projections to recognize anti-leveraging

associated with the benefit design maximums.

The specialty Vendor network savings projections are provided by Medco and are based
on enhanced discounts for a list of specialty drugs that will only be covered in the
specialty network by implementing a retail lockout. The list of drugs with retail lockout
does not include specialty drugs that may be required on an acute basis. Medco’s
analysis is based only on ingredient cost with discounts and estimates 4,755 impacted
members based on 2008 data.

Based on an effective date of July 1, 2009, the FY 2010 projected savings for Specialty
Prescription Drug changes is $3,086,315. The FY 2011 projected savings for Specialty’
Prescription Drug changes is $3,396,887.

Prescription Drug Day Supply (Reduce to 30)

Claims data was received from the Plan’s Pharmacy Benefit Manager (PBM) for the
period July 1, 2007 through June 30, 2008.



For this period, active employees, non-Medicare retirees and Medicare retirees

- generated $25,474,207 of paid co-payments with 1,210,194 scripts for scripts with 1

month fills of 31 to 34 days, 2 month fills of 61 to 68 days and 3 month fills of 91 to 102
days.

The detailed claims data (FY 2008) was projected forward with 4% utilization trend per
year.

The claims data for these scri'pts was used to quantify the copay impact of limiting a 1

month fill to 30 daye, a 2 month fill to 60 days and a 3 month fill to 90 days.

Based on an effective date of July 1, 2009, the FY 2010 projected savings for Day Supbly
changes is $2,705,451. The FY 2011 pro;ected savings for Day Supply changes is
$3,069,457.

Routine Eye Coverage Eliminated

Claims data was received from the Plan’s Claims Processing Contractor (CPC) showing
Routine Eye office visit claims experience for the period January 1, 2008 through March
31,2008 for all PPO plans separately. The claims experience was also separated for
active employees, non-Medicare retirees and Medicare retirees.

For this period annualized, active employees, non-Medicare retirees and Medicare
retirees generated $6,557,857 of Plan paid claims with 109,573 visits.

The annualized claims data was projected forward with 3% utilization trend per year and
6% cost trend per year. '

Based on an effective date of January 1, 2010, the FY 2010 projected savings for
eliminating Routine Eye coverage is $2, 158 693. The FY 2011 projected savings for
eliminating Routine Eye coverage is $7,193,591.

Deductible and Coinsurance Maximum Changes (Increase Basic Deductible $200/$400
and Coinsurance Maximum $750/$1,500; Increase Standard Deductible $300/$600 and
Coinsurance Maximum $1,000/$2,000)

Claims data was received from the Plan’'s Claims Processing Contractor (CPC) showing
claims experience for all claims subject to deductible and coinsurance for the period July
1, 2007 through June 30,2008 (FY 2008) for the CMM and all PPO plans separately. The
clalms experience was also separated for active employees, non-Medicare retirees and
Medicare retirees.

For this 12 month period, active employees, non-Medicare retirees and Medicare retirees
generated $91,954,962 of paid deductible and $116,899,421 of paid coinsurance.

The detailed claims data (FY 2008) was projected forward with 3% utilization trend per
year and 6% cost trend per year. '



The projected claims data was used to quantify the impact of the deductible and
coinsurance maximum changes.

Based on an effective date of July 1, 2009, the FY 2010 projected savings for deductible
and coinsurance maximum changes is $76,215,565. The FY 2011 projected savings for
deductible and coinsurance maximum changes is $86,849,600.

Office Visit Copay Change (Increase PCP $5 and Specialty $20)

Claims data was received from the Plan’'s Claims Processing Contractor (CPC) showing
PCP and Specialty claims experience for the period July 1, 2007 through June 30,2008

(FY 2008) for the CMM and all PPO plans separately. The claims experience was also

separated for active employees, non-Medicare retirees and Medicare retirees.

For this 12 monih period, active employees, non-Medicare retirees and Medicare retirees
generated $40,327,380 of paid PCP copayments with 2,082,505 visits.

For this 12 month period, active employees, non-Medicare retirees and Medicare retirees
generated $61,139,448 of paid Specialty copayments with 2,109,138 visits.

The detailed claims data (FY 2008) was projected forward with 3% utilization trend per "
year and 6% cost trend per year. An additional 10% utilization trend was included for the
CMM plan in FY 2009 assuming a first year spike in utilization for all members moving to
PPO.

The projected claims data was used to quantify the impact of the copay changes.

An adjustment for Specialty copays was applied for Medicare retirees assuming the plan
would recover 25% of the savings based on Coordination of Benefits with Medicare.

Based on an effective date of July 1, 2009, the FY 2010 projected savings for PCP
copays is $8,518,038. The FY 2011 projected savings for PCP copays is $9,571,177.

Based on an effective date of July 1, 2009, the FY 2010 pro;ected savmgs for Specialty
copays is $29,077,025. The FY 2011 projected savings for Specialty copays is '
$32,672,003

Urgent Care Copay Change (Increase Standard $25)

Claims data was received from the Plan’s Claims Processing Contractor (CPC) showing
Urgent Care claims experience for the period July 1, 2007 through June 30,2008 (FY
2008) for the CMM and all PPO plans separately. The claims experience was also
separated for active employees, non-Medicare retirees and Medicare retirees.



For this 12 month period, éctive employees, non-Medicare retirees and Medicare retirees
generated $1,671,386 of paid Urgent Care copayments with 35,753 visits.

The detailed claims data (FY 2008) was projected forward with 3% utilization trend per
year and 6% cost trend per year. An additional 10% utilization trend was included for the
CMM plan in FY 2009 assuming a first year spike in utilization for all members moving to
PPO.

The projected claims data was used to quantify the impact of the copay changes.

An adjustment for Urgent Care copays was applied for Medicare retirees assuming the
plan would recover 40% of the savings based on Coordination of Benefits with Medicare.

Based on an effective date of July 1, 2009, the FY 2010 projected savings for Urgent
Care copays is $739,560. The FY 2011 projected savings for PCP copays is $830,997.

Inpatient Copay Change (Increase $50)

Claims data was received from EinfoNow showing Inpatient claims experience for the
period July 1, 2007 through June 30,2008 (FY: 2008) for the CMM and all PPO plans
separately. The claims experience was also separated for active employees, non-
Medicare retirees and Medicare retirees.

For this 12 month period, active employees, non-Medicare retirees and Medicare retirees
generated $6,699,263 of paid Inpatient copayments with 51,076 admissions.

The detailed claims data (FY 2003) was projected forward with 3% utilization trend per
year and 6% cost trend per year.

The projected claims data was used to quantify the impact of the copay changes.

An adjustment for Inpatient copays was applied for Medicare retirees assuming the plan ‘
would recover 91% of the savings based on Coordination of Benefits with Medicare.

Based on an effective date of July 1, 2009, the FY 2010 projected savings for Inpatient
copays is $2,158,037. The FY 2011 projected savings for Inpatient copays is
$2,424,849.

