DEPARTMENT OF DEFENSE

MEDICARE-ELIGIBLE RETIREE HEALTH CARE BOARD OF ACTUARIES
4800 MARK CENTER DRIVE, SUITE 03E25
ALEXANDRIA, VA 22350

September 17, 2019

MEMORANDUM FOR THE RECORD

SUBJECT: Minutes of the August 2, 2019, Meeting of the DoD Medicare-Eligible Retiree
Health Care Board of Actuaries

These are the minutes of the August 2, 2019, meeting of the DoD Medicare-Eligible Retiree
Health Care Board of Actuaries (Board). The Board advises on the actuarial valuation of the
Medicare-Eligible Retiree Health Card Fund (MERHCEF).

List of Attachments:

1 — Meeting agenda

2 — List of attendees

3 — Defense Finance and Accounting Service handout
4 — DoD Office of the Actuary handout

5 — Meeting transcript

We have reviewed and agree with the meeting minutes. Responsibility for the accuracy of each
attachment resides with the organization creating it.
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Designated Federal Officer




MEDICARE-ELIGIBLE RETIREE HEALTH CARE BOARD OF ACTUARIES
MEETING MINUTES

August 2, 2019
10:00 a.m.
4800 Mark Center Drive
Conference Room 13, Level B1
Alexandria, VA 22350

HIGHLIGHTS/KEY BOARD DECISIONS

Introduction Transcript Page 4: Board Chairperson Lynette Trygstad announced that Pete
Zouras is the new DoD Chief Actuary.

Agenda Item 2 Trust Fund Update
1) Transcript Pages 7-11: DFAS presented updated information on MERHCF
investments and financial data as shown in Attachment 3.
2) Transcript Pages 11-12: Rationale for investing in floating rate note was discussed
and DFAS offered to provide historical information on the Investment Advisory
Committee decision.

Agenda Item 3 September 30, 2017, Actuarial Valuation Results
1) Transcript Pages 12-14: The DoD Office of the Actuary (OACT) presented
MERHCF’s valuation history and gains/losses to the Fund.

Agenda Item 4 September 30, 2018, Actuarial Valuation Proposals

1) Transcript Pages 14-15: Active employee and retired beneficiary counts for FYs
16-18 were presented as shown on pp. 3-4 of OACT’s handout (Attachment 4).
The total count of Medicare-eligible retiree-related beneficiaries increased 1.3%
from FY17 to FY18.

2) Transcript Page 15: Medical cost/trend experience was discussed as shown on
page 5 of OACT’s handout (Attachment 4). MERHCEF total incurred outlays
increased by 1.6% from FY17 to FY18. Per capita outlays had a slight decrease of
0.5%.

3) Transcript Pages 15-16: OACT proposed a 25 basis point decrease in both the
discount rate and ultimate trend assumptions to 5.00%. The proposed rates reflect
consideration of assumptions from Blue Chip and the DoD Board of Actuaries as
well as MERHCEF’s historical experience.

4) Transcript Pages 16-17: OACT proposed select medical trend assumptions as
shown on page 7 of OACT’s handout (Attachment 4). Inpatient and outpatient
trends were proposed after considering information from CMS actuaries,
including issues raised in their alternative scenario analysis, as well as
MERHCF’s recent experience. For prescription drug trends, OACT analyzed
DoD’s experience, industry reports, and the effects of federal pricing rules.

5) Transcript Pages 17-18: OACT proposed assumptions related to administrative
cost loads, decrement rates, and retail pharmacy rebates as shown on page 8 of




6)

7)

OACT’s handout (Attachment 4). Except for IP & OP, proposed admin loads
were slightly increased from the prior year. IP & OP admin load decreased from
2.25% to 2.15%. Changes were proposed to mortality, and spouse-per-sponsor
assumptions. The same methodology was proposed to develop the pharmacy
rebate assumption.

Transcript Page 18-19: OACT proposed plan participation rate assumptions as
shown on page 9 of OACT’s handout (Attachment 4). This is the last year this
assumption will be needed because MERHCEF participation is now consistent with
industry experience.

Transcript Pages 19-24: OACT proposed medical cost assumptions are described
and highlighted on page 10 of OACT’s handout (Attachment 4). Average claims
level was updated for FY 18 experience, and no changes were proposed for the
valuation claims costs age grading.

Agenda Item 5 Decisions

1)

Transcript Pages 24-25: The MERHCF Board approved OACT’s proposed
methods and assumptions for calculating the FY 2021 per capita normal costs, the
September 30, 2018, unfunded liability (UFL), and the October 1, 2019, Treasury
UFL amortization and normal cost payments.

FOR ADDITIONAL DETAILS, REFER TO TRANSCRIPT (ATTACHMENT 5) AND
OTHER ATTACHMENTS.



ATTACHMENT 1

MEDICARE-ELIGIBLE RETIREE HEALTH CARE BOARD OF ACTUARIES
MEETING AGENDA

August 2, 2019
10:00 a.m.
4800 Mark Center Drive
Conference Room 13, Level B1
Alexandria, VA 22350

1. Meeting objective (Board)
Review actuarial assumptions and methods needed for calculating:
a. FY 2021 per capita full-time and part-time normal costs
b. September 30, 2018 unfunded liability (UFL)

c. October 1, 2019 Treasury UFL amortization and normal cost payments

2. Trust Fund Update
(Coralita Jones, DFAS, by call-in)

3. September 30, 2017 Actuarial Valuation Results
(Chelsea Chu, DoD Office of the Actuary)

4. September 30, 2018 Actuarial VValuation Proposals
(Chelsea Chu)

5. Decisions (Board)
Actuarial assumptions and methods needed for calculating:
a. FY 2021 per-capita full-time and part-time normal costs

b. September 30, 2018 UFL
c. October 1, 2019 Treasury UFL amortization and normal cost payments



MEDICARE-ELIGIBLE RETIREE HEALTH CARE BOARD OF ACTUARIES

ATTACHMENT 2

MEETING ATTENDEE LIST

August 2, 2019

NAME POSITION OR OFFICE
1 | Lynette Trygstad Acting Chairperson
2 | Dave Osterndorf Board Member
3 | Stuart Alden Board Member
4 | Pete Zouras DoD OACT (Chief)
5 | Chelsea Chu DoD OACT
6 | Pete Rossi DoD OACT (Deputy Chief)
7 | Brad Ryder DoD OACT
8 | Inger Pettygrove DoD OACT
9 | Nick Garcia (by phone) DoD OACT
10 | Joel Sitrin DOD HA
11 | Bob Moss DHA / B&RM
12 | Kevin Lannon 0OSD-C
13 | Paul Bley DHA (Attorney)
14 | Edith Smith (by phone) Gold Star Wives of America
15 | Richard Virgile DHS — Coast Guard
16 | Chris Borcik (by phone) CCRC Actuaries
17 | Coralita Jones (by phone) DFAS-IN
18 | Lori Haines (by phone) DFAS-IN
19 | Virginia Fortune (by phone) DFAS-IN




