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October 17, 2022

Members of the South Carolina Public Employee
Benefit Authority
Columbia, South Carolina

This report on the audit of the financial statements of the South Carolina Public Employee Benefit
Authority, Insurance Benefits and Other Post Employment Benefits Trust Funds for the fiscal year ended
June 30, 2022, was issued by Crowe LLP, Certified Public Accountants, under contract with the South
Carolina Office of the State Auditor.

If you have any questions regarding this report, please let us know.

Respectfully submitted,

oot { Hpundfy T~

George L. Kennedy, I1l, CPA
State Auditor
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INDEPENDENT AUDITOR'S REPORT

Mr. George L. Kennedy, CPA

State Auditor

Office of the State Auditor and

Members of the South Carolina Public

Employee Benefit Authority

South Carolina Public Employee Benefit Authority Insurance Benefits, the South Carolina Retiree
Health Insurance Trust Fund and the South Carolina Long-Term Disability Insurance Trust Fund
Columbia, South Carolina

Report on the Audit of the Financial Statements
Opinions

We have audited the financial statements of South Carolina Public Employee Benefit Authority Insurance
Benefits (PEBA), an internal service fund of the State of South Carolina, the South Carolina Retiree Health
Insurance Trust Fund, a fiduciary fund of the State of South Carolina, and the South Carolina Long-Term
Disability Insurance trust Fund, a fiduciary fund of the State of South Carolina, collectively referred to as
“PEBA Insurance Benefits,” as of and for the year ended June 30, 2022, and the related notes to the
financial statements, which collectively comprise PEBA Insurance Benefits’ basic financial statements as
listed in the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all material
respects, the respective financial position of PEBA Insurance Benefits as of June 30, 2022, and the
respective changes in financial position and, where applicable, cash flows thereof for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinions

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the standards applicable to financial audits contained in Government Auditing
Standards (Government Auditing Standards), issued by the Comptroller General of the United States. Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the Audit of
the Financial Statements section of our report. We are required to be independent of PEBA Insurance
Benefits, and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements
relating to our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinions.



Emphasis of a Matter

As discussed in Note 1, the financial statements present only South Carolina Public Employee Benefit
Authority Insurance Benefits (PEBA), an internal service fund of the State of South Carolina, the South
Carolina Retiree Health Insurance Trust Fund, a fiduciary fund of the State of South Carolina, and the South
Carolina Long-Term Disability Insurance Trust Fund, a fiduciary fund of the State of South Carolina, and
do not purport to, and do not present fairly the financial position of the State of South Carolina, as of
June 30, 2022, the changes in its financial position, or, where applicable, its cash flows for the year then
ended in accordance with accounting principles generally accepted in the United States of America. Our
opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about PEBA Insurance Benefits’ ability to
continue as a going concern for twelve months beyond the financial statement date, including any currently
known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes
our opinions. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with GAAS and Government Auditing
Standards will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the aggregate, they would
influence the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we

e Exercise professional judgment and maintain professional skepticism throughout the audit.

Identify and assess the risks of material misstatement of the financial statements, whether due to

fraud or error, and design and perform audit procedures responsive to those risks. Such procedures

include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of PEBA Insurance Benefits’ internal control. Accordingly, no such opinion is
expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about PEBA Insurance Benefits’ ability to continue as a going concern
for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.



Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis on pages 4-22, Schedule of South Carolina Public Employee Benefit Authority,
Insurance Benefits’ Employers’ Proportionate Share of the Net Pension Liability — South Carolina
Retirement System on page 71, Schedule of South Carolina Public Employee Benefit Authority, Insurance
Benefits’ Employer Pension Contributions — South Carolina Retirement System on page 72, Schedule of
South Carolina Public Employee Benefit Authority, Insurance Benefits' Employer’s Proportionate Share of
the Net OPEB Liability on page 73, Schedule of South Carolina Public Employee Benefit Authority,
Insurance Benefits’ Employer OPEB Contributions on page 74, Schedule of Changes in Net OPEB Liability
and Related Ratios on page 75, Schedule of Net OPEB Liability on page 77, and Schedule of OPEB
Investment Returns on page 78 be presented to supplement the basic financial statements. Such
information is the responsibility of management and, although not a part of the basic financial statements,
is required by the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 17,
2022 on our consideration of PEBA Insurance Benefits’ internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is solely to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of PEBA Insurance Benefits’ internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering PEBA Insurance Benefits’ internal control over financial reporting and compliance.

