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Executive Summary

The purpose of this Analysis is to recommend premium levels for the Local Government Employer
Group of the State Health Benefits Program (SHBP) for January 1, 2023 through December 31,
2023.

Recommended premium rate changes are based on a review of the experience of the Medical and
Prescription Drug benefits offered to Active Employees and Retirees by the SHBP. The updated
projections for Plan Year 2023 are based on medical and prescription drug claims incurred January
1, 2021 through December 31, 2021 and paid through March 31, 2022. The following summarizes
the major highlights in this Rate Setting Analysis:

= The total recommended Plan Year 2023 premium rate change for the combined Local
Government Actives, Early Retirees, and Medicare Retirees is an increase of 20.0%. This
reflects the following:

o The recommended rate change for Local Government Actives is a 24.0% increase
for medical and a 3.7% increase for the prescription drug premium rates, for a total
increase of 21.6%.

o The recommended rate change for Local Government Early Retirees is a 16.6%
increase for medical and a 5.7 % decrease for the prescription drug premium rates,
for a total increase of 13.0%.

o The Medicare Retiree medical decrease for Plan Year 2023 is 7.9%, which includes
both self-insured medical premiums and fully insured Medicare Advantage
premiums. The recommended prescription drug rate change in Plan Year 2023 is a
7.8% increase.

= The projected combined Active and Retiree Medical and Prescription Drug Claim Stabilization
Reserve Balance is projected to be below the targeted 2.0 months of plan cost in Plan Year
2023. As aresult, 2.0% margin has been added to the Active, Early Retiree, and Medicare
Retiree Medical and Prescription Drugs premiums.

SHBP Local Government Employee Group
Plan Year 2023 Rate Setting Recommendations
September 14, 2022 3



Recommended Premium Rate Changes

The recommended Plan Year 2023 premium rate changes are as follows: a 21.6% increase for
Active Employees, a 13.0% increase for Early Retirees and a 0.7% increase for Medicare
Retirees. The Medicare Retirees medical increases for Plan Year 2023 includes both self-insured
medical premiums and fully insured Medicare Advantage premiums. For all groups combined, the
recommended change is an increase of 20.0%.

The recommended premiums rate changes for Plan Year 2023 by benefit plan are listed below.

Rx

Medical Rx Card MMRx Total Rx Total
Actives
PPO / NJDIRECT / HDHP 24.0% 1.9% 10.3% 3.8% 21.6%
HMO 24.1% 1.9% 1.9% 1.9% 21.0%
Tiered Network 24.2% 0.3% 8.6% 3.4% 20.9%
Total 24.0% 1.9% 9.8% 3.7% 21.6%
Early Retirees
PPO / NJDIRECT / HDHP 16.6% (5.7%) 13.0%
HMO 16.6% (5.7%) 12.6%
Total 16.6% (5.7%) 13.0%
Medicare Retirees
Total (7.9%) 7.8% 0.7%
Grand Total 22.8% 3.8% 20.0%

The table below shows the projected total Claim Stabilization Reserve at the end of Plan Years
2021 through 2023 for Local Government. The projected reserve balances are based on the
reserve balance as of June 30, 2021 provided by the State. The CSR balances below are intended
to illustrate how the claims stabilization reserve may fluctuate due to gains and losses in the active
and retiree plans. Actual balances as of December 31, 2022 and December 31, 2023 may differ.

SHBP Projected Claim Stabilization Reserve

(in S millions)

Active Retiree Total
12/31/2021 $298 ($4) $294
12/31/2022 $155 ($50) $105
12/31/2023 $182 ($37) $145
Months of Plan Cost as of 12/31/2023 1.6 (0.7) 0.9
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COVID-19

Aon’s current guidance is to project medical claims using 2021 claims data normalized for the
impacts of COVID-19. For the Plan Year 2023 Rate Setting Analysis, 2021 claims used for
projecting 2022 and 2023 are adjusted using a blend of actual vs. expected claims experience,
Aon National COVID-19 medical claim factors, and Aon North East Regional COVID-19 medical
claims factors. The Local Government 2021 medical normalization factor for Actives is 1.01, for
Early Retirees is 1.01, and for Medicare Retirees is 1.07.