Pharmacy Benefit Savings

e March 20, 2009 financial projections include $38 million of savings over the biennium to

reflect the improved contract terms guaranteed by the Plan’s PBM.
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A BILL TO BE ENTITLED
AN ACT TO APPROPRIATE FUNDS FOR THE STATE HEALTH PLAN FOR TEACHERS
AND STATE EMPLOYEES AND TO MAKE OTHER CHANGES RELATED TO THE
STATE HEALTH PLAN.

Whereas, the General Assembly must act quickly and prudently to maintain a
financially stable State Health Plan to ensure that all members of the Plan have affordable
access to medically necessary health benefits and services within available resources; and

Whereas, in order to meet current fiscal obligations the General Assembly must
appropriate $250,000,000 for the 2008 2009 fiscal year to cover the current year shortfall in
funds; and

Whereas, estnmates mdlcate that a substantially larger appropnatlon will be
necessary to maintain the fiscal integrity of the Plan in the next and ensuing fiscal periods; and

" Whereas, in order to ensure continued access to medically necessary health care to
Plan members, the Plan must implement measures to contain costs through premium increases,
benefit changes, and healthy lifestyle programs that not only reduce costs but improve member
health; and '

Whereas, the Plan estimates that over 70,000 Plan members use tobacco, resulting
in a cost to the Plan of $2,000 per member per year more than the cost of providing coverage
for nonusers of tobacco; and

Whereas, over 60% of North Carolina adults are obese or overweight; and

Whereas, obesity is linked to an over 37% increase in health care spending at a cost
of $2,445 per member per year; and

Whereas, weight management and cessation of tobacco use have been demonstrated
to result in improved member health and substantial savings in health care costs making it
fiscally prudent to implement smoking cessation and weight management incentives and
initiatives with mechanisms to verify member compliance with smoking cessatlon and weight
management requirements; Now, therefore,

The General Assembly of North Carolina enacts:
PART ONE: APPROPRIATIONS, DEFINITIONS, AND SCOPE.

SECTION 1.(a) Appropriation for 2008-2009 fiscal year. — There is appropriated
from the Savings Reserve Account established in G.S. 143C-4-2 to the Health Benefit Reserve
Fund established in G.S. 135-44.5 the sum of two hundred fifty million dollars ($250,000,000)
for the 2008-2009 fiscal year. These funds shall be used to address the shortfall in funds
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available for the payment of health care and administrative costs under the State Health Plan
for Teachers and State Employees ("Plan") for the 2008-2009 fiscal year.

SECTION 1.(b) General Fund appropriation for 2009-2011 fi scal biennium. —
Notwithstanding G.S. 143C-5-2, there is appropriated from the General Fund to the Reserve for
the State Health Plan in the Office of State Budget and Management the sum of one hundred
twenty-eight million four hundred ten thousand two hundred eight dollars ($128,410,208) for
the 2009-2010 fiscal year and the sum of two hundred sixty-seven million nine hundred four
thousand one hundred fourteen dollars ($267,904,114) for the 2010-2011 fiscal year. These
funds shall be used to cover health care and administrative costs to the Plan in the 2009-2011
fiscal biennium.

SECTION 1.(c) Highway Fund appropriation for the 2009-2011 fiscal biennium. —
Notwithstanding G.S. 143C-5-2, there is appropriated from the Highway Fund to the Reserve
for the State Health Plan in the Office of State Budget and Management the sum of five million
nine hundred ninety-two thousand four hundred seventy-six dollars ($5,992,476) for the
2009-2010 fiscal year and the sum of twelve million five hundred two thousand one hundred
ninety-two dollars ($12,502,192) for the 2010-2011 fiscal year. These funds shall be used to
cover health care and administrative costs to the Plan in the 2009-2011 fiscal biennium.

SECTION 1.(d) All other agency funds required to fund the premium increase
enacted in this act, other than funds appropriated in subsections (b) and (c) of this section, are
appropriated for the 2009-2011 fiscal biennium.

SECTION 1.(e) Definitions. — As used in this act unless the context clearly
requires otherwise:

0)) "Plan." — The State Health Plan for Teachers and State Employees.

2) "Basic plan." — The Plan's PPO option providing for 70/30 in-network

coverage after deductibles and co-payments.

3) "Smoking" or "Smoking cessation." — Includes cessation of the use of all

tobacco products.

(4)  "Standard plan." — The Plan's PPO option providing for 80/20 in-network

coverage after deductibles and co-payments.

SECTION 1.(f) Scope. — In the event of a conflict between the provisions of this
act and Article 3A of Chapter 135 of the General Statutes, this act prevails.

PART TWO: HEALTH BENEFIT CHANGES.

SECTION 2.(a) Eliminate PPO Plus Option. — Effective July ‘1, 2009, the PPO
Plus option (90/10 in-network coverage) under the State Health Plan for Teachers and State
Employees ("Plan") is eliminated. The Executive Administrator shall provide notice to all
members of the Plan that this option will no longer be available as of July 1, 2009. Employees
enrolled in the Plan's Plus option shall have the choice of enrolling in the Basic or Standard
plan options for the 2009-2010 benefit year.

SECTION 2.(b) Implement Comprehensive Wellness Initiative.

(1)  Program development. — The Plan shall develop a Comprehensive Wellness

Initiative that includes a focus on smoking cessation and weight
management and that is designed to be implemented effective July 1, 2010,
for smoking cessation and July 1, 2011, for weight management. Benefit
levels shall be determined by the Plan based upon tobacco use or the
inability of the member to meet national, evidence-based healthy weight
clinical guidelines. For purposes of the Comprehensive Wellness Initiative,
"member" includes all State Health Plan primary subscribers and their
covered dependents. The Plan shall develop a process whereby a Plan
member may appeal the Plan's basis for action it takes due to the member's
failure or refusal to comply with the Plan's smoking cessation or weight
management requirements.

Page 2 [ Senate Bill 287-Third Edition
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(2)  Smoking cessation. — Effective July 1, 2010, all members of the Plan who do
not have Medicare as their primary coverage shall be enrolled in the Basic
Plan under the Plan's PPO unless the subscriber can attest that the subscriber
or any qualifying dependent does not smoke or otherwise use tobacco
products. The Plan shall develop a mechanism for verifying that the member
does not smoke or use other tobacco products. Tobacco use will be
reassessed annually at the time of Plan enrollment. All subscribers who have
attested that neither they nor their dependents use tobacco, or whose
physician certifies in writing that the member is participating in a smoking
cessation program, shall have the choice of remaining in the Basic plan
option or enrolling in the Standard plan option. For purposes of the smoking
cessation initiative, "member" includes all members covered under the Plan.
As used in this section, "smoking cessation program" means active
participation in a Plan-approved cessation program to include counseling or
use of tobacco cessation medications.

