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Foreword
The Arizona Department of Administration (“ADOA”) offers health, dental, life, and disability
insurance as well as medical and dependent care flexible spending accounts to the State of Arizona
(“State”) Active employees, COBRA members, and Retirees. This combined group of benefits offered is
referred to as Benefit Options. This report provides a broad overview of the Benefit Options program,
and meets the requirements of the A.R.S. §38-652 (G) and A.R.S. §38-658 (B).
The data shown is presented for the period January 1, 2021 through December 31, 2021. The Active and
Retiree plans were concurrent for this period.
Any questions relating to the contents of this report should be addressed to:
Arizona Department of Administration
Human Resources Division – Benefits
1802 W. Jackson St., #94
Phoenix, AZ 85007
Telephone: 602-542-5008
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Report Background
This document reports the financial status of the Employee Health Insurance Trust Fund (HITF)
pursuant to A.R.S. §38-652 (G), which reads:
“The Department of Administration shall annually report the financial status of the trust account to
officers and employees who have paid premiums under one of the insurance plans from which monies
were received for deposit in the trust account since the inception of the health and accident coverage
program or since submission of the last such report, whichever is later.”
The Annual Report also reports the performance standards for the health plans pursuant to A.R.S.
§38-658 (B), which reads:
“On or before October 1 of each year, the Department of Administration shall report to the Joint
Legislative Budget Committee on the performance standards of health plans, including indemnity health
insurance, hospital, and medical service plans, dental plans and health maintenance organizations.”
The Benefit Services Division accounts for the Benefit Options program in two different funds. The
Special Employee Health Insurance Fund, also known as Fund 3015 or the Health Insurance Trust Fund
(HITF) encompasses the medical and dental programs and the appropriated expenditures for the Arizona
Department of Administration (ADOA), Human Resources - Benefits operations (BSD). The Employee
Related Expenditures (ERE)/Benefits Administration Fund, or Fund 3035, is primarily a pass-through
fund for other benefits including vision, life, and disability insurance and flexible spending accounts.
The benefits offered are either self-insured or fully insured. For plan year (PY) 2021, all medical, except
for the Northern Arizona University (NAU) Blue Cross Blue Shield of Arizona (BCBS) fully insured
plans and Dental Preferred Provider Organizations (PPO) plans, were self-insured, whereas the Dental
Health Maintenance Organization (HMO), vision, life, and disability insurance plans were fully insured.
The State’s medical plan became self-insured on October 1, 2004. The most current set of medical
contracts that covers PY 2021 runs from January 01, 2021, through December 31, 2025. The State
contracts with the medical and pharmacy vendors to provide network access and related discounts, claim
adjudication and payment, and medical management, including utilization management, case
management, and disease management. The State is responsible for the total cost of all claims and
programs offered by the vendors.
The State’s self-insured dental PPO began on January 1, 2013.
Schedules of premiums received and accounted for in Fund 3015, distributions by enrollments, incurred
and paid medical/drug claims, and expenses related to the medical and dental plans, are included within

3

ADOA-Health Insurance Trust Fund Annual Report 2021

this Annual Report. Also included is a summary of premiums collected and paid for the life insurance,
disability insurance, vision insurance, and flexible spending accounts for Fund 3035.
All data provided herein is for Plan Year (“PY”) 2021, running January 1, 2021, through December 31,
2021.
Please note: Most statistics throughout this report will be compiled using a data-mining platform called
MedInsight. The platform houses medical, dental, and pharmacy claims and enrollment data. However,
the platform does not house all expenditure and revenue transactions that reside in Fund 3015. When the
MedInsight platform is used to extract measures, the measures will be displayed on an incurred year
basis, while data reporting originating in AFIS will be based on a cash basis. In no case does the
variation represent a substantive change in trend. Last, some schedules will require a hybrid of cash and
incurred accounting methods.

Executive Summary
During PY 2021, ADOA offered a comprehensive insurance package through Benefit Options to
approximately 132,000 members, including Active State and University employees, COBRA members,
Retirees, and their qualified dependents. This figure excludes the 5,900 members served through the
NAU BCBS fully insured programs. The benefits offered in the package include medical,
pharmaceutical, dental, flexible spending, vision, wellness, an employee assistance program (EAP), and
life and disability insurance. AODA signed a set of new five-year contracts for PY 2021, with
incumbent BCBS and UHC winning the medical contracts while MedImpact was once more selected as
the third-party pharmacy administrator.
During PY 2021, the sum of health and dental premiums collected was $840.2M, with total plan
expenses, including transfers, of $840.7M. Further, the ADOA was a recipient of a Coronavirus Relief
Fund award worth $28.7M. Those funds were deposited into fund 2975 (Title VI-Coronavirus Relief
Fund) and are not reflected in the $840.2M figure. Therefore, the totality of revenue covering medical,
dental, and pharmacy activities is $868.9M. Reported expenses include claims incurred in 2021 and
prior plan years’ claims paid in 2021 and transfers out to other funds (Figure 2). It is important to note
that $28.7M of claims expenditures was moved out to Coronavirus Relief Fund due to a receipt of the
Coronavirus Relief Fund award. Therefore the total outlays related to medical, dental, and pharmacy
activities are $869.4M.
Claims figures, referred to below, apply to PY 2021 incurred claims only, regardless of paid dates. Any
figure that includes administrative, operating, and other miscellaneous costs is a hybrid of two
accounting methods, as the administrative and operating costs are recorded on a cash basis. In contrast,
the claims costs are retrieved on an incurred basis from the MedInsight portal.
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Health Plan
● The average medical annual plan expense, including medical and pharmacy claims,
administrative costs, and fees per member, was $6,142. This figure is based on medical and
pharmacy claims costs retrieved from the MedInsight portal. AFIS retrieved rebates, recoveries,
administration fees, and other operating expenses, as these costs are not housed in the
MedInsight portal. This figure includes costs retrieved from AFIS for Covid-19 testing and
vaccines not administered by our medical and pharmacy vendors (primarily by Arizona State
University Biodesign Clinical Testing Lab & Healthwaves Inc.).
● Average Active member expense was $6,024; average Retiree member expense was $8,243.
● The PY 2021 medical claims expenses totaled $632.3M, excluding Incurred But Not Reported
(IBNR) liability (Figures 7 and 8). This figure from the MedInsight claims system uses incurred
claim dates between January 1, 2021, and December 31, 2021, and paid through April 2022. The
Covid-19 testing expenditures by ASU and Healthwaves were also added to this figure. This
total differs from the $619.3M number in Figure 2, which represents medical claims expenses
paid out of the Arizona Financial Information System (AFIS) during PY 2021, regardless of
incurred dates (cash basis accounting). The AFIS figure also includes other claims
expenditure-related transactions such as adjustments and corrections for overpayments, coding
errors, subrogation transactions, pharmacy rebates submitted by the medical vendors, Wellness
expenses such as flu shots, screening costs, and Covid-19 testing expenses.
● In terms of total medical claims spend, the Health Status and Contact with Health Service group
takes the lead at almost 13.8% of total medical claims spend. However, medical and health
professionals do not consider this a major diagnostic group. Rather, this category represents a
roll-up of claims with specific diagnosis codes covering regular primary care physician visits,
including OB/GYN, preventative services such as wellness (well-baby and well-child visits,
routine vaccinations, screenings, and tests), and other specialist visits. Therefore, the single
leading diagnosis group by total medical claims spend is the Injury and Poisoning category at
10.7% (or $66.2M) of total medical claims spend (medical claims paid by our medical and
pharmacy vendors, excluding any other expenditures and/or adjustments).
● The fact that the top medical claims spend is occurring in the Health Status and Contact with
Health Service group (primary care) indicates that members seek appropriate levels of care by
obtaining the majority of care from physicians or specialists. It is a well-known fact that
accessible care provided by accountable clinicians who develop sustained patient relationships
leads to improved outcomes. This results in lower costs, broader access, greater health equity,
and higher quality.
● 3,686 physician visits per 1,000 members (higher than prior year’s revised figure of 3,467).
● 109 urgent care visits per 1,000 members (lower than prior year’s revised figure of 221).
● 188 emergency room visits per 1,000 members in PY 2021 (higher than the prior year’s revised
figure of 178).
● The PY 2021 pharmacy claims expense was $216.2M (Figures 7 and 8). This represents
pharmacy claims paid by vendors with incurred claim dates between January 1, 2021, and
December 31, 2021, and paid dates through April 2022. When pharmacy rebates and Medicare
Part B Retiree Drug subsidies are included, the figure is $130.1M. This differs from the $132.7M
5
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number (a total of the drug claims and Medicare Part B retiree drug subsidy lines) in Figure 2.
The numbers in Figure 2 represent pharmacy claims expenses paid and Medicare Part B
subsidies processed in AFIS during PY 2021, regardless of incurred dates.
● The leading therapeutic drug class by cost was anti-diabetics at close to 16.2% of total
pharmaceutical spend. The total cost of anti-diabetics in PY 2021 was $35.1M.
● Over 1.2 million prescriptions were filled in PY 2021, a small 1.9% decrease over PY 2020 (PY
2021: 1,228,592; PY 2020: 1,251,932)
● Active employees filled an average of 8.1 prescriptions in PY 2021 while Retirees filled an
average of 25.4. Those figures are in line with PY 2020.
Wellness Program
● Administered 9,095 flu vaccines through 241 worksite or public events.
● Administered 2,384 Covid booster vaccines through 11 worksite or public events.
● Administered over 5,154 screenings through 145 statewide worksite events resulting in 467
referrals to physicians for various health issues. This represents a significant decrease in the
number of events and participation all attributed to the Covid-19 pandemic. This is in line with
PY 2020 figures.
● Incentives totaling $547,600 to 2,738 employees participating in the Health Incentive Program
(HIP) program during PY 2021 were paid out during the spring of calendar year 2022. That is a
significant decrease over prior year. This decrease can be explained partly by the decreased
participation in the program due to the Covid-19 pandemic and in large part due to change in the
HIP plan design stemming from the fact that a new vendor was awarded the Health and Wellness
Platform contract in PY 2021.
Performance Measures
Financial guarantees are in place to manage the performance of the contracted vendors. Most vendors
met a large portion of the agreed-upon performance measures. During calendar year 2021, $113.9k of
performance penalties were collected related to the PY 2020 performance period.
Estimated penalties of approximately $1.3M will be collected in calendar year 2022 from vendors
failing to meet agreed upon PY 2021 performance targets in customer service, claims processing,
appeals, reporting, surveys, and network management. This is a result of the new contracts putting a
larger dollar amount at risk on a larger number of guarantees. The guarantees are designed to increase
the quality of the services so failures are not desirable regardless of the increased penalties.
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Health Insurance Trust Fund Review and Summary
Total PY 2021 expenses, including 2021 and prior plan year incurred claims, were covered by revenues
collected during 2021 and the cash balance of $40.3M from the prior year.
The Health Insurance Trust Fund Summary (Figure 2) is a cash statement of receipts received and
expenses paid during PY 2021 that relate to PY 2021 and prior plan years. It is important to note that
$28.7M of medical and drug claims expenditure were transferred to the Coronavirus Relief Fund due to
a receipt of the Covid-19 Relief funds award. Therefore the totality of all revenues to cover for HITF
like expenditures is $869.4M ($840.7M + $28.7M = $ 869.4M) and the totality of revenues to cover
those expenditures is $868.9M ($840.2M + $28.7M = $868.9M).
ADOA Health Plan is the self-insured medical program, Blue Cross Blue Shield of Arizona (BCBS),
and United HealthCare Services, Inc. (UHC) networks. State and University Active employees and
Retirees choose coverage from one of the self-insured networks.
NAU Active and NAU COBRA members have an additional option to participate in the fully insured
BCBS NAU plans (PPO and HDHP). The plans are managed by the university and the ADOA serves as
a pass-through entity between NAU and BCBS. Practically speaking, premiums collected by NAU are
passed on to ADOA every month. Those premiums are then submitted to BCBS via payment of the
monthly premium invoice the following month.
The PY 2021 final rates for the 07/01/2021 – 12/31/2021 period are provided below for comparison
between the self-insured ADOA and fully insured BCBS plans:
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For additional information regarding the NAU fully-insured plans, please visit the NAU Human
Resources website.
The pharmacy benefits management for all members is provided by MedImpact Healthcare Systems,
Inc. The pharmacy third party administrator offers a three-tier formulary for a 31-day supply of
medication, with a $15 copay for generic drugs, $40 copay for preferred brands, and a $60 copay for
non-preferred brands.
ADOA dental plan services were provided by two vendors during PY 2021: Delta Dental Plan of
Arizona (Delta Dental) and Cigna Health and Life Insurance Company (Cigna Dental).
In the past, BSD held reserves for paying claims that have been incurred but not reported (IBNR) and
for a contingency to cover any insufficiencies that may develop, such as an actual medical trend
exceeding the projected medical trend, unplanned shifts in plan membership, unexpected catastrophic
claims, and changes in provider reimbursement rates that may occur during each plan year. The cash
ending balance in PY 2021 was $39.8M, below the JLBC’s stated recommended reserve of $50M and
$100M.
To alleviate the HITF precarious cash position, the ADOA was approved for an one-time increase of
30.1% to the employer portion of medical premiums for FY 2023 (which covers portions of the later six
months of PY 2022 and the first six months of PY 2023). To further advance the cash position of the
HITF, as part of the annual budget submittal activities, the Department is requesting an additional
permanent medical premium revenue increase for FY 2024.
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Medical Plan Enrollment
The Human Resources Division – Benefits offers medical coverage to the following employees and their
dependents:
●
●
●
●

Eligible state employees and university staff, officers, and elected officials
State Retirees receiving pension benefits through any of the State retirement systems
State employees or university staff accepted for long-term disability benefits
State employees or university staff, including dependents, eligible for COBRA benefits