Crowe LLP

Dallas, Texas
October 17, 2022



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section presents management’s discussion and analysis for the financial performance of South Carolina
Public Employee Benefit Authority, Insurance Benefits (PEBA, Insurance Benefits), the South Carolina Retiree
Health Insurance Trust Fund (SCRHITF) and the South Carolina Long-Term Disability Insurance Trust Fund
(SCLTDITF) during the fiscal year ended June 30, 2022. This section should be read in conjunction with the
financial statements and the notes, which follow this section.

Questions about this report, or requests for additional financial information should be addressed as follows:

Phyllis Buie, Director of Insurance Operations Travis Turner, Deputy Director

PEBA, Insurance Benefits South Carolina Public Employee Benefit Authority
202 Arbor Lake Drive 202 Arbor Lake Drive

Columbia, SC 29223 Columbia, SC 29223

SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY, INSURANCE BENEFITS

The financial statement presentation required under governmental accounting standards provides a
comprehensive perspective of the South Carolina Public Employee Benefit Authority, Insurance Benefits’
assets, liabilities, deferred inflows and outflows of financial resources, net position, revenues, expenses,
changes in net position and cash flows.

Financial Highlights

Business Type activities reported a decrease in net position of $108,938,073 and total net position of
$372,236,738 for the year ended June 30, 2022. This decrease in net position is mainly attributed to Covid-
19 related claim expenses. In comparison, a decrease in net position of $17,539,446 and total net position
of $481,174,811 was reported for the year ended June 30, 2021.

Overview of Financial Statements

PEBA, Insurance Benefits is a proprietary type internal service fund engaged in Business Type activities.
Following is a condensed Statement of Net Position, a condensed Statement of Activities and a condensed
Statement of Cash Flows.

The Statement of Net Position presents the financial position of PEBA, Insurance Benefits at the end of the
fiscal year and requires classification of assets and liabilities into current and noncurrent categories. The
difference between total assets, total liabilities, and deferred inflows and outflows of financial resources is
reflected in the net position section, which displays net investment in capital assets and unrestricted net
position. Net position is generally an indicator of the current financial condition of PEBA, Insurance Benefits,
while the change in net position is generally an indicator of the overall financial condition for the year.



Overview of Financial Statements (continued)

In accordance with the provisions of the SCRHITF, excess PEBA, Insurance Benefits’ reserves above 140% of
incurred but not reported claims, as of December 31 each year, to the extent available in order to maintain
a reserve balance equal to but not less than one and one-half months’ claims expense, will be transferred to
the SCRHITF the following January. However, due to the uncertain impact of Covid-19 to the State Health
Plan, legislators granted PEBA, Insurance Benefits a special exemption and waived the transfer for this fiscal
year to the SCRHITF.

The Statement of Revenue, Expenses, and Changes in Net Position present revenue and expenses as
operating and are detailed by classification.

The Statement of Cash Flows will aid readers in identifying the sources and uses of cash by the categories of
operating, non-capital financing and investing activities.

The following schedule is a condensed version of PEBA, Insurance Benefits’ assets, liabilities, and net position
and is prepared from the Statement of Net Position.

Condensed Statements of Net Position

(in millions)
June 30, June 30,
2022 2021

Assets

Current assets S 6899 S 775.7

Noncurrent assets 0.1 0.1
Total assets 690.0 775.8
Deferred outflow of resources 7.3 6.7
Liabilities

Current liabilities 292.9 269.2

Noncurrent liabilities 29.1 30.9
Total liabilities 322.0 300.1
Deferred inflow of resources 3.1 1.2
Net position

Net investment in capital assets 0.1 0.1

Unrestricted 372.1 481.1

Total net position S 372.2 S 481.2




Overview of Financial Statements (continued)
The following schedule is a summary of PEBA, Insurance Benefits’ operating results for the fiscal year.