(3)  Weight management. — Effective July 1, 2011, all members of the Plan who

do not have Medicare as their primary coverage shall be enrolled in the
Basic Plan under the Plan's PPO Plan unless the subscriber attests that the
weight and height ratio of the member is within a range determined by the
Plan based on evidence-based healthy weight clinical guidelines, or unless
the member's physician certifies in writing that the member has a medical
condition that prevents the attainment of the specified weight range or that
the member is actively participating in a Plan-approved weight management
program. In either case, the member shall have the option to enroll in the
Basic or Standard Plan.

Not later than October 1, 2009, the Executive Administrator shall inform Plan
members of the healthy lifestyle initiatives, requirements for compliance, and consequences of
noncompliance. The Executive Administrator shall provide to members education and training
to assist members in complying with healthy lifestyle initiatives. The Executive Administrator
may implement incentive initiatives to further encourage member achievement in smoking
cessation, weight management, and other integrated health management programs.

The Executive Administrator shall report to the Committee on Employee Hospital
and Medical Benefits recommendations the Plan may have for additional sanctions that may be
imposed when the Executive Admrmstrator finds that a member intentionally makes a false
statement on a Plan document.

SECTION 2.(c) Prescription drug co-payments. — G.S. 135-45.6(b) reads as
rewritten:

"(b) Prescription Drugs. — The Plan's allowable charges for prescription. legend drugs to
be used outside of a hospital or skilled nursing facility shall be as determined by the Plan's
Executive Administrator and Board of Trustees, which determinations are not subject to appeal
under Article 3 of Chapter 150B of the General Statutes._Co-payments and other allowable
charges or coverage for prescription drugs shall be as follows:

(1)  The Plan will pay allowable charges for each outpatient prescription drug

less a copayment to be paid by each covered individual equal to the
following amounts: pharmacy charges up to ten dollars ($10.00) for each

generic prescription, thirty-deHars—($306-00)-thirty-five dollars ($35.00) for

each preferred branded prescrrptlon without a generrc egurvalen and-forty

equwa-lent—drug— and ﬁﬁ-y—deuars-éséo-%) m-ﬁve dollars (85S. 00) for each
nonpreferred branded ergenerie prescription. For each branded prescription
drug with a generic_equivalent drug, the member shall pay the generic

Senate Bill 287-Third Edition Page 3
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2)

co-payment plus the difference between the Plan's gross allowed cost for the

generic prescription and the Plan's cost for the branded prescription drug.
The Plan shall provide coverage of nonacute specialty medications under the

Plan's pharmacy benefit through a specialty pharmacy vendor under contract
with the Plan. The -Plan may transfer coverage of specified specialty disease
medications covered under the Plan's medical benefit to the contracted
specialty pharmacy vendor. Specialty medications are covered biotech

medications and other medications designated and classified by the Plan as
specialty medications that are typically significantly more expensive than
alternative drugs or therapies. Medications classified by the Plan as specialty
medications generally have unique uses for the treatment of complex
diseases, require special dosing or administration, require special handling,
are typically prescribed by a specialist provider, and exceed four hundred
dollars ($400.00) cost to the Plan per prescription. The Plan shall impose a

co-payment in the amount of Plan per prescription. The Plan shall impose a
co-payment in the amount of twenty-five percent (25%) of the Plan's gross

allowed cost of the specialty drug not to exceed one hundred dollars

($100.00) per prescription per 30-day supply.

The Plan may exclude coverage of drugs that have therapeutic equivalents
that are available over the counter. Before excluding coverage under this

- subdivision, the Plan shaII_. consult with the Plan's Pharmacy and

Therapeutics Committee.

Allowable charges shall not be greater than a pharmacy's usual and
customary charge to the general public for a particular prescription.
Prescriptions shall be for no, more than a 34-day30-day supply for the
purposes of the copayments paid by each covered individual. By accepting
the copayments and any remaining allowable charges provided by this
subsection, pharmacies shall not balance bill an individual covered by the
Plan. A prescription legend drug is defined as an article the label of which,
under the Federal Food, Drug, and Cosmetic Act, is required to bear the
legend: "Caution: Federal Law Prohibits Dispensing Without Prescription."
Such articles may not be sold to or purchased by the public without a

prescription order. Benefits are provided for insulin even though a

prescription is not required. The-Plan-may-use-a-pharmacy-benefit-manager

advance-by-the-pharmacy-benefit-manager- The Plan may adopt utilization -
management procedures for certain drugs, but in no event shall the Plan
provide coverage for sexual dysfunction or hair growth drugs or
nonmedically necessary drugs used for cosmetic purposes. Any formulary
used by the Plan's Executive: Administrator and pharmacy benefit manager
shall be an open formulary. Plan members shall not be assessed more than -
two thousand- five hundred dollars ($2,500) per person per fiscal year in
copayments required by this subsection. The Plan's Pharmacy Benefit

| Senate Bill 287-Third Edition
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Manager, or any pharmacy or vendor participating in the Plan shall charge
the Plan for any prescription legend drug dispensed under the Plan's
pharmacy benefit based upon the original National Drug Code (NDC) as

established by the manufacturer of the prescription legend drug and
published by the United States Food and Drug Administration.

Copayments authorized under this subsection apply to all optional alternative plans
available under the Plan."
SECTION 2.(d) Routine eye examinations not covered. — Effective January 1,
2010, G.S. 135-45.8(13) reads as rewritten:
"§ 135-45.8. General limitations and exclusions.
The following shall in no event be considered covered expenses nor will benefits described

" in G.S. 135-45.6.through G.S. 135-45.11 be payable for:

(13) Charges for routine eye examinations, eyeglasses or other corrective lenses
(except for cataract lenses certified as medically necessary for aphakia
persons) and hearing aids or examinations for the prescription or fitting
thereof."

SECTION 2.(e) Deductible and co-payment changes. — Effective July 1, 2009, the
Executive Administrator shall make the following changes to deductibles, coinsurance
maximums, and co-payments under the Basic and Standard PPO Plans:

(1)  Basic plan (70/30):

a, Increase the in-network annual deductible to eight hundred dollars
($800.00) for member-only coverage and to one thousand six
hundred dollars ($1,600) for the out-of-network annual deductible for
member-only coverage.

The aggregate maximum annual deductible for employee-child and
employee-family coverage shall be three times the member-only
annual deductibles.

b. Increase the in-network coinsurance maximum to three thousand two
hundred fifty dollars ($3,250) for member-only coverage and to six
thousand five hundred ‘dollars ($6,500) for member—only
out-of-network maximum coinsurance. The aggregate maximum
coinsurance for employee-child and employee-family coverage shall
be three times the member-only coinsurance maximums.

c. Increase the in-network primary care co-payment to thirty dollars
($30.00) per covered individual.

d. Increase the in-network specialist co-payment to seventy dollars
($70.00) per covered individual.

e. Increase the in-network and out-of-network inpatient co-payment to
two hundred fifty dollars ($250.00) per covered individual.

f. Increase  prescription drug  co-pays as required under
G.S. 135-45.6(b) as enacted by this act.

