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EXECUTIVE SUMMARY 
 
The PEBP contracted Health Maintenance Organization (HMO) plans have experienced 
significantly increased risk since 2012 as reflected by annual rate increases. Conversely, PEBP’s 
Consumer Driven Health Plan (CDHP) has experienced relatively flat risk since 2012 as 
reflected in relatively flat rates year after year. Based on current HMO utilization reports, the 
HMO plans have reported a high probability the rates will need to increase significantly for Plan 
Year 2019. If alternatives are needed, the Board is encouraged to decide those alternatives at this 
Board meeting to ensure appropriate time is available for implementation by open enrollment 
(May 1-31, 2018) next year. PEBP has four potentially feasible (one not recommended) options 
to present. These options utilize current experience and may change by the time rates are 
approved in March 2018.  
 
CDHP rates are trending flat today, however experience may change and PEBP will not know 
what the PY 19 CDHP rates will be until February/March 2018. With that in mind, the following 
summarized options are: 

1. Stay the Course: With initial proposed HMO 13%-15% rate increases, the member may 
ultimately pay $40 - $200 more per month in premiums (pending tier of coverage)  

2. Replace Both HMO’s with a Statewide EPO Plan: The CDHP and EPO plan risk would 
be rated together to provide relief to current HMO members and leverage the entire 
population resulting in slight CDHP rate increases ($5-$20 pending tier) and moderate 
HMO (replaced with an EPO) rate increases ($15-$80 pending tier).  

3. Replace Northern Nevada HMO with a Regional EPO Plan: The CDHP and EPO plan 
risk would be rated together and then EPO rates blended with the southern Nevada HMO 
for a single statewide HMO-EPO rate. With the flat rate renewal submitted for the 
southern Nevada HMO, there is an opportunity to set significantly lower rates than 
Option 1 or 2 above.  
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4. Eliminate the HMO Plans and Shift all Members onto the CDHP: The CDHP would 
absorb all current HMO risk and rates would increase accordingly. PEBP is not 
recommending this option as it forces members to choose a single plan. 

 
Additionally, PEBP implemented an “Alternate HMO Plan” option with added restrictions 
(fewer providers in northern and rural Nevada and a requirement for Primary Care Provider 
referrals for specialists) in Plan Year 2018. Lack of participation leads PEBP to recommend 
ending this plan offering.  
 
BACKGROUND 
 
Employer Contribution Policy 
In 2011 (Plan Year 2012), PEBP replaced its low deductible Preferred Provider Organization 
(PPO) plan with a high deductible Consumer Driven Health Plan (CDHP) coupled with a Health 
Savings Account (HSA) and Health Reimbursement Arrangement (HRA). Leading up to this 
change, the Board approved a series of policies in 2010 to implement the requirements of the 
Affordable Care Act (ACA), the projected state budgetary cuts to PEBP, and the revision of 
employer contributions (state subsidies) dedicating a primary plan with multiple tiers and 
reducing from the primary plan subsidy the contributions for the Health Maintenance 
Organizations (HMO) by 15% and dependents even further by another 20%. The contributions 
for Plan Year 2012 were as follows: 
 

 Self-funded PPO HMOs 
Active Primary 92.8% 77.8% 
Active Dependent 72.8% 57.8% 
Retiree Primary 63.8% 48.8% 
Retiree Dependent 43.8% 28.8% 

 
In Plan Year 2013, the contribution levels increased slightly to: 
 

 PPO HMO 
Active Primary 93.0% 78.0% 
Active Dependent 73.0% 58.0% 
Retiree Primary 64.0% 49.0% 
Retiree Dependent 44.0% 29.0% 

 
The subsidization policy for the plans in Plan Year 2013 continued unchanged through Plan Year 
2017 and was changed in Plan Year 2018 to capitalize on additional available contributions 
approved in the Governor’s Recommended Budget for the 79th Legislative Session:  
 
 

 PPO HMO 
Active Primary 93.5% 79.5% 
Active Dependent 73.5% 59.5% 
Retiree Primary 64.4% 50.4% 
Retiree Dependent 44.4% 30.4% 
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To provide relief to the increasing risk and costs of the HMOs, PEBP was able to not only 
increase the state subsidies in Plan Year 2018 for the CDHP 0.5%, we also were able to decrease 
the difference between CDHP and HMOs from 15% to 14%. This allowed the planned rate 
increases to the HMO member premiums to be reduced to a more affordable level.  
 