Plan Year 2022 and 2023 estimates are limited by unknown factors, including:

e Cost of regular testing for COVID-19 and multiple infection peaks

e Cost of new drugs or vaccines that are developed and requirements for employers to cover
those costs, at any price

e Unforeseen impact of provider economic distress & healthcare system capacity limits

¢ Potential higher ongoing costs of patients who recovered from COVID-19 iliness

e Increased severity of claims as a result of delayed treatment

e Spillover of delayed non-essential care from 2020 and 2021

e Impact of federal assistance

e Potential to create anti-selection among employee population (i.e. COBRA, covered
dependents, opt-in rates)

The Plan Year 2023 premium projections do not include any additional margin for COVID-19.

Additional Disclosures

The projections in this analysis are measured on an incurred basis and are consistent with the
assumptions and methodology disclosed herein. Future projections may differ significantly from
the current projections presented in this analysis due to (but not limited to) such factors as the
following:

= Plan experience differing from what is anticipated by the economic or demographic
assumptions;

= Changes in actuarial methods or in economic or demographic assumptions;

= Changes in plan provisions or applicable law.

Plan Year 2022 Rate Setting analyses included vendor reported savings for each program. Savings
for these programs in the Plan Year 2023 rate setting analyses are assumed to be included in the
claims and do not include any additional savings in 2022 and 2023 other than what is noted in this
document.
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This analysis contains the primary actuarial assumptions and methods used to develop the cost
projections but may not include a comprehensive list of these methodologies and assumptions.
Aon provided guidance with respect to these assumptions, and it is our belief that the assumptions
represent reasonable expectations of anticipated plan experience.
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Plan Year 2023 Overview

The following plan design changes were approved by the SHBP Plan Design Committee for Plan
Year 2017 and were subsequently reaffirmed through 2023:

» Reimbursement Change for Out-of-Network (OON) Services: All PPO plans limit plan
payments for out-of-network physical therapy, chiropractor, and acupuncture services. This
change applies to both SHBP Actives and SHBP Early Retirees.

= Mandatory Generic: For all multi-source drugs (brand drugs with generic equivalents
available), the SHBP plan pays for the cost of the generic equivalent. Members who choose to
fill the prescription for the brand name drug are responsible for the generic copay, plus the
difference in cost. This applies to Active and Early Retiree prescription drug plans only.

= Prescription Drug Formulary: All SHBP Active and Early Retiree prescription drug plans
conform to Optum’s Premium Formulary, which directs prescriptions to more cost-effective,

clinically-equivalent medications.

Additional Plan Design Changes that have been approved and will be in effect for Plan Year 2023
are as follows:

= Implementation of Fair Health National Database Reimbursement Methodology: Effective
March 1, 2020, Out-of-Network medical claims for plans that reimburse based on FAIR Health
database will be reimbursed based on the National Database of associated charges, rather than
based on charges grouped by three-digit zip code. Savings for this change are assumed to be
in the underlying claims experience and will continue in Plan Year 2023. This change does not
impact Medicare Retirees.

= HMS Data Integrity Vendor: In accordance with Public Law 2019, Chapter 143, the State
recently conducted a bid solicitation awarding HMS the opportunity to provide Medical Claims
Review and Data Warehouse services for self-insured Active, Early, and Medicare Retirees.
This law requires the third party Medical Claims Reviewer to provide ongoing review and
oversight of current medical claims processes. In addition, the Medical Claims Reviewer also
must collect, store and maintain a secure archive of medical and prescription drug claims and
other health services payment information, as well as document the cost and nature of claims
incurred, demographic information on the covered population, emerging utilization and
demographic trends. Actual 2021 savings are assumed to be in the underlying claims
experience. Actual 2021 fees as well as estimated 2022 and 2023 savings and fees are
provided by HMS. This program is assumed to not impact Medicare Retirees.

= New Medicare Eligibility Vendor: The State implemented SSDC services to identify and conduct
outreach to pre-65 retirees and spouses who are currently eligible or could become eligible for
Medicare, in order to ensure enrollment in Medicare when appropriate. Estimated savings for
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this program are assumed to be in the underlying claims experience. This program does not
impact Actives and Medicare Retirees.