8. Except as otherwise provided in this act, co-payments and

coinsurance for coverage not otherwise listed in this subdivision shall
, remain as applicable in the 2008-2009 benefit year.
2) Standard plan (80/20): .

a. Increase the in-network annual deductible to six hundred dollars
($600.00) for member-only coverage and to one thousand two
hundred dollars ($1,200) for the member-only out-of-network annual
deductible.

Senate Bill 287-Third Edition _ , Page 5
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The aggregate maximum annual deductible for employee-child and
employee-family coverage shall be three times the member-only
annual deductibles.

b. Increase the in-network coinsurance maximum to two thousand
seven hundred fifty dollars ($2,750) for member-only coverage and
to five thousand five hundred dollars ($5,500) for member-only
out-of-network maximum coinsurance. The aggregate maximum
coinsurance for employee-child and employee-family coverage shall
be three times the member-only coinsurance maximums.

c. Increase the in-network urgent care co-payment to seventy-five
dollars ($75.00) per covered individual.

d. Increase the in-network primary care co-payment to twenty-five
dollars ($25.00) per covered individual.

e. Increase the in-network specialist co-payment to sixty dollars
(860.00) per covered individual. ,

f. Increase the in-network and out-of-network inpatient co-payment to
two hundred dollars ($200.00) per covered individual.

g. Increase  prescription drug co-pays as required under
G.S. 135-45.6(b) as enacted by this act.

h. Except as otherwise  provided in this act, co-payments and

coinsurance for coverage not otherwise listed in this subdivision shall
remain as applicable in the 2008-2009 benefit year.

SECTION 2.(f) Limitation on authonty to change benefits. — G.S. 135-45(g) reads
as rewritten:

"(g) The Executive Administrator and Board of Trustees shall not change the Plan's
comprehensive health benefit coverage, co-payments, deductibles, out-of-pocket expenditures,
and lifetime maximums in effect on July—-:-2608; July 1, 2009, or a later act of the General
Assembly, that would result in a net increased cost to the Plan or in a reduction in benefits to
Plan members as a whole unless and until the proposed changes are directed to be made in an
act of the General Assembly."”

SECTION 2.(g) Premium mcreases — Premium rates for contributory coverage
established in accordance with G.S. 135-44.6 shall be increased to eight and six-tenths percent
(8.6%) for contributory coverage for the 2009-2010 fiscal year and shall be increased by an
additional eight and six-tenths percent (8.6%) over the premium rate for contributory coverage
for the 2010-2011 fiscal year.

SECTION 2.(h) Pharmacy benefit savmgs — The Plan shall direct its pharmacy
benefit manager (PBM), within the terms of the Plan's PBM contract, to achieve the sum of
eighteen million dollars ($18,000,000) in savmgs in pharmacy benefit costs in the 2009-2010
fiscal year, and the sum of twenty million dollars ($20,000,000) in savings in pharmacy benefit
costs in the 2010-2011 fiscal year through reduced reimbursements paid to pharmacies for
prescription drugs. If the savings achieved in each six-month period of the fiscal year do not
exceed one hundred-five percent (105%) of the savmgs amount specified in this section for that
fiscal year, there shall be no further adjustment t_o reimbursements paid to pharmacies for that
six-month period. If the total savings achieved, by fiscal year, exceeds one hundred five
percent (105%) of the specified savings amount in each six month period of the fiscal year, the
Plan shall adjust pharmacy reimbursement reductlons accordingly. The Plan shall review
savings achieved twice annually to ensure comphance with this section. The Plan shall
calculate the savings to be achieved based on PIan enrollment and estimated cost and utilization
trends incorporated in the Plan's Financial PrOJectlons as of March 20, 2009. The total savings
by fiscal year achieved in this section may be increased or decreased without adjustment based
on a change in total enrollment provided that the rate of savings achieved on a per member per

Page 6 ! Senate Bill 287-Third Edition



General Assembly Of North Carolina Session 2009

OO NAW A WN —

month basis remains constant. Not later than 60 days immediately following each six-month

period, the Plan shall report the amount of savings achieved and any adjustments made for that

period to the Committee on Employee Hospital and Medical Benefits."

PART THREE: ELIGIBILITY CLARIFICATION.

SECTION 3.(a) Dependent child clarifications. — G.S. 135-45.1(10) reads as
rewritten: ‘

"(10) Dependent child. — A natural, legally adopted, or foster child or children of
the employee and or spouse, unmarried, up to the first of the month
following his or her 19th birthday, whether or not the child is living with the
employee, as long as the employee .is legally responsible for such child's
maintenance and support. Dependent child also includes a stepchild of the

member who is married to the stepchild's natural parent. To be eligible, the
stepchild must have his or her primary residence with the member.

Dependent child shall also include any child under age 19 who has reached
his or her 18th birthday, provided the employee was legally responsible for
such child's maintenance and support on his or her 18th birthday. Dependent
children of firefighters, rescue squad workers, and members of the national
guard are subject to the same terms and conditions as are other dependent
children covered by this subdivision. Eligibility of dependent children is
subject to the requirements of G.S.135-45.2(d). The Plan may require
documentation from the member confirming a child's eligibility to be
covered as the member's dependent."

SECTION 3.(b) Eligibility of full-time students. — G.S. 135-45.2(d) reads as

rewritten:

"(d) A foster child is covered as a dependent child (i) if living in a regular parent-child
relationship with the expectation that the employee will continue to rear the child into
adulthood, (ii) if at the time of enrollment, or at the time a foster child relationship is
established, whichever occurs first, the employee applies for coverage for such child and
submits evidence of a bona fide foster child relationship, identifying the foster child by name
and setting forth all relevant aspects of the relationship, (iii) if the claims processor accepts the
foster child as a participant through a separate written document identifying the foster child by
name and specifically recognizing the foster child relationship, and (iv) if at the time a claim is
incurred, the foster child relationship, as identified by the employee, continues to exist.
Children placed in a home by a welfare agency which obtains control of, and provides for -
maintenance of the child, are not eligible participants.

Coverage of a dependent child may be extended beyond the 19th birthday under the
following conditions: '

(1)  Ifthe dependent is a full-time student,-aged19-years-and-one-menth through
the end of the month following the student's 26th birthday;birthday. As used
in this section, a full-time student is a student who is pursuing a course of
study that represents at least the normal workload of a full-time student at a
school or college accredited by the state of jurisdiction. In accordance with
applicable federal law, coverage of a full-time student that loses full-time
status due to illness may be extended for one year from the effective date of
the loss of full-time status provided that the student was enrolled at the time
of the onset of the illness.

(2)  The dependent is physically or mentally incapacitated to the extent that he or
she is incapable of earning a living and (i) such handicap developed or began
to develop before the dependent's 19th birthday, or (ii) such handicap
developed or began to develop before the dependent's 26th birthday if the
dependent was covered by the Plan in accordance with G.S. 135-45.2(5)a."