Condensed Statements of Revenues, Expenses, and Changes in Net Position
Year Ended June 30,

(in millions)
2022 2021
Operating:

Program revenue S 34287 S 3,374.7

Expenses (3,546.0) (3,403.7)
Total operating income/(loss) (117.3) (29.0)
Non-operating:

Earnings on investments 8.3 11.5
Total non-operating income 8.3 11.5
Change in net position (109.0) (17.5)

Net position, beginning of the year 481.2 498.7
Net position, end of the year S 3722 S 481.2

A condensed version of Statement of Cash Flows is presented as follows:

Condensed Statements of Cash Flows
Year Ended June 30,

(in millions)
2022 2021
Cash flows (used in) / from operating activities S (1.6) S (109.5)
Cash flows used in capital and related financing activities - (0.1)
Cash flows from investing activities 8.3 11.5
Net increase/(decrease) in cash and cash equivalents 6.7 (98.1)
Cash and cash equivalents, beginning of year 485.2 583.3

Cash and cash equivalents, end of year S 4919 S 485.2




Overview of PEBA, Insurance Benefits

PEBA, Insurance Benefits manages group health, dental, life, accidental death and dismemberment, and
disability programs as authorized in § 1-11-710 and § 1-11-720 of the South Carolina Code of Laws, as well as
the flexible benefits program (MoneyPlus) as authorized in § 9-1-60, and the employee adoption assistance
program, pursuant to Proviso 108.2 of the 2021-2022 General Appropriations Act.

Following is a list of benefits offered by PEBA, Insurance Benefits differentiated according to self-insured
versus insured status.

Self-Insured Programs

e State Health Plan:
Standard Plan (PPO)
Medicare Supplement
Savings Plan (HDHP)

e MUSC Health Plan

e State Dental Plan

e Basic Long Term Disability

¢ Adoption Assistance Program

Insured Programs

e Tricare Supplement

e Dental Plus

e State Life

e Optional Life

e Dependent Life

e Supplemental Long Term Disability
e Vision

e MoneyPlus

Benefits are offered to eligible employees and retirees of all state agencies and public school districts, and
many local governments. As of June 2022, 818 employers participated in the program. The State Health Plan
is PEBA, Insurance Benefits’ “flagship” product, a “Preferred Provider Organization” model plan which
encompasses medical, prescription drug, and behavioral health coverage. The State Health Plan is the most
significant driver of PEBA, Insurance Benefits’ financial activity, accounting for approximately 86.6% of all
medical revenue.



Overview of the State Health Plan

The State Health Plan (Plan) consists of the Standard Plan, the Medicare Supplement Plan, the Medical
University of South Carolina (MUSC) Health Plan, and the Savings Plan. The MUSC Health Plan is a non-
grandfathered, ACA-compliant plan offered only to employees and their eligible dependents of MUSC, the
Medical University Hospital Authority, and its owned hospitals. The Plan, Medicare Supplement, and Savings
Plan are grandfathered ACA-compliant plans. The majority of Plan subscribers (64.73%) are enrolled in the
Standard Plan, a PPO option available to non-Medicare and Medicare enrollees. Of the remaining
subscribers, 26.35% are enrolled in the Medicare Supplement, a retiree option for those enrolled in
Medicare, 4.84% are enrolled in the MUSC Health Plan, and 4.08% are enrolled in the Savings Plan. The
Savings Plan is a qualified high deductible health plan (HDHP) available to non-Medicare enrollees.

The State Health Plan remains competitive with other southern state health plans in terms of plan
deductibles, coinsurance, and prescription drug coverage. In aggregate, the employer contributes around
78.4% of the total contribution for State Health Plan coverage. The Plan self-contracts provider networks for
hospitals and physicians. These networks continue to maintain extremely high participation rates. Following
is a look at total enrollment in the State’s medical insurance programs and enrollment in the State Health
Plan (as of June 2022).