Navigation Advocacy: Effective January 1, 2020, Horizon implemented Horizon Health Guide,
an enhanced Navigation and Advocacy Model. Horizon's position is that the Navigation and
Advocacy program was fully implemented and thus the impact was included in the 2021 claims
experience. The State is disputing this. As such, the savings that the State asserts should have
been realized if the Navigation and Advocacy Program had been fully implemented, which
should have resulted in a claims experience more in line with Horizon’s projected decrement for
this program, is not included in the analysis. Additionally, savings associated with Third-Party
vendor solutions are assumed to be in the underlying 2021 claims experience. This program
does not impact Medicare Retirees.

Livongo Diabetes Management: Effective January 31, 2020, Livongo, a diabetes management
program was launched for Actives and Early Retirees. The goal of the program is to help keep
members living with diabetes in the safe zone of blood glucose levels by providing a cellular-
enabled glucometer with testing strips and access to coaching and a 24/7 chat feature.
Livongo identifies eligible participants through Medical and Rx claims data and sends targeted
communications to members for enroliment. Livongo analyzes data to personalize the program
for each member and provide real-time health insights. Estimated savings for this program are

assumed to be in the underlying claims experience. This program does not impact Medicare
Retirees.

Livongo Whole Person: Beginning Plan Year 2021, Livongo is also implementing the Livongo
“Whole Person”, which provides a broader suite of services such as Livongo for Cardiovascular,
Livongo for Weight Management, and Livongo for Behavioral Health in addition to the Livongo
for Diabetes Management in effect since January 31, 2020. Estimated savings for this program
are assumed to be in the underlying claims experience. This program does not impact

Medicare Retirees.

Hinge Health: Effective 2021, the State implemented Hinge Health, a coach-led, digital
program using sensor guided exercise therapy for chronic back and joint pain. Estimated
savings for this program are assumed to be in the underlying claims experience. This program
does not impact Medicare Retirees.

Amino: Effective 2021, the State implemented Amino, a provider directory promoting
transparency that helps employees make smarter healthcare choices. The tool matches
members with the highest quality, lowest cost in-network providers for their specific needs.
Estimated savings for this program are assumed to be in the underlying claims experience.
This program is assumed to impact Medicare Advantage Retirees beginning plan year 2022.
No additional savings will be included for purposes of the rate setting projection.

Wondr Health (formerly Naturally Slim): Effective 2021, the State implemented Wondr Health,
an online weight loss program that uses informative videos and learning tools to teach
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participants how to lose weight and improve their overall health. Estimated savings for this
program are assumed to be in the underlying claims experience. This program does not impact
Medicare Retirees.

= eviCore: Effective January 1, 2021, the State implemented eviCore’s Advanced Imaging
Solution, which delivers cost savings and improved patient outcomes by guiding members to
receive the appropriate test or treatment using prior authorizations and medical necessity
reviews. Estimated savings for this program are assumed to be reflected in the underlying
claims experience. This program does not impact Medicare Retirees.

®* |ncluded Health (Formerly Grand Rounds): Effective April 1, 2021, the State implemented
Grand Round’s Expert Medical Second Opinion Solution. The program provides guidance for
members to access expert second opinions for health conditions and cases to ensure the right
diagnosis and treatment plan while reducing unnecessary procedures and costs. No additional
savings are included for purposes of the rate setting projection. This program does not impact
Medicare Retirees.

Vendor Changes

Medical Vendors: Effective January 1, 2020, all self-insured medical plans are administered solely
by Horizon. Aon assumes no change in the self-insured medical and fully-insured Medicare

Advantage vendors in Plan Year 2023.

Pharmacy Benefit Manager: Effective January 1, 2020, prescription drug benefits for Actives and
Retirees are administered by Optum as a result of a 2019 Reverse Auction Bid Solicitation
administered by Truveris, Inc. Optum is assumed to administer all of the prescription drug plans in
Plan Year 2023.

