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AGENCY’S DISCUSSION AND ANALYSIS

The South Carolina Public Employee Benefit Authority (PEBA) is the state agency responsible for the
administration and management of the state’s employee insurance programs and retirement systems for South
Carolina’s public workforce. PEBA administers insurance benefits to more than 520,000 members, and more
than 650,000 public employees are covered by the five defined benefit retirement plans. An additional 64,000
members participate in the State Optional Retirement Program (State ORP), and nearly 100,000 participate in
the supplemental Deferred Compensation Program (Deferred Comp). PEBA disburses more than $3.9 billion in
retirement benefits and more than $3.2 billion in insurance claims expenditures each year.

The agency’s core strategic goals and strategies continue to drive business on a day-to-day basis, but the
PEBA:Connect project has required a shift in strategic focus last fiscal year. All goals, strategies and action items
continue to be viewed as they relate to the new system implementation.

PEBA restructured several areas due to key staff retiring and to ensure current and future business needs are
effectively met. The agency created a Deputy Director position and expanded the Legal Department to include
Communications, Procurement, and Risk Management and Compliance departments.

Promote financially sound PEBA programs

Funding reform that occurred through the Retirement System Funding and Administration Act of 2017 has
continued to prove to be successful. The act decreased the assumed rate of return from 7.5% to 7.25% effective
July 1, 2017. This rate remained in effect through July 1, 2021. Effective July 1, 2021, the assumed rate of return
decreased from 7.25% to 7%.

The Act also changed employee and employer contribution rates effective July 1, 2017. While employee rates
were increased and capped, employer rates for SCRS and PORS increased by 2%. A schedule of rates includes
additional 1% increases annually through July 1, 2022; however, the General Assembly included a provision in its
continuing resolution suspending the statutory employer contribution rate increase for fiscal year 2021. Rate
increases resumed in fiscal year 2022.

While, as expected, the dollar amount of the UAAL has increased in the near term, the additional contributions
required by the 2017 legislation have reduced the funding period to pay off that liability. If actuarial assumptions
are met, the funding period is expected to continue to shorten over time. The actual reduction in the
amortization period will depend upon emerging experience, including investment experience.
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Because of continued COVID-related financial uncertainties for the State Health Plan, a proviso (Proviso 108.14)
was included in the fiscal year 2024 Appropriations Bill to waive the OPEB sweep of excess surplus in future
years until Plan finances are stable and leadership are confident COVID-related distortions will no longer impact
the Plan.

Over that past year, the State Health Plan cost per member per month has increased 9.7%. Several factors
influence trend, including, but not limited to inflation; utilization; acuity (more intensive mix of services, such as
inpatient and outpatient hospital services); and demographics (aging of the population, increases in prevalence
of conditions.

There are also extraordinary trend pressures that are associated with the higher cost of the Plan. Specialty
pharmacy expenditure growth is at historically high levels. Post-rebate expense for specialty medication
increased by 19.6% in 2023 year over year, and 44% of overall Plan trend is attributable to specialty pharmacy.
However, less than 2% of the Plan members are using a specialty medication. Additionally, there is widespread
misuse facilitated by social media promotion of GLP-1s, such as Ozempic and Mounjaro, for weight loss. GLP-1s
are a class of medication designed for treatment of Type 2 diabetes and are not indicated for weight loss.
Weight loss coverage is also a Plan exclusion. In early 2023, PEBA identified approximately 1,300 GLP-1 users
with no diabetes diagnosis, then identified online prescribers and blocked their ability to authorize this product
inappropriately. We continue to work diligently to ensure prior authorization requirements are in place to
ensure GLP 1s are filled for member with a Type 2 diabetes diagnosis only. Even with this continued effort, Plan
spend for GLP-1s continues to increase. The number of GLP-1 patients has increased 47% this year, while spend
net of rebates has increased 38%.

PEBA has also seen higher than expected utilization trends for inpatient hospitalizations, outpatient
hospitalizations and physician office visits. For inpatient hospitals, the Plan paid per member per month is
currently trending at 9.8% with historic trends in the 2% range. For outpatient hospitals, the Plan paid per
member per month is currently trending at 6.3% with historic in the 5% range. Finally, for physician office visits,
the Plan paid per member per month is currently trending at 8.7% with historic trends in the 5% range.

As always, PEBA continuously reviews major cost drivers of the State Health Plan and evaluates changes to
provide further cost containment strategies and Plan initiatives to improve member health outcomes.
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State Health Plan vs. national trends
The target is to maintain expenditure growth at least two points below the benchmark.