ATTACHMENT 3

MEDICARE-ELIGIBLE RETIREE HEALTH CARE BOARD OF ACTUARIES
DEFENSE FINANCE AND ACCOUNTING SERVICE HANDOUT

August 2, 2019



LiEAS

Medicare-Eligible Retiree Health
Care Fund

Board of Actuaries Meeting

Defense Finance and Accounting Service

Coralita Jones
Trust Funds Accounting and Reporting Division
Defense Finance and Accounting Service
August 2, 2019

Integrity - Service - Innovation
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* Short Term Liquidity

* Invested approx $16.5B in October ($7.5B Svcs, $5.7B Treas
contrib)
* Purchased 8 securities
« 4 TIPS (Maturing '45 -’48 respectively)
« 3 Bonds (Maturing '21, ’30, & ‘31)
* 1 FRN (Maturing ‘20)
* No early sales
« FY 2019 overnights/cash through June $6.5B

* Long Term Liquidity
* Project new investing will continue
« 20-year term
« Speculative and conservative
« Depends upon inflation returns, program use, contribution levels, interest

7/31/2019 Integrity - Service - Innovation 3 *



FINANCIAL DATA

Summary Financial Analysis

Year Ended September 30

(In Billions)
FY 2018 FY 2017 % Change

Service Contributions $8.4 $7.1 18%
Unfunded Liability

Contributions $6.6 $5.7 16%
Interest Income $10.7 $7.9 35%
Total Revenue $25.7 20.7 24%
Purchased Care $7.9 $7.8 1%
Operations & Maintenance $1.7 $1.6 6%
Military Personnel $0.6 $0.5 20%
Total Expense $10.2 $9.9 3%

7/31/2019 Integrity - Service - Innovation 4 *
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Interest Analysis
Year Ended September 30

(In Billions)

Interest Income

FY 2018 FY 2017 $ Change

Interest Revenue--Par $7.2 $6.6 $0.6
Interest Revenue--Inflation $5.4 $3.2 $2.2
Interest Revenue--
Discount $0.1 $0.1 0
Interest Revenue--
Premium ($2.0) ($2.0) 0

$10.7 $7.9 $2.8

7/31/2019 Integrity - Service - Innovation 5 *
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DoD Medicare-Eligible Retiree Health Care Fund
For the Year Ending September 30, 2018

(in billions)
Assets
Fund Balance with Treasury $0.1
Investments
Overnight $6.1
Long term
Par $186.9
Inflation purchased $17.0
Inflation earned $30.2
Premium outstanding $24.9
Discount outstanding -$1.2
Interest receivable $2.4
Total Long Term Investments $260.3
Total Investments $266.4
Accounts Receivable, Net 0.2
Total Assets $266.6
Liabilities
Accounts Payable
Government $0.2
Public $0.1
Total Accounts Payable $0.3
Military Retirement and Other Federal
Employment Benefits
Incurred but Not Reported $0.0
Actuarial Liability $535.9
Total Military and Other Federal Employment Benefits $535.9
Total Liabilities $536.2
Net Position
Cumulative Results of Operations -$269.6
Total Liabilities and Net Position $266.6

7/31/2019 Integrity - Service - Innovation 6 *



FINANCIAL DATA

Effective Fund Yields

FY Yield
2009 0.77%
2010 3.22%
2011 5.01%
2012 3.11%
2013 3.37%
2014 3.46%
2015 2.02%
2016 2.55%
2017 3.21%
2018 4.11%

7/31/2019

Integrity - Service - Innovation




FUND STATUS s
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Medicare-Eligible Retiree Health Care Portfolio
As Of 6/30/2019

2% 1%

M Bonds
® Notes
w TIPs

® Overnight Securities

™ FRN
FRN $2,987,471,954.54
Bonds $46,943,132,848.58
Notes $11,680,202,891.74
TIPs $246,592,500,887.93
Overnight Securities $6,397,177,240.36

713172019 Integrity - Service - Innovation *




FUND STATUS

Security Description

MK BOND 3.500% 02/15/2039
MK BOND 3.625% 02/15/2044
MK BOND 4.375% 02/15/2038

MK BOND 4.375% 02/15/2038
MK BOND 4.500% 02/15/2036
MK BOND 4.500% 02/15/2036
MK BOND 4.500% 08/15/2039

MK BOND 4.750% 02/15/2037
MK BOND 4.750% 02/15/2037
MK BOND 5.250% 11/15/2028
MK BOND 5.375% 02/15/2031
MK BOND 5.375% 02/15/2031
MK BOND 5.375% 02/15/2031
MK BOND 5.500% 08/15/2028
MK BOND 6.000% 02/15/2026
MK BOND 6.250% 05/15/2030
MK BOND 6.250% 05/15/2030
MK BOND 6.250% 05/15/2030
MK BOND 6.625% 02/15/2027
MK BOND 6.875% 08/15/2025
MK BOND 7.500% 11/15/2024
MK BOND 7.625% 02/15/2025
MK BOND 7.625% 02/15/2025
MK BOND 8.125% 08/15/2021
MK BOND 8.125% 08/15/2021

Bond Total

7/31/2019

“©» »n »nmn n n n n »n nmn n n n »nmn »nmn »nmn n n un un

Shares Par

1,018,685,121.11
3,290,122,600.05
881,814,669.15

3,057,050,909.70

864,072,882.67
2,781,089,396.37
1,446,478,569.89

835,419,043.24
2,191,161,799.88
650,000,000.00
781,160,862.35
3,712,783,881.68
805,240,628.55
650,000,000.00
650,000,000.00
709,370,241.15
4,156,665,631.27
750,461,391.00
650,000,000.00
1,600,000,000.00
672,318,035.66
884,923,831.62
365,000,000.00
1,500,000,000.00
865,986,780.76

35,769,806,276.10

W
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Book Value

1,012,319,155.52
3,842,494,817.14
990,819,563.38

3,699,497,270.37

984,936,169.11
3,399,962,989.62
1,789,885,165.48

981,685,175.38
2,766,507,911.88
720,190,086.82
952,579,051.68
4,905,595,346.02
1,001,089,860.32
740,339,875.31
744,330,224.26
910,020,277.96
5,722,025,811.15
975,535,688.51
781,496,669.07
1,978,864,094.22
839,172,048.06
1,060,603,704.97
437,763,864.41
1,758,532,414.52
985,668,545.70

43,981,915,780.86
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Market Value

1,210,325,259.52
3,976,935,692.81
1,166,199,899.95

4,042,949,828.08
1,140,576,205.12
3,671,038,003.21
1,954,554,167.56

1,144,263,020.79
3,001,206,927.77
830,984,375.00
1,048,952,570.47
4,985,572,606.12
1,081,287,181.53
840,937,500.00
816,765,625.00
1,000,655,396.42
5,863,496,456.11
1,058,619,599.68
866,531,250.00
2,063,500,000.00
867,290,266.00
1,157,867,525.94
477,579,687.50
1,695,937,500.00
979,106,304.00