Federal Health Care Reform

In-Network Out-of-Pocket Maximum: Effective 1/1/2023, Federal Health Care Reform requires
that in-network medical and prescription drug benefits have a combined out-of-pocket maximum
no greater than $9,100 single / $18,200 family. This benefit change will not have a significant
impact on projected costs. The chart below summarizes a history of these out-of-pocket
maximums:

Out-of-Pocket Maximum
Plan Year (Single/Family)
2021 $8,550 / $17,100
2022 $8,700 / $17,400
2023 $9,100 / $18,200
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Health Insurance Exchanges: The public health insurance exchanges that are mandated by
Federal Health Care Reform (which began in 2014), and the State’s marketplace effective for
coverage in 2021 and later, are assumed to have minimal impact on enrollment or cost levels within
the SHBP due to the SHBP low employee contributions and rich benefit designs.

ACA 9010: Section 9010 of the ACA imposed a Health Insurer Fee (HIF) on each covered entity
engaged in the business of providing health insurance for United States health risks. The HIF will
help fund the federal subsidies given to lower-income families that may not have coverage. On
January 22, 2018, Congress passed a spending bill which placed a moratorium on this tax in Plan
Year 2019. As of December 20, 2019, the HIF is in place for Plan Year 2020, however this has
been repealed beginning Plan Year 2021.

Further Consolidated Appropriations Act, 2020: On December 20, 2019, the President signed an
omnibus bill that included a repeal of the excise tax on high-cost employer-sponsored health
coverage, the medical device excise tax, and the health insurance providers fee (also known as the
health insurance tax). Although the excise tax has been twice delayed, it was scheduled to go into
effectin 2022. The medical device excise tax was scheduled to expire on December 31, 2019. The
health insurance providers fee had a moratorium placed on it during 2019, will go back into effect
in 2020, and will be eliminated permanently beginning in 2021.

Full-Time Employee Definition: The Patient Protection and Affordable Care Act (Affordable Care
Act) defines full-time employees as employees who work 30 or more hours per week. The
employer mandate, which is applicable to full-time employees, was essentially first effective
1/1/2015. This requirement is not projected to have a cost impact on the SHBP because in general,
the State offers coverage to all full-time employees.

Telehealth Expansion Act: Signed 12/21/2021, this bill extends for the next two years the
requirement adopted at the outset of the COVID-19 pandemic that health benefits plans reimburse
health care providers for telehealth and telemedicine services at the same rate as in-person
services, with limited exceptions. The bill reimburses providers for all forms of healthcare, including
behavioral health, delivered through telehealth at the same rate as in-person care, and it bans
payers from placing restrictions on locations from where services are provided, and the
technological platforms used. No additional cost impact is assumed since this program is already in
place.

No Surprises Act: Effective 1/1/2022, medical carriers must provide a reasonable estimate of the
expected cost of a service before the service is carried out on a patient. This law is designed to
regulate the frequency of surprise billings.

United States Preventive Services Task Force on ACA Preventive Service recommendations:
Effective 3/1/2022, the recommended age for select preventive cancer screenings is being
lowered. This may increase utilization of preventive care but is deemed to have no significant
impact on cost in this analysis.
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New Jersey State Mandates

NJ COVID-19 Emergency Guidance: During the COVID-19 pandemic, the SHBP is subject to
emergency guidance elimination member cost sharing on COVID-19 testing as well as telemedicine
services.

New Jersey Reproductive Freedom of Choice Act: Effective 1/13/2022, this legislation codifies the
constitutional right to freedom of reproductive choice.

SHBP Firefighter Cancer Screening Act: Effective 1/1/20283, this bill mandates access to cancer
screenings for full-time paid firefighters in the State. The bill includes screenings for colon, lung,
bladder, oral, thyroid, skin, blood, breast, cervical, testicular, and prostate cancers. The first
screening will take place within the first three years of employment and a firefighter is then entitled
to a screening every three years thereafter. This mandates access to cancer screenings for
firefighters through health care benefits. Cost impact on cancer screenings is estimated to
increase SHBP liability by ~$7 per firefighter (FF) per month. The SHBP currently covers about
90% of cancer screening costs so the $7 represents paying for 100% of the procedures.

These New Jersey State mandates are not expected to materially impact the projected Local
Government Plan Costs and are not reflected in the projected Plan Year 2023 costs and premiums.

Eligibility Changes and Other Eligible Members

Chapter 375 Coverage of Adult Children

New Jersey currently mandates the coverage of adult children under age 31 at a premium level that
is equivalent to the child rate included in the standard premium tables, loaded 2% for additional
expenses. The Adult child rate will be approximately 88% of the Single Employee rate. Adult
dependent Local Government enroliment is 72 participants as of April 2022.