All Medical Programs State Health Plan
Total Insured Persons: 515,074 514,135
Subscribers: 290,790 290,284
Spouses: 86,911 86,723
Children: 137,373 137,128
Total Subscribers: 290,790 290,284
Employees: 195,134 194,685
Retirees: 92,267 92,210
Survivors: 2,537 2,537
COBRA: 728 728
Former spouses: 124 124
Active Employees: 195,134 194,685
State Agencies: 57,699 57,526
School Districts: 88,275 88,110

Local Government 49,160 49,049



State Health Plan Premiums

The State Health Plan operates under a 4-tier premium structure, varying contribution levels according to
level of coverage. The coverage levels include Employee Only, Employee/Spouse, Employee/Child, and Full
Family. As of June 30, 2022, 57.41% of subscribers had Employee Only coverage, and the remaining 42.59%
covered at least one dependent.

Premiums range from $6,004.56 annually for Employee Only coverage to $15,903.12 annually for Full Family
coverage. Following are the monthly 2022 State Health Plan employee and employer rates.

2022 State Health Plan
(Standard Plan)
Monthly Premiums

ACTUAL RATES

Employee Employer Total
Employee Only $97.68 $402.70 $500.38
Employee / Spouse $253.36 $804.06 $1,057.42
Employee / Child(ren) $143.86 $625.48 $769.34
Full Family $306.56 $1,018.70 $1,325.26

Composite Rate $160.08 $579.41 $739.49



State Health Plan Premiums (continued)
Premium revenue is shared between the employer and the employee (or retiree).
For 2022, both the employer share and the employee share changed slightly. The 2022 employee share

reflects approximately 22% of the total premium.

South Carolina Employee/Employer Sharing of Total
Composite
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State Health Plan Premiums (continued)

The 2022 composite total premium remains fairly well below both the regional and national levels. For 2022,
the State Health Plan composite total premium was approximately 74% of the regional premium and 65% of
the national premium.

Combined Employee and Employer Averaged
Weighted Premiums for State Health Plan Compared

to Regional and National Averages
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State Health Plan Premiums (continued)

For 2022, the State Health Plan employee composite remained below both the regional composite and the
national composite.

Average Weighted Employee Premiums for State Health
Plan Compared to Regional and National Averages
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State Health Plan Contribution Increases

Contribution increases since 2011 are outlined below.

State Health Plan
Contribution Increases

Plan Employer Rate Employee Rate Overall Plan
Year Increase Increase Increase
2011 10.3% 0.0% 7.2%
2012 4.5% 4.5% 4.5%
2013 6.4% 0.0% 4.6%
2014 6.8% 0.0% 5.1%
2015 3.9% 0.0% 2.9%
2016 4.5% 0.0% 3.4%
2017 0.8% 0.0% 0.6%
2018 3.3% 0.0% 2.5%
2019 7.4% 0.0% 5.7%
2020 0.0% 0.0% 0.0%
2021 0.0% 0.0% 0.0%

2022 0.8% 0.0% 0.6%



Status of the Plan

The State Health Plan is currently in a stable financial position and has been able to transfer excess cash
reserves for the previous 12 reporting periods, to the South Carolina Retiree Health Insurance Trust Fund.
However, due to the uncertain impact of Covid-19 to the State Health Plan, legislators granted PEBA,
Insurance Benefits a special exemption and waived the transfer for this fiscal year.

Following are the plan year changes in growth rate in payments per subscriber since 2011.

Plan Year Change in Payout/Subscriber
2011 +1.1%
2012 +5.3%
2013 +4.5%
2014 +1.0%
2015 +7.9%
2016 +0.3%
2017 +2.5%
2018 +3.2%
2019 +2.5%
2020 +3.7%
2021 +7.1%

Change is payout/subscriber updated with the most current claims data to account
for run-out. The reporting method takes rebates, Medicare subsidies and administrative

fees into account.



Status of the Plan (continued)

Following are the plan year medical utilization rates (and growth rates) per 1,000 insured persons (SHP
primary) from 2011 through 2021 for office visits, ER visits, inpatient cases, and outpatient surgery.