However, the longstanding subsidization policies of the Board created an unintended inequality 
between plan offerings to employees and retirees. The logic behind the subsidy difference was 
predicated on the assumption that a member who experienced health care costs on either plan 
would ultimately pay the same out-of-pocket costs for care. Therefore, the decision for the 
member on what health plan to select would be based off the notion: “either pay more every 
month in premiums to pay less at the doctor, or pay less every month in premiums and more at 
the doctor.” With a static risk pool, this idea has merit, but the reality is the risk for the CDHP 
reduced or remained the same every year while the risk increased to the HMOs and this was 
illustrated in the annual HMO rate renewals.     
 
Annual HMO Rate Renewals 
Every year since 2012 (Plan Year 2013), one or both HMO plans have increased rates. 
Cumulatively since 2012, the blended HMO rates have increased 49%: 

2012 Blended HMO Rate:  $525.10 (Employee only) 
2018 Blended HMO Rate: $782.44 (Employee only) 
Difference:   $257.34 

 
In contrast the CDHP rates have increased and decreased since 2012, but the cumulative result is 
an overall decrease of 1.7%: 

2012 CDHP Rate:  $609.68 (Employee only) 
2018 CDHP Rate:  $599.29 (Employee only) 
Difference:              ($10.39) 

 
Blended HMO Rates 
Per current Board policy, PEBP blends the two regional HMO rates into a single statewide rate 
for all members in these plans. Then PEBP applies the approved subsidy percentage to the 
blended rate determining the employer and member shares. PEBP collects those employer 
contributions (subsidy) and the member contributions (premiums) each month. Then PEBP sends 
each HMO a different amount based on their respective rate renewals.  
 
Example: Plan Year 2018 

 Employee only tier 
 Blended HMO rate $825.66 ($782.44 + an administrative load of $43.22) 

o Hometown Health Rate (northern Nevada): $877.83 
o Health Plan of Nevada Rate (southern Nevada): $592.85 

 Employer Subsidy: $652.03 
 Employee Premium: $173.63 

 
1. PEBP collects $652.03 from the State and $173.63 from the employee for a total of $825.66. 
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2. PEBP uses $43.22 for administration (life insurance premiums, dental plan, etc.) with now 

$782.44 remaining. 
3. If the employee is enrolled in Hometown Health (northern Nevada), PEBP pays Hometown 

Health $877.83.  
4. If the employee is enrolled in Health Plan of Nevada (southern Nevada), PEBP pays Health 

Plan of Nevada $592.85.  
 
For many years, PEBP has received member complaints about the blended HMO rates from 
southern Nevada. Their argument is the following: 
 

The employee in southern Nevada on the HMO plan pays $173.63 towards a $592.85 plan. 
The employee in northern Nevada on the HMO plan pays $173.63 towards an $877.83 plan. 
How is that fair? 

 
PEBP has also received concerns from Health Plan of Nevada about their plan subsidizing the 
northern HMO plan. Because PEBP blends the HMO rates, when overall rates increase, the 
dollar change is higher in northern Nevada than in southern Nevada but blending makes the 
effect less to the member in the northern region than the southern region as the increase is 
smoothed out between both plans.  
 
To illustrate this issue, if each plan raises rates next year by 10%, the following would occur: 
 
Plan Current Rate 

(Employee only tier) 
Hypothetical  
10% Increase 

Difference 

Hometown Health  $877.83 $965.61 $87.78 
Health Plan on Nevada $592.85 $652.14 $59.29 
 
This inequality between rates and the subsidization policy for HMO plans have led to significant 
migration over the years.  
 