Senate Bill 287-Third Edition Page 7
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SECTION 3.(c) Waiting periods subject to federal law. — G.S. 135-45.3(b) reads as
rewritten: -

"(b) “Newdy-Except as otherwise required by applicable federal law, newly acquired
dependents (spouse/child) enrolled within 30 days of becoming an eligible dependent will not
be subject to the 12-month waiting period for preexisting conditions. A dependent can become
qualified due to marriage, adoption, entering a foster child relationship, due to the divorce of a
dependent child or the death of the spouse of a dependent child, and at the beginning of each
legislative session (applies only to enrolled legislators). Effective date for newly acquired
dependents if application was made within the 30 days can be the first day of the following
month. Effective date for an adopted child can be date of adoption, or date of placement in the
adoptive parents' home, or the first of the month following the date of adoption or placement.
Firefighters, rescue squad workers, and members of the national guard, and their eligible
dependents, are subject to the same terms and conditions as are new employees and their
dependents covered by this subdivision. Enrollments in these circumstances must occur within
30 days of eligibility to enroll."

SECTION 3.(d) G.S. 135-45.4(b)(5) reads as rewritten:

"(5) To administer the 12-month waiting period for preexisting conditions under
this that Article, the Plan must give credit against the 12-month period for
the time a person was covered under a previous plan if the previous plan's
coverage was continuous to a date not more than 63 days before the effective
date of coverage. As used in this subdivision, a "previous plan" means any
policy, certificate, contract, or any other arrangement provided by any
accident and health insurer, any hospital or medical service corporation, any
health maintenance organization, any preferred provider organization, any
multiple employer welfare arrangement, any self-insured health benefit
arrangement, any governmental health benefit or health care plan or
program, or any other health benefit arrangement. Waiting periods for
preexisting _conditions administered under this Article are subject to

applicable federal law."

SECTION 3.(e) Eligibility audit. — The Executive Administrator shall provide for
an audit of dependent eligibility under the Plan. The audit shall be designed to determine
whether all dependents currently covered under the Plan are eligible for coverage under current
law. Upon identification of an individual who is enrolled as a dependent but not eligible, the
Plan shall disenroll the ineligible dependent effective within 10 days of sending written
termination notice to the employee. The notice shall state the date upon which disenrollment
will become effective and the basis on which the determination of dependent ineligibility is
made. Notwithstanding any other provision of law, the Executive Administrator may waive
requirements to collect from the member reimbursement for claims paid for the ineligible
covered individual. |

SECTION 3.(f) Cessation of coverage of ineligible individuals. — G.S. 135-45.12
is amended by adding the following new subdivision to read:

"(8) The last day of the month in_which a covered individual is found to be

ineligible for coverage."

SECTION 3.(g) Documentation of dependent eligibility. — G.S. 135-45.3 is
amended by adding the following new subsection to read: '

"(c) When an eligible or enrolled member applies to enroll the member's eligible
dependent child or spouse, the member shall provide the documentation required by the Plan to
verify the dependent's eligibility for coverage." :

PART FOUR: NC HEALTH CHOICE CHANGES.

SECTION 4.(a) Over-the-counter medications. — Coverage of over-the-counter

medication authorized under G.S. 108A-70. 21(d) for the NC Health Choice Program shall

Page 8 ‘ Senate Bill 287-Third Edition
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become effective on the later of July 1, 2010, or the date upon which the Department of Health
and Human Services assumes full responsibility for administration and processing of claims
under the NC Health Choice Program.

SECTION 4.(b) Subrogation. — For the period authorized under subsection (a) of
this section, the right of subrogation under G.S. 108A-57 applies to the State Health Plan for
payments made by the Plan under the NC Health Choice Program. This subsection expires on
the later of July 1, 2010, or the date upon which the Department of Health and Human Services
assumes full responsibility for administration, processing, and payment of claims under the NC
Health Choice Program.

SECTION 4.(c) DHHS Subrogation under NC Health Choice. - G.S. 108A-57 is
amended by adding the following new subsection to read:

"(¢) This section applies to the administration of and claims payments made by the
Department of Health and Human Services under the NC Health Choice Program established
under Part 8 of this Article."

SECTION 4.(d) G.S. 108A-70.21(g) reads as rewritten:

"(g) Purchase of Extended Coverage. — An enrollee in the Program who loses eligibility

due to an increase in family income above two hundred fifty-percent-(256%j)percent (200%) of
the federal poverty level and up to and including two hundred seventy-five—percent-(275%)
twenty-five percent (225%) of the federal poverty level may purchase at full premium cost
continued coverage under the Program for a period not to exceed one year beginning on the
date the enrollee becomes ineligible under the income requirements for the Program. The
benefits, copayments, and other conditions of enrollment under the Program applicable to
extended coverage purchased under this subsection shall be the same as those applicable to an
NC Kids' Care enrollee whose family income equals two hundred fifty-pereent-(250%)-percent
(200%) of the federal poverty level."
PART FIVE: OTHER CHANGES.
SECTION 5.(a) G.S. 135-45.4(b)(2) reads as rewritten:
"(2) Employees not enrolling or not adding dependents when first eligible may
enroll later on the first of any following month, but will be subject to a
twelve-month waiting period for preexisting conditions except as provided
in subdivision (a)(3) of this section. The waiting period under this
subdivision is subject to applicable federal law."
SECTION 5.(b) Utilization management functions. — G.S. 135-44.4 is amended by
adding the following new subdivisions to read:
"(13a) The Plan and its pharmacy benefit manager may implement and administer
pharmacy and medical utilization management programs and programs to
detect and address utilization abuse of benefits.

(29) For transplant and bariatric medical procedures, the Plan may restrict
coverage to certain in-network providers that are designated by the Plan's

claims processing contractor."
SECTION 5.(c) G.S. 135-44.1(b) reads as rewritten:

"(b) SbeA majority of the members of the Board of Trustees in office shall constitute a
quorum. Decisions of the Board of Trustees shall be made by a majority vote of the Trustees
present, except as otherwise provided in this Part."

SECTION 5.(d) G.S. 135-45.9(b) reads as rewritten:

"(b) Notwithstanding any other provision of this Part, the following necessary services
for the care and treatment of chemical dependency and mental illness shall be covered as
provided in this section: allowable institutional and professional charges for inpatient care,
outpatient care, intensive outpatient program services, partial hospitalization treatment, and
residential care and treatment:

Senate Bill 287-Third Edition Page 9
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(1)  For mental illness treatment:

a. Licensed psychiatric hespitals;
hospitals or State psychiatric hospitals accredited by the Joint
Commission on the Accreditation of Healthcare Organizations;

b. Licensed psychiatric beds in licensed general hospitals;

c. Licensed residential treatment facilities that have 24-hour on-site
care provided by a registered nurse who is physically located at the
facility at all times and that hold current accreditation by a national
accrediting body approved by the Plan's mental health case manager;

" d. . Area Mental Health, Developmental Disabilities, and Substance
Abuse Authorities or ‘County Programs in accordance with

G.S. 122C-141;
€. Licensed intensive outpatient treatment programs; and
f. Licensed partial hospitalization programs.
(2)  For chemical dependency treatment:
a. Licensed chemical dependency units in licensed psychiatric

hespitals; hospitals or in State psychiatric hospitals accredited by the
Joint Commission on the Accreditation of Healthcare Organizations;
b. Licensed chemical dependency hospitals;

c. Licensed chemical dependency treatment facilities;

d. Area Mental Health, Developmental Disabilities, and Substance
Abuse Authorities or County Programs in accordance with
G.S. 122C-141;

€. Licensed intensive outpatient treatment programs;

f. Licensed partial hospitalization programs and

g Medical detoxification facilities or units."