Enrollment Changes

Exhibit 1A shows historical enrollment patterns from 2020 through 2022 and includes a projection
of enrollment from 2022 to 2023. This projection assumes that Local Government Actives is
projected to increase 2.0% in Plan Year 2023; Early Retiree enrollment is projected to increase
2.0% in Plan Year 2023; and Medicare Retiree enroliment is projected to increase 2.0% in Plan
Year 2023.

Exhibit 1B reflects the distribution of projected Plan Year 2023 enroliment among benefit options.
Approximately 59% of Local Government Actives are assumed to be enrolled in the PPO10 plan
and 21% of Local Government Actives are assumed to be enrolled in the PPO15 plan. Enroliment
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in the HMO10 plan is projected to be approximately 3% of the total Active enrollment.
Approximately 85% of Local Government Retirees are assumed to be enrolled in the PPO10 plan
or the PPO15 plan. Projected enrollment noted above do not reflect any potential future impacts
associated with COVID-19 (i.e. furloughs, layoffs, etc.)

Exhibit 1C shows enrollment by benefit option and coverage tier as of April 2022.

Dependents per Subscriber are based on ratios using Local Government enrollment as of January
2022 and are assumed to remain constant for Plan Year 2023.

Enrollment Migration to Lower Cost Plans

Local Active Plans: For Local Government Actives, due to the implementation of the CWA Unity,
CWA Unity 2019, NJDIRECT PPO, and NJDIRECT 2019 PPO plan options (effective July 1, 2019)
and Tiered Network plan options (effective January 1, 2016), it is anticipated that members will
choose to migrate to these low cost, high value options in Plan Year 2023 as noted below.

Local Retiree Plans: Chapter 78 does not apply to existing retirees as of 7/1/2011 or to employees
who had 20 or more years of service on 7/1/2011. For this reason, we are assuming no changes to
retiree contributions for Plan Year 2023, which means that the majority of retirees will continue to
have no contribution for the cost of their retiree health benefits. As such, no migration is assumed
for Retirees.

NJDIRECT PPO Enroliment

For Plan Year 2022, it is assumed that the Local Government Active and Early Retiree NJ DIRECT
PPO plan enroliment will be based on actual census data through April 2022, as provided by the
State.

For Plan Year 2023, it is assumed that 1.0% of Local Government Actives are new hires who enroll
in the NJDIRECT 2019 PPO plan.

No other enrollment changes are assumed for the PPO plan options, Legacy HMO plans, and the
NJDIRECT PPO plans

Tiered Network Enroliment

The SHBP Plan Design Committee approved a Tiered Network plan option for SHBP Active
Employees, effective January 1, 2016.

The Tiered Network Plan is offered by Horizon. Actual enroliment through of April 2022 will be
assumed for Plan Year 2022. Approximately 0.5% of Local Government Active Horizon Legacy
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PPO 10 and PPO 15 participants are assumed to migrate to the Tiered Network plan in Plan Year
2023.

New Retiree Plan Enroliment

Effective June 26, 2019, the State Health Benefits Plan Design Committee approved PDC
Resolution 2019-6 which required SHBP Early Retirees to be offered the same plan options as
Actives (Tiered Network, NJDIRECT PPO, HD1500 (excluding employer HSA funding)). For Plan
Years 2022 and 2023, new retiree plan enroliment will be based on census data provided by the
State through April 2022. No additional migration is assumed.

Active Demographic Changes

The Active Employee average age decreased by 0.1 from Plan Year 2021 to Plan Year 2022. The
average HMO Employee age is approximately 2.6 years older than the average PPO employee.
The average age of Employees enrolling in the Horizon New Plans is approximately 2.2 years
younger than the Employees in the Legacy PPO Plan. Employees enrolled in the NJDIRECT plan
option are about 3.4 years younger than employees enrolled in the Legacy PPO plan.