HMO Migration 
Since 2012, the PEBP population on the HMO plans has seen a significant migration out while 
the CDHP has seen a similar increase into its plan. The year-over-year average enrollment 
change by plan is shown below:  
 

Date CDHP 
Change 

HHP 
Change 

HPN 
Change 

HMO 
Change 

PY12 - - - - 

PY13 (1,001) (46) (114) (160) 

PY14 (48) (58) (289) (347) 

PY15 918 (324) (563) (887) 

PY16 1,261 (291) (448) (739) 

PY17 882 (144) (378) (522) 

PY18 393 (50) (286) (336) 

Total 2,405 (913) (2,078) (2,991) 
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As seen above, the HMOs overall have lost almost 3,000 participants (employees/retirees) since 
2012 and the CDHP has increased by approximately 2,400. The southern Nevada HMO (HPN) 
has been hit the hardest over the years and their rate increases illustrate the remaining risk. The 
migration out of the HMO plans will continue, if unchecked, until the rates are so high no 
member will be willing to pay to enroll in these plans.  
 
PLAN YEAR 2019 HMO OPTIONS – STANDARD HMO 
 
PEBP recently signed multi-year HMO service contracts with Hometown Health (northern and 
rural Nevada) and Health Plan of Nevada (southern Nevada) for services beginning July 1, 2017 
(Plan Year 2018) through June 30, 2021 (Plan Year 2021). PEBP (and the Board) accepted the 
Plan Year 2018 rates as submitted in each proposal and recognized the need to approve annual 
rate renewals at the Board level. As part of the new contract, PEBP required utilization reporting 
to help gauge the future of the plans and the increasing risk that drove the annual rate increases. 
Both HMO plans have been forthcoming with information providing our actuaries (Aon) with 
monthly data on claims.  
 
Based on review of the HMO utilization, PEBP grew concerned the annual rate renewal might be 
in excess of double digit percentage increases, so PEBP reached out to both HMOs to get a 
hypothetical renewal for Plan Year 2019. Both responded with increases from 15%-17%. PEBP 
then went back to the HMOs and asked for an update and the rates are now trending towards 
13%-15%. To compound the issue, PEBP was held to 4% inflation for Plan Year 2019 for both 
the CDHP and HMO plans. This means anything above 4% will be borne by the participant.  
 
PEBP placed the hypothetical increases into our rate development process, applying the reduced 
inflation of 4%.  
 
These rates shown below are for illustrative purposes and PEBP will provide revised rates 
for the Board to approve when the formal renewal comes in.  
 
Based on today’s information, we show the potential for significant member share increases: 
 

HMO Rates – Member Premiums 
Tier PY19 PY18 $ Increase % Increase
Employee Only $       215.50 $         173.63 $       41.87 24% 
Employee + Spouse $       598.40 $         485.90 $     112.50 23% 
Employee + Children $       398.22 $         319.89 $       78.33 24% 
Employee + Family $       781.13 $         637.15 $     143.98 23% 

 
Retiree Only $       467.48 $         397.99 $       69.49 17% 
Retiree + Spouse $    1,099.02 $         942.40 $     156.62 17% 
Retiree + Children $       768.85 $         657.53 $     111.32 17% 
Retiree + Family $    1,400.40 $     1,201.94 $     198.46 17% 
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PEBP reached out to the HMOs and shared a major concern with recommending the approval of 
these levels of increases – especially the potential unaffordability many members would 
experience. PEBP does not believe an increase of $40 - $200 to member premiums is 
appropriate.  
 
In response, Hometown Health provided two options: 

1. Shift the pharmacy risk of their HMO plan to PEBP and have PEBP self-insure the 
Pharmacy Benefits on the HMO; and/or  

2. Reduce the service areas from 15 counties (all except Clark and Nye counties) to Washoe 
County alone.  

 
PEBP reviewed the first option and believes this is not a beneficial shift. In Plan Year 2017, 
PEBP’s pharmacy costs were $58.74 per member per month. Hometown Health’s pharmacy 
costs were over $100 per member per month ($102.19). Self-insuring HMO pharmacy costs 
would increase the program’s risk and liability and sets a precedent to shift unwanted risk back 
to the state. PEBP also reviewed the second option and believes reducing the service area by 14 
counties places members in those counties at a great disadvantage and we do not recommend this 
option either.   
 