SECTION S5.(e) Section 28.22A(Kk) of S.L. 2007-323 reads as rewritten:
. "SECTION 28.22A.(k) Subsection (j) of this section expires June-30,—2009- June 30,
2011."

SECTION 5.(f) G.S. 135-43(b) reads as rewritten:

"(b) Notwithstanding the provisions of this Article, the Executive Administrator and
Board of Trustees of the State Health Plan for Teachers and State Employees may contract with
providers of institutional and professional medical care and services to establish preferred
provrder networks

the—eentraet—The terms of a contract between the Plan and its thrrd Darty admmrstrator or
between the Plan and its pharmacy benefit manager are a public record except that the terms in
those contracts that contain trade secrets or proprietary or competitive information are not a
public record under Chapter 132 of the General Statutes and any such proprietary or
competitive information and trade secrets contained in the ¢ontract shall be redacted by the
Plan prior to making it available to the public. Previded;-however—nothing-in-thissubsection
shall-be-deemed-teThis subsection shall not be construed to prevent or restrict the release of any
information made not a public record under this subsection to the State Auditor, the Attorney
General the Director of the State Budget the Plan's Executrve Admlnrstrator the—Depart-ment

ices; and the

Page 10 Senate Bill 287-Third Edition
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Committee on Employee Hospital and Medical Benefits solely and exclusively for their use in

the furtherance of their duties and respensibilities:responsibilities, and to the Department of
Health and Human Services solely for the purpose of implementing the transition of NC Health
Choice from the Plan to the Department of Health and Human Services. The design, adoption,
and implementation of the preferred provider contracts, networks, and optional alternative

comprehensive health benefit plans, and programs available under the optional alternative
plans, as authorized under G.S. 135-45 are not subject to the requirements of Chapter 143 of
the General Statutes. The Executive Administrator and Board of Trustees shall make reports as
requested to the President of the Senate, the President Pro Tempore of the Senate, the Speaker
of the House of Representatives, and the Committee on Employee Hospital and Medical
Benefits."

PART SIX: SALARY-RELATED CONTRIBUTIONS.

SECTION 6.(a) Effective for the 2009-2011 fiscal biennium, required employer
salary-related contributions for employees whose salaries are paid from department, office,
institution, or agency receipts shall be paid from the same source as the source of the
employees' salary. If an employee's salary is paid in part from the General Fund or Highway
Fund and in part from department, office, institution, or agency receipts, required employer
salary-related contributions may be paid from the General Fund or Highway Fund only to the
extent of the proportionate part paid from the General Fund or Highway Fund in support of the
salary of the employee, and the remainder of the employer's requirements shall be paid from the
source that supplies the remainder of the employee's salary. The requirements of this section as
to source of payment are also applicable to payments on behalf of the employee for
hospital-medical benefits, longevity pay, unemployment compensation, accumulated leave,

"workers' compensation, severance pay, separation allowances, and applicable disability income

benefits.

Notwithstanding any other provision of law, an employing unit that is subject to Part
3A of Article 3A of Chapter 135 of the General Statutes and that hires or has hired as an
employee a retiree that is in receipt of monthly retirement benefits from any retirement system
supported in whole or in part by contributions of the State shall enroll the retiree in the active
group and pay the cost for the hospital-medical benefits if that retiree is employed in a position
that would require the employer to pay hospital-medical benefits if the individual had not been
retired.

SECTION 6.(b) Effective July 1, 2009, the State's employer contribution rates
budgeted for retirement and related benefits as percentage of covered salaries for the 2009-2010
fiscal year are: (i) eight and forty-four hundredths percent (8.44%) — Teachers and State
Employees; (ii) thirteen and forty-four hundredths percent (13.44%) — State Law Enforcement
Officers; (iii) eleven and seventy-six hundredths percent (11.76%) — University Employees'
Optional Retirement System; (iv) eleven and seventy-six hundredths percent (11.76%) —
Community College Optional Retirement Program; (v) seventeen and sixty-one hundredths

. percent (17.61%) — Consolidated Judicial Retirement System; and (vi) four and forty

hundredths percent (4.40%) - Legislative Retirement System. Each of the foregoing
contribution rates includes four and forty hundredths percent (4.40%) for hospital and medical
benefits. The rate for Teachers and State Employees, State Law Enforcement Officers,
Community College Optional Retirement Program, and for the University Employees' Optional
Retirement Program includes fifty-two hundredths percent (0.52%) for the Disability Income
Plan. The rates for Teachers and State Employees and State Law Enforcement Officers include
sixteen-hundredths percent (0.16%) for the Death Benefits Plan. The rate for State Law
Enforcement Officers includes five percent (5%) for Supplemental Retirement Income.
SECTION 6.(c) Effective July 1, 2010, the State's employer contribution rates
budgeted for retirement and related benefits as percentage of covered salaries for the 2010-2011
fiscal year are: (i) eight and eighty-four hundredths percent (8.84%) — Teachers and State

Senate Bill 287-Third Edition Page 11
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Employees; (ii) thirteen and eighty-four hundredths percent (13.84%) — State Law Enforcement
Officers; (iii) twelve and sixteen hundredths percent (12.16%) — University Employees'
Optional Retirement System; (iv) twelve and sixteen hundredths percent (12.16%) —
Community College Optional Retirement Program; (v) eighteen and one hundredths percent
(18.01%) — Consolidated Judicial Retirement System; and (vi) four and eighty hundredths
percent (4.80%) — Legislative Retirement System. Each of the foregoing contribution.rates
includes four and eighty hundredths percent (4.80%) for hospital and medical benefits. The
rate for Teachers and State Employees, State Law Enforcement Officers, Community College
Optional Retirement Program, and for the University Employees' Optional Retirement Program
includes fifty-two hundredths percent (0.52%) for the Disability Income Plan. The rates for -
Teachers and State Employees and State Law Enforcement Officers include sixteen-hundredths
percent (0.16%) for the-Death Benefits Plan. The rate for State Law Enforcement Officers
includes five percent (5%) for Supplemental Retirement Income.

SECTION 6.(d) Effective July 1, 2009, the maximum annual employer
contributions, payable monthly, by the State for each covered employee or retiree for the
2009-2010 fiscal year to the State Health Plan for Teachers and State -Employees are: (i)
Medicare-eligible employees and retirees — three thousand four hundred thirty-eight dollars
($3,438) and (ii) non-Medicare-eligible employees and retirees — four thousand five hundred
fifteen dollars ($4,515).