46,943,132,848.58

Security Description

MK FRN +0.000% 01/31/20

FRN Total

MK NOTE 1.125% 06/30/2021
MK NOTE 1.375% 05/31/2020
MK NOTE 2.000% 02/15/2023
MK NOTE 2.750% 02/15/2024

Note Total

ONE DAY 2.190% 07/01/2019

Integrity - Service - Innovation

$

$

Shares Par

2,989,298,625.25

2,989,298,625.25

3,497,493,304.73
1,000,810,937.14
4,037,222,058.97
3,021,929,142.43

11,557,455,443.27

6,397,177,240.36
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Book Value Market Value
3,001,142,514.26 $  2,987,471,954.54
3,001,142,514.26 $ 2,987,471,954.54
3,494,219,004.57 $  3,454,867,605.08
1,000,030,428.97 $ 995,181,375.62
4,155,503,329.35 $  4,075,071,015.77
3,223,813,160.95 $  3,155,082,895.27
$ 11,873,565,923.84 $ 11,680,202,891.74
$  6,397,177,240.36



FUND STATUS

Security Description

MK TIPS 0.125% 01/15/2022
MK TIPS 0.125% 01/15/2023
MK TIPS 0.125% 01/15/2023

MK TIPS 0.125% 04/15/2021
MK TIPS 0.125% 04/15/2022
MK TIPS 0.125% 07/15/2022
MK TIPS 0.125% 07/15/2022

MK TIPS 0.125% 07/15/2024
MK TIPS 0.625% 02/15/2043
MK TIPS 0.750% 02/15/2042
MK TIPS 0.750% 02/15/2042
MK TIPS 0.750% 02/15/2045
MK TIPS 0.875% 02/15/2047
MK TIPS 1.000% 02/15/2046
MK TIPS 1.000% 02/15/2048
MK TIPS 1.375% 01/15/2020
MK TIPS 1.375% 02/15/2044
MK TIPS 2.000% 01/15/2026
MK TIPS 2.000% 01/15/2026
MK TIPS 2.125% 02/15/2040
MK TIPS 2.125% 02/15/2040
MK TIPS 2.125% 02/15/2041
MK TIPS 2.125% 02/15/2041
MK TIPS 2.375% 01/15/2025
MK TIPS 2.375% 01/15/2025
MK TIPS 2.375% 01/15/2025

7/31/2019
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Shares Par

1,500,000,000.00
1,016,250,000.00
945,563,680.00

965,005,000.00

993,447,000.00
1,500,000,000.00
1,372,000,000.00

979,763,500.00
3,573,900,000.00
1,500,000,000.00
3,392,690,000.00
3,019,300,060.71
2,509,534,799.06
2,862,202,413.79
1,985,865,198.38
3,700,000,000.00
2,942,097,073.00
2,700,000,000.00
2,000,000,000.00
1,500,000,000.00
1,563,380,000.00
1,500,000,000.00
1,581,100,000.00
2,700,000,000.00
2,000,000,000.00

14,400,000,000.00
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Book Value

1,731,516,326.68
1,114,465,698.28
1,045,171,051.05

1,041,924,778.38
1,043,611,369.26
1,709,744,527.71
1,563,203,186.47

1,047,124,138.44
3,451,682,549.60
1,806,840,701.30
3,424,103,092.28
3,056,665,560.79
2,544,883,945.11
3,050,974,247.80
2,033,938,811.73
4,430,255,473.80
3,327,981,978.70
3,410,393,018.25
2,603,621,760.40
2,346,796,813.77
2,110,133,028.01
2,335,757,761.64
2,111,940,537.58
3,674,867,863.95
2,791,919,278.22

20,771,092,146.41
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Market Value

1,682,721,843.75
1,118,589,950.93
1,040,785,269.78

1,030,561,046.54
1,035,571,248.35
1,661,902,715.63
1,520,087,017.23

1,052,956,671.03
3,856,282,963.61
1,705,120,584.38
3,856,630,370.27
3,245,288,442.95
2,711,027,198.86
3,239,724,121.52
2,168,190,361.75
4,362,134,910.63
3,665,892,579.33
3,870,045,978.75
2,866,700,725.00
2,272,440,993.75
2,368,459,200.54
2,257,622,550.00
2,379,684,675.87
4,090,965,716.25
3,030,344,975.00

21,818,483,820.00

Security Description

MK TIPS 2.375% 01/15/2027
MK TIPS 2.375% 01/15/2027
MK TIPS 3.375% 04/15/2032

MK TIPS 3.375% 04/15/2032
MK TIPS 3.375% 04/15/2032
MK TIPS 3.375% 04/15/2032
MK TIPS 3.375% 04/15/2032

MK TIPS 3.375% 04/15/2032
MK TIPS 3.375% 04/15/2032
MK TIPS 3.375% 04/15/2032
MK TIPS 3.625% 04/15/2028
MK TIPS 3.625% 04/15/2028
MK TIPS 3.875% 04/15/2029
MK TIPS 3.875% 04/15/2029

TIP Total

Integrity - Service - Innovation
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Shares Par

2,700,000,000.00 $
2,000,000,000.00 $
13,500,000,000.00 $

650,000,000.00 $
400,000,000.00 $

400,000,000.00 $

13,421,000,000.00 $

4,455,395,000.00 $
18,300,000,000.00 $
18,000,000,000.00 $
1,500,000,000.00 $
3,200,000,000.00 $
1,500,000,000.00 $
3,200,000,000.00 $
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Book Value Market Value
3,429,188,559.72 $  3,953,183,956.88
2,622,067,039.38 S  2,928,284,412.50
22,081,854,620.60 $ 26,652,991,148.44
1,086,136,955.90 $  1,283,292,166.41
661,708,435.87 S 789,718,256.25
650,515,209.67 S 789,718,256.25
21,736,560,858.76 $ 26,497,021,792.83
7,005,526,674.13 S  8,796,266,925.76
29,431,487,765.81 $ 36,129,610,223.44
28,848,012,045.20 $ 35,537,321,531.25
2,556,446,345.35 $  3,044,169,806.25
5,628,757,056.30 $  6,494,228,920.00
2,574,917,423.33 $  3,123,982,200.00
5,686,089,845.17 S  6,664,495,360.00
$ 246,592,500,887.96

147,928,493,724.94 $ 213,579,878,480.80



FUND STATUS

MERHCF Maturities
As of June 30, 2019

100,000,000,000
90,000,000,000
W Bonds W Notes TIPs H FRN
80,000,000,000
70,000,000,000
60,000,000,000
50,000,000,000
40,000,000,000
30,000,000,000

20,000,000,000

10,000,000,000

0
N EEENEREERER Em 0

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048

20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 TOTAL
84 69 60 6.2 41 294 6.7 66 81 805653 995 0 0 O 363039 25 36 36 55 40 65 33 3.1 2.7 41 248.2

7/31/2019 Integrity - Service - Innovation 11 *



ATTACHMENT 4

MEDICARE-ELIGIBLE RETIREE HEALTH CARE BOARD OF ACTUARIES
DOD OFFICE OF THE ACTUARY HANDOUT

August 2, 2019



Medicare-Eligible Retiree Health Care Fund (MERHCF) Valuation History

Board Meeting

Summer 2014
Summer 2015
Summer 2015
Summer 2016
Summer 2016
Summer 2017
Summer 2018
Summer 2018

Summer 2019

Valuation (Gains)/Losses ($B)

Val Date

9/30/14
9/30/15
9/30/16
9/30/17
9/30/18

Per-Capita Normal Costs

for Full-time Part-time
FY16 $4,231 $1,748
FY16R $3,954 $1,608
FY17 $4,252 $1,723
FY17R $4,213 $1,704
FY18 $4,890 $1,955
FY19 $4,632 $1,844
FY19R $4,471 $1,760
FY20 $4,621 $1,847
FY21 ? ?
Experience
asset* other total
$4.2 ($12.6) ($8.4)
$7.4 $22.0 $29.4
$7.3 ($11.2) ($3.8)
$4.7 ($6.8) ($2.2)
$1.4

* Includes yield as well as budget lead time effect.