On the other hand, Health Plan of Nevada asked PEBP if we could shift more employer 
contributions to the HMO plans to effectively lower the employee premiums and bring back 
some of the members who have migrated away over the years. They mentioned if the employer 
contribution was shifted enough, they could potentially offer a rate hold keeping rates flat for 
PY19 as long as the northern HMO did the same.  
 
PEBP reviewed this option thoroughly but cannot at this time guarantee a level of additional 
employer contribution to the HMO plans and any additional employer contribution would be 
available based on the experience of the CDHP members. If the CDHP experiences another year 
of negative trend (or flat trend), the CDHP rates can remain flat and the 4% inflation earmarked 
for the CDHP and HMO plans in the budget could be shifted to the HMO plans to reduce HMO 
member premiums.  However, PEBP reached out to Hometown Health and they have informed 
PEBP they cannot honor a flat rate for next year under these circumstances.  
 
Fearing the worst, PEBP reached out to our actuaries (Aon) and other partners (HealthSCOPE 
and Express Scripts) for additional options months ago. Through multiple meetings and strategy 
sessions, to include the PEBP strategic planning meeting in August, PEBP and our partners have 
a self-insured HMO replacement plan available. 
 
Exclusive Provider Organization (EPO) Plan 
If PEBP were to replace the HMO plans with a self-insured plan, the goal would be to replicate 
the benefits as much as possible to provide an option to members who appreciate and utilize the 
HMO plan design. HMO plans are distinct from PPO plans as they only provide non-emergent, 
non-urgent services in an established service area. HMO plans also do not provide non-emergent, 
non-urgent out-of-network services, so the self-insured equivalent of an HMO plan is an 
Exclusive Provider Organization (EPO) plan. PEBP evaluated the EPO plan concept to replace 
each HMO plan separately or both combined. PEBP believes we can implement an EPO plan in 
either region or across the state as a whole.  
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However, there are advantages and disadvantages to implementing an EPO:  
 
EPO Advantages EPO Disadvantages 
Lesser overall rate increases (5%-10% versus 
17%-24%) for the HMO population 

Cost Increases (losing capitation if replacing 
HPN) 

Capitalize on CDHP Cost Containment 
Strategies and Partners (where applicable) 

Assume all risk (rate the CDHP and EPO plan 
with a combined risk pool) 

A single second plan to offer everyone equally Potential CDHP rate increases (1%-3%)  
 
If PEBP implemented an EPO (regardless if in a single region or statewide), there would be no 
disruption as the providers in the HMO networks are also in the PPO networks and would be 
available to PEBP members on an EPO. Both Hometown Health and Health Plan of Nevada have 
reassured PEBP the PPO networks will remain available to members for the life of the contracts 
(through 2022).  
 
If this option is selected, PEBP would need to issue no-fault termination letters by January 1, 
2018 to the replaced HMO plan(s) ending those contracts by June 30, 2018. We would also need 
to amend current contracts (Third Party Administrator, Pharmacy Benefits Manager, PPO 
Networks, Utilization Management/Case Management, etc.) to include language for the EPO 
plan. A robust communication plan would commence to include the following: 

1. A notice shortly after the Board meeting to all non-Medicare Exchange PEBP members 
describing the replacement of the HMO plan(s). 

2. Front page article in PEBP’s quarterly newsletters in January and April 2018. 
3. Another reminder notice with additional information in February 2018. 
4. Another notice after the March rate setting meeting providing final approved rates. 
5. A presentation on the EPO plan at each Open Enrollment Meeting in May 2018.  
6. Any other opportunity we have to reaffirm the message.  