Two types of medical plans are offered to eligible participants. The Triple Choice Plan (TCP) and the
High Deductible Health Plan (HDHP) with Health Savings Account (HSA). Retirees are not eligible for
the HDHP plan. Both plans are offered by our two carriers, Blue Cross Blue Shield of Arizona and
United Healthcare.
The TCP Plan
The TCP plan is based on three tiers of providers. For a single premium, members have access to all
three tiers of providers. The most savings are accomplished if members choose from Tier I, a network of
doctors and facilities that meet strict criteria for both quality and cost of care.
● Tier I – In-Network Providers. Members choose doctors and facilities to get the highest level of
benefit.
● Tier II – In-Network providers. Members receive in-network benefits for using participating
providers. For some services, they will pay higher out-of-pocket costs than one would with a Tier
I provider.
● Tier III – Out-of-Network. Members will pay the highest cost and may be responsible for the full
provider-billed charges.
There are differentiated amounts for deductibles and Out-of-Pocket maximums for the three tiers.
Different copays or coinsurance based on the type of service provided apply after the deductible has
been met. The employee pays the monthly premium and pays 100% of the allowed amount at the time of
service until the deductible is met. After the deductible is met, the employee pays a copay if the provider
is in Tier I or II and coinsurance if the provider is Out-of-Network, until the out-of-pocket maximum
(OOP) is met. Once the OOP is met, the plan pays 100% of services for the remaining plan year, with a
few exceptions, e.g. pharmacy copays. Employees at NAU have the option of participating in their fully
insured BCBS NAU PPO plan.
The HDHP with HSA Plan
Within the HDHP, services may be obtained from both in- and out-of-network providers. Separate inand out-of-network deductibles must be met before coinsurance is allowed. The employee pays the
monthly premium and pays 100% of the allowed amount at the time of service (except for qualified
preventative services that are covered 100% by the plan) until the deductibles are met. After the
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deductibles are met, the employee pays coinsurance up to the out-of-pocket maximum, at which time the
plan pays 100% of any additional costs for the year.
Employees who enroll in the HDHP and are under the age of 65 are eligible to open an HSA. This
account allows employees to make pre-tax contributions into the account and withdraw the monies to
pay for qualified medical expenses. When the employee opens the HSA with the State HDHP, the State
also contributes bi-weekly to the account. The State's annual contribution towards the HSA is $720 for
employee/single tier only and $1,440 for all other tiers. Employee contributions to the HSA are not
mandatory. The HDHP is only available to Active employees under both network providers. Employees
at NAU also have the option of participating in their fully insured BCBS NAU HDHP plan
Figure 3 below, shows enrollment distribution by plan and network between Active, Retired, University,
and COBRA members. The subscriber references the employee, and the member references the
employee plus dependents.
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Medical Premiums
The tables below show the medical premium by plan and coverage tier per pay period for Active
employees and Retirees. Retirees have two different tier structures: 1) those who are not enrolled in
Medicare and have no dependents enrolled in Medicare, and 2) those who are either enrolled in
Medicare themselves or have a dependent who is enrolled in Medicare.
To alleviate the decreasing HITF cash balance, the Legislature started infusing the HITF with annual
one-time General Fund (GF) infusions starting in FY 2018. The one-time infusions were implemented as
State (employer or ER) medical premium increases. Each GF infusion is matched with various other and
federal fund sources at roughly a 1:2 ratio, meaning each GF dollar will generate $2 of other and federal
revenue. The FY 2021 infusion was made permanent for FY 2022. This constituted no change in rates
from FY 2021. And as previously mentioned, for FY 2023, a 30.1% employer medical increase was
approved. The Retiree medical premium changes can only be approved via the annual Contribution
Strategy document and can take place anytime. However, when changes have been implemented in the
past, they always occurred at the beginning of each plan year (PY). No significant changes were made to
the Active premium rates for PY 2021 other than rate changes due to the establishment of the new TCP.
Those rates were set as a proportionate blend of rates of the old EPO and PPO plans. The HDHP
employer premium rates were increased by a mere 0.4%.
PY 2021 Active rates effective 01/01/2021 through 12/31/2021:

There were no changes to the Retiree premium rates for PY 2021 other than rate changes due to the
establishment of the new TCP.
PY 2021 retiree rates effective 01/01/2021 through 12/31/2021:
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Effective Active Premium Rate Changes
The table below describes the effective monthly medical premium rates for active employees since the
2010 Plan Year. The effective rate is the revenue collected per active subscriber in each time frame
snapshot noted. The effective rate is a better measure of premium changes because it considers plan
selection and enrollment changes. Figures are calculated at the beginning of each Fiscal Year and Plan
Year as those are the time periods when premium changes are implemented.
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Medical Premium vs. Plan Cost
The PY 2021 contribution strategy for the self-insured medical plan resulted in employees paying 12%
of the average monthly premium while the state paid the remaining 88%. This ratio remains mostly
unchanged from PY 2020. The overall premium revenues from all sources collected in PY 2021 were
insufficient to cover HITF expenses in PY 2021, and the fund was not structurally balanced. The fund
had a sufficient carry-over balance from prior years to cover all expenses in the fund in PY 2021, but not
enough to cover the JLBC stated reserve goal of between $50M and $100M.
In fact, the un-restricted balance in the fund was a negative $(142.1M), meaning that the PY 2021
ending cash balance was $142.1M short of the optimal balance of two times the IBNR or $181.9M. The
HITF ended PY 2021 with a cash balance of $39.8M, less than one-half of IBNR. If ADOA did not
receive the $28.7M Covid-19 Relief award, the cash ending balance would have been $11.1M. This is
less than one week's worth of HITF expenditures.
The employer premium FY 2021 infusion was made permanent in FY 2022. While this was a welcome
development, the FY 2021 and FY 2022 premium rates were insufficient to generate enough revenue to
the HITF to bring the PY 2021 cash ending balance to two times IBNR. The annual infusions and the
latest permanent increase did improve the fund's cash balance, but they did not address the underlying
structural shortfall against the optimal balance for PY 2021. The PY 2021 structural shortfall was
$(508.9) thousand. The figure indicates that the fund was close to being structurally balanced. However,
that is not the case. The actual structural shortfall was close to $(29.2)M adding back the medical and
pharmacy claims expenditures that were moved out of the HITF due to the receipt of one time Covid-19
Relief award of $28.7M. As mentioned, at the end of PY 2021, ADOA was short $142.1M (unrestricted
balance) of the desired total reserve amount of $181.9M. The new PY 2021 plan designs did result in
sizeable savings. However, those savings were offset by increased plan costs due to the Covid-19
pandemic.
The figure below shows how the average monthly premium compares to the average monthly plan cost
for Active employees and Retirees and their dependents (Active and Retiree members). Pursuant to
A.R.S. §38.651.01 (B), Retiree and Active medical expenses shall be grouped together to “obtain health
and accident coverage at favorable rates.” This requirement results in lower Retiree premiums and
higher Active premiums than what their experiences would otherwise dictate.
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Expenses for Self-Insured Medical Plans
The figures below show the distribution of PY 2021 incurred claims, other expenses (paid between
January 2021 through March 2022), and the average annual cost to insure each type of
subscriber/member. The medical and drug claims figures were retrieved from the MedInsight portal,
while the remaining figures were retrieved from AFIS with paid dates between January 2021 and
December 2021. Please note that the medical claims line also includes AFIS-paid claims like charges
such as Covid-19 testing and Covid-19 vaccines provided by medical vendors and paid directly by
ADOA. Arizona State University Biodesign Clinical Testing Lab and Healthwaves Inc are major
vendors.
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Medical Expenses Associated with Medical Diagnoses
The tables below show the trend in cost by diagnosis for Actives and Retirees. The below data only
includes claims data processed by medical vendors (BCBS and UHC) and is pulled from the MedInsight
portal. The data does not include any other medical claims like expenditures such as testing and vaccines
provisioned by other vendors. Please note that the top ten categories displayed for PYs 2018 – 2021 are
based on PY 2021 order. This goes for both the Active and Retiree charts. In PY 2018, the Mental
Disorders medical diagnoses category did not make it into the top ten count for Actives while the
Respiratory System medical category did.
For Actives, the first ten categories make up approximately 78.1% ($455.8M) of the total active PY
2021 medical spend. The total spend for the top ten medical categories for Actives has increased by
6.5% ($27.7M) as compared to PY 2020, from $428.1M to $455.8M. The largest growth in terms of
percentage (59.9%) and total spent ($22.8M) occurred in the Injury and Poisoning category while the
largest dollar decrease ($3.8M) can be observed Musculoskeletal System/Connective Tissue category.
Covid-19 related diagnoses fall into the Injury and Poisoning category which explains the large increase
in PY 2021 over PY 2020. Although the pandemic started in PY 2020, there was no large increase in
this category when compared to PY 2019. The reason is that treatments for “non-urgent” or elective
procedures fall into the same medical diagnoses category as Covid-19 related diagnoses, and those
treatments were delayed (and in some cases completely forgone) into the following PY 2021. In terms of
percentage, the highest decrease of 10% took place in the Pregnancy, Childbirth, and the Puerperium
category while the largest spent decrease ($3.8M) took place in the Musculoskeletal System/Connective
Tissue category. In terms of overall medical spent, expenditures increased by 6.8% over PY 2020 and
are on par with PY 2018.
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For Retirees, spending on the top ten categories has increased in PY 2021 over PY 2020 by 5.4%
($1.7M). The top ten categories make up approximately 89.7%, or $32.9M, of the total PY 2021 Retiree
medical spend. The Neoplasm Treatment group, at $5.7M total spend, is the top medical diagnosis spend
category in PY 2021 as it was in PY 2020. The largest dollar spend increase ($970k) occurred in the
Injury and Poisoning category. This represents also the largest percentage increase of 42.6% (from
$2.3M to $3.2M). The Endocrine System category made it to the top ten in PY 2021 pushing out the
Respiratory System category. The largest percentage decrease of 20.7% was observed in the Nervous
System group. The Nervous System group also accounted for the largest dollar decrease of $540k. There
was an over spend decrease of 4.4% or $1.7M (from $38.4M in PY 2020 to $36.7M in PY 2021) caused,
in most part, by the drop in retiree enrollment in PY 2021 over PY 2020.
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Inpatient Hospital Care
Inpatient hospital care represents a significant portion of total medical expenses. Inpatient hospital care
includes the cost of hospitalizations, skilled nursing facilities, and hospice. In PY 2021, the TCP plan
was introduced while the old EPO and PPO plans ended at the end of PY 2020. The tables below show
the hospital admissions per 1,000 members and average length of stay. The Retiree population was, on
average, admitted close to three times often per member and for longer hospital stays (almost double)
than the Active population. When comparing plans, the TCP members are admitted more often than
HDHP members. This is in line with the average costs of these members in each plan. The length of stay
has historically been similar between the PPO and EPO plans with EPO being slightly higher. However,
in PY 2021, the length of stay went up across all categories due to the Covid-19 pandemic but also due
to the fact that the new TCP plan absorbed the majority of the former EPO and PPO plan members.
The number of hospital admissions for the Retiree population has increased slightly. This could indicate
a declining health trend in the older population. Alternatively, it could also point to an improved access
to healthcare. The number of hospital admissions for Actives has decreased to the lowest level in the last
four years, a favorable development.
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The average inpatient length of stay for the Active population has increased significantly in PY 2021 as
compared to PY 2020 by about one day from 4.8 to 5.9 days (a 23% increase). For the Retiree
population, the jump was even more pronounced at 3.4 days from 7.9 days in PY 2020 to 11.3 days in
PY 2021 (a 42% increase). Naturally, the Retiree population tends to have a significantly higher average
inpatient length of stay than the Active population as older members tend to be diagnosed with more
serious conditions that require longer treatment and thus longer hospital stays. However, the large
increase in the length of stay for both populations occurred due to the Covid-19 pandemic. There was
even a significant increase from 4.5 in PY 2020 to 5.5 days in PY 2021 (21%) in the average length of
stay for members on the HDHP plan for which only active employees are able to sign up for.

There is greater inpatient admission cost sharing with the Retirees because approximately two-thirds of
Retirees have Medicare paying as primary for their claims. Overall, the Plan paid approximately 97.2%
($175.7M of $180.7M total) of all inpatient costs. The average Active inpatient cost sharing has
averaged 97.4% over the last four years with no significant outliers. For Retirees, the average cost share
over the last four years is 40.8% ranging between 35.4% in PY 2020 to 45.4% in PY 2021. The chart
below indicates that the Retirees average cost per admission runs perceptibly less than for Actives. For
Actives, the cost has increased in PY 2020 over PY 2019 and then again for PY 2021 as compared to PY
2020 which can be attributed directly to the Covid-19 pandemic. The inpatient cost has decreased for the
Retiree population but is still higher than during pre-pandemic years of PY 2019 and PY 2019. To note,
the cost per hospital admission includes the cost of skilled nursing facilities, which Retirees use more
frequently than Actives. This drives the cost per admission down since skilled nursing facility care is
less expensive than traditional hospital stays. It appears that in PY 2021, the Retiree population reverted
back to non-hospital facilities for treatment which is favorable to the plan. To be noted, retirees often
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require additional medical care following hospital admissions, resulting in more frequent visits and
therefore under normal circumstances are costing overall higher on a per member per month basis.