MERHCF Board Handout_08-02-2019 Final

UFL Payment ($B)

Liability ($B)
as of AL Fund FL
9/30/13 $383.9 $216.2 $167.7
9/30/14 $381.6 $226.5 $155.1
9/30/15 $427.3 $232.8 $194.4
9/30/16 $409.4 $239.3 $170.1
9/30/17 $406.4 $250.2 $156.2
9/30/18 ? ? ?
Assumptions
trend admin other total
($36.2) $0.4 $34.1 ($1.7)
$9.3 ($2.5) $2.7 $9.5
($41.8) ($2.6) $16.7 ($27.7)
$0.9 ($0.5) ($1.0) ($0.6)

on amount
10/1/14 $4.0
10/1/15 $3.3
10/1/16 $5.7
10/1/17 $6.6
10/1/18 $5.7
10/1/19 ?
Benefits
($7.6)
($3.9)
$0.0
($14.1)

TOTAL

($17.7)
$35.0
($31.5)
($16.9)



Fund Balance,

Fiscal Beginning
Year of Year
2014 $217.2
2015 $227.5
2016 $233.5
2017 $240.0
2018 $250.8

NOTE: Benefit payments are on a paid (not incurred) basis.

Contributions Received

($ in billions)

From Uniformed
Services, for
Normal Costs

$7.7
$7.2
$6.8
$7.2
$8.4

MERHCF Board Handout_08-02-2019_Final

From Treasury,
for Unfunded
Accrued Liability

One-Time Investment
Adjustment Income

$4.3
$4.0
$3.3
$5.7
$6.6

$7.7
$4.7
$6.1
$7.9
$10.7

Effective Yield During the Fiscal Year
Medicare-Eligible Retiree Health Care Fund

Benefit Payments

DC
$1.9
$1.9
$2.0
$2.1
$2.2

PC
$7.4
$8.1
$7.8
$7.8
$7.9

Total
$9.3
$10.0
$9.8
$9.9
$10.1

Fund Balance Effective
End of Year Annual Yield
$227.5 3.4%
$233.5 2.0%
$240.0 2.5%
$250.8 3.2%
$266.4 4.1%



DoD
Active duty
Reserve

Coast Guard
Active duty
Reserve

PHS Active duty
NOAA Active duty
TOTAL

Active duty
Reserve

Note: These are end of FY counts
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9/30/16
1,363,939
735,062
39,841
6,325
6,617
320

1,410,717
741,387

9/30/17
1,369,314
732,150
40,484
6,332
6,488
324

1,416,610
738,482

Active Employees

9/30/18
1,382,518
716,997
40,990
6,038
6,343

322

1,430,173
723,035

% Change

from End of
FY16 to FY17

% Change
from End of
FY17 to FY18

0.4%
-0.4%

1.6%

0.1%

-1.9%

1.3%

0.4%
-0.4%

1.0%
-2.1%

1.2%

-4.6%

-2.2%

-0.6%

1.0%
-2.1%



Retirees

Sponsors
Non-Medicare-eligible
Medicare-eligible
Total

Spouses
Non-Medicare-eligible
Medicare-eligible
Total

Others
Non-Medicare-eligible
Medicare-eligible
Total

Survivors

Retired Beneficiaries
(all uniformed services)

Spouses
Non-Medicare-eligible
Medicare-eligible
Total

Others
Non-Medicare-eligible
Medicare-eligible
Total

Retirees and Survivors

Non-Medicare-eligible
Medicare-eligible
Total

Note: Non-Medicare-eligible includes DoD only.
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% Change % Change
from End of from End of
9/30/16 9/30/17 9/30/18 FY16 to FY17 FY17 to FY18
1,046,947 1,043,711 1,041,669 -0.3% -0.2%
1,145,863 1,162,480 1,176,601 1.5% 1.2%
2,192,810 2,206,191 2,218,270 0.6% 0.5%
941,140 935,680 940,117 -0.6% 0.5%
701,890 709,039 721,004 1.0% 1.7%
1,643,030 1,644,719 1,661,122 0.1% 1.0%
832,096 844,186 862,174 1.5% 2.1%
13,634 13,690 13,790 0.4% 0.7%
845,730 857,876 875,964 1.4% 2.1%
81,510 79,942 79,738 -1.9% -0.3%
507,183 504,129 509,127 -0.6% 1.0%
588,693 584,071 588,864 -0.8% 0.8%
31,621 31,225 31,124 -1.3% -0.3%
7,547 7,701 7,926 2.0% 2.9%
39,168 38,926 39,050 -0.6% 0.3%
2,933,314 2,934,744 2,954,822 0.0% 0.7%
2,376,117 2,397,039 2,428,448 0.9% 1.3%
5,309,431 5,331,783 5,383,270 0.4% 1.0%
4



MERHCF Incurred Outlays

% Change from

% Change from

FY 2016 FY 2017 FY 2018 FY16 to FY17 FY17 to FY18
Aggregate ($in millions)
Purchased Care
IP $914 $907 $885 -0.7% -2.5%
OoP $2,557 $2,674 $2,831 4.6% 5.9%
RX $3,268 $3,315 $3,263 1.4% -1.6%
Other $142 $147 $132 3.8% -10.4%
TOTAL $6,881 $7,044 $7,111 2.4% 1.0%
Direct Care
IP $591 $616 $627 4.2% 1.8%
OoP $695 $720 $760 3.6% 5.5%
RX $773 $801 $841 3.7% 5.0%
TOTAL $2,059 $2,137 $2,228 3.8% 4.2%
US Family Health Plan
Capitation Rates $705 $705 $704 0.0% -0.2%
Other $3 $3 $3 -2.7% 2.6%
TOTAL $707 $707 $706 0.0% -0.1%
Grand Total $9,647 $9,889 $10,045 2.5% 1.6%
% Change from % Change from
FY 2016 FY 2017 FY 2018 FY16 to FY17 FY17 to FY18
Per Capita
Purchased Care $2,947 $3,047 $2,998 3.4% -1.6%
Direct Care $883 $912 $940 3.3% 3.0%
TOTAL $3,831 $3,959 $3,938 3.3% -0.5%
US Family Health Plan $14,565 $14,598 $14,636 0.2% 0.3%
Notes:

1. PC Retail Rx incurred amounts are net of incurred Rx rebates.
Incurred Rx rebates in FY 2017 / FY 2018 were $436m / $462m.

2. Medicare is primary payer in most cases with PC IP and PC OP.
3. TRICARE is primary payer in most cases with PC mail order Rx, DC (IP, OP, Rx) and USFHP.