State Health Plan

2018 7.1% 3.2%
2019 6.8% 2.5%
2020 5.7% 3.7%
2021 8.3% 7.3%
2022 7.1% 0.9'%
5-year average (2018-2022) 7.0% 3.5%

lincurred in 12 months; paid in 17 months.
The benchmark is a blended number derived from annual health care cost trend surveys produced by national consulting firms including
Aon, Buck, PriceWaterhouseCoopers, Segal and Willis Towers Watson, when available.

2022 average annual deductible’

State Health Plan $490
Large public and private sector employers? $1,023
All employers $1,322

1Average annual deductible in PPO (Preferred Provider Organization) plans.
2L arge public and private sector employers: > 200 employees in public and private sectors.

Data from the Kaiser Family Foundation Employer Health Benefits 2022 Annual Survey

2022 Composite monthly premiums

Employer | Employee

State Health Plan $683.16 $159.77 $842.96
South? $830.10 $199.95 $1,030.06

United States $1,003.01 $181.16 $1,184.16

Survey uses most prevalent plan among state employee options for analysis.

1Composite monthly premiums: weighted average of all PEBA health subscribers enrolled in each coverage level.

2South includes Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North Carolina, Oklahoma, South Carolina,
Tennessee, Texas, Virginia and West Virginia.

Data from the 2023 PEBA 50-State Survey of State Employee Health Plans

PEBA continued to respond to COVID-related issues throughout the fiscal year. Staff prepared documentation
for $71 million in American Rescue Plan Act funding to the State Health Plan to reimburse a portion of COVID-
related State Health Plan expenses for testing and vaccinations. The objective was to replenish Plan reserves
that were depleted by these unanticipated expenses.
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In plan year 2021, PEBA implemented the BiolQ colorectal cancer screening program at no cost to members. The
program continued in plan years 2022 and 2023, and targeted State Health Plan primary members who have not
had a recent colorectal cancer screening. These members received an at-home colorectal cancer screening kit,

and during the fiscal year, 27,433 kits were mailed to eligible members with a return rate of 15.1%. Of those

returned, 313 results were determined to be out of range and the member was referred for follow-up with their
primary care provider.

In February 2023, PEBA implemented Hello Heart, a program that focuses on managing hypertension for State
Health Plan primary members. Members who enroll receive an FDA-approved blood pressure monitor at no
cost, as well as tools to track their medication usage and tips to manage their condition. To date, 24,514
members have enrolled in Hello Heart.

PEBA also implemented Virta Health in March 2023. Virta is a Type 2 diabetes reversal program for State Health
Plan primary members who have an Alc of 6.5 or higher. This virtual clinic gives participants a drug-free
approach to reverse Type 2 diabetes through a personalized plan and support from medical providers. To date,
2,985 members have enrolled.

Additionally, during fiscal year 2021, PEBA collaborated with the data warehouse consultant to ensure that
prescription drug pricing guarantees are met and that all rebates and Retiree Drug Subsidies and EGWP
subsidies are realized based on the current PBM contract, which began January 1, 2021. Guarantees and
subsidies received by PEBA help offset potential premium increases. Based on the current PBM contract, PEBA
has estimated $13.9 million in prescription drug pricing guarantee reconciliations and has validated $853.1
million in pharmacy rebates and $373 million in EGWP (Medicare) subsidies through the life of the current
contract. These amounts are based on prescription drug claims incurred in 2022 and are representative of the
second year of the current contract.

PEBA successfully resolicited and awarded several contracts throughout the fiscal year: the State Health Plan’s
medical services administration contract, the Group Life Insurance contract, the Flexible Benefits Plan
administrator contract and a contract for an actuarial audit.

PEBA’s external actuary also conducted annual actuarial valuations for retirement and insurance.

Enhance the customer experience for members and employers

PEBA’s vision is to serve those who serve South Carolina, and the agency does this by focusing efforts in areas
that will provide the best service to the customer. PEBA continues to look for ways to improve the customer
experience for both employers and members by enhancing online functionality.

During the fiscal year, PEBA implemented a new process for federal withholdings as required by the Internal
Revenue Service. The increased complexity of this change required extensive collaboration among IT, Business
Operations, Communications and Legal departments to meet the deadline.

PEBA continued to provide in-depth retirement and insurance benefits consultations to its members through in-
person visits, as well as scheduled phone consultations and video consultations. To meet customer needs, our
processes and staffing levels for both in-person and scheduled services are continually monitored and adjusted
as needed to ensure the best allocation of resources. The Customer Services Scheduled Services team provided
approximately 14,000 consultations with 65% of the consultations being in-person and 35% scheduled
appointments. Through surveys, we saw a 99% satisfaction rate for consultations over the fiscal year.
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Additionally, the agency’s Customer Contact Center wait times decreased by 1 minute, 23 seconds during the
fiscal year.