Average Employee Age

April 2021 April 2022 Change
Legacy PPO 46.4 46.3 (0.2)
Legacy HMO 48.5 48.9 0.4
Horizon New Plans 43.9 44.1 0.2
NJDIRECT 43.3 42.9 (0.4)
Total 46.1 46.0 (0.1)
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Trend Analysis

The recommended claim trend assumptions for Plan Years 2022 and 2023 are:

Plan Year 2022 Plan Year 2023
Prescription Prescription
Medical Drugs Medical Drugs
PPO Actives 6.00% 7.50% 6.00% 7.50%
PPO Early Retirees 6.00% 7.50% 6.00% 7.50%
Self-Insured Medicare Retirees 5.50% 6.00% 5.50% 6.00%
HMO/Tiered Network Actives 6.50% 7.50% 6.50% 7.50%
HMO/Tiered Network Early Retirees 6.00% 7.50% 6.00% 7.50%

*Does not include anti-selection trend adjustments outlined below.

The Medicare Retiree trend assumptions do not reflect the fully insured Medicare Advantage plans.
The Plan Year 2023 Medicare Advantage premium rates are provided by Aetna and are shown on

the following page.

Exhibits 2A and 2B presents historical SHBP trend experience and the recommended trend

assumptions for Plan Year 2023 for medical and prescription drug, respectively. These experience
trends are based on estimated incurred claim trends from January 1, 2020 to December 31, 2021

and have been normalized for estimated benefit and vendor changes.

Recommended trends are developed using vendor recommended trends, national Aon trend
guidance (which reflects vendor surveys, Pharmacy Benefit Manager national surveys and other
external sources) as well as actual SHBP plan experience adjusted for expected future trends. The

vendor recommended trends and national Aon trend guidance are shown in the table below:

Vendor Recommendation National AON Trend Guidance
Plan Year 2023 Horizon Optum Medical Rx
PPO Actives 5.0% 7.3% 6.5% 8.2%
PPO Early Retirees 5.0% 7.5% 6.5% 8.2%
HMO/Tiered Network Actives 5.0% 7.3% 6.5% 8.2%
Self-Insured Medicare Retirees 5.0% 5.6% 5.5% 8.2%

*Gross trend shown before impact of plan design changes.

**Aon National Guidance trends do not include the impact of plan design leveraging.

Medical Trends:

e PPO Actives: The PPO Active medical trend is 6.0% in Plan Year 2022, a 0.5% increase
from the 5.5% medical trend in the Plan Year 2022 Rate Setting Analysis. The PPO Active
medical trend is 6.0% for Plan Year 2023.
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e PPO Early Retirees: The Plan Year 2022 Early Retiree PPO medical trend is 6.0%, a1.0%
increase from the Plan Year 2022 Rate Setting Analysis. The Plan Year 2023 medical trend
is 6.0%.

e Self-Insured Medicare Retirees (PPOs and HMOs): The self-insured Medicare Retiree
medical trend is 5.5% in Plan Years 2022 and 2023, which is a 0.5% increase from the
Plan Year 2022 Medicare Retiree medical trend in the Plan Year 2022 Rate Setting
Analysis.

¢ HMO Actives: The Plan Year 2022 HMO Actives medical trend is 6.5%, a 1.5% increase
from what was used in the Plan Year 2022 Rate Setting Analysis. The Plan Year 2023
HMO Active medical trend assumption is 6.5%.

e HMO Early Retirees: The Plan Year 2022 HMO Early Retiree medical trend is 6.0%, a
1.0% increase from what was used in the Plan Year 2022 Rate Setting Analysis. The Plan
Year 2023 HMO Early Retiree medical trend assumption is 6.0%.

Prescription Drug Trends: Aon recommended trends are based on historical experience trends, the
Aon trend survey, input from the Pharmacy Benefit Manager, and industry marketplace trends.
Prescription drug trends are higher compared to the Plan Year 2022 Rate Setting Analysis as a
result of expected high specialty drug trends.

The Plan Year 2022 prescription drug trend is 7.5% for Actives and Early Retirees and 6.0% for
Self-Insured Medicare Retirees, which is a 2.5% increase for Actives, a 2.0% increase for Early
Retirees, and a 0.5% increase for Self-Insured Medicare Retirees compared to what was used in
the Plan Year 2022 Rate Setting Analysis. The recommended prescription drug trend for Plan Year
2023 is 7.5% for Actives and Early Retirees and 6.0% for Self-Insured Medicare Retirees.