* Member Share Includes copay, coinsurance, Medicare, and other insurance

The average Per Member Per Month (PMPM) per hospital admission costs are displayed below. The
PMPM cost is simply calculated by taking the total annual cost of hospital admissions divided by the
average medical membership and then divided by twelve (months). The chart indicates slightly
decreasing costs from PY 2018 through PY 2021 for the retiree population. A significant increase in
PMPM cost for the Active population can be observed in PY 2021 when compared to PY 2020
attributed to the Covid-19 pandemic.
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Referencing the total cost share per admission by plan chart, below, greater average costs per admission
costs were realized in the EPO and PPO plan than in the HDHP plan through PY 2020. This is partly
due to Retirees, who constitute a higher risk and are usually a sicker population, and who are not eligible
to participate in the HDHP plan. In PY 2021, the HDHP plan surpassed the TCP plan in the average
allowed costs per admission per member (= Plan Paid + Member Cost Sharing). This indicates that
employees and their dependents experienced more serious and costly health conditions and treatments
than retirees (Retiree members are not eligible to participate in the HDHP plan).
During PY 2021, the Plan paid approximately 94.8% ($155.6M of $164.4M total) of TCP and 2.6%
($19.8 M of $21.4 M total) of HDHP total inpatient costs (not pictured).
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* Includes copay, coinsurance, Medicare, and other insurance

Place of Service
The figures below show the total cost by place of service for Active and Retirees over the past four
years. The Inpatient Hospital setting continues to be the highest cost driver for the Active population
while the On Campus-Outpatient Hospital setting is the top place of service for the Retiree population
with Inpatient Hospital setting close behind. Pharmacy costs, if they were to be included as one of the
categories, would be the top expenditure category of service for the Retiree population while for the
Actives this would be the second highest cost category by place of service. In fact, for the Retiree
population, the pharmacy costs constitute 51.5% of total medical costs while for the active population,
pharmacy costs make up a 23.3% share.
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Emergency Services
During PY 2021, there were 188 emergency room visits per 1,000 members of the self-funded plan.

This represents a 5.6% increase over the PY 2020 figure of 178 member visits per 1,000 members. The
average plan cost per visit was $1,570 (inclusive of both facility and professional costs); a notably
higher cost than in PY 2020 and highest since PY 2018. This can be attributed to the severity of the
patients’ condition, with many members exhibiting Covid-19 virus symptoms. To drive down the
non-emergent utilization of emergency rooms during PY 2021, the Benefit Services Division continued
using initiatives that started in PY 2019 which have proven to be successful. Specifically – a rigorous
communication campaign launched by BSD in conjunction with medical vendors in PY 2019 continued
through PY 2021. The aim is to regularly educate employees regarding health decisions and the
appropriate use of healthcare services, as well as to encourage the use of telehealth through the Doctor
on Demand app or through telehealth offerings directly through the medical vendors such as
BlueCareAnywhere and UnitedHealthcare's Amwell and Teledoc. Many conditions could be treated via
telehealth such as colds, flu, fever, sore throat, vomiting, diarrhea, rash, allergies, heartburn, indigestion,
respiratory issues, migraines, pink eye, eczema, acne and other non-emergency conditions. Mental
health services were also available via telehealth.
The Covid-19 pandemic itself had an effect on the utilization of the emergency room services. Many
members avoided the ER in PY 2020 from the fear of contracting the Covid-19 virus which continued
into PY 2021 with visits still being significantly lower than in PY 2018 and PY 2019. The
communications campaign seemed to work to drive down the utilization of emergency room and even
urgent care services steering members to utilize alternative and less costly services such as convenience
care/walk-in clinics, telemedicine, telehealth and primary care physician offices.
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Urgent Care Visits
During PY 2021 there were approximately 109 urgent care visits per 1,000 members of the self-funded
plan. This is the lowest figure in the last four years and a 50% decrease over PY 2020. The
communication campaign mentioned above shifted members’ behavior and steered them away from
emergency rooms towards appropriate providers such as physician offices and especially telemedicine.
Further, as mentioned previously, many members avoided the ER and even urgent care offices from fear
of contracting the Covid-19 virus.

The average plan paid cost of urgent care visits decreased notably in PY 2021 over PY 2020 from $66 to
$47. A welcome decrease with costs being more in line with PY 2018 and PY 2019.
Physician Visits
During PY 2021, there were approximately 3,686 physician visits per 1,000 members of the self-funded
plan, or each member of the plan visited a physician’s office close to four times a year on average. This
figure is in line with PY 2018 and PY 2019 and higher than PY 2020. The increased figure over PY
2020 indicates that members are going back to see their physicians for routine check-ups but it could
also indicate that members are choosing appropriate places of service based on the severity of their
condition. Many members have also shifted towards telemedicine and telehealth which are included in
the physician visit figures.
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The average plan cost per office visit in PY 2021 was $58, in line with PY 2019 and PY 2020.
Pharmacy Trend
A standard measure of pharmacy costs is the pharmacy (drug) trend. Pharmacy trend is a measure of
growth in prescription spending on a per member per month basis. The main drivers of pharmacy trend
are drug mix (including brand name and generic or off-patent drugs), utilization and price. Unless noted,
the trend below includes negotiated pricing and manufacturer discounts but excludes all rebates and
federal subsidy refunds. Figures below have been retrieved from the MedInsight portal. The
pharmacy/prescription Per Member Per Month Cost (PMPM) is simply calculated as total annual
pharmacy spend divided by average monthly medical enrollment.

29

ADOA-Health Insurance Trust Fund Annual Report 2021

Pharmacy Costs
Prescription drug costs represent a significant portion of overall medical and pharmacy expenditures.
Drug prices have been growing much faster than overall inflation and are the fastest rising health care
expense. To combat the increasing pharmacy trend, the ADOA signed a new pharmacy contract in PY
2021 which included a significant increase in pharmacy rebate guarantees. In fact, pharmacy rebates can
represent up to a 20%-30% savings to the prescription drug program. Prescription drug rebates are
issued by manufacturers to third-party pharmacy benefits managers (PBMs) and health insurance payers
on brand name and specialty medications to help to reduce the costs of medications. Our Plan’s PBM is
MedImpact, Inc.
Each rebate is paid on a per claim basis. It is important to note that there is no uniform definition of
specialty medication in the pharmacy industry. Each PBM defines which drugs qualify as a specialty
medication and which drugs are rebatable. Therefore it is important to know which types of medicines
are on our PBM’s specialty list.
The below describes how drug rebates are established:
Drug manufacturers make the prescription drugs and have a service agreement with drug wholesalers to
ship products to wholesalers. The drug wholesaler ships the products to the pharmacy.
The pharmacy dispenses the medication to the patient. If the patient is part of a medical insurance
program that includes a pharmacy benefit, the pharmacy sends an electronic claim back to the pharmacy
benefit manager (MedImpact). MedImpact collects all of those prescription drug claims and periodically
sends them back to each drug manufacturer to receive rebates. MedImpact collects the rebate money and
then, based on our contract, passes the totality of those rebates to ADOA to be deposited back into the
HITF.
The PBM also passes on drug subsidies received from Centers for Medicare & Medicaid Services
(CMS) for our Medicare Part D retiree members. Those subsidies exist to reimburse the Plan for a
portion of qualifying covered retirees’ costs.
The graph below demonstrates the success of the latest pharmacy contract with its significantly higher
rebate guarantees. The real plan costs are costs net of pharmacy rebates and CMS subsidies.
The Plan’s costs (orange line) dropped significantly in PY 2021 when compared to prior Plan Years.
Please note that the total pharmacy plan costs are retrieved from MedInsight on an incurred year (= Plan
Year) basis while federal subsidies and pharmacy rebates are retrieved from the AFIS accounting system
and are therefore on a cash basis. Pharmacy rebates and federal subsidies data are not housed in the
MedInsight tool. The chart below represents a hybrid of the two accounting reporting methods.
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Total Pharmacy/Drug Cost by Quarter Including Federal Subsidies and Refunds

Annual Prescription Use
The table below shows the average number of prescriptions filled by active and retiree members and by
the total of all members, including those that did not utilize the pharmacy benefit at all during the year.
The retirees fill prescriptions an average three times the amount of prescriptions filled by the actives.
The chart shows a downward trend year over year for both the active and the retiree populations. This
can be attributed to increased copays that went into effect in PY 2018, new deductibles on the EPO plan
in PY 2019 and increased deductibles in PY 2020. The PY 2021 annual prescriptions per year figures
are in line with PY 2020 with only a small overall increase of 0.1 for the combined figure. ADOA also
provided pharmacy benefit education via home-mailings, newsletters, benefit liaison training, new hire
orientation and open enrollment expos which further served to keep the pharmacy usage in check. The
focus of the continued education is on the importance of understanding how to compare prescription
costs, know the various options to obtain medications, appropriate utilization and maintaining
medication adherence - all to support individual prevention and health/condition management. The
Covid-19 pandemic also had a significant effect on the utilization of drugs as decreased in-person
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provider visits resulted in the leveling of dispensed prescriptions when compared to pre-pandemic years.
This also led to an increased day prescription supply for ease of refills.

The cost of an average prescription refill continues to be higher for the retiree group than for actives.
The cost of each refill has been increasing rapidly for both the active and retiree populations over three
of the last four years observed. In PY 2021, we are finally seeing some improvement with an overall
2.1% decrease in the average cost per prescription. The ADOA has worked closely with our medical and
pharmacy vendors and providers to encourage the use of biosimilar as well as non-brand drug
equivalents. The patient programs support patient education on drug adherence and compliance, adverse
drug effects, and drug appropriateness. For example, the ADOA worked with MedImpact to implement
a non-formulary MedResults program which is a letter campaign that provides savings by targeting
non-preferred brand medications and recommending less costly formulary alternatives or via the Clinical
Edits program which provides savings by promoting appropriate utilization and use of generic
medication. Included are step therapy edits, quantity limits, age/gender restrictions and prior
authorizations. Other factors that could be causing the average cost per prescription to go down is the
increased overall health of our active population. Please note that the chart below does not include
pharmacy rebates and refunds as the data is not captured in the MedInsight portal.
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Not only did the average number of prescriptions per member per year decrease in PY 2021 when
compared to PY 2020, the annual cost per utilizing member has also decreased by a modest 1.5%. The
overall drop is due to the drop in the active population costs which could indicate that the overall health
of the active population is getting better but it could also imply that our members are simply making
better/more educated choices when selecting their prescriptions (possibly selecting lower cost
alternatives over more expensive name brand prescriptions). The Department is cautiously optimistic
that this gain can be maintained in future years, especially since the Plan has been experiencing
increasing costs for the last of the four observed years.
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Generic and Brand-name Prescription Utilization
The table below shows that generic Tier 1 prescriptions utilization as a percent of total fell to 83.2% in
PY 2021 which is on par with PY 2018. Tier 2 medications increased from 13.6% to 16.1%. Tier 1 drugs
tend to have the lower overall cost to the plan, preferred name-brand drugs (Tier 2) have a higher cost to
the plan, and non-preferred brand name drugs (Tier 3) tend to have the highest cost to the plan. On a
positive note, the PY 2021 overall utilization of 1,228,592 dispensed prescriptions is the lowest of all
reported years.
MedImpact is the name of the drug provider for all of our medical plans. MedImpact works with a
committee of doctors and pharmacists to compile the Plan’s formulary that is essentially a list of
medications itemized by the three drug tiers. The “Benefit Options Formulary” is the name of the Plan’s
formulary and its goal is to provide the most clinically effective drugs at the lowest cost.
A generic drug is a drug that is comparable to a brand name/reference listed drug product in dosage
form, strength, route of administration, quality and performance characteristics, and intended use.
Generic drugs are usually referred to by their chemical name and are made available on the market when
a patent protection on the brand name drug expires. The major difference between a generic drug and
brand name drug is the price. It is important to note that generic drugs are just as safe and effective as
name brand drugs.
The non-preferred brand name drugs are name brand drugs that cost significantly more than preferred
name-brand drugs and therefore require higher co-pays. Further information regarding the full
formulary, please visit benefitoptions.az.gov/employees/pharmacy.
The overall number of written prescriptions has been steadily decreasing since PY 2017. In fact, the
number of prescriptions/scripts decreased 11.4% from PY 2017 to PY 2020. This is a positive
development but the drop can be partially explained by slightly decreasing membership over the years.
Some of the decrease could also be attributed to the Covid-9 pandemic with members avoiding any
“unnecessary” trips to providers
.
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Prescription Spend by Therapeutic Class
The following graph shows spend by therapeutic class by year. The expenditures on the top ten
therapeutic classes have steadily been increasing over the last four years in line with total pharmacy
spent. The top ten therapeutic classes comprise 69.6% ($150.8M out of $216.7M) of total pharmacy
spent in PY 2021. In PY 202, Anticoagulants made it into the top ten therapeutic classes while
Hematologicals did not make it when compared to PY 2020. We have also seen some re-arrangement in
spending. Diabetes and inflammatory disease continue to be the highest therapeutic class cost drivers.
Overall, the top ten therapeutic class spending decreased in PY 2021 to $150.8M versus $ $154.5M in
PY 2020. This could indicate drug cost decreases but could also be due to decrease in overall
membership and PMPM utilization.
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Prescription Spend by Type of Drug
The graph below shows spend for the top ten drugs by year. For a total of the top ten drugs, expenses
have slightly decreased in PY 2021 to $52.4M when compared to the PY 2020 figure of $51.8M. The
top ten drugs make up approximately 24.2% of the total PY 2021 drug spent, which is slightly up from
the prior year of 22.9%. The top two drugs in PY 2021 are the Humira Pen, a drug to treat inflammation,
and Trulicity, which is prescribed to diabetics in order to lower sugar levels. Second is Stelara, which
used to treat severe plaque psoriasis and psoriatic arthritis. Revlimid prescription is in fourth place and is
used to treat multiple myeloma, which is a cancer diagnosis. Strensiq, in fifth place, is a long-term
medicine to treat patients with a rare disease called hypophosphatasia, a disease that starts in childhood.
Hypophosphatasia is a rare inherited disease in which there is a deficien
cy of enzyme that helps the body process calcium and phosphorus. It is a disease of the bones which can
lead to early loss of teeth, malformed bones, frequent bone fractures, and difficulty breathing. Next on
the list is Eliquis, a drug used to prevent blood clots. Following Eliquis is a drug called Dupixent which
is used to treat severe asthma attacks. Jardiance is a fairly new drug used for the treatment of diabetes.
Enbrel Sureclick in ninth place is an immunosuppressant to treat arthritis and at last, Biktarvy made it to
the top ten. Biktarvy is a complete regimen for the treatment of HIV-1 infection.
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Dental Plan Enrollment
In PY 2021, Benefit Services Division continued to offer two different types of dental plans: a fully
insured Dental Health Maintenance Organization (DHMO) plan administered by Cigna Dental and a
self-insured Dental Preferred Provider Organization (DPPO) plan administered by Delta Dental.
DHMO Plan
Within the DHMO plan, services must be obtained from a participating dental provider (PDP). There are
no annual deductibles or out of pocket maximums. The plan coverage maximums include a $200
maximum reimbursement for non-PDP emergency services, $50 for emergency services less member
cost share for the service.
DPPO Plan
Within the DPPO plan, services may be obtained from any dentist, and deductibles and out-of- pocket
maximums apply. Benefits may be based on reasonable and customary charges. The plan coverage
maximums include a $2,000 maximum per person per year and a $1,500 per person lifetime maximum
for orthodontia. Delta Dental administers this plan. The figure below shows how enrollment was
distributed by plan and network between Active, Retired, University, and COBRA members. The
subscriber references the employee and the member references the employee plus dependents.
In PY 2021, the total dental enrollment decreased by 3.5% or 5,378 members. Majority of the decrease
occurred in the self-insured dental plan administered by Delta Dental. Cigna Dental experienced a solid
increase of 3.5% or 1,666 members. Both decreases could be explained by the overall decrease in state
employment which goes hand in hand with decreased dental enrollment.