Office Visits ER Visits I/P Cases O/P Surgery
Utilization Growth Utilization Growth Utilization = Growth  Utilization = Growth
2011 6,192.94 -1.2% 162.35 +1.1% 55.82 -3.3% 114.48 -0.1%
2012 6,624.21 +7.0% 173.03 +6.6% 59.30 +6.2% 113.56 -0.8%
2013 6,762.58 +2.1% 171.96 -0.6% 55.39 -6.6% 110.07 -3.1%
2014 6,645.51 -1.7% 181.82 +5.7% 53.20 -4.0% 110.33 +0.2%
2015* 7,100.12 +6.8% 188.08 +3.4% 53.84 +1.2% 109.67 -0.6%
2016* 7,420.53 +4.5% 193.56 +2.9% 52.14 -3.2% 114.70 +4.6%
2017* 7,915.69 +6.7% 197.76 +2.2% 53.24 +2.1% 114.05 -0.6%
2018* 8,147.92 +2.9% 196.10 -0.8% 51.98 -2.4% 110.67 -3.0%
2019* 6,898.66 -15.3% 191.83 -2.2% 50.56 -2.7% 108.22 -2.2%
2020* 6,569.25 +4.8% 155.64 -18.9% 50.60 +0.1% 101.49 -6.2%
2021* 7,821.68 +19.1% 181.12 +16.4% 52.17 +3.1% 119.80 +18.0%

* Used new methodology to calculate volume by place of service. This methodology was updated in 2015.

Plan year prescription drug utilization has also moderated, as well as shifted to more cost effective delivery
channels, as indicated below.

Rx/Insured
Utilization = Growth GenericShare  Mail Service Share
2011 17.95 -0.6% 70.2% 8.5%
2012 18.21 +1.4% 74.2% 8.1%
2013 18.33 +0.7% 77.0% 7.7%
2014 18.16 -0.9% 79.5% 2.2%
2015%* 18.60 +2.4% 81.5% 16.0%
2016* 18.22 -2.0% 84.7% 16.3%
2017* 17.91 -1.7% 85.6% 15.5%
2018* 17.46 -2.5% 85.6% 22.3%
2019* 16.88 -3.3% 86.0% 24.6%
2020%* 16.09 -4.7% 86.0% 28.3%
2021%* 16.40 1.9% 85.8% 32.1%

* Used new reporting method to include both 90-day retail and mail, which
have the same copayments.



Status of the Plan (continued)

Cost containment initiatives continue to influence the Plan’s positive trend, including the following:

Provider reimbursement pricing policy with direct-contracted provider networks (inpatient and
outpatient hospital settings, and professional fee schedules)

Pharmacy reimbursement pricing policy that takes advantage of Contractor discounts as part of its
national networks

Utilization review and management (precertification of inpatient cases and certain outpatient
procedures, disease management of specified conditions, complex care management and chronic
kidney disease management)

Chiropractic limit of $2,000/person/year and limit of one manual therapy unit per visit (implemented
2010)

Pre-authorization process for high-end radiology procedures (implemented 2010)

Tobacco surcharge of $40/contract/month for members with single coverage who use tobacco and
$60/contract/month for members with dependent coverage who use tobacco or cover a family
member that does

“Evidence-based medicine” initiative involving analysis of claims data and communications with
doctors regarding best practices

Mail service pharmacy through Pharmacy Benefits Manager

Prior authorization/step therapy requirements for specified medications, including “preferred step
therapy” program to steer business to “front-line” generics

Closed formulary — non-coverage of non-formulary products
“Pay-the-difference” policy for brand drugs with generic equivalents
“Gold standard” smoking cessation program

Voluntary Data Sharing Agreement with Medicare (maintain current Medicare eligibility on all
subscribers yielding significant cost savings)

Significant patient cost sharing for all service types

Pharmaceutical manufacturer rebates (for all health plans); the Plan received approximately $410.72
million in rebates during the current fiscal year

Implementation of a Medicare Part D Prescription Drug Program; the Plan received about $191.15
million in subsidies during the current fiscal year

A health education incentive for members cardiovascular disease or diabetes that provides, at no
patient cost share, generic drugs used to treat those conditions for participants who complete health
education programs (implemented 2010)

Narrow pharmacy networks for specialty drugs and for retail maintenance
A Tricare supplement will again be offered to non-Medicare subscribers on an employee pay all basis

Implementation of the SaveonSP (Specialty Pharmacy) program for the MUSC Health Plan. This
program captures pharma money for certain specialty medications which ultimately reduces both
Plan and patient cost share. This product is only available to non-grandfathered, ACA-compliant plans
which the MUSC Health Plan is eligible.