"~ SECTION 6.(e) Effective July 1, 2010, the maximum annual employer
contributions, payable monthly, by the State for each covered employee or retiree for the
2010-2011 fiscal year to the State Health Plan for Teachers and State Employees are: (i)
Medicare-eligible employees and retirees — three thousand seven hundred thirty-five dollars
(83,735) and (ii) non-Medicare-eligible employees and retirees — four thousand nine hundred
five dollars ($4,905).

PART SEVEN: EFFECTIVE DATE.

SECTION 7. Sections 1(b), 1(c), 1(d), 2(c) through (e), 2(g), and 2(h) of this act
become effective July 1, 2009. Section 4(d) of this act applies to applications for the purchase
of extended coverage made on and after July 1, 2008. The remainder of this act is effective
when it becomes law.

Page 12 ‘ Senate Bill 287-Third Edition



HARTMAN & ASSOCIATES, LLC

ACTUARIAL CONSULTING
AARK V. HARTMAN, FSA, MAAA, MCA, EA

Phone: (336) 731-4038
Fax:  (336) 731-2583

March 25, 2009

Mr. Mark Trogdon

Fiscal Research Division

North Carolina General Assembly
300 N. Salisbury Street

Raleigh, NC 27603-5925

hartman@triad.rr.com

668 Link Road
Lexington, NC 27295

Re: Senate Bill 287 (Third Edition): An Act to Appropriate Funds for the State Health Plan
and to Make Other Changes to the State Health Plan

Dear Mr. Trogdon:

The third edition of this bill, engrossed March 24, 2009, appropriates funds and makes various
changes to the North Carolina State Health Plan for Teachers and State Employees (the
“Plan”). Unless otherwise noted, these changes are effective July 1, 2009.

The proposed changes to the Plan are as follows:

1. Increase the member copayments for outpatient prescription drugs

Rxl Copays L

Current - Revised

Preferred Brand $30 $35

: . . Generic copayment plus
Brand with Generic $40 the difference in the allowed
Equivalent cost of the brand and the

allowed cost of the generic

Non-preferred Brand $50 $55
Specialty Drugs $30-$50 25% of allowed cost,

not to exceed $100

The bill, as amended, defines specialty drugs as covered biotech medications or other
medications classified as specialty by the Plan that are significantly more expensive than
other therapies. These are to be drugs that have unique uses to treat complex diseases

and require special dosing or handling and exceed $400 cost to the Plan per

prescription. Specialty drugs under the pharmacy benefit are to be provided through a
specialty pharmacy vendor under contract with the Plan.

2. . Reduce the maximum prescription drug supply for purposes of member copayments

from 34 days to 30 days
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March 25, 2009

3.

4,

5.

6.

9.

Increase the member copayments for hospitalization and office visits

Member Copayments )
- PPO Standard. PPO Basic
- Current - | Revised Current Revised
Primary Care $20 $25 $25 $30
Specialist $40 $60 $50 $70
Urgent Care $50 $75 $75 - $75
Inpatient $150 $200 $200 $250
Remove coverage for routine eye exams, effective January 1, 2010
Increase the member deductible and coinsurance maximums
Member Deductible and Coinsurance
PPO Standard PPO Basic
_ Current Revised : Current Revised
Deductible $300/3600 | $600/$1200 | $600/$1200 | $800/$1600
In/Out Network
Coinsurance $1,750/ $2,750/ $2,500/ $3,250/
Maximum $3,500 $5,500 $5,000 $6,500

The maximum annual deductible and coinsurance for members with dependent
coverage remains at three times the member-only limits.

Pharmacy benefit savings

The Plan is to direct its pharmacy benefit manager to achieve savings of $18,000,000
in the 2009-2010 fiscal year and $20,000,000 in the 2010-2011 fiscal year through
reduced reimbursements paid to pharmacies for prescription drugs. Reimbursement
rates are to be reviewed twice annually and adjusted if the actual savings exceed

- 105% of the above targets. Savings are measured from the Plan’s Financial Projects

as of March 20, 2009.
Eliminate the current PPO Plus option

Implement two wellness initiatives

A smoking cessation program, effective July 1, 2010, would require all members who
use tobacco and do not have Medicare as thelr primary coverage to enroll in the PPO
Basic option. A weight management program, effective July 1, 2011, would require all
members who do not meet healthy weight guidelines and do not have Medicare as
their primary coverage to enroll in the PPO Basic option.

Make clarifying and technical corrections related to member eligibility, Plan coverage,
and approved providers

| have valued the financial impact on the Plan of each benefit change described in items 1
through 5 above, and the estimated savings are itemized in the table below. The level of
appropriations to the Plan and the premium increases included in this bill are not part of my
analysis, nor is the Plan’s ability to achieve the pharmacy benefit savings. Elimination of the
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PPO Plus Option has been included by the Plan in determining the baseline funding needs, so |
have not included itemization of the impact of that change. No impact is included for the
wellness initiatives, since program parameters and administrative costs have not yet been
determined. Also, no financial impact is estimated for the clarifying and technical corrections.

The estimated savings to the Plan for each benefit change is shown in the following chart for the
next two fiscal years:

Estimated Savings for Fi'scal Year

Beginning
Component - July 1, 2009 July 1, 2010
Primary Care Copay $8, 116 000 $ 9,257,000
Specialist Copay 27,125,000 31,713,000
Urgent Care Copay 854,000 |- 994,000
Inpatient Copay 1,970,000 2,247,000
Routine Eye Exam Coverage 2,540,000 7,039,000
Deductible & Coinsurance 78,079,000 92,463,000
Preferred Brand Copay 12,010,000 11,741,000
Brand w/ Generic Equiv. Copay 6,285,000 6,536,000
Non-Preferred Brand Copay 3,530,000 3,671,000
Specialty Drug Copay 1,471,000 1,530,000
Decrease 34-day Supply to 30-days 2,190,000 2,277,000
Specialty Drug Contract Change 1,665,000 1,887,000
Total Savings $145,835,000 $171,355,000

As.noted above, the impact of eliminating the PPO Plus option effective July 1, 2009 was
included in the Plan’s baseline funding projection.. Thus, it is not included in the above table. |
have estimated the net impact of removing this option will be cost neutral. This results from a
loss of member premiums of approximately $42.1 million per year, and a reduction in net plan
benefits of the same amount.

The savings estimates shown above are based on analysis of medical and prescription drug
claims information for the Plan. Data was primarily used from fiscal years 2008 and 2009 to
date. These projections assume that the members currently covered under the PPO Plus
option will elect the PPO Standard option. The data and assumptions used in this analysis are
outlined in Attachment #1.

Projected savings include a two-week claim payment lag for prescription drugs and 45-day lag
for medical services. The projections also assume the plan membership remains constant at
the December 2008 level of 666,809. All projected savings have been discounted with a risk
factor, generally 5-10%, as shown in Attachment #1.