\
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The below tables show the dental premiums by plan and coverage tier per pay period for Active
employees and monthly for Retirees.

Dental Premium vs. Plan Cost
Cigna Dental is the vendor providing the DHMO plan in PY 2021 which is unchanged from PY 2020.
The plan also offers no deductibles or dollar limits. However, services must be obtained from an
in-network provider and out-of-network services are only covered in emergencies. Additionally, this
plan is not available in all states and territories.
The Active members on the DPPO plan are paying over 91% of the average monthly premium while the
state pays the remaining 9%. The figure below shows how the average monthly DPPO premium
compares to the average monthly plan cost for Active employees and Retirees and their dependents
(Active and Retiree members) in the DPPO plan. In PY 2021, the DPPO plan’s PMPM expenditures for
both the active and retiree populations were significantly higher than in PY 2020. Many dental providers
were affected by the Covid-19 pandemic in PY 2020, especially in the early months of the pandemic
with local shelter-in place orders halting most routine and preventative dental services except for
emergencies. This, naturally, had a downward effect on dental claims in PY 2020. In PY 2021, members
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resumed their regular dental visits and services are slowly coming back to pre-pandemic levels. This
resulted in increased expenditure levels when compared to PY 2020. Overall, premiums were higher
than expenditures indicating favorable dental loss ratio (DLR).

Expenses for Self-Insured Dental Plan
The figure below shows the distribution of claims and expenses incurred in PY 2021 and the average
annual cost to insure each type of subscriber/member. Please note that dental claims expenditures have
been retrieved from the MedInsight portal using incurred dates of service and thus will not match figures
from the enclosed HITF Fund Cash Flow Summary which captures data on a cash basis. Dental
recoveries, administration expenses and other misc. expenses were retrieved from AFIS as those costs
are not captured by the MedInsight tool and therefore are reported on cash basis.
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Total PY 2021 self-insured dental claims costs are significantly higher than in PY 2020 but still
considerably lower than in PY 2018 and PY 2019. A better measure of claims expenses is the per
member per month (PMPM) cost measure which takes into account enrollment. The PMPM costs for PY
2018 and PY 2019 were $1.75 while PY 2020 was at a low $1.44 due the Covid-19 pandemic. The
PMPM for PY 2021 was $1.59 which was a 10.1% increase over PY 2020. This figure is a measure of
dental trend. As indicated above, the dental claims expenses are slowly increasing and we expect the
PMPM rate to reach to near pre-pandemic levels in PY 2022. For contrast/clarity, the chart starts at
$28M of dental claims expenditures. Claims expenditures were retrieved from the MedInsight tool.
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Wellness
Benefit Services Division provides wellness programs and services to Active State employees. Members
have access to preventive health screenings, health management and health education webinars and
courses, annual flu vaccines, online lifestyle management programs, onsite seminars, activity challenges
and Employee Assistance Program (EAP) benefits.
HIP Program
HIP Engagement and Incentives
The PY2021 chart below shows that of the 65 thousand eligible members, there were 11,790 employees
enrolled in the Health Impact Program (HIP) in PY 2021 or 18% of the eligible population. The goal
was 10,008 which was the number of those enrolled and engaged in the previous program prior to the
launch of the new platform.
The number of enrolled participants who were actively engaged was 6,105, a 61% engagement rate
which exceeded the goal of 40%. Of that, the 2,738 participants reached the 50,000 points necessary to
earn the $200 incentive for an estimated payout of $547,600 (23% of total enrolled). This was another
metric that surpassed the goal of 2,270.
In addition, of those that enrolled in the HIP program, 7,598 completed the online Health Assessment,
which was an increase from PY 2020.
Our enhanced HIP platform and systems allowed us to provide payment in the first paycheck of January
2022. This lean improvement eliminated the need for manual validation, payment issues/concerns,
reduced waste of redundant work, thereby increasing the speed and efficiency of payments to State
Agency and University employees.
By providing the HIP incentive component, especially during the Covid-19 pandemic, the inaugural
year metrics showed steady employee engagement and active participation in limited preventive
services, screening referrals, health assessment completion, social group support and
educational/behavior change and challenge activities.
Screening Utilization
The table below depicts the total utilization of core health screening benefits during PY 2021. The
Covid-19 Pandemic did negatively impact the number of onsite screenings that were conducted,
however saw an uptick in the number of screening events and participants during PY 2021 when
compared to PY 2020. The overall increase in participation rose by 6% from 5,194 in PY 2020 to 5,512
in PY 2021. The number of at-risk employees referred to follow-up care increased from 448 in PY 2020
to 555 referrals in PY 2021. ADOA continued the collaboration with the Arizona State University
College of Health Solutions - Speech and Hearing Clinic, to offer hearing screening events at seven
locations with 358 participants, which is a 61% percent increase from PY 2020 figure of 141.
PY 2021 Screenings
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Mini Health Screening*
Osteoporosis Screening**
Prostate Specific Antigen (PSA)**
Hemoglobin A1C **
Hearing Screenings
Mobile Onsite Mammography
Prostate Onsite Projects
Total

Events
82

7
25
38
152

Participants
1,790
1,037
405
1,267
358
401
254
5,512

Referrals
237
19
159
88
31
21
555

*The base Mini Health Screening includes: fill lipid panel, fasting blood glucose, blood pressure, and BMI body composition measurements
and waist circumference.
** Additional tests offered as a package with the basic Mini Health Screening for those meeting specific age requirements or who are at
risk.

Flu Vaccine Program
The table below shows the total utilization for the PY 2021 State Wellness Annual Flu Vaccine Program
held September 1, 2021 through December 31, 2021. While we were able to offer onsite Flu Clinics,
there was a reduction in the number of clinics and in participation, as many employees continued to
work remotely and not at their respective office locations due to the Covid-19 pandemic. 9,095 vaccines
were administered to Active employees at 241 events held at various locations throughout the state,
which is a 23% reduction over PY 2020. The plan costs of the PY 2021 State Wellness Annual Flu
Vaccine Program totaled $267k, which comes out to an average of little over $30 per participant. To
contrast, 26,106 members and their dependents received flu vaccines through the medical plans in PY
2021 at a cost of $661k at an average cost of $25 per participant
PY 2021 Flu Vaccines
Locations
State Agency Worksite
154
University Worksite
20
Public Clinics
67
Total
241

Participants
4,824
3,830
441
9,095

In addition to routine flu clinics, the ADOA also started to offer Covid-19 vaccines and boosters in PY
2021. At the end of PY 2020, ADOA established an ADOA Covid-19 Vaccine Team for state employees
which acted as a liaison between ADOA & Arizona Department of Health Services (ADHS), attended
weekly State Covid-19 Task Force Meetings, and secured a contract amendment with Healthwaves, Inc.
to provide the ADOA Booster Vaccine Point of Distribution (POD), and to support of Arizona
Department of Corrections, Rehabilitations and Re-entry (ADCRR) employee booster vaccinations.
PY 2021 Covid-19 Vaccines
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State Agency Worksite
Total

Locations
11
11

Participants
2,384
2,384

Employee Assistance Program
The table below shows the utilization for the Employee Assistance Program (EAP) and support services
offered to agencies covered under the ADOA Human Services Division - Benefits. The provider of EAP
services is ComPsych, Inc., world’s largest provider of employee assistance programs servicing more
than 45 thousand organizations and 100 million individuals. The total EAP utilization rate for PY 2021
remained strong at 39%, and showed a decrease over PY 2020 utilization level of 51%. This is attributed
to the increase in the number of eligible participants and also due to the increased availability of mental
health resources as a result on the Covid-19 pandemic.
ADOA continued to collaborate with the EAP provider, ComPsych, to offer Covid-19 related webinars
and support services from how to deal with the stress associated with transitioning to working from
home to coping with pandemic anxiety.
PY 2021 Utilization is indicating consistently strong utilization year over year; exceeding ComPsych
Book of Business (BoB) and other public sector groups:
•
•
•
•
•
•

Live cases increased by 8% from PY 2020 results
Counseling requests increased by 9%
Work-life requests by 2%
Financial cases by 6%
Legal cases by 6%
Online utilization increased by 14%

EAP Request for Proposal (RFP) - ComPsych, the incumbent, was once more awarded the contract on
August 10, 2021 with no price increases. Enhancements include increasing the number of training and
Critical Incident Stress Debriefing Session hours from 180 to 250, upgrading eligibility to include
household members while and the availability of chat visits and online scheduling.
University of Arizona implemented a full service contract in PY 2022, after piloting the Counseling
Services from May - December of 2021.
The total EAP utilization rate for PY 2021 reached 39.1%, indicating a decrease over PY 2020
utilization level of 51%. The decrease in utilization is attributed to the increase in the number of eligible
members by about 10,000 and while some of the decrease can be attributed to the impact of the
Covid-19 pandemic. ADOA collaborated with ComPsych, Inc. to bring various Covid-19 related
webinars and support services to our members to deal with the stress associated with transitioning from
working from home to coping with pandemic anxiety. In addition, a digital toolkit and a series of
resource guides for families were made available. Utilization of 39% is indicating a sustained high usage
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especially when compared to the 24% national standard for government entities. Moreover, the covered
agencies also continue to show utilization higher than ComPsych’s Book of Business.
The PY 2021 contract includes up to 12 visits per issue, per person/year. It also provides increased hours
available for employee visits for those impacted by trauma or Post Traumatic Stress Disorder (PTSD).
PY 2021 EAP Utilization
Eligible
Population
Live Telephonic Access
EAP
FamilySource
FinancialConnect
LegalConnect
Online Access
EAP
FamilySource
FinancialConnect
GlobalConnect
Health & Wellness
Healthcare Navigation
LegalConnect
Critical Incident Stress Debriefing
Trainings
Overall Utilization

48,134

Users
5,238
4,475
159
92
512
11,591
3,164
2,928
1,238
18
1,057
215
2,971
252
1,738
18,819

Utilization
Rate

39.1%

In addition to health screenings, vaccines, and EAP services, the strategic plan for PY 2021 continued to
provide employees with access to online mindfulness, stress reduction, and education by enhancing the
options for participation and sustaining the number of sessions offered monthly through ComPsych, Inc.
PY 2021 Webinars through ComPsych
Classes
Participants
1-hr Webinars
27
1,738

Weight and Diabetes Management Programs
To address the increasing health trends around weight and diabetes, we continue to offer programs to
provide employees, spouses and dependents over the age of 18, with support and tools necessary to
improve health, experience positive outcomes, and achieve personal health goals.
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Our programs offer best in class, evidence based approaches to address behavior change and prevention
of chronic diseases like Type 2 diabetes, cardiovascular disease and high blood pressure. They use
clinically proven research along with engaging online or at work experiences to deliver sustainable
lifestyle changes and healthy outcomes.
Real Appeal and Wondr (formerly Naturally Slim), programs are part of the medical plan and have
shown significant engagement and results.
The Centers for Disease Control and Prevention indicates that a 5-10% loss of body weight leads to a
decrease in blood pressure, cholesterol and blood glucose.
PY 2021 Weight Management Programs
Real Appeal Wondr
Enrolled
654
844
Participants at Risk
552
679
Participants with Weight Loss
304
379
Achieved 5% Weight Loss
39%
33%
Average Weight Loss
3.10%
2.70%
Total Pounds Lost
2,931
2,285

Wellness/Lactation Rooms
Our ADOA and newly launched Arizona’ Connect Workspace, offers Wellness/Lactation Rooms
continue to provide a private, comfortable space for employees, remote workers and visiting guests on
official business. These rooms are designated for use by lactating mothers, parents with infants at work,
individuals who need to rest when feeling ill, individuals who need to relieve stress, or individuals with
other special medical reasons or needs. This supports the ADOA Infant at Work program.