 
Replacing an HMO plan(s) for Plan Year 2019 has other potential pitfalls. The Legislature 
approved PEBP’s budget for 2018-2019 based on the plan designs we currently have (a CDHP 
and two regional HMO plans). Implementing a major policy change outside of the Legislature 
may result in unfavorable responses during the next session in 2019. However, PEBP also runs 
the risk of unfavorable responses if significant (17%-24%) rate increases are implemented as 
well. Therefore each option should be evaluated for overall added value.  
 
And lastly, implementing a new self-insured plan would require an investment in catastrophic 
reserves. Aon has evaluated the EPO options and recommends a $10.3 million (regional) to $15 
million (statewide) catastrophic reserve investment. With PEBP’s current excess reserve levels, 
we could absorb this need internally without raising rates to achieve the required levels. 
 
HMO Options 
 
HMO Renewals – Hometown Health  
 
PEBP has received an HMO renewal from Hometown Health with rate increases of 13% 
(assuming everything stays the same). If PEBP takes on their Pharmacy risk (self-insuring) the 
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proposed rate increase reduces to 2.2%. If Hometown Health is allowed to reduce their service 
area to Washoe County only, the proposed rate increase is 6.8% keeping Pharmacy, and an 
overall rate decrease of 6.3% without pharmacy (shifting to PEBP).  
 
PEBP evaluated all three options and has significant concerns with the 13% increase, the carving 
out of pharmacy benefits, and the reduction in service areas. PEBP is convinced all three options 
are not appropriate for PEBP’s membership.  
 
HMO Renewal – Health Plan of Nevada  
 
PEBP has received an HMO renewal from Health Plan of Nevada with a rate hold (flat rates) 
with the requirement PEBP blends Health Plan of Nevada’s flat rate with a self-insured EPO 
plan managed by PEBP (as described above).  
  
PEBP recognizes the inequality of blending a flat rate with a 13% increase in northern Nevada, 
furthering the unsustainability of HMO plans for PEBP. With Health Plan of Nevada’s 
willingness to provide member relief to their premiums with a flat rate next year, PEBP believes 
this option is favorable for PEBP’s membership.  
 
Option 1: Status Quo 
This option keeps the statewide plan benefit for HMO services the same and accepts the 
increased rates with both Hometown Health in northern Nevada and Health Plan of Nevada in 
southern Nevada.  
 
Advantages 

 No plan changes to communicate. 
 No disruption of services. 
 No changes to contracts. 
 Continued partnership with both HMOs. 

 
Disadvantages 

 Significant increase to HMO rates and the member’s premium. 
 Continued member migration away from the HMO plans. 
 Increased risk to the HMO plans. 
 One or both HMOs may decide not to renew. 

 
***It is important to note, this option may not be viable if the significant rate increases 
submitted by Hometown Health dissuade a renewal by Health Plan of Nevada forcing PEBP to 
either create a southern Nevada EPO or limit member choice in southern Nevada. If PEBP were 
to develop a southern Nevada EPO we would have to blend the EPO rates with the high priced 
HMO rates, or unblend the rates leading Hometown Health to potentially terminate HMO 
services. Either of these options are unfavorable to PEBP membership.*** 
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Option 2: Replace both regional HMOs with a self-insured EPO plan 
This option would end the HMO relationships, canceling the contracts and building a second 
statewide plan to exist alongside the current CDHP. The risk pools for all employees and pre-
Medicare retirees would be combined into state and non-state pools (per statute) leveraging the 
lower cost experience for the CDHP with the higher risk EPO population.  
 
Advantages 

 Lower rate increases for the current HMO population 
 PEBP would be 100% self-insured and becomes the sole owner of all risk. This could 

lead to maximization of cost containment strategies across the state.  
 If a statewide EPO is implemented, the north-south disparity and potential inequality 

disappears with having statewide plans.  
 
Disadvantages 

 Potential rate increases for everyone (CDHP and HMO population) 
 PEBP would be 100% self-insured and becomes the sole owner of all risk. If PEBP 

cannot develop cost containment strategies better than our alternatives, we are asking the 
state, the member, and the taxpayer to pay more for our health care than necessary.  