4. Purchased care "other" includes: admin costs and certain claim adjustments or payments not already
included in claims; some admin costs are included in the claims line.

5. Average USFHP capitation rate is influenced by various factors, including changes in plan enrollment
(among six plans), demographic mix (age / gender), and utilization experience.
In addition, Rx rebates are applied to experience period on a paid (not incurred) basis in the development of the USFHP rates.

6. Effective FY 2016, PC mail order Rx ingredient cost is the amount Defense Health Agency (DHA) pays to replenish inventory at
the mail order warehouse.
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MERHCF Valuation Key Economic Assumptions
Discount Rate and Ultimate Medical Trend

September 30, 2018 Val

September 30, 2017 Val (Proposed)
FUNDING VALUATION
Discount Rate 5.25% 5.00%
Ultimate Medical Trend 5.25% 5.00%
FINANCIAL STATEMENT BASIS
Discount Rate 3.60% TBD
Ultimate Medical Trend 4.00% TBD

MERHCF Board Handout_08-02-2019 Final 6



MERHCF Valuation Key Economic Assumptions - Medical Trends

September 30, 2017 Val

September 30, 2018 Val (Proposed)

DC PC
USFHP

From FY: _To FY: P OP RX P oP RX
2017 2018 | 250% | 4.00% | 380% | 1.00% | 3.00% | 3.12% | 2.52%
2018 2019 | 250% | 4.00% | 575% | 115% | 3.00% | 575% | 2.94%
2019 2020 | 2.83% | 504% | 400% | 215% | 504% | 3.63% | 4.01%
2020 2021 | 375% | 536% | 400% | 28% | 536% | 3.69% | 4.52%
2021 2022 | 422% | 546% | 406% | 322% | 546% | 376% | 4.37%
2022 2023 4.45% 5.55% 4.11% 3.39% 5.55% 3.83% 4.50%
2023 2024 4.39% 5.55% 4.17% 3.34% 5.55% 3.90% 4.50%
2024 2025 4.46% 6.20% 4.23% 3.39% 6.20% 3.97% 4.86%
2025 2026 4.50% 5.76% 4.28% 3.43% 5.76% 4.04% 4.68%
2026 2027 4.64% 5.45% 4.34% 3.53% 5.45% 4.12% 4.58%
2027 2028 4.68% 5.44% 4.40% 3.64% 5.44% 4.19% 4.63%
2028 2029 4.71% 5.43% 4.45% 3.75% 5.43% 4.26% 4.68%
2029 2030 | 475% | 542% | 451% | 3.86% | 542% | 433% | 4.73%
2030 2031 | 479% | 540% | 457% | 396% | 540% | 4.40% | 4.77%
2031 2032 | 483% | 539% | 463% | 407% | 539% | 447% | 4.81%
2032 2033 | 487% | 538% | 468% | 418% | 538% | 454% | 4.86%
2033 2034 4.91% 5.36% 4.74% 4.28% 5.36% 4.61% 4.89%
2034 2035 4.94% 5.35% 4.80% 4.39% 5.35% 4.68% 4.94%
2035 2036 4.98% 5.34% 4.85% 4.50% 5.34% 4.75% 4.98%
2036 2037 5.02% 5.33% 4.91% 4.61% 5.33% 4.82% 5.02%
2037 2038 5.06% 5.31% 4.97% 4.71% 5.31% 4.90% 5.06%
2038 2039 5.10% 5.30% 5.02% 4.82% 5.30% 4.97% 5.10%
2039 2040 5.14% 5.29% 5.08% 4.93% 5.29% 5.04% 5.14%
2040 2041 5.17% 5.28% 5.14% 5.04% 5.28% 5.11% 5.18%
2041 2042 5.21% 5.26% 5.19% 5.14% 5.26% 5.18% 5.21%

Ultimate 5.25% 5.25% 5.25% 5.25% 5.25% 5.25% 5.25%

DC PC
USFHP
From FY: To FY: P OoP Rx IP OP Rx
2018 2019 2.50% 4.00% 5.68% 1.00% 4.00% 5.67% 3.34%
2019 2020 3.00% 4.50% 4.00% 1.94% 4.00% 3.87% 3.48%
2020 2021 3.74% 5.50% 3.98% 2.79% 5.50% 3.87% 4.62%
2021 2022 4.08% 5.63% 4.02% 3.05% 5.63% 3.92% 4.49%
2022 2023 4.24% 5.60% 4.07% 3.16% 5.60% 3.97% 4.50%
2023 2024 4.30% 5.62% 4.11% 3.21% 5.62% 4.02% 4.55%
2024 2025 4.20% 6.11% 4.15% 3.14% 6.11% 4.07% 4.79%
2025 2026 4.16% 5.81% 4.20% 3.11% 5.81% 4.12% 4.65%
2026 2027 4.48% 5.70% 4.24% 3.35% 5.70% 4.17% 4.69%
2027 2028 4.40% 6.49% 4.29% 3.29% 6.49% 4.22% 5.12%
2028 2029 4.44% 5.80% 4.33% 3.40% 5.80% 4.26% 4.80%
2029 2030 4.48% 5.75% 4.38% 3.50% 5.75% 4.31% 4.83%
2030 2031 4.51% 5.70% 4.42% 3.61% 5.70% 4.36% 4.85%
2031 2032 4.55% 5.64% 4.47% 3.72% 5.64% 4.41% 4.87%
2032 2033 4.59% 5.59% 4.51% 3.82% 5.59% 4.46% 4.88%
2033 2034 4.63% 5.54% 4.55% 3.93% 5.54% 4.51% 4.90%
2034 2035 4.66% 5.48% 4.60% 4.04% 5.48% 4.56% 4.92%
2035 2036 4.70% 5.43% 4.64% 4.14% 5.43% 4.61% 4.93%
2036 2037 4.74% 5.38% 4.69% 4.25% 5.38% 4.66% 4.94%
2037 2038 4.78% 5.32% 4.73% 4.36% 5.32% 4.71% 4.95%
2038 2039 4.81% 5.27% 4.78% 4.47% 5.27% 4.75% 4.96%
2039 2040 4.85% 5.21% 4.82% 4.57% 5.21% 4.80% 4.97%
2040 2041 4.89% 5.16% 4.87% 4.68% 5.16% 4.85% 4.98%
2041 2042 4.93% 5.11% 4.91% 4.79% 5.11% 4.90% 4.99%
2042 2043 4.96% 5.05% 4.96% 4.89% 5.05% 4.95% 4.99%
Ultimate 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
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MERHCF Valuation Assumptions - Other

September 30, 2017 Val

September 30, 2018 Val (Proposed)

(1) one more year of mortality improvement (Ml),

(2) update MI Scale (based on military mortality improvement (MIL
MI)),

(3) update permanent disability mortality rates,

(4) update survivor mortality (re-smooth at younger ages)

Admin Load

IP & OP 2.25% 2.15%

Rx 1.61% 1.63%

USFHP 0.35% 0.36%

Decrements Consistent w/prior year's Val, except: Consistent w/prior year's Val, except:

(1) one more year of mortality improvement (Ml),
(2) update spouses per sponsor rates

Retail Rx Rebates

Based on recent accounting reports of rebate dollars received
(amounts received are allocated by incurred fiscal quarter),
amounts billed to / collected from drug manufacturers, and recent
drug utilization data. Also consider impact of mandatory mail
order, copay increases, and specialty meds.