Awards
The State of Arizona has continued to be awarded the Platinum Level Healthy Arizona Worksite Award,
which is awarded to top businesses making efforts to positively affect the health and well-being of their
employees, their families, and their community through evidence-based worksite health initiatives and
promising programs.
By utilizing the Centers for Disease Control and Prevention scorecard to measure our program efforts,
we demonstrated success with our program communications, education, outreach and partnership with
targeted agencies, along with enhancements to our program design and continued accessibility of
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program components via the Health Impact Program (HIP) web portal, and through the EAP virtual
counseling, resources and Vaccine Booster support during the Covid-19 Pandemic.
In addition, ADOA was named a finalist in the Phoenix Business Journal’s Healthiest Employer Award.
Finalists have demonstrated data-driven programming and are leveraging cross-sector collaborations or
partnerships improving the health, well-being, and equity of their community.
The ADOA team was selected by having a high score on our application based on our commitment to
employee wellbeing, exceptional health and wellness programming and high leadership support.
Finalists are those who scored the highest compared to other businesses in the same size category. The
State of Arizona falls in the extra-large company category with 5,000 or more employees.
In PY 2021, ADOA placed 5th in the extra-large category. We improved in the rankings as compared to
8th place in PY 2020 and 24th place in PY 2019. We did not submit for an award in 2020 due to the
Covid-19 pandemic.
Employees benefit by having a culture that supports participation in healthy activities, access to
preventive services and an environment that fosters proactive health decision making both at work and
at home. This leads to cost savings to both the individual and the state as a whole, while demonstrating
prudent cost management of program funds.
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Life, Disability, Vision and Flexible Spending Accounts
Fund AD3035, ERE/Benefits Administration, is used to pay fully insured premiums and administer
State employee benefit plans other than health and dental. These include basic, supplemental, and
dependent life insurance, short-term, and non-ASRS long-term disability insurance, vision insurance,
and medical and dependent care flexible spending accounts. Basic life and non-ASRS long term
disability insurance is funded solely by State agency premiums (employer premiums) while all others
are funded solely by employee premiums. Fund 3035 is primarily a pass-through fund with collections
funding the premium payments. The table below is a cash statement of receipts received and expenses
paid during PY 2021. It contains revenue and expenditures incurred for PY 2021 as well as for prior
plan years.
In PY 2021, life insurance was provided by Minnesota Life Insurance Company (Securian) and longand short-term disability insurance was provided by Metropolitan Life Insurance (Metlife). Vision
benefits continue to be offered through Avesis, Inc. The dependent and flexible spending account
services are currently provided through Total Administrative Services Corporation (TASC) which
replaced Application Software, Inc. (ASIFlex).
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Vendor Performance Standards
Pursuant to A.R.S. § 38-658(B), “On or before October 1 of each year, the Director of the Department of
Administration shall report to the Joint Legislative Budget Committee on the performance standards for
health plans, including indemnity health insurance, hospital and medical service plans, dental plans, and
health maintenance organizations.”
Among the terms of the self-insured health insurance contracts and other contracts the Benefit Services
Division administers are several ADOA negotiated performance measures with specific financial
guarantees tied to vendor performance of the contracted services. If a vendor fails to meet any of the
measures within the specified performance range, the vendor is required to submit a Corrective Action
Plan detailing why the measure was missed, and any actions taken to address the issue and improve
performance to meet the standard of the measure. A percentage of the vendor’s annual payment, or
previously agreed upon amount, is then withheld by ADOA as a performance penalty per the terms of
the vendor contract. This percentage is allocated among the more critical measures of the contract.
The following is a report of the agreed-upon performance standards, both met and missed, by contracted
vendors during PY 2021. In each case, performance penalties for measures missed are assessed per the
terms of the individual vendor contract. As some performance metrics are yet to be finalized, the
estimated performance penalty paid to the Benefit Services Division related to PY 2020 will be
approximately $291,658. Those performance measure penalties will be processed during PY 2021.
Avesis
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 155
Approximately $122,831
Targets successfully met = 151
Targets missed resulting in penalties = 4
Performance Measures Not Met
Total %
Assessed
Customer Service - Answer Time: 90% of phone calls 1.00% of Total
Missed 3 of
requesting a member services representative will be
Administrative Fee 12 measured =
answered in 30 seconds or less.
0.25%
Customer Service - Member Satisfaction: ADOA will 2.00% of Total
Missed 1 of 1
perform a satisfaction survey of the vision plan at least
Administrative Fee measured =
annually. Avesis shall receive no less than 90% for
2%
overall member satisfaction on the annual survey.
Performance Measure

Fees At Risk
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Blue Cross Blue Shield (BCBS) of Arizona
Performance Measures
Performance Measure
Total Performance Measures = 315
Targets successfully met = 266
Targets missed resulting in penalties = 50

Fees At Risk
Approximately $451,121

Performance Measures Not Met
Performance Measure
Claims – Turnaround Time: 95% of all claims received
will be completely processed within fourteen (14)
calendar days after they are received. 100% of claims
will be processed within 30 calendar days of receipt.
Claims Processing Turnaround Time: At least 99% of
all fully documented claims will be processed within
thirty (30) calendar days of receipt.
Claims – Processing accuracy: At least 99% of all
claims will be processed accurately. Accurate
processing includes payment amount, communication to
claimant or provider, data entry errors affecting current
or future benefit determinations, and management
reports (Processing accuracy will be based on an audit
sample of ADOA specific claims).
Customer Service - Quality Member Phone Services:
BCBSAZ will provide phone service to members with
no more than 3% abandonment rates and average speed
to answer of thirty (30) seconds or less.
Customer Service Survey – Member Satisfaction:
BCBSAZ will obtain at least a 90% satisfaction rate on
the annual member satisfaction survey conducted by
ADOA.
Account Management: Survey – Account
Management: The overall rating of the survey indicates
a 95% satisfaction rate.
Reporting Timely Reporting: Agreed upon reporting
packages (identified on the Report Index) must be
submitted within stated time frames 100% of the time.
Reporting Status Report Meeting: Status
report/meeting within calendar 55 day of quarter end.
Medical Management Customer Service Quality
Nurse Line Phone Services: BCBSAZ will provide
Nurse Line phone service to members with no more
than 3% abandonment rate, an average speed to answer
of 30 seconds or less, and 90% of all calls must be
appropriately triaged.
Disease Management CAD/PAD: 75% of CAD
members with adherent use of beta blockers post-MI or
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Fees At Risk
0.67% of Total
Administrative Fee

Total % Assessed
Missed 12 of 12
measured = 0.67%

0.67% of Total
Administrative Fee

Missed 11 of 12
measured = 0.61%

0.67% of Total
Administrative Fee

Missed 6 of 12
measured = 0.34%

0.75% of Total
Administrative Fee

Missed 6 of 12
measured = 0.38%

0.75% of Total
Administrative Fee

Missed 1 of 1
measured = 0.75%

0.75% of Total
Administrative Fee

Missed 1 of 1
measured = 0.75%

.50% of Total
Administrative Fee

Missed 1 of 12
measured = 0.042%

.50% of Total
Administrative Fee
1.00% of Total
Medical
Management Fee

Missed 1 of 4
measured = 0.125%
Missed 1 of 12
measured = 0.083%

.50% of Total
Administrative Fee

Missed 1 of 1
measured = 0.50%
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10% improvement rate in the non-adherent from the
baseline or previous measurement period.
Guarantee is contingent upon BCBSAZ receiving
timely pharmacy files from the ADOA pharmacy
vendor.
Disease Management CHF: Percentage of members
that have a prescription for a beta-blocker, ACE
inhibitor, or ARB 80% of CHF members have a
prescription for a beta-blocker, ACE inhibitor or ARB
or 10% improvement in the non-adherent from the
baseline or previous measurement period.
Guarantee is contingent upon BCBSAZ receiving
timely pharmacy files from the ADOA pharmacy
vendor.
Disease Management COPD: Clinical improvements
for COPD 65% of members with a prescription for a
bronchodilator &/or corticosteroid 10% improvement
rate in the non-adherent from the baseline or previous
measurement period. Guarantee is contingent upon
BCBSAZ receiving timely pharmacy files from the
ADOA pharmacy vendor.
Network Management Network Change
Communication: Significant changes to the Network
must be communicated to the State to ensure that State
Members have sufficient access to a stable network of
providers, BCBSAZ will comply with the access
standards stated in the RFP.
Cigna Dental
Performance Measures
Performance Measure
Total Performance Measures = 120
Targets successfully met = 98
Targets missed resulting in penalties = 20

.50% of Total
Administrative Fee

Missed 1 of 1
measured = 0.50%

.50% of Total
Administrative Fee

Missed 1 of 1
measured = 0.50%

2.50% of Total
AdministrativeFee

Missed 2 of 12
measured = 0.417%

Fees At Risk
Approximately
$124,014

Performance Measures Not Met
Performance Measure
Appeals- Resolution Timeliness: Researched and
resolved within time frame in compliance with
requirements of State and Federal statutes.
Customer Service- Abandonment Rate: No more
than 2% call abandonment rate.
Customer Service- Speed to Answer: All calls
requesting a member services representative will be
answered in thirty (30) seconds or less.
Network Management- Closed Offices: Closed
office count must be less than 5% in Arizona.
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Fees At Risk
1.00% of Total
Administrative Fee

Total % Assessed
Missed 1 of 12 measured =
0.083%

1.00% of Total
Administrative Fee
1.00% of Total
Administrative Fee

Missed 4 of 12 measured =
0.33%
Missed 5 of 12 measured =
0.16%

1.50% of Total
Administrative Fee

Missed 8 of 12 measured =
1.00%
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Report Timeliness- Monthly Reporting: Monthly
reports in required format received by ADOA within
thirty (30) calendar days of the end of the month,
Satisfaction- Member Survey: ADOA will perform
a satisfaction survey of the plan annually. At least
75% overall member satisfaction on annual survey.

.67% of Total
Administrative Fee

Missed 1 of 12 measured =
0.05%

1.00% of Total
Administrative Fee

Missed 1 of 1 measured =
1.00%

ComPsych, Inc.
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 39
Approximately $2,745
Targets successfully met = 38
Targets missed resulting in penalties = 1
Performance Measures Not Met
Performance Measure

Fees At Risk

Account Management / Customer Service --Average
Speed to Answer: All calls will be answered in an
average of less than 30 seconds. This is a Customer
Service metric for the Guidance Resources Unit (GRU)
only.

3.00% of Total
Administrative
Fee

Total %
Assessed
Missed 1 of 4
measured =
0.75%

Delta Dental
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 262
Approximately $6,679
Targets successfully met = 255
Targets missed resulting in penalties = 7
Targets Pending = 0
Performance Measures Not Met
Performance Measure
Administration – ID Cards New Hire:
ID Cards distributed within 10 business days of
receiving the eligibility load for newly enrolled
members.
Claims – Clean Claim Processing:
At least 97% of clean claims processed (paid or
denied) within 10 calendar days of receipt of
claim.
Claims – Processing:
Abandonment rate of no more than 2%.
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Fees At Risk
1.00% of Total
Administrative Fee

Total % Assessed
Missed 1 of 12
measured =
0.083%

1.00% of Total
Administrative Fee

Missed 1 of 12
measured =
0.083%

1.00% of Total
Administrative Fee

Missed 1 of 12
measured =
0.083%
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Claims – Financial Accuracy:
At least 99% of claims will be processed
accurately.
Customer Service – Average Time to Answer:
The average time to answer all calls requesting a
member services representative will be answered
in no more than 30 seconds.
Report Timeliness – Monthly Reporting:
Monthly reports in required format received by
ADOA within 30 calendar days of the end of the
month.

1.00% of Total
Administrative Fee
1.75% of Total
Administrative Fee
1.00% of Total
Administrative Fee

Missed 1 of 12
measured =
0.083%
Missed 1 of 12
measured =
0.146%
Missed 2 of 12
measured =
0.167%

MedImpact
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 109
Approximately $306,993
Targets successfully met = 100
Targets missed resulting in penalties = 9
Performance Measures Not Met
Performance Measure
Average Claim TAT Specialty : Average
turnaround time within 2 business days for
specialty Rxs requiring no intervention. Measured
from date mail order request is received to date
mail order is distributed.
Average Claim TAT Specialty : Average
turnaround time within 4 business days for
specialty Rxs requiring administrative/clinical
intervention. Measured from date mail order
request is received to date mail order is distributed.
Average Speed to Answer: Average Speed to
Answer: All calls shall be answered within an
average of 30 seconds (exclude IVR).
Survey – Member Satisfaction: Survey – Member
Satisfaction: Contractor will obtain at least a 90%
satisfaction rate on the Annually member
satisfaction survey conducted by ADOA.
Generic Substitution: At least 98% of total mail
service prescriptions with available generics shall
be dispensed with a generic product.
Mail Order Dispensing Accuracy: At least
99.995% accuracy rate – reported errors or
discovered errors (e.g., correct drug, correct
strength, correct dosage form, correct label, correct
participant name, correct participant address).
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Fees At Risk Total % Assessed
$16,666
Missed 1 of 4 quarterly
quarterly
measurements = $4,167

$16,666
quarterly

Missed 4 of 4 quarterly
measurements = $16,666

$25,000
quarterly

Missed 1 of 4 quarterly
measurements = $6,250

$16,000
annually

Missed 1 of 1 annual
measurement = $16,000

$25,000
quarterly

Missed 4 of 4 quarterly
measurements =
$25,000
Missed 1 of 4 quarterly
measurements = $2,778

$11,111
quarterly
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High Cost Claimant: 100% of all members
receiving a prescription with a plan cost ≥ $10,000
will have their medication reviewed by a
pharmacist within 7 days of claim adjudication and
complete an outreach.
Opioid Claimant: 100% of all members receiving
an opioid prescription ≥50 MME and 8 days of
therapy will have their opioid medication use
reviewed by a pharmacist within 30 days of claim
adjudication and complete an outreach.
Protected Health Information: There shall be no
incidents in violation of HIPAA Security Rules
which results in transmission of electronic PHI for
ADOA covered members.
EGWP Enrollment: Acknowledgement of all
enrollment requests shall be provided within 10
days of receipt of a completed enrollment.
EGWP CMS Enrollment Rejections: CMS
enrollment rejections shall be provided within 10
days of the Transaction Reply Report (CMS
verification).