 New plans with no experience are risky to rate. 
 A significant amount of catastrophic reserves would need to be applied ($15 million). 
 Significant effort needed to develop, implement, and communicate a new plan. 

 
Option 3: Replace the northern Nevada HMO with a regional self-insured EPO plan 
This option would end one HMO relationship, canceling the contract and building a second 
PEBP sponsored regional plan to exist alongside the current CDHP. The risk pools for all 
employees and pre-Medicare retirees in both plans would be combined into state and non-state 
pools (per statute) leveraging the lower cost experience for the CDHP with the higher risk EPO 
population. The southern Nevada HMO would continue being offered.  
 
Advantages 

 Retaining the Health Plan of Nevada HMO in southern Nevada allows PEBP to continue 
to maximize on their significant cost containment processes (capitation, utilization 
management, contract negotiation, etc.). With a flat rate, it also sets up the HMO-EPO 
relationship across the state to be positioned for the best rate outcomes.    

 Lower rates for the current HMO population than any other option presented. 
 PEBP would self-insure all of northern Nevada and becomes the sole owner of all 

associated risk. This could lead to maximization of cost containment strategies across the 
region.  

 
Disadvantages 

 PEBP would be 100% self-insured in northern Nevada and becomes the sole owner of all 
associated risk. If PEBP cannot develop cost containment strategies better than our 
alternatives, we are asking the state, the member, and the taxpayer to pay more for our 
health care than necessary.  

 New plans with no experience are risky to rate. 
 A significant amount of catastrophic reserves would need to be applied ($10.3 million). 
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 Significant effort needed to develop, implement, and communicate a new plan. 
 
Option 4: Cancel the HMOs and place all members on the CDHP 
Although this option has not been discussed yet, PEBP is capable of shifting all members to the 
CDHP plan and eliminating the HMO plans moving forward. This option is shown strictly for 
transparency; however, PEBP does not recommend this option as there are currently 15,000 
(27% of non-Medicare population) members on the HMO plans that chose those plans to address 
their healthcare needs.  
 
Recommendation 
With both HMO renewals for PY19 submitted, PEBP believes there is only one clear best choice 
for PY19. Option 3 (replacing the northern Nevada HMO plan with a PEBP self-insured EPO 
plan) allows PEBP to maximize successful cost containment strategies while mitigating 
significant (13%) and avoidable rate increases for members. Option 3 provides critical rate relief 
to PEBP’s HMO membership, with no disruption, all while providing the same basic services 
that members have come to rely upon.  
 
Therefore, PEBP recommends the Board approve Option 3 above to replace the northern Nevada 
HMO plan with a self-insured PEBP managed EPO plan for PY 19.  
 
PLAN YEAR 2019 HMO OPTIONS – ALTERNATE HMO 
 
To reduce the impact of a new HMO contract with increased rates, PEBP worked with the HMO 
partners to create a leaner less costly plan to provide another option for members who appreciate 
the copay model but couldn’t afford the standard HMO rate increases. This “Alternate HMO 
Plan” was approved in January 2017 for implementation July 1, 2017. In March, PEBP was able 
to shift additional state provided funding to the HMO employer contribution lowering the impact 
of the standard HMO rate increases and thereby reducing the incentive to enroll in any alternate 
HMO plan. To illustrate, the employee/retiree only member premium difference between the 
standard and alternate HMO plans became only $5.54. Therefore, the alternate HMO plans only 
received minimal participation: 
 
Alternate HMO Plan Primary 

Participants 
Dependents Total Lives 

Hometown Health  9 6 15 
Health Plan of NV 16 6 22 
TOTAL 25 12 37 
 
PEBP Recommendation: With only 25 primary participants and 37 total covered lives, PEBP 
recommends these alternate HMO plans sunset at the end of PY18 and not be renewed for PY19. 
All of the providers on the alternate plans are available on the standard HMO plans and therefore 
PEBP expects zero disruption to members by ending these plans.  
 