Additional Trend Adjustments: Based on expected entrants and terminations of Local Government

employers from the SHBP, the medical and prescription drug trends have been increased by 25
basis points. This adjustment is consistent with long-term expectations and reflects anti-selection
risk (employers with good experience are terminating or those with poor experience are joining
which will affect the SHBP’s overall loss ratio).

Medicare Advantage: The Medicare Advantage rates in Plan Years 2022 and 2023 were provided
by Aetna. Below is a table summarizing the fully insured Medicare Advantage per member per
month rates for Plan Years 2022 and 2023. Aetna has projected that an $11.04 PMPM gain-share
premium credit may be available to reduce 2023 costs and the rates below reflect that reduction.
Costs could be higher if the gain share does not apply. The Plan Year 2023 Medicare Advantage
Premium Rates reflect pricing offered by Aetna on June 17, 2022.
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Aetna Monthly Per Member Medicare Advantage Premium Rates

Local Aetna Medicare Advantage Rates
Government 2022 2023 $ Change
PPO 10 $ 17141 $ 15247 % (18.94)
PPO 15 $ 154.06 $ 13512 % (18.94)
HMO 10 $ 19554 $ 176.60 $ (18.94)
HMO 1525 $ 161.14 $ 14220 $ (18.94)

* MA rates shown above do not include additional 2.0% margin. Final premium rates do reflect the
additional 2.0% margin.
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Financial Projections

Aggregate Financial Projections

Using the assumptions and methodology described in this Rate Setting Development section of this

analysis, below are the current estimated projected costs for Plan Years 2021, 2022 and 2023.

Projected Financial Results

in S millions
Legacy New

PPO 10 PPO 15 HMOs Plans* Total
Plan Year 2021
Premium Rates x Enroliment $997.7 $293.2 $59.0 $175.0 $1,524.9
Incurred Claims $1,124.5 $307.2 $67.4 $187.8 $1,686.9
Administrative Charges $28.2 $8.8 $2.1 $6.8 $45.9
Net Gain (Loss) ($155.0) ($22.8) ($10.5) ($19.6) ($207.9)
Plan Year 2022
Premium Rates x Enrollment $1,098.5 $312.4 $59.2 $200.2 $1,670.3
Incurred Claims $1,203.2 $322.7 $65.2 $213.9 $1,805.0
Administrative Charges $33.3 $10.2 $2.2 $8.5 $54.2
Net Gain (Loss) ($138.0) ($20.5) ($8.2) ($22.2) ($188.9)
Plan Year 2023
Premium Rates x Enrollment $1,313.1 $375.6 $70.1 $265.3 $2,024.1
Incurred Claims $1,269.1 $341.6 $69.0 $249.1 $1,928.8
Administrative Charges $33.3 $10.2 $2.2 $9.3 $55.0
Net Gain (Loss) $10.7 $23.8 ($1.1) $6.9 $40.3

* The New Plans column includes the NJDIRECT PPO plan effective July 1, 2019 and the new Early Retiree plan options
effective January 1, 2021

The current Plan Year 2021 cost has increased approximately $121.5 million from the projected
cost shown in the Plan Year 2022 Rate Setting Analysis. This increase in actual cost vs. premium
rates leads to a larger projected loss for Plan Year 2021 of $207.9 million compared to the
projected loss of $86.6 million in the Plan Year 2022 Rate Setting Analysis.

The current Plan Year 2022 results project a $188.9 million increase in the loss as compared to the
Plan Year 2022 Rate Setting Analysis.

The Plan Year 2023 Rate Setting Analysis is projected to produce a $40.3 million gain for Local
Government Actives and Retirees, reflecting the 2.0% margin added to address the below-target
Claims Stabilization Reserve balance. The Plan Year 2023 aggregate projected cost is
approximately $1.9 billion: $1.3 billion for Actives and $0.6 billion for Retirees.