$50,000
monthly

Missed 12 of 12 monthly
measurements =
$50,000

$50,000
quarterly

Missed 4 of 4 quarterly
measurements =
$50,000

$125,000
per
occurrence

Missed 1 of 12 quarterly
measurements =
$125,000

$12,800
monthly

Missed 1 of 12 monthly
measurements = $1,067

$12,800
monthly

Missed 1 of 12 monthly
measurements = $1,067

MetLife
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 162
Approximately $101,517
Targets successfully met = 155
Targets missed resulting in penalties = 7
Performance Measures Not Met
Performance Measure

Fees At Risk

STD Claims – Initial Decision: MetLife will guarantee
STD Initial Decision measured at a customer level
within an average of two (2) business days from receipt
of all necessary information.
Customer Service - Appeals: MetLife shall follow
ERISA guidelines and have 45 days to render a
decision. We can request a 45-day extension which in
essence can then give up to 90 days to render a decision
if needed.
Customer Service – Phone Services: MetLife shall
provide 80% of phone intake calls from members with
no more than three percent (3%) abandonment rate and
an average speed to answer of twenty (20) seconds or
less.

1.00% of Total
Administrative
Fee

Total %
Assessed
Missed 3 of 12
measured =
0.25%

1.00% of Total
Administrative
Fee

Missed 2 of 12
measured =
0.167%

.1.00% of Total
Administrative
Fee

Missed 1 of 12
measured =
0.083%
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Customer Service – Member Satisfaction: MetLife
shall obtain at least an eighty-five percent (85%)
satisfaction rate on its STD claims processing service in
the annual member satisfaction survey conducted by
ADOA.

1.00% of Total
Administrative
Fee

Missed 1 of 1
measured =
1.00%

Optum
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 107
Approximately $178
Targets successfully met = 104
Targets missed resulting in penalties = 3
Performance Measures Not Met
Performance Measure

Total %
Assessed
1.00% of Total
Missed 1 of 12
Administrative Fee measured =
0.083%
Fees At Risk

Account Management / Customer Service Abandonment Rate: All calls shall have less than
three percent (3%) call abandonment rate and shall be
answered within thirty (30) seconds or less.

Securian
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 141
Approximately $10,205
Targets successfully met = 138
Targets missed resulting in penalties = 3
Performance Measures Not Met
Performance Measure

Total %
Assessed
1.00% of Total
Missed 1 of 12
Administrative Fee measured =
0.08%
Fees At Risk

Quality Member Phone Services: Securian shall
provide phone service to members with no more than
three percent (3%) abandonment rate and an average
speed to answer of thirty (30) seconds or less.
Total Administrative Services Corporation - TASC
Performance Measures
Performance Measure
Total Performance Measures = 45
Targets successfully met = 41
Targets missed resulting in penalties = 4
Performance Measures Not Met
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Fees At Risk
Approximately $3,686
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Total %
Assessed
Account Management / Customer Service - Response 2.00% of Total
Missed 1 of 4
Time: TASC will respond to account issues within one
Administrative Fee measured =
(1) business day.
0.50%
Account Management / Customer Service 2.00% of Total
Missed 1 of 4
Abandonment Rate: TASC will provide phone service Administrative Fee measured =
with no more than 3% abandonment rates and average
0.50%
speed to answer of thirty (30) seconds or less.
Report Delivery - Quarterly: Quarterly reports must
2.00% of Total
Missed 1 of 4
be submitted within 45 days following the end of the
Administrative Fee measured =
quarter.
0.50%
Program / Claim Administration - Claims
2.00% of Total
Missed 1 of 4
Processing: 100% of all fully documented claims
Administrative Fee measured =
received will be processed within 2 business days.
0.50%
Performance Measure

Fees At Risk

UnitedHealthcare - UHC
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 316
Approximately $178,292
Targets successfully met = 284
Targets missed resulting in penalties = 20
Performance Measures Not Met
Performance Measure

Total %
Assessed
.25% of Total
Missed 12 of
Administrative Fee 12 measured =
0.25%
.50% of Total
Missed 1 of 12
Administrative Fee measured =
0.041%
1.00% of Total
Missed 5 of 12
Administrative Fee measured =
0.417%
Fees At Risk

Claims - Claims Turnaround Time: 100% of claims
will be processed within 30 calendar days of receipt.
Claims Claims Processing Turnaround Time: At
least 99% of all fully documented claims will be
processed within thirty (30) calendar days of receipt.
Customer Service Quality Member Phone Services:
UHC will provide phone service to members with no
more than 3% abandonment rates and average speed to
answer of thirty (30) seconds or less.
Customer Service Survey – Member Satisfaction:
UHC will obtain at least a 90% satisfaction rate on the
annual member satisfaction survey conducted by
ADOA.
Reporting Data Files: All data files will be received
containing ALL fields populated with valid data
specified by ADOA in the format and timing specified
but no less than monthly.
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1.00% of Total
Missed 1 of 1
Administrative Fee measured =
1.00%
1.00% of Total
Missed 2 of 12
Administrative Fee measured =
0.083%
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Virgin Pulse
Performance Measures
Performance Measure
Fees At Risk
Total Performance Measures = 40 No penalties
Targets successfully met = 40
Performance Measures Not Met
Performance Measure Fees At Risk Total % Assessed
N/A
N/A
N/A
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Audit Services
The Human Resources / Benefit Services Division / Audit Services Unit provides assurances that add
value and improve the operations of Benefit Services. Audit Services performs systematic evaluations of
contract compliance, operational controls, risk management, and the implementation of best practices to
support BSD objectives.
The audit schedule for the 2021 Plan Year was developed using a combination of contract elements and
risk analysis. An overview of the completed project results for the 2021 Plan year is shown below. This
includes recommendations made, implemented, audit identified savings, and health plan recovery, and
owed dollars.
During PY 2021, seven audit projects were completed to ensure the health plan vendors appropriately
provided and paid contracted services. Three audits identified a total of $9,745.93 owed to the Plan with
16 recommendations, of which 13 were implemented, two that will not be implemented, and one that
remains outstanding at the end of Plan year 2021. Two audits identified a total of $(19,600.00) owed by
the Plan to the audited vendors, with four recommendations; one implemented, two that remain
outstanding, and one of which will not be implemented. Two audits identified no payment errors yet had
three recommendations; one implemented and two that will not be implemented. One audit is in process
at the end of 2021 and will be completed in the 2022 Plan year.
The reporting year for implementation of recommendations and health plan recoveries for completed
audits will vary based on the vendor’s completion date of all post-audit corrective action plan directives.
The directives include vendor impact reports to determine pending recovery dollars. These amounts may
be greater than savings identified during the audit due to scope period limitations. In many cases,
directives are still in progress at the end of a Plan year and may roll over to a new Plan year. Recoveries
are based on the completion of a corrective action plan that includes impact reports to identify affected
claims and dollar error amounts, claims reprocessing and adjustments, and/or payments directly from, or
to, the vendor.
Audit
Recommendations

Implemented
Recommendations

Identified
Savings/Owe
d by Plan

Recovery/
Owed By
Plan Dollars

Pending
Recovery/
Payment

Non-Recoverable

23

16

$ (9,854.07)

$(18,788.51)

$(21,255.98)

$40,897.03

Individual audit objectives were developed with the consideration of dollar value, complexity of
operations, loss exposure, previous audit results, and changes in the benefit plan, personnel or
operations. Audits and other projects were completed, and were not limited to the following functional
areas:
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Functional Area

Audit Methodology

Vendor operating
transactions and controls

Statement on Standards for Attestation Engagements
No. 18 Audits (SSAE 18)
Evaluation of external audit results

Vendor execution of benefit
design and contract
elements

EPO Plan Deductible – Plan design and claims adjudication
compliance
Short-Term Rehabilitation – claims adjudication compliance and Plan
allowances
Maternity Inpatient Copayments – Plan design and claims adjudication
compliance
Vendor processing of Plan benefits for new PY 2021 contracts –
medical and pharmacy
Inquiries (e.g. research, plan coverage design, clarification, etc.)

Accuracy and use of shared
data

Implementation of standardized vendor electronic claims data file
layout – medical and pharmacy vendors
Milliman Health Analytics Reporting Tool (HART) – new data file
protocols and standardization of data

Vendor Operating Transactions
All health plan contracted vendors that pay claims on behalf of the Health Insurance Trust Fund are
required to provide a copy of a SSAE 18 (or System and Organization Controls audit), which is an
independently assessed operational annual or semi-annual audit. SSAE 18 audits evaluate the internal
controls of the vendor’s systems utilized to process claims and identify deficiencies. Audit services
reviewed the SSAE 18 reports provided by each of the vendor’s external auditors. There were two
contracted medical vendors with instances of operating failures noted in Plan year 2020 and corrective
actions were required by Audit Services. Both vendors have completed the corrective actions in Plan
year 2021.
In addition to the SSAE 18 audits, external health plan performance assessment audits were performed
on the contracted medical vendors. The audits were to determine whether claims were processed in
compliance with the health plan and vendor procedures and controls, and measured quality and
timeliness of the vendor’s performance compared to generally accepted industry standards. Claims were
reviewed to verify 1) compliance with Plan provisions and pricing and 2) the accuracy and timeliness of
benefit determinations. Based on the findings, the Plan issued corrective action directives to two of the
vendors. Additionally, the findings are evaluated and considered for the development of the audit
schedule when there is significant impact on the health plan and contract compliance, and to ensure that
corrective actions are completed appropriately.
Vendor Execution of Benefit Design and Contract Elements
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Claims adjudication compliance audits are performed to evaluate the contracted vendors’ adherence to
regulatory guidelines, healthcare industry standards, current operating standards, contractual elements,
vendor performance, and/or plan authorization documents.
An audit of the Plan year 2020 EPO Plan Deductibles applied to processed claims was initiated to
review the four contracted medical vendor’s claims. The audit focused on the Plan year 2020 increase in
deductibles, the appropriate application of the embedded methodology for member deductibles, ensuring
that deductibles were not applied to Plan covered preventive services, and that copayments were applied
correctly when deductible thresholds were met. Three of the contracted vendor audits were completed in
Plan year 2021 with 16 recommendations and $52,481.56 was paid by the Plan in error as identified by
vendor provided impact reports. A total of $10,922.06 was recovered via vendor claim corrections and
$662.18 is pending recovery. Because of a personnel change in Plan Administration, a vendor’s claim
processing policy was accepted in lieu of the Plan’s stated benefit, and $40,897.03 was not recovered.
The fourth vendor audit will be completed in Plan Year 2022.
A Short-Term Rehabilitative Therapy Audit of Plan year 2019 was begun in Plan year 2020 to validate
that the annual number of member visits were within the Plan allowance, and that the services provided
conformed to the Plan benefit design. The audit for two of the contracted medical vendors was
completed in Plan year 2021 and $203.97 was identified and is pending Plan recovery.
Because new contracts were initiated beginning with the 2021 Plan year, a Maternity Inpatient
Copayment Audit was performed to evaluate the accuracy and application of copayments and
coinsurance on maternity inpatient delivery claims. The two contracted medical vendor audits were
completed in Plan year 2021. The audit identified a net underpayment by the Plan of $(51,891.63). The
claims were corrected by one vendor and the Plan paid the vendor $29,769.50. The second vendor will
reprocess claims in Plan year 2022 and the Plan will reimburse the vendor $22,122.13.
Various internal inquiries were researched and completed to support the functions of the Benefit
Services Division. A response to an inquiry can be informal, and a request may result in opening a
formal audit based on significant findings of the evaluation. An exception-based audit is an evaluation
response to a customer complaint or an identified process failure. Exceptions are generally categorized
as operational weakness or claims payment errors. In both instances, audits are developed with a very
limited scope to address the identified exception. There were no additional exception-based audits
performed during the 2021 plan year.
Accuracy and Use of Shared Data
New contracted vendors were chosen to administer benefits to the State employees and retirees effective
January 1, 2021 (PY 2021) via a Request for Proposal in PY 2020. In PY 2019, Audit Services revised
the necessary requirements to submit claims payment data electronically to ADOA effective with the
new contracts. To prepare for ADOA’s acceptance of the revised claim file layouts, Audit Services began
implementation testing and review of the new data files submitted by the medical and pharmacy
contracted vendors. The review is to ensure that all required claim file revisions comply with the revised
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layout parameters. The data files were revised to meet industry and ADOA standards and included
previously missing data fields in an effort to clearly define and normalize data across contracted
vendors. The purpose of the revision is to provide ease of data interpretation for audits, budget and
actual expense calculations, contribution strategy, and financial metrics. The testing and verification of
the electronic claim files was continued throughout PY 2021 and will be completed in PY 2022.
In addition to the revised claim layout test and review, Audit Services collaborated with Milliman to
ensure the appropriate crosswalk of the new data files for medical and pharmacy claims to those in the
Milliman Health Analysis Reporting Tool (HART). The HART tool provides the Audit, Finance, and
Actuary teams with a method to report on and track health plan data and metrics.
Audit Services continues to strive towards improvement and efficiency; the focus during PY 2021 was
to ensure the correct implementation of initiatives designed in PY 2020 in an effort to streamline Audit,
Finance, and administrative functions.
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Appendix
Special Employee Health Insurance Trust Fund Detailed Cash Statement
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Actuarial Memorandum
Executive Summary
The purpose of this actuarial memorandum is to report on the financial status of the Employee
Health Insurance Trust Fund (HITF) pursuant to A.R.S. §38-654 (G), which reads:
G. The department of administration shall submit an annual report
on the financial status of the Special Employee Insurance Trust Fund
(HITF) to the Governor, the President of the Senate, the Speaker of
the House of Representatives, the chairpersons of the House and
Senate Appropriations Committees and the Joint Legislative Budget
Committee staff by July 1. The report shall include:
1. The actuarial assumptions and a description of the methodology
used to set premiums and reserve balance targets for the health
insurance benefit program for the current plan year.
2. An analysis of the actuarial soundness of the health insurance
benefit program for the previous plan year.
3. An analysis of the actuarial soundness of the health insurance
benefit program for the current plan year, based on both year-to-date
experience and total expected experience.
4. A preliminary estimate of the premiums and reserve balance
targets for the next plan year, including the actuarial assumptions
and a description of the methodology used.
The Arizona Department of Administration (ADOA), through the State procurement process,
awarded new medical and pharmacy contracts starting in Plan Year (PY) 2021. ADOA is currently
offering a new Triple Choice Plan (TCP) and a High Deductible Health plan (HDHP).
The agency (employer side of) premiums in Fiscal Year (FY) 2021 and FY 2022 were funded by a
sequential fiscal year premium infusions (one-time addition to the Plan Year 2016 base
premiums). The FY 2023 of agency premium was also a one-time increase, this time as compared
to FY 2022. The one-time employer premium increase is set to expire at the end of June 2023. The
health insurance benefit plans (collectively, the Plan), managed by the ADOA, was not considered
actuarially sound for PY 2021 and is projected to be not actuarially sound for the duration of the
current 2022 Plan Year. Preliminary estimates for insurance benefit plans for PY 2022 are not
actuarially sound. Funding for the PY 2023 may not be sufficient to assure plan solvency. Another
funding infusion may be necessary for FY 2024 for the HITF to be solvent in PY 2023. The
projection models, with the current set of assumptions, are showing a cash-flow liquidity problem
through the end of PY 2023 to cover any outstanding reserve liabilities that may be incurred in the
year with the premiums collected during the year.
The projections provided in this report represent the most current information available. All
estimates are based on data extracted from the Plan’s vendors’ data and reports. That data is a
snapshot of the Plan at a point in time and the resulting actuarial estimates are subject to
unforeseen and random events. Projections herein must be interpreted as having a likely range of
variability from the estimated value(s) reported.
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To provide context for this memorandum, ADOA has defined “actuarial soundness” as the
following:
“Actuarial soundness means the projected premiums and other sources
of funds, in the aggregate, are adequate to provide for all expected
costs, including health benefits, health benefit settlement expenses,
administrative expenses, and appropriated expenses.”