Same methodology as prior year.
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MERHCF Valuation Assumptions - Plan Participation Rates
(Relative to Ultimate Plan Participation)

September 30, 2017 Val September 30, 2018 Val (Proposed)
DC PC DC PC
IP OoP Rx IP OoP Rx IP OP Rx IP OoP Rx

FY2017 102.0% 102.0% 101.0% 98.8% 98.8% 98.7%

FY2018 101.5% 101.5% 100.8% 99.1% 99.1% 99.0% 100.0% 100.0%  100.0% 100.0% 100.0%  100.0%
FY2019 100.9% 100.9% 100.6% 99.4% 99.4% 99.3% 100.0% 100.0%  100.0% 100.0%  100.0%  100.0%
FY2020 100.3% 100.3% 100.3% 99.6% 99.7% 99.6% 100.0% 100.0%  100.0% 100.0% 100.0%  100.0%
FY2021 100.0% 100.0%  100.0% 100.0% 100.0%  100.0% 100.0% 100.0%  100.0% 100.0% 100.0%  100.0%
FY2022 100.0% 100.0%  100.0% 100.0% 100.0%  100.0% 100.0% 100.0% 100.0% 100.0% 100.0%  100.0%
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MERHCF Valuation Assumptions - Average Claim Costs Development

Average Claims Level

Valuation Claims Costs Age Grading

Direct Care

Purchased Care

USFHP
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September 30, 2017 Val

FY 2017 experience

Blend of FY 2015 - 2017 experience

Blend of FY 2015 - 2017 experience (2017 for Rx)

Blend of FY 2015 - 2017 rates by gender

10

September 30, 2018 Val (Proposed)

FY 2018 experience

Blend of FY 2015 - 2017 experience

Blend of FY 2015 - 2017 experience (2017 for Rx)

Blend of FY 2015 - 2017 rates by gender
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UNI TED STATES DEPARTMENT OF DEFENSE
DEFENSE HUMAN RESOURCE ACTI VI TY

BOARD OF ACTUARI ES MEETI NG
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Al exandria, Virginia

Friday, August 2, 2019
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PROCEEDI NGS
(10: 01 a.m)

M5. TRYGSTAD: This is Lynette Trygstad.
For the people on the phone, we're going to wait
just a mnute. | think there's one nore person
that's supposed to show up.

M5. SMTH. Edith Smth.
TRYGSTAD: Hel |l 0?
SM TH: Hell o.

FORTUNE: It's Virginia Fortune.

5 5 » B

TRYGSTAD: This is Lynette Trygstad
again and I|'mthe Chairman for the MERHCF. And
we're going to go ahead and get started.

My other two board nenbers are Dave
Gsterndorf and Stu Alden. And then | al so wanted
to announce the Pete Zouras is now the new Chi ef
Actuary for the DoD Ofice of the Actuary and he's
joining us in that role this tine. And | also
under stand that sone of the positions within the
QAC office are not yet filled, and |I hope they get
filled in a quick and tinely manner so that we can

continue to do the kind of support that we're
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doing for this valuation.

So the objective of today's neeting is
stated in itemone, to do the full-tinme and
part-tinme normal costs for fiscal year '21, the
Sept enber 30 ' 18 unfunded liability, and the
Cctober 1 '19 Treasury UFL anortization and nor nal
cost paynents.

And so | guess we can start with the
trust fund update. Coralita, are you on the
phone?

M5. JONES: Good norning. Happy Friday.
Yes, | am here.

MS. TRYGSTAD: Ckay. Well, why don't
you go ahead and get started. Thank you.

M5. JONES: Ckay. Right. So we're
going start with slide 2 where we cover basically
our agenda, and we're going to go over the
overview, financial data, and the fund status.

As we nove over to slide 3, which is
basically our overview -- can everybody hear ne?

M5. TRYGSTAD:. Yes, we can hear you.

M5. JONES: Ckay, great. From 2018 we
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i nvested in 4 TIPS maturing '35 through '48
respectively with a cost of about $10.4 billion,
and al so 3 bonds maturing in '21, '30, and ' 31,
with a cost of approximately $2.4 billion. The
Treasury and service contributions were
approximately $13.2 billion. There were no early
security sales during fiscal year 2018.

Qur positive cash flows are projected to
continue the new investing for 2020, and roughly
were estinmated at approximately $17 billion.

The projections are specul ati ve and
conservative, and they assune the new i nvestnents
wth a 20 year life cycle, and our actual results
are based on the market conditions, our cash flow
requi renents, program use, contribution nodel s,
and actual interest and inflation return.

As we nove on to slide 4, they show the
representation of our financial date on the year
ended Septenber 30, 2018. And our contributions
are slightly increasing between the two years
where our expenses remain relatively stable

between the two, with the exception of the
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interest. And of course that percentage change is
34 percent, however, that is expected that the

| nterest increases as our portfolio continues to
gr ow.

W're going to nove onto slide 5, and
this is where we detailed our interest analysis.
So this slide provides a nore detail ed exam nation
of our interest inconme. And the line that's
| abel ed "par", that describes the change in
I nterest incone due to maturities and inflation
adj ustnments fromprior years. And on the line
| abel ed "inflation" shows the year to date change
in the inflated par related to the TIPS shown in
the portfolio. And, |last but not |east, the
change in discount premumis the year to date,
and that's the anmount anorti zed.

Movi ng onto slide 6, which is the
representation of our financial data basically
| ooking -- this is our bal ance sheet for Septenber
30, and this is the picture of the fund at a
particular point in tinme. So our total assets,

whi ch i ncludes cash, (inaudible) of Treasury if
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you wll, in the interest receivable and accounts
receivable. And this bal ance sheet investnent

val uation nethod is our book value, which is
conpri sed of our overnights and other investnents
at par value plus inflation purchased pl us

i nfl ation earned plus prem um out st andi ng ear ned
anortized prem um pl us di scount outstandi ng, which
IS our unanortized discount. And, again, this is
at a point intinme, so this was at Septenber 30,
2018, at fiscal year end and it reflects assets,
liabilities, and then our net position and
ultimately our cunul ative results of operation.

As we nove onto slide 7, this is the
effective fund yield for each of the fiscal years
shown, with (inaudible) tinefrane. And this
information is actually provided by the Ofice of
t he Actuari es.

Moving onto slide 8, this is a picture
of our end of nonth June 2019. So this would be
the increase to cash if the entire portfolio was
| i qui dated. Now, what | would |ike to highlight

or draw your attention back to is slide 6. It
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will not reconcile to slide 6 because it's 2
different tine periods. So this is current year,
2019, what you saw on slide 6 is our bal ance
sheet, and that was at the end of the fiscal year,
so where we were standing at end of year 2018. So
they will not be in conparison because of the two
different tinefranmes and the different val uation
nmethod that's also used. But it just gives you a
gl ance at we're standing at currently as of
6/ 30/ 2019.

Are there any questions thus far? Ckay.
"Il take silence as a no and I'I|l keep it noving.