More detailed aggregate projections are attached in Exhibit 3. The losses and gains displayed in

this table and in Exhibit 3 assume that all premiums are fully funded.
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Financial Gain /(Loss)

Plan Year 2021

For Plan Year 2021, there was an 8.3% increase in total active plan costs from the results shown in
Plan Year 2022 Rate Setting Analysis. This increase in plan cost is primarily a result of the
following:

e The projected Plan Year 2021 claims in the Plan Year 2022 Rate Setting Analysis was based
on 2020 claims experience. Based on updated incurred 2021 experience paid through March
2022, the total projected active cost increased 6.7 %.

o Calendar Year 2021 PPO medical claims experience shows a 18.0% increase in
PMPM claims. The 2022 Rate Setting Analysis estimated a 9.0% trend. Horizon's
position is that the Navigation and Advocacy program was fully implemented and
thus the impact was included in the 2021 claims experience. The State is disputing
this. As such, the savings that the State asserts should have been realized if the
Navigation and Advocacy Program had been fully implemented, which should have
resulted in a claims experience more in line with Horizon’s projected decrement for
this program, is not included in the analysis. Additionally, savings associated with
Third-Party vendor solutions are assumed to be in the underlying 2021 claims
experience.

= Large increases in member utilization were expected in 2021 due to a
rebound from COVID-19. However, actual utilization appears to exceed
these expectations.

= Outpatient and Professional visits have increased 26.5% and 18.2%,
respectively. Additionally, Specialist visits have increased 16.4%.

= Emergency Room trend is 17 % and Urgent Care trend is 38%.

o Calendar Year 2021 prescription drug claims experience shows a 3.7% PMPM
trend, lower than the 5.25% expected trend from the Plan Year 2022 Rate Setting
Analysis.

= Optum prescription drug reporting shows an 11.0% PMPM trend in
Inflammatory conditions and a 9.8% PMPM trend in Diabetes.

= Drug mix contributed no increase to overall trend, compared to Optum’s
benchmark of 4.2%.

e The 2022 Rate Setting Analysis was based on Plan Year 2020 billing file enroliment provided
by the State. The State has advised that this enroliment was overstated, resulting in an
average PMPM 2021 plan cost which was understated by approximately 1.5%. This has been
corrected in this Rate Setting Analysis.
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e Based on actual rebates provided by the State, Plan Year 2021 active prescription drug
rebates increased from the Plan Year 2022 Rate Setting Analysis, reducing projected active
costs by 0.2%.

o Differences between expected and actual overhead charges and investment income is
expected to increase active costs by 0.3%.

Total estimated retiree cost is projected to increase 6.0% from the Plan Year 2022 Rate Setting
Analysis.

e The projected Plan Year 2021 claims in the Plan Year 2022 Rate Setting Analysis was based
on 2020 claims experience. Based on updated incurred 2021 experience paid through March
2022, total projected retiree cost increased 3.5%.

o Calendar Year 2021 PPO claims experience shows a 16.7% increase in Early
Retiree PMPM claims. The 2022 Rate Setting Analysis estimated an 8.7% Early
Retiree trend. Horizon's position is that the Navigation and Advocacy program was
fully implemented and thus the impact was included in the 2021 claims experience.
The State is disputing this. As such, the savings that the State asserts should have
been realized if the Navigation and Advocacy Program had been fully implemented,
which should have resulted in a claims experience more in line with Horizon’s
projected decrement for this program, is not included in the analysis. Additionally,
savings associated with Third-Party vendor solutions are assumed to be in the
underlying 2021 claims experience.

= Large increases in member utilization were expected in 2021 due to COVID-
19. However, actual utilization appears to exceed these expectations.

= Outpatient and Professional visits have increased 24.7% and 15.5%,
respectively. Specialist visits increased 14.1%.

* Emergency Room trend is 15% and Urgent Care trend is 35%.

e The 2022 Rate Setting Analysis was based on Plan Year 2020 billing file enrollment provided
by the State. The State has advised that this enroliment was overstated, resulting in an
average 2021 PMPM plan cost for Local Government Early and Medicare Retirees which was
understated by approximately 3.2%. This has been corrected in this Rate Setting Analysis.

e There is a 0.4% decrease in total retiree cost due to updated prescription drug claims
experience

o Calendar Year 2021 total Retiree prescription drug trend is 1.9%, lower than the
5.75% assumed trend in the Plan Year 2022 Rate Setting Analysis, contributing to
the decrease in retiree cost.

= Drug mix contributed to a 1.4