Covered employers are also PEBA’s key customers. PEBA continues to conduct employer education and
outreach. During the fiscal year, staff conducted 37 employer training events with more than 1,700 employer
representatives attending. Nineteen new employer groups, consisting of more than 2,160 covered lives, joined
the insurance programs during the fiscal year. Nine new employers joined the retirement systems and five
existing retirement employers added coverage. Eleven existing retirement employers added insurance coverage.
To assist with the onboarding process, agency staff conducted the education and enrollment assistance.

The agency continued to focus on combining insurance and retirement functions within PEBA. A new hire
training process produces Customer Service representatives who are fully cross trained in both retirement and
insurance. To date, 80% of Customer Service representatives are fully cross trained within 18 months of hire.

In May 2023, PEBA sent the eighth Employer Group Report, along with other information about resources
available to members, to the executive-level contact and primary benefits administrator at each participating
employer. The customized report provides a better understanding of the health of each employer’s active
employees and their dependents at the group level. The report is intended for the executive team and benefits
administrator to use to identify areas of opportunity to improve member health outcomes for their population.

The agency continued to improve member and employer education for a variety of topics through its Navigating
Your Benefits series. Through our PEBA Perks initiative, the agency continued to promote value-based benefits
available at no cost to State Health Plan primary members throughout the year including preventive screenings,
flu vaccines, well child benefits, colorectal cancer screenings, cervical cancer screenings, the No-Pay Copay
program, mammograms, diabetes education, tobacco cessation and breast pumps. PEBA, in collaboration with
its insurance vendors, also developed numerous marketing toolkits to promote benefits.

Operationally, for the retirement systems, PEBA processed 7,166 service retirement applications, 88 disability
applications, 10,864 refund requests and 6,376 death claims for the year ended June 30, 2023. For insurance
benefits, PEBA also processed 49,865 electronic enrollments, 45,071 paper enrollments, 32,857 eligibility
determinations for retirees, COBRA subscribers and survivors, and 2,931 requests for review. The total
enrollment transactions for insurance were 130,724 for the year ended June 30, 2023.

Responsibly manage risk to the organization

It is incumbent upon our individual employees and organization to continually assess and mitigate the threats
and risks to which we are exposed. Through enterprise risk management, we plan, organize, lead and control
the activities of our organization in order to minimize the effects of risk.

During fiscal year 2023, the Information Technology team and the Director of Enterprise Risk Management
worked closely on the PEBA:Connect project to ensure the IT infrastructure is being developed, managed and
secured properly. Additionally, the agency further enhanced its internal processes and IT response to external
security threats and fraud attempts to ensure the safety of member accounts. This included additional internal
training to assist PEBA staff in identifying and handling fraud attempts.

The department also continued to manage vendor risk, which is an increasing risk to the agency.

Maintain a workforce and work environment conducive to achievement of agency goals and
objectives
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Like many organizations, PEBA is faced with staffing challenges brought on by loss of staff due to retirement and

new skills requirements due to advances in technology. Succession planning continues to be a priority for

executive leadership. We continue to actively monitor succession plans based on a workforce plan that was
developed for the agency.

The agency continued to enhance employee engagement by identifying opportunities for cross-training and staff
development. Most Customer Service representatives who were hired prior to September 2021 are fully cross
trained in both insurance and retirement. To date, 80% of Customer Service representatives are fully cross
trained within 18 months of hire.

The agency continued its PEBA Ambassador initiative to provide a consistent resource for new employees. New
employees participate in several incremental check-ins with a mentor. This has been an excellent addition to the
onboarding process by providing an opportunity to ask questions and give feedback in a neutral environment.

Improve internal efficiencies through new system implementation
One of the most significant operational challenges the agency faces is the pending replacement of its legacy
information systems. PEBA’s core operational system was built in the early 1990s on then-current
Adabas/Natural technology foundation. The typical system life expectancy is 15-20 years. The agency went
through an extensive process to assess the market and evaluate options, and we are now in the implementation
phase and have the following vendors under contract:

e TELUS Health: Implementation Vendor

e Llinea Solutions: Project Management Vendor

e Icon: Data Conversion Vendor

The PEBA:Connect project is one of the largest initiatives the agency has ever tackled. There are 186 people on
the PEBA:Connect team. This includes PEBA staff and individuals from each of the three vendors. The project is
estimated to be completed in 2027. The project goals are:
e The system will provide a unified, one-stop improved customer experience with respect to all programs
administered by PEBA.
e There will be one secure portal through which customers conduct business with PEBA:
o Member self-service; and
o Employer self-service.
e All publications, as well as personal and electronic interactions with customers, will have a common
language, appearance and feel.
e The system and processes will enhance existing Customer Service capabilities for members and
employers.
o The system will integrate retirement and insurance processes where further integration will improve
operations and/or the efficiency and delivery of excellent services to customers.
e The system and processes will enhance existing operational performance measurement capabilities.
e The system and processes will enhance existing data exchange functionality with all appropriate third
parties, including all third-party administrators.
e The system and processes will continue to support or enhance the privacy and security of PEBA’s
information assets.