Moving onto slide 9, this is our fund
status, and it basically is our portfolio holdings
as of June 30. Since (inaudible) holds a | arge
noney of securities, |'ve divided the slide into
two colums to nake it easier to read. The
i nterest rates shown are the coupon rates on each
i ndi vidual security. And we also included the
book value so that you see the book val ue and the
mar ket value. And this slide displays the bonds,

our notes, and then our one day securities,
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coupled with the FRN as wel | .

And then I'll nove onto slide 10. As |
stated, our portfolio continues to grow, so it is
getting harder to put it onto one slide that is
readable. But the data useful to this is the
sunmary of each type. |It's nore useful to see.
So this is just all of our TIPS, And, again, |
split it up into two colums so that you're able
toread it alittle bit. You nmay have to get a
magni fyi ng gl ass, but at |east you're able to see
it. And essentially, |looking at slides 9 and 10,
that's our detail of slide 8, which is the
summary. We are | ooking at that pie graph.

Moving right along to slide 11. This
shows the maturity profile of our MERHCF as of
June 30. And so this slide is valued at par plus
inflation and is grouped by maturity to illustrate
the timng of the maturities and the gaps that
will be potential targets for new investnent
purchases. So as you can | ook on the slide really
and '33, '34, and '35 is really where we have the

gaps -- and '31. And so then that woul d be our
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opportunity to invest in the event that we coul d
i n those potential gaps.

So that is all that | have for ny
presentation. Are there any questions?

MR. OSTERNDORF: Coralita, it's Dave
Gsterndorf on the Board. Just want to -- maybe
it's a curiosity point -- what was the rational e
behi nd buying the floating rate note as one of the
i nvestnents with | ast year's noney?

M5. JONES: Lori, are you on the line?
Do you recal | ?

M5. HAINES: | amon the line, but |
wasn't -- the investnent advisory committee
probably woul d have to answer that. They
recommended it. |If | had to nake an educated
guess it would be just the availability tine.

M5. JONES: Ckay. So what we can do --

M5. HAINES: There are a limted nunber
of securities we can purchase, so that m ght have
been one that like to keep the -- | want to
mai ntain -- to say, you know how when things -- to

keep the maturities to be when they needed the
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funds. They really probably have to answer that.

M5. JONES: So we'll be neeting with the
| nvest nent advi sory conm ttee on August 18. And
actually | can send out an email before that
tinmeframe to request that information and get the
hi storical information and send it back to you.

MR, OSTERNDORF: Ckay. Thank you.

M5. JONES: Okay. No problem

M5. TRYGSTAD: Any ot her questions? All
right. W'Ill nove onto item 3 on the agenda,
which is Chelsea Chu fromthe DoD OAC office. And
she's done a lot of work this year because, again,
| ower staff, and we appreciate that a |ot. And
she's going to review the assunptions for the
val uati on.

M5. CHU. Hi, good norning, |I'm Chel sea
Chu. If you nove to the second handout, the first
page handout is Medicare-Eligible Retiree Health
Care Fund valuation history. So for this page we
are show ng valuation result at the top of the
page. And if you nove to the mddle of the page

you Wwll see two lines for sumer 2018. The first
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one is where we stated FY 2019, no nore cost due
to drug co- pay increase from NDA 2018. And the
second line is the result fromlast year's
val uation as of Septenber 30, 2017. W wll have
no nore cost for FY 2020 and the liability as of
Septenber 20, 2018 and the fund liability paynent
at Cctober 1, 2019 after the Board approve the
assunption, which I'mgoing to propose |ater.

The bottompart of this --

MR BORCIK: I'msorry, this is Chris
Borcik fromCCA on the line. |If soneone is
tal king, we can't hear anything at all right now.

M5. CHU. Hi, Chris, can you hear ne
now? H, Chris, can you hear ne now?

MR BORCIK: Yes. Yes, | can.

SPEAKER:  Much better.

M5. CHU. (Ckay. Thank you.

MR. BORCI K:  Thank you.

M5. CHU. So we were tal king about
valuation results and on the first page of the
second handout in the -- on this page you will --

at the bottomof this page we al so show t he
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variation gain loss result for five years. As of
Sept enber 30, 2017 we have a benefit gain about
$14.1 billion and then the total gain is $16.9
billion.

|f you nove to page 2, we are show ng
five years MERHCF case activity. As of Septenber
30, 2017 we have no nore cost contribution, about
$8.4 billion and the Treasury unfunded a paynent
$6.6 billion. Investnent incone is about $10.7
billion. And the benefit paynent, total benefit
paynent is $10.1 billion. And the effective
annual yield was about 4.1 percent.

M5. TRYGSTAD. Okay. So we're going to
nove into the assunptions for the 2018 actuari al
eval uati on.

M5. CHU. Yes. |If you go to page 3,
here is the sunmary of total nunber of active duty
and reserve nenbers by DoD, Coast Guard, PHS, and
the NOAA. Active duty nenbers continue to grow,

t he reserve nenbers decrease about 2.1 percent
fromFY '17 to FY '18.

Page 4. Here we have a retiree
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popul ation count in three years, and the two years
of (inaudible) change at the right. For

Medi care-El i gi bl e popul ation, they are all

uni fornmed service. The non Medicare-eligible
popul ation is DoD only.

| would Iike to point out that others
I ncl ude dependent children and the parents. As
you can see at the bottomright, both non
Medi care-eligible and the Medicare- eligible
retiree popul ation continued to grow fromFY '16
to FY ' 18.

Ckay. Page 5. Again, we have -- we are
showi ng you three years of aggregate incurred
outlays in mllions of dollars and the overall per
capita cost. Two years of (inaudible) change are
at the right of this page. The grand total cost
| ncreased about 1.6 percent fromFY '17 to FY '18
and the per capital total cost didn't change nuch.

Any questions? Let's nove to page 6.
Here we have two econom ¢ assunptions, discount
rate and ultimate nedical trend. For the discount

rate we | ook at the fund investnent portfolio, the
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| at est bl ue chip forecast, and the other
retirenment benefit report. W are proposing | ower
the real interest rate from2.5 percent to 2.25
percent and to keep the CPI at the 2.75 percent.
So the discount is 5 percent. W are proposing.

For the ultinmate nedical trend, we | ook
at the fund experience CVMS trustee report and the
blue chip forecast. W propose to |lower the real
GDP by 25 base points and to keep the (i naudible)
at the 2.75 percent, as well as the excess nedi cal
cost grow at the.75 percent. So the ultinate
change is 5 percent too.

Any questions about this page? I|f not,
let's nove to page 7. Here we are show ng two
years of nedical trends. At the right -- left is
| ast year's and the right is this year's nedical
trend we are going to propose. There are a | ot of
nunbers here, so | will just talk about a few of
t he key points.

For inpatient-outpatient trend, we | ook
at our (inaudible) experience in the Mdicare Part

A and the Part B, fee for service projection. For
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drug (inaudi ble) we | ook at our (inaudible)
utilization and the unit cost is (inaudible).
Al so, we keep the federal drug pricing in m nd.
So based on this study | just nentioned, we think
devel oped a trend and reach the ultinate nedical
trend at the 5 percent, which we just proposed, in
25 years.