Based on the current set of assumptions, the PY 2023 contribution estimates are not actuarially
sound. ADOA has proposed a permanent increase in contribution rates to structurally balance the
HITF. This actuarial memorandum is based on the actuarial methods, considerations, and analyses
as promulgated from the Actuarial Standards Board.
Certain variables (“risk factors”) exist that may impact Plan performance. The projected volatility
may either positively or negatively affect the PY 2022 and PY 2023. Some variables (“risk
factors”) have been identified and include the following:
▪

Covid-19 Testing, Treatment, and Vaccines Costs. Covid-19 costs had and continue
to have an impact to the Plan. To defray the costs of the pandemic, Federal funds were
made available and transferred in to the HITF.

▪

Health Care (Medical and Dental) Trends. It is difficult to predict medical and dental
care trends with certainty because of several ever-changing elements, including: the
cost of services (price inflation), the number of services used (utilization inflation), the
severity mix of services used (severity/complexity inflation), and random fluctuation.

▪

Historical vs. Future Trends. Historical trends are a reasonable indicator though
future trend increases may be different.

▪

Atypical Occurrences. The Plan has had increases in the numbers of behavioral,
alcohol and subsidence abuse claims. As well as, an increase in the number of diabetics
covered on the plan.

▪

Challenging Market Place Competition. There has been a number of Vendor
network contracting coverage issues with large independent hospitals and hospital
groups.

▪

Enrollment Fluctuations. The Plan continues to decrease in enrollment; creating
additional uncertainty to both claim costs and premium revenue.
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1.0 Actuarial Analysis
The following section details the actuarial analysis and description of the methodology used to set
premiums and to reserve balance targets for the PY 2021, PY 2022, and PY 2023.
In this section of the report, the following will be provided:
Resources used in the study
1.1 Actuarial assumptions, and
1.2 Experience data.
Analytic approach to the study
1.3 General actuarial methodology,
1.4 Reserving methodology, and
1.5 Reserving Strategy.
1.1 Actuarial Assumptions
Several professional and academic resources were consulted throughout the development of this
report, some of which are as follows:
▪

Milliman Health Cost Guidelines,

▪

Milliman’s MedInsight health analytics reporting tool,

▪

Mercer Consulting’s resources and materials,

▪

Segal Health Plan Cost Trend Surveys,

▪

Centers for Medicare and Medicaid Services, and

The following are prospective assumptions including the new TCP and a HDHP Plan. The Triple
Choice Plan has three tiers: Tier 1 is an in-network preferred providers ACOs and PCMH networks
with a $200/$400 deductible, Tier 2 is another in-network with non-preferred but contracted
providers with a $1,000/$2,000 deductible, and Tier 3 is an out-of-network option with a
$5,000/$10,000 deductible. The following assumptions was used to develop PY 2022 and 2023
HITF operating cash flow projections:
▪

The medical and pharmaceutical “expenses” include considerations to both plan
utilization and unit costs,

▪

The trends were set based on the Plan’s claim inflation for the past 24 months,

▪

The medical trend of 3.2% was used for the remain PY 2022, and 4.4% was used for
PY 2023,
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▪

The pharmaceutical trend 9.4% was used for PY 2022, and 9.4% was used for PY
2023,

▪

A combined medical and pharmaceutical trend of 4.8% was used for PY 2022, and
5.7% was used for PY 2023,

▪

The Plan administrative fees are expected to remain about the same in PY 2022 and PY
2023,

▪

The PPO dental trends are expected to remain flat for PY 2022 and PY 2023,

▪

The Medicare Part D subsidy will be reimbursed to the Plan,

▪

The prescription drug rebates will be refunded to the Plan,

▪

The medical enrollment in the self-insured plan (covered lives) is expected to decrease
by 3.0% in PY 2022 when compared to PY 2021 and by 0.4% in PY 2023 when
compared to PY 2022, and

▪

The dental enrollment in the self-insured plan is expected to increase by 0.8% in PY
2022 when compared to PY 2021 and increase by 1% in PY 2023 when compared to
PY 2022. The enrollment in the fully-insured plan is expected to decrease by 5% in PY
2022 and by 3.4% in PY 2023.

Actual and Projected Fund Transfers to and from the HITF:
▪

FY 2015 - $53.9 million transfer out,

▪

FY 2016 - $6.1 million Federal Participation fund transfer,

▪

FY 2017 - $78.9 million transfer out,

▪

FY 2018 – $76.4 million revenue one-time infusion (deposit) by means of a 12 month
increase to agencies’ premiums, and a $9.5 million Federal Participation fund transfer
due to the FY 2017 $78.9 million transfer out of the HITF, and

▪

FY 2019 – $32.0 million revenue one-time infusion (deposit) by means of a 12 month
increase to agencies’ premiums.

▪

FY 2020 – $34.4 million revenue one-time infusion (deposit) by means of a 12 month
increase to agencies’ premiums.

▪

FY 2021 – $73.0 million revenue one-time infusion (deposit) by means of a 12 month
increase to agencies’ premiums.
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▪

FY 2022 - $36.9 million revenue one-time infusion (deposit) by means of a 12 month
increase to agencies’ premiums.

▪

PY 2021 - $28 million Covid-19 Federal Relief Funds.

▪

PY 2022 - $12.6 million & $1.1 million supplemental Covid-19 relief funds ($1.1M is
reflected as an increase in revenue deposits in PY 2022)

▪

FY 2023 - $174.4 million revenue one-time infusion (deposit) by means of a 12 month
increase to agencies’ premiums.

Patient Protection and Affordable Care Act (PPACA) estimated annual costs, subject to inflation,
to the Plan:
▪

The effect of having no lifetime annual limits - $1.3 million,

▪

The extension of dependent coverage from age 19 to age 26 - $12.7 million,

▪

The annual Patient-Centered Outcomes Research Institute (PCORI) fee – about $0.3
million, PCORI is indexed to the medical CPI each year,

▪

The Transitional Reinsurance Program tax - PY 2015 was $4.7 million, and $3.2
million for PY 2016 (this program ended in 2017),

▪

The Medical Device Excise Tax of 2.3% - $ 1.2 million (2-year moratorium beginning

▪

January 1, 2016 through December 31, 2017), and
Annual fees on branded prescription manufacturers and importers – estimated cost up
to 1.0% of the cost of brand drugs paid on the Plan, $1.3 million.

1.2 Experience Data
The following data was used to develop the HITF projections:
▪

Actual monthly paid medical and pharmaceutical data, reported by the administrators of
the networks,

▪

Current medical plan enrollment, rates, employee, and retiree contributions,

▪

Current administrative fees for each Plan, and

▪

Actual monthly paid claim funding requests.
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Schedules of paid and projected medical and dental claims, appropriations, and receipts are
included in the analysis section of this memorandum.
1.3 General Actuarial Methodology
ADOA uses three elements to manage the HITF, to set premiums, and to estimate the claims
Incurred But Not Reported (IBNR) liability:
▪

Experience rating,

▪

Statistical modeling, and

▪

Numerous database information systems.

ADOA uses a “prospective experience rating” method to set premiums. Using this method,
premium rates are set in advance and are based on a Plan’s experience and projected future
performance.
Prospective experience rating measures the pooled historical and projected costs of active and
retired members of the Plan. The following factors are taken into account when projecting
historical cost and utilization to future time periods:
▪

Inflation of medical costs,

▪

Claims incurred but not reported,

▪

Provider contract renewal dates,

▪

Delivery system changes,

▪

Enrollment and population changes,

▪

Advances in medical technology and other factors that affect medical costs, and

▪

The days paid from year to year vary and depend on the availability of AFIS (the
State’s accounting system) to make timely payments, vary due to changes made in
vendor billing cycles, timeliness of vendor billing, and timely processing of payments.

Statistical modeling incorporates the various health characteristics of the Plan’s members as well
as their propensity to use clinical services. The following factors may be used:
▪

Age and gender demographics descriptors,

▪

Clinical data from claims/encounters, and
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▪

Survey data and health risk assessments (HRAs), when available.

Database information systems support premium rate and fund development activities. The variety
of data collected enables the accurate monitoring and analysis of the Plan’s utilization, cost, and
overall financial performance. Detailed vendor reports, as well as medical and pharmaceutical data
reports are available for analysis.
1.4 Reserving Methodology
To ensure that the HITF remains financially solvent, reserving is required. The reserving methods
used for managing and preserving the HITF are based on generally accepted actuarial principles
and comply with A.R.S. § 20-516. The premium stabilization or contingency reserve formulas are
based on The American Academy of Actuaries recommendations for percentage of the contract
(IBNR) reserves as well as A.R.S. § 20-488. Premium stabilization reserves are for the following
unforeseen factors:
1. The risk of statistical fluctuations in claim levels,
2. The risk of incorrectly estimating trends and other pricing errors, and
3. The length of time needed to recognize a pricing error, implement an adjustment, and have
that adjustment become effective.
In addition to managing the reserves, other transfers or reductions to the HITF may occur. It is
important to note the HITF balance can fluctuate from month to month due to cash flow
availability.
The HITF’s reserves are estimates of the Plan’s claim liabilities for the current plan year and future
periods. Following the interpretation in A.R.S. § 20-516, contract reserves are generally known as
the IBNR liability—the estimated liability for an enrollee. The IBNR liability is estimated using
the monthly pattern of incurred and paid claims. The calculation of the IBNR liability is based
upon the claim lag pattern experience through December 31, 2021, trended forward. The amount
to hold for the IBNR liability is calculated by taking the distribution of the claim probabilities.
Once the claims distribution is set up, the mean and the standard deviations are calculated for the
claim distribution.
HITF funds are available to offset the liability associated with the IBNR claims run-out for the
self-funded medical plans. The HITF balance changes as receipts are added to it and expenses are
paid from it. The HITF was set up to cover potential fluctuations in cash flows due to inaccurate
projections and to reimburse ADOA’s administrators, vendors, and funded plans. The HITF will
also cover additional administrative expenses and unforeseen Plan losses in subsequent periods.
Risk Based Capital
Risk-Based Capital (RBC) formulas are part of a standardized approach to measuring the financial
strength of the HITF. The RBC formula defines various levels of uncertainty and serves as a
capitalization guideline. The RBC is based on the requirements of the National Association of
Insurance Commissioners (NAIC), the American Academy of Actuaries, and A.R.S. § 20-488.
The following text provides the basic formula which was taken from the 1998 Risk-Based Capital
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for Health Organizations Model Act, adopted by the NAIC and utilized for Plan Year 2019 and
Plan Year 2020.
The following RBC (for the Authorized Control Level) formula is used:
RBCAC = H0 + {H12 + H22 + H32 + H42}1/2
Where:
H0 is the Asset Risk
H1 is the Other Asset Risk
H2 is the Insurance/Underwriting Risk (claims experience fluctuation)
H3 is the Credit Risk
H4 is the Business Risk
There has been a general understanding that the contract reserves for IBNR liability are “at risk”
for the fund. Knowing that other risks may exist, a simplifying assumption is made that the only
risk would be the amount for the IBNR liability. The main component of the RBCAC is the risk
that claims experience might be higher than expected, H2. The following simplified formula is then
applied:
RBCAC ≈ H2
Where:
H2 = {(15% of the first $25 million of incurred claims) + (9% of the incurred claims
beyond $25 million)} it follows that,
H2 ≤ {Contract Reserves (IBNR liability)}.
The NAIC specifies that no regulatory action is needed if a plan’s Total Adjusted Capital (TAC) is
at least twice the Authorized Control Level. The TAC is the statutory capital and the surplus of the
HITF. Accordingly, the total reserve target, for both IBNR liability and any contingency, is set at
200% of the IBNR liability.