The project has entered Phase 4. PEBA staff are viewing the system and providing input during comprehensive
demonstrations. Additionally, staff conducted user acceptance testing during the fiscal year. The intensity level
of the project has significantly increased; however, production support within the aging IT systems is being
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successfully maintained through retention of critically skilled employees and collaboration of our Operational
Research and Development staff with business areas.

Risk assessment and mitigation strategies

PEBA’s custom written information technology systems cover critical operational functions such as paying
monthly retirement benefits and collecting monetary contributions to fund retirement benefits and health care
payments. PEBA’s current IT systems are written in a dying language. PEBA is actively implementing a
replacement for our custom information technology systems. The process to implement a new technology
system will be a multi-year effort. Additionally, 35% of our workforce will be eligible to retire within the next five
years. Staff eligible to retire include critical IT system programmers and critical business subject matter experts.

PEBA covers approximately 10% of the state’s population through its retirement and insurance programs. More
than 177,000 members receive a monthly retirement benefit from PEBA, and more than 520,000 members are
covered by PEBA’s insurance programs. A disruption in services for either one of these populations would affect
the members themselves as well as the local economies.

Another major risk to PEBA programs is the increasing cost of health care and retirement. Health care costs are
continually increasing. PEBA manages its cost with the goal of being below the national trend in health care
expenses. However, even with prudent program management, health care costs continue to increase.
Retirement costs have the potential to increase, too. PEBA will continue to work closely with the General
Assembly on retirement and health care funding issues.
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First Name Last Name Role/Title Email Address Phone
Peggy Boykin, CPA Executive Director pboykin@peba.sc.gov 803-734-8117
0NAaJd 0

First Name Last Name Role/Title Email Address Phone
Heather Young Communications Manager hyoung@peba.sc.gov 803-734-8055

Agency Mission Adopted in: 2016

PEBA's mission is to provide competitive retirement and insurance benefit programs for South Carolina public employers, employees and retirees.

Agency Vision Adopted in: 2016

Serving those who serve South Carolina

Recommendations for reorganization requiring legislative change:

None

Agency intentions for other major reorganization to divisions, departments, or programs to allow the agency to operate more
effectively and efficiently in the succeeding fiscal year:
None

Significant events related to the agency that occurred in FY2023

Description of Event Start End Agency Measures Impacted Other Impacts

No significant events to report.

Is the agency in compliance with S.C. Code Ann. § 2-1-220, which requires submission of certain
reports to the Legislative Services Agency for publication online and the State Library? (See also S.C. Yes
Code Ann. § 60-2-20).

Reason agency is out of compliance: (if
applicable)

Is the agency in compliance with various requirements to transfer its records, including electronic ones,
to the Department of Archives and History? See the Public Records Act (S.C. Code Ann. § 20-1-10

through 20-1-180) and the South Carolina Uniform Electronic Transactions Act (S.C. Code Ann. § 26-6- Yes
10 through 26-10-210).

Does the law allow the agency to promulgate regulations? No
Law number(s) which gives the agency the

authority to promulgate regulations:

Has the agency promulgated any regulations? No
Is the agency in compliance with S.C. Code Ann. § 1-23-120 (J), which requires an agency to conduct a Yes

formal review of its regulations every five years?

(End of Reorganization and Compli Section)
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AGENCY NAME: South Carolina Public Employee Benefit Authority
AGENCY CODE: F500 108

2023
Accountability Report

SUBMISSION FORM

| have reviewed and approved the data submitted by the agency in the following templates:
e Data Template

Reorganization and Compliance
FY2023 Strategic Plan Results
FY2024 Strategic Plan Development
Legal

Services

Partnerships

o 0 0 0O 0O O O

Report or Review
o Budget

e Discussion Template

e Organizational Template

| have reviewed and approved the financial report summarizing the agency’s budget and actual expenditures, as
entered by the agency into the South Carolina Enterprise Information System.

The information submitted is complete and accurate to the extent of my knowledge.

AGENCY DIRECTOR Signature Received:

(SIGN AND DATE): SIGNATURE ON FILE 9/15/2023 4:25 PM

(TyPE/PRINT NAME): Peggy G. Boykin, CPA

BOARD/CMSN CHAIR

(516N AND DATE): S | G N ATU RE O N FILE Signature Received:

9/15/2023 4:25 PM

(TYPE/PRINTNAME): | Joe W. "Rocky" Pearce, Jr.
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