For USFHP, we took -- weighted the blend
of purchase care trend to produce the rate.

| would Iike to point out, we are
starting high drug trend about 5.7 percent for
both direct care and the purchased care in 2019,
which is reflecting a drug price which (inaudible)
adjustnment in the federal pricing cycle. Any
questions? If not, let's nove to slide 8. W are
showi ng you three m scel | aneous assunpti ons here.
The first one is admn load. They are a snall
percentage add on for adm ni strative and ot her
costs that are not in the clains. W propose
smal | change from | ast year's assunption based on
the trust fund report we have seen.

And then the second one i s the decrenent

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



8/ 02/ 19 Actuary Board Meeting Page:

18

1

2

10

11

12

13

14

15

16

17

18

19

20

21

22

rate. W proposed to use sane net hodol ogy as | ast
year, except adding one nore year of nortality
| nprovenent and updating spouse per sponsors rate.

The third one is retail drug rebate. W
propose to keep the sane net hodol ogy as pri or
year.

Any questions?

MR VIRALE One on the nortality
| nprovenent. You are only projecting inprovenents
to the valuation date but not projecting future
| nprovenents after the valuation date, which is
different fromhow the pension works. | just
wanted to nake sure that that's what you're doing.

M5. CHU. Yes. Mmhmm

MR. VIRG LE: Ckay. Thank you.

M5. CHU. Ckay. Moving onto page 9,
participation rate.

| think this is the last tine you wll
see this page because our experience trend are
showi ng nore consistent with industry experience,
so therefore we propose elimnate this

participation assunption which we used the past to
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reflect the trend utilization shift when tracking
for life was new and w thout enroll nent
requirenment.

So we don't expect significant inpact of
this change on our valuation result.

Any questions about this page? So page
10, the average claimcosts devel opnent. W | ook
at the recent experience data (inaudible) only
m nor, if any, change in age grading given the
size of our population. Therefore we propose to
updat e an aggregate (inaudible) level from 2017 to
2018 and to keep the age grading the sane as | ast
year.

Any questions about this page? Ckay,
there is sonething I want to propose.

M5. TRYGSTAD:. Thank you, thank you.
Does anybody have any other questions? Stu or
Dave?

MR. VIRG LE: Just two quick ones.

M. CHU.  Ckay.

MR VIRGLE On the first page,

sonetines there are projections ahead a year and
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sonetines there aren't. And |I'mnot asking for
the projections, but is there any reason you have
to expect next year's rates will be about the sane
as this year's rates, other than, you know,

medi cal trend going up every year? Do you expect
themto be about the same? Because they do junp
up and down fromyear to year soneti nes.

M5. CHU. Less, because we have an all
assunption wll, you know, in our valuation wll
kind of inpact the result. So --

MR VIRGLE R ght. Yeah, so | guess
|'"'mlooking for are there any | egal or other
adm ni strative change that you have in the
pi peline that m ght cause the rate to go up or
down in 2021 conpared to say 20207

M5. CHU. So far we don't expect any
change.

MR. SITRIN. The 2021 conpared to ' 20,
or you nean after 20217

M5. CHU.  Yeabh.

MR VIRGLE: No, just 2021 conpared to
'+ 20.
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MR SITRIN. So that's still -- that
work is not finalized yet --

M5. CHU:  Yeabh.

MR SITRIN. -- because we don't have
approved assunptions, but I'mnot -- as far as
statutory changes --

MR VIRGLE Yeah, I'mreally not
| ooking for --

MR SITRIN. -- others can speak to that
better than I|.

MR VIRALE -- a firmnunber, just a
general feeling of there's nothing you' re aware of
that woul d cause this to go up by a | ot or down by
a lot really.

M5. CHU: Mmhmm mm hnmm

MR. VIRG LE: Ckay.

M5. CHU. O her questions?

MR. VIRG LE: Sonething nore technical.
| don't knowif this is a good place to discuss it
or not, but --

M5. CHU. W can talk about it |ater.

MR VIRALE -- we sonetines |Instead of
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just projecting one year we'll do |ike a snoothing
technique and do a three year history to cone up
wth the rates. | didn't knowif that was
sonet hing that you have or m ght consider to cone
up with your future rates. Instead of just doing
the one year projection, doing |like that three
year wei ghted average or sonething |like that.

M5. CHU. For normal cost or?

MR. VIRG LE: Yeah.

MR, ZOURAS: It just goes up with
ultimate nedical inflation.

MR SITRIN. Yeah, it's expected to.

M5. CHU:. Yes.

MR SITRIN. If nothing el se changes
It's expected to go up with ultinmte nedical
trend, but there is a lot of potential for
volatility in a per capita rate like this.

MR. VIRG LE: Yeah, we hate that.
(Laughi ng)

MR. SITRIN. That's just expressed as a
dol I ar anount rather than a percent of sonething.

Yeah, there is -- that's the current nethodol ogy.
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| don't know if --

M5. CHU. Yeah.

MR VIRGLE No, that's fine.

MR SITRIN. That's just a function of
the statutorily required nethod.

MR. ALDEN:. \What assunptions
specifically were you thinking of where you say we
take a three year average?

MR VIRGLE Well, Coast CGuard is a
little different, and we don't have a MERHCF
val uati on, we have, you know, the MHS val uation,
which is for pre 65. But what we've changed to
| ast year was to base the rate on 50 percent of
2019 clains and 30 percent of 2018 clains and 20
percent of 2017 clains to get rid of sone of that
fluctuation.

MR. ALDEN: Yeah. | guess you tend to
see that nore often with a snmaller group because
you have nore volatility. | think when we get to
groups the size we're dealing wiwth here, it's felt
that using |less experience is better because when

you use nore experience like that, you then get
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into alittle bit nore arbitrary deci sions about
what trend to use to bring that ol der experience
f orwar d.

So it's kind of a tradeoff. How nuch --
if you use nultiple years, you mght get a
snoot hness, but then you need to get into hard
deci si ons about how to trend the old experience
forward. Here, we have less to worry about there
and a byproduct may be nore volatility, but |

woul dn't think, not necessarily, with a bigger

group.
MR. VIRG LE: Ckay. Thank you.
M5. TRYGSTAD. All right. And we assune
no ot her questions -- | don't see any hands rai sed

or people speaking up. So that noves us to the
whol e purpose of the neeting and the decisions in
item5. So we are now to opi ne on the nethods and
assunptions presented today to be used for

pur poses of conputing the anounts in agenda item
1. And | would |ike to propose that we approve

t hese net hods and assunpti ons.

Dave? Stu?
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MR OSTERNDORF:. Yes.

MR ALDEN:. | agree.

M5. TRYGSTAD. AlIl right. So, with
that, | think we have conpl eted our neeting and we
have approved the assunptions as presented.

M5. CHU. Thank you.

SPEAKER: Chel sea, thank you for your
hard wor k.

M5. CHU:. Thanks.

M5. TRYGSTAD. One other thing, | want
to thank Joel. Joel joined us finally. | want to
thank himfor his years in working with us.

Thanks.

MR, SITRIN. Thank you.

(Wher eupon, at 10:29 a.m, the

PROCEEDI NGS wer e adj our ned.)

* * * * *
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