1.5 Reserving Strategy
Background
In October 2004, the State implemented a self-insured model for its employee health plan (referred
to as the Plan, above). As noted by our consultants at the time, one of the responsibilities of a
self-insured plan is to hold financial reserves in an amount sufficient to meet the liabilities of the
Plan, including unexpected liabilities that may arise from a variety of sources.
Evaluation of Reserving Strategy
In Fiscal Year 2006, the Joint Legislative Budget Committee (JLBC) contracted with Milliman,
Inc. to perform an actuarial audit of the new health Plan. In addition to funding the IBNR liability,
Milliman recommended that ADOA hold a contingency fund of 10-25% of annual claims cost,
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with a purpose of covering any unexpected costs that may develop in a given plan year, such as
having an actual medical trend exceed the assumed medical trend in rate setting, shifts in plan
membership, unexpected catastrophic claims, and changes in provider reimbursement rates.
The Plan instituted a reserve strategy that first fully funded the IBNR liability, and then funded a
contingency reserve with a target of 100% of the IBNR liability (roughly equal to 15% of annual
expenses) based on the Risk Based Capital methodology required for commercial insurers by the
Arizona Department of Insurance (see the Risk Based Capital discussion in Section 1.4, above),
resulting in reserves consistent with the Milliman 2006 review.
To ensure continued best actuarial practices were being used, ADOA performed a review of its
reserving strategy in 2013. As part of the review, ADOA surveyed the reserving strategies of ten
other public employee plans (eight states), as well as contracted an independent review by Buck
Consultants.
Out of the ten respondents the results of the 2013 survey are as follows:
▪

Six plans responded to the funding status of the IBNR liability, all reporting that they were
fully funded (three plans did not respond).

▪

Eight respondents reported that their plans actively set contingency reserve targets in
addition to funding IBNR liabilities.

▪

Nine respondents reported contingency reserve targets (not including the IBNR liability)
for respondents were between 5% and 20% of annual claims (actual levels were both above
and below targets).

▪

One state noted that, like Arizona, it used the Risk Based Capital methodology for setting a
minimum reserve level.

▪

Nine respondents reported that reserve targets were built into the plan’s premium structure.

Key findings of the Buck Consultants review are as follows:
▪

There is no industry standard for public self-funded benefit plans and reserve setting
methodology; however, 7 of the 10 public plans Buck evaluated had reserves above the
IBNR liability amount.

▪

The average total actual reserve funding for the respondents was 1.5-3.0 months of
expected incurred claims.

▪

NAIC uses a Risk Based Capital (RBC) model to identify the minimum amount of capital a
commercial insurer must maintain to avoid regulatory action. The NAIC RBC model
requires Total Adjusted Capital (including capital reserved for the IBNR liability) of at
least 200% of the Authorized Control Level (assumed to be at least equal to the IBNR
liability) to avoid any action.
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▪

Buck Consultants confirmed a reserve strategy may incorporate both the IBNR liability and
an RBC component.

In addition to the reviews and survey noted above, in 2014 - 2015 ADOA conducted a study of the
best practices of reserving methods by employer sponsored programs (“Report on Current Reserve
Practices Arizona Department of Administration”); the study and survey of the reserving strategies
was performed by Mercer Consulting. Mercer concluded most approaches use an Incurred But Not
Paid (“IBNP”) base component with an additional reserve component amount included. The
additional reserve component varies, but most common are: the “Risk Based Capital” approach, a
“Premium Stability Reserve” approach, and a so called “Rule of Thumb” approach. Traditionally,
the Risk Based Capital is a method of measuring the minimum amount of capital maintained by an
insurance company as one measure of solvency. The Premium Stability Reserve is a calculation of
the premium surplus of the Plan. And the Rule of Thumb Reserve is a simplified calculation using
either a percentage or a number of months of annual claims on top of the IBNR. Mercer advised
that larger public entities tend to use a “Risk Based Capital” approach. In the form of –
Reserves (minimum capital requirements) = IBNP + Float (for paid claims) + Margin +
Administrative Expenses (paid in arrears).
Mercer approximates this method of capital requirements to equal 3.0 - 4.0 months of incurred
claims.
Findings indicate that ADOA’s reserve methodology should: 1) continue to utilize a reserving
methodology funding the IBNR liability and holding at least an equal amount for a contingency
reserve, 2) continue to utilize the Risk Based Capital approach, and 3) utilize the RBC calculation
outlined by Mercer.

2.0 Actuarial Soundness
To ensure the adequacy of premiums (actuarial soundness) for the Plan’s benefits, the actuary uses
internally developed models as well as several industry standard models and tools. This analysis of
the Plan’s actuarial soundness considered the following:
▪

Experience rate setting,

▪

Trend (utilization and cost) of the Plan’s claims/encounters by network, and

▪

Administrative expenses.

The actuary for the Plan uses a forecast model to determine cost trends and expenses. Calculations
within the model use historical incurred medical and pharmaceutical claims and encounters. The
model also includes reserves, administrative expenses, and other third-party costs. The model
includes an estimate of incurred and paid claims run-out.
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The financial status of the Plan is also compared to external research and statistics. Some of the
studies used for this comparison include:
▪

Milliman Health Cost Guidelines,

▪

Segal Health Plan Cost Trend Surveys, and

▪

Mercer Consulting resources and materials.

The past and current rates were initially developed using generally accepted actuarial principles
and practices, and were developed by pooling the experiences and expenses of employees, retirees,
and dependents. It should go without saying that Plan Years 2020 and 2021 were highly unusual
years with the Covid-19 pandemic affecting the Plan costs. Careful consideration of PY 2020 and
PY 2021 experience was taken into consideration for PY 2022 and PY 2023 trend forecast. During
the PY 2021 experience period, including benefit changes, the Plan had a per unit inflation and
utilization trend of 4.6% and -6.2%; combined trend of -1.9%.
It has been generally accepted that the plan year ending balance of the HITF should be relatively
close to the outstanding reserve balances. Referring to the below HITF and reserve balance
exhibits, an underage was realized for the end of PY 2021 and ending balance below the estimated
reserve level. It is reasonable to assert that the rates for PY 2021 and PY 2022 were not sound.
The PY 2023 projected ending balance is estimated to be within the JLBC recommended balance
of $50M to $100M.
3.0 Premium and Reserve Balance Targets for Plan and Fiscal Years 2021 - 2023
The table below shows the HITF year end fund balances and annual cash flows on a Plan Year, as
well as a Fiscal Year (FY) basis for the 2021, 2022 and 2023 (includes proposed changes for FY
2023 which spans ½ of PY 2022 and ½ of PY 2023).
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Glossary of Terms
Active member(s) – An employee and their eligible dependents, as defined in the Arizona
Administrative Code, who are enrolled in one of the health plan options offered by the State. (Also
referred to as “Actives”.)
Administrative fees – Fees paid to third-party vendors for plan administration, network rental,
transplant network access fees, shared savings for negotiated discounted rates with other providers,
COBRA administration, direct pay billing, additional reporting billing, State fees (MA, MI and
NY), and bank reconciliation fees.
Brand-name drug - Prescription drugs are drugs that are marketed with a specific brand name by
the company that manufactures it, usually the company that develops and patents it. When patents
run out, generic versions of many popular drugs are marketed at lower cost by other companies.
Under our Plan, these drugs can also be referred to as Tier 2 drugs.
Case management – A collaborative process that facilitates recommended treatment plans to
ensure that appropriate medical care is provided to disabled, ill, or injured individuals.
Claim – A provider’s demand upon the payer for payment for medical services or products.
Claim appeal – A request by an insured member for a review of the denial of coverage for a
specific medical procedure contemplated or performed.
COBRA, Consolidated Omnibus Budget Reconciliation Act of 1985 – A federal law that
requires an employer to allow eligible employees, Retirees, and their dependents to continue their
health coverage after they have terminated their employment or are no longer eligible for the
health plan. COBRA enrollees must pay the total premium, in addition to an administrative fee of
2%.
Contribution strategy – A premium structure that includes both the employer’s financial
contribution and the employee’s financial contribution towards the total plan cost.
Copayment – A form of medical cost sharing in the health plan that requires the member to pay a
fixed dollar amount for a medical service or prescription.
Deductible – A fixed dollar amount that a member pays during the plan year, before the health
plan starts to make payments for covered medical services.
Dependent – A child or a spouse of the employee who meets the conditions established by the
relevant plan description.
Dental Health Maintenance Organization (DHMO) – A dental plan that offers members dental
services with no annual maximums or claim forms, and services based on a discounted rate. Cigna
Dental was the PY 2020 DHMO dental vendor.
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Dental Preferred Provider Organization (DPPO) – A dental plan, with an in-network and
out-of-network coinsurance structure, that allows members to visit any dentist. There is an annual
deductible, and maximum annual benefit of $2,000 per member per year for dental services. The
current administrator for the DPPO plan is Delta Dental.
Disease management – A comprehensive, ongoing, and coordinated approach to achieving
desired outcomes for a population of patients. These outcomes include improving members’
clinical conditions and qualities of life as well as reducing unnecessary healthcare costs. These
objectives require rigorous, protocol-based, clinical management in conjunction with intensive
patient education, coaching, and monitoring.
Eligibility appeal – The process for a member to request a review of a health plan decision
regarding a claimant’s qualifications for, or entitlement to, benefits under a plan.
Employee – As defined in the Arizona Administrative Code, a person who works for the State of
Arizona or a State university.
Employer Group Waiver Program (EGWP) – An employer group Medicare Prescription D drug
plan.
Exclusive Provider Organization (EPO) – A health plan designed with an exclusive provider
organization or network. Enrollees are limited to access in-network providers and are subject to
co-pays. Any exceptions require prior authorization.
Flexible Spending Account (FSA) – An account that can be set up through the State’s Benefit
Options program, an FSA allows an employee to set aside a portion of his/her earnings to pay for
qualified medical and dependent care expenses. Money deducted from an employee's pay and put
into an FSA is not subject to payroll taxes.
Formulary – A list of preferred medications covered by the health plan. The list contains generic
and brand name drugs. The most cost-effective brand-name drugs are placed in the “preferred”
category and all other brand-name drugs are placed in the “non-preferred” category.
Fully Insured – An insurance model wherein a commercial insurer collects premiums, pays
claims for services, and takes the risk of revenue to expense. Benefit Options may collect the
premiums for transfer to the commercial insurer.
Generic Drug –A drug product that is comparable to a brand/reference listed drug product in
dosage form, strength, method of administration, quality and performance characteristics, and
intended use. The major difference between a generic drug and brand name drug is the price. Most
generic drugs cost on average 70% to 90% less than brand name drugs. Generic drugs are
oftentimes sold under the chemical name of a drug. Under our Plan, generic drugs can also be
referred to as Tier 1 drugs.
High Deductible Health Plan (HDHP) – A health plan designed with an open access provider
organization or network. Enrollees have access to in-network and out-of-network providers, and
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are subject to coinsurance and higher annual deductibles than traditional plans. Out-of-network
providers require greater coinsurance.
Health Savings Account (HSA) – An account that allows individuals to pay for current health
expenses and save for future health expenses on a tax-free basis. Only high deductible health plans
are HSA-eligible.
Inpatient admissions per 1,000 members – The number of hospital admissions for every 1,000
members. An admission can be more than one day.
Integrated – A health plan operation administered by one entity. Such operations include claims
processing and payment, a network of medical providers, utilization management, case
management, and disease management services.
Medicare – The federal health insurance program provided to those who are age 65 and older, or
those with disabilities, who are eligible for Social Security benefits. Medicare has four parts: Part
A, which covers hospitalization; Part B, which covers physicians and medical providers; Part C,
which expands the availability of managed care arrangements for Medicare recipients; and Part D,
which provides a prescription drug benefit. Retirees signing up for ADOA insurance must enroll in
Parts A and B, but not C or D.
Member – A health plan participant. This individual can be an eligible employee, Retiree, spouse,
or dependent.
Network – An organization that contracts with providers (hospitals, physicians, and other
healthcare professionals) to provide health care services to members. Contract terms include
agreed upon fee arrangements for services and performance standards.
Per Member Per Month (PMPM) – Refers to the average cost per member per month. The
PMPM is calculated by dividing the total paid claims for a particular month by the number of
members covered that month or alternatively, by taking the total annual costs divided by average
monthly membership divided by twelve (months).
Payer – The entity responsible for paying a claim.
Pharmacy Benefit Manager (PBM) – An organization that provides a pharmacy network,
processes and pays for all pharmacy claims, and negotiates discounts on medicines directly from
the pharmaceutical manufacturers. These discounts are passed to the employer/payer in the form of
rebates and reduced costs in the formulary.
Plan Year (PY) – Defined as the period of January 1 through December 31 of a given year.
Preferred Provider Organization (PPO) – A health plan designed with a preferred provider
organization or network. Enrollees have access to in-network and out-of-network providers, and
are subject to copayments, or coinsurance, and annual deductibles. Out-of-network providers
require greater copays.
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Premium – The agreed-upon fees paid for medical insurance coverage. Both the employer and the
health plan member pay premiums.
Retiree – A former State of Arizona employee, State university employee, officer, or elected
official who is retired under a State-sponsored retirement plan. For reporting purposes, this term
encompasses both actual Retirees and their dependents.
Self-funded – An insurance program wherein Benefit Options collects premiums, pays claims, and
assumes the risk of revenues to expenses.
Self-insured – A plan that is funded by the employer who is financially responsible for all medical
claims and administrative expenses.
Spouse – A dependent legally married to an employee or a Retiree, as defined by the Arizona
Revised Statutes.
Subscriber – An employee, officer, elected official, or Retiree who is eligible and enrolls in the
health plan.
Third-party administrator – An organization that handles all administrative functions of a health
plan including processing and paying claims, compiling and producing management reports, and
providing customer service.
Utilization management – The evaluation of appropriateness and efficiency of health care
services procedures and facilities according to established criteria or guidelines and under the
provisions of an applicable health benefits plan.
Utilization review – A process whereby an insurer evaluates the appropriateness, necessity, and
cost of services provided.
Utilizer – A member who receives a specific service.
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