If you have any questions, let me know.
Sincerely,

MMLAJWL

Mark V. Hartman, FSA, MAAA, FCA, EA
Consuiting Actuary



Attachment #1
Actuarial Assumptions and Data

Data Sources: State Health Plan for Teachers and State Employees
' Charge Summary
Coinsurance and Deductible Levels — Full Population
Coinsurance and Deductible Levels - Closed Population
Copay Report
Financial Reconciliation Report

The above reports were available for Fiscal Year 2008 and Fiscal Year
2009 through January. Reports are on both a paid and an incurred basis.

SHP Distribution of Participants by Age and Gender
State of NC Rx Drug Pull — 1% half FY2009
State of NC Rx Drugs — FY 2007/FY2008

Data Summary:

Distribution of Claims
Active Members

Allowed Percent of Members

Charges </= | Standard | Basic Plus
$0| 62.55% | 64.71% | 40.24%
$100 2.30% 2.711% 2.55%
$200 | 2.34% 4.07% 2.80%
$300 2.07% 1.58% 2.57%
$400 1.78% 0.90% 2.23%
$500 1.45% 1.36% 1.67%
$600 1.09% 0.90% 1.52%
$700 0.96% 1.36% 1.54%
$800 1.02% 0.90% 1.45%
$900 0.92% 1.58% 1.30%
$1,000 0.85% 0.23% 1.25%
$1,500 3.83% 3.62% 5.16%
$2,000 2.56% 1.58% 4.23%
$2,500 1.73% 2.49% 2.97%
$3,000 1.42% 0.90% 2.49%
$5,000 3.54% 2.94% 6.33%
$10,000 4.91% 4.75% 9.15%
$20,000 3.05% 2.04% 6.18%
$9,999,999 1.64% 1.36% 4.38%

Total 100.00% | 100.00% | 100.00%

Includes only claims subject to deductible and coinsurance
Separate distributions used for Medicare and non-Medicare retirees
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Membership:

~ Office Visit Rates
PPQ Standard FY2008
Status ~ Type Visit Rate | Copay | Effective
: 5 L .| Per Member | Increases | Rate
Active Employee Primary Care 2.87 5 100.0%
Specialist 2.17 20 98.7%
Urgent Care 0.08 25 98.4%
Inpatient 0.05 50 97.7%
Routine Eye 0.19 n/a n/a
Medicare Eligible Retiree | Primary Care 3.78 5 70.0%
: Specialist 5.87 20 25.0%
Urgent Care 0.06 25 15.0%
Inpatient 0.23 50 65.0%
Routine Eye 0.04 n/a n/a
Non-Medicare Retirees | Primary Care 3.24 5 | 100.0%
Specialist 3.89 20 98.3%
Urgent Care 0.06 25 96.7%
Inpatient 0.06 50 95.7%
Routine Eye 0.25 n/a n/a
Separate rates used for PPO Basic and Plus.
Prescription Drug Data Summary
July — December 2008 -
Category : Rx Count | Gross Cost Member Copay
Single Source Preferred Brand 1,517,485 | $240,708,957 $49,186,024
Single Source Non-Preferred Brand | 419,651 69,475,149 20,891,702
Multi Source Brand 167,344 12,811,482 5,690,735
Generic 3,897,258 | 106,199,847 | 40,728,123
TOTAL 6,001,738 | $429,195,435| $116,496,583
Specialty Drug Data Summary
A July 2007~ June 2008
Category Rx Count | Gross Cost Member Copay
Outpatient Specialty Drugs 43,615 $88,891,916 $2,250,965
A Distribution by Option and Status
Status Standard [ Basic Plus Total
Active Employee 380,833 31,204 75,109 | 487,146
Medicare Eligible .90,918 1,350 11,604 | 103,872
Retiree
Non-Medicare 50.910 1,472 9,667 62,049
Retirees
Total 522,661 34,026 96,380 | 653,067

This represents the average membership within each category for
the second quarter of Fiscal Year 2009.




Actuarial Assumptions and Methods:

Medical Claim Trends

Office Visit & Inpatient
Annual Utilization Trends
Category Percent
Primary Care 0.0%
Specialist 2.5%
Urgent Care 1.0%
Inpatient 0.0%

Annual Price Increase: 5.0%
Prescription Drugs
Prescription Drugs

Annual Trend Assumptions
Component | Generic | Brand
Utilization 3.0% |-3.0%
Price 6.0% | 9.0%

Maintenance Drugs
Percent of Non-Specialty Scripts

Tier Percent
Generic 70.4%
Single Source Preferred | 92.1%
Other Brand 85.1%
Total 77.3%

Percent of Rx currently at 3-month Supply:
Members Meeting $2,500 OOP Max:
Brand Copay Increase Realization Rate:

Specialty Drugs

Attachment #1

5.0%
5,000
92.0%

Savings for the Specialty Drug Contract Change are based on proposed
additional discounts the Plan may obtain under an exclusive contract with a
specialty pharmacy vendor. While these savings reflect proposed larger
discounts, | note that over 60% of the savings is due to six specialty drugs.

Thus, this amount could change dramatically with any price or utilization changes
in these drugs, and a higher risk factor was applied to this category.

The savings due to the increased member copay on specialty drugs was
estimated by analyzing the specialty drug claims from fiscal year 2008.
Approximately 85% of these prescriptions are in the non-preferred brand tier. To
avoid double counting the effect of the $5 copay increase for that tier and to
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account for the $2,500 out of pocket maximum for prescriptions, a 67%
realization factor was applied to the increased copayments in this category.

Risk Factors
Estimated savings were reduced by the risk factors shown below. This provides
a margin for adverse deviation and reflects data limitations. In particular, both
.the projection period and the periods of available data contain significant
movement of members between plan options, increasing the likelihood that future
experience will not follow past patterns. The risk factors also reflect any
conservatism inherent in other assumptions.

s i..- . Risk Factors %, .. . ‘"
Category - - -~ . | Percent
Medical Copays 5.0%
Deductible/Coinsurance 5.0%
SS Brand Copays 5.0%
Multi Source Rx Copay 10.0%
Specialty Rx Copay 5.0%
Specialty Rx Contract 20.0%
30 Day Supply Limit 10.0%




" CORRECTED NOTICE -

NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE
2009-2010 SESSION
(Remove HB 426 and add SB 287

You are hereby notified that the Committee on Insurance will meet as follows:
DAY & DATE: Thursday, March 26, 2009

TIME: 11:00 AM

LOCATION: Room 1228

The following bills will be considered (Bill # & Short Title & ﬁill Sponsor):

(Continued Discussion on HB 426)
SB 287 — STATE HEALTH PLAN $/GOOD HEALTH INITIATIVES -
Senator Tony Rand

Respectfully,

Representatives Goforth and Wray
Co-chairs

I hereby certify this notice was filed by the committee clerk at the following offices at
1:00 pm on March 24, 2009.

__ Principal Clerk |
___Reading Clerk - House Chamber

Ann Jordan (Committee Assistant)
Mary Capps (Committee Assistant)
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VISITOR REGISTRATION SHEET

House Committee on Insurance ' March 26, 2009
Name of Committee ) Date

. VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COM