16



Status of the Plan (continued)

e A pharmacy benefit solution that allows for Medicare to pay its 80 percent share for a Medicare Part
B product purchased by a Medicare beneficiary at a pharmacy and the Plan pay the 20 percent Part B
coinsurance. Currently, a Medicare beneficiary would pay the appropriate Plan copayment but
instead will have no cost share under this scenario. The annual savings for the Plan associated with
this strategy is estimated to be approximately $10.5 million for Plan Year 2022.

Going Forward:
Several points of interest going forward include the following:

e PEBA, Insurance Benefits will retain its “grandfathered” status under the Patient Protection and
Affordable Care Act (ACA) for 2023.

e For 2023, there will be an 18.1 percent rate increase for employers and no increase for employees for
continuation of the ongoing plan of benefits. Patient cost-sharing limits for copayments, deductibles,
and coinsurance maximums also increased for 2023.

e Standard Plan adult primary members ages 19 and older will be eligible for one well visit each year at no

patient cost share for 2023 for routine services covered under the adult well visit. Prior to 2023, the
frequency of an adult well visit was age based and was subject to patient cost share.

SOUTH CAROLINA RETIREE HEALTH INSURANCE TRUST FUND

The SCRHITF was established by the State of South Carolina through Act 195 on May 1, 2008. In accordance
with Act 195, the SCRHITF was created to provide for the employer costs of retiree post-employment health
and dental insurance benefits for retired state employees and retired employees of public school districts.
As of the SCRHITF valuation date of June 30, 2021 (the latest plan actuarial evaluation date), there were 251
participating employers and 284,962 eligible plan participants (185,350 active, 98,144 retired, and 1,468
vested terminated). The South Carolina Public Employee Benefit Authority (PEBA) administers the SCRHITF
and the PEBA Board has been designated as the Trustee. The State Treasurer is the custodian of the funds
held in the SCRHITF and invests those funds in accordance with the statutes of the State.

Financial Highlights

e Net position held in trust, as reported in the Statement of Plan Fiduciary Net Position, totaled $1.624
billion at June 30, 2022, a net decrease of $59.756 million from the prior year.

e Total additions as reflected in the Statement of Changes in Plan Fiduciary Net Position totaling
$451.839 million are a result of contributions, investment income, and securities lending activities
income.

e Total deductions as reflected in the Statement of Changes in Plan Fiduciary Net Position totaling
$511.594 million are a result of benefit and administrative expenses.



Overview of Financial Statements

The SCRHITF has two basic financial statements, the notes to the financial statements and the three required
supplementary schedules. The basic financial statements and the required disclosures comply with the
accounting principles and reporting guidelines as set forth by the Governmental Accounting Standards Board,
utilizing the accrual basis of accounting.

The Statement of Plan Fiduciary Net Position is the first basic financial report. This is a snapshot of account
balances at fiscal year-end. This statement reflects assets available for future payments to retirees and their
beneficiaries and any current liabilities owed as of fiscal year end.

The following schedule is a condensed version of the SCRHITF’s assets, liabilities, and fiduciary net position
and is prepared from the Statement of Plan Fiduciary Net Position:

Condensed Statements of Plan Fiduciary Net Position

2022 2021
Total assets $ 1,655,172,292 $ 1,725,618,487
Total liabilities 31,510,889 42,201,495

Net position held in trust for other postemployment benefits $ 1,623,661,403 $ 1,683,416,992

The Statement of Changes in Plan Fiduciary Net Position is the second financial report. This report reflects all
the activities that occurred during the fiscal year and shows the impact of those activities as additions or
deductions to the plan. The trend of additions versus deductions to the plan will indicate the condition of the
SCRHITF’s financial position over time.

The following schedule is a condensed version of the SCRHITF’s additions, deductions and changes in plan
net position and is prepared from the Statement of Changes in Plan Fiduciary Net Position:

Condensed Statements of Changes in Plan Fiduciary Net Position

2022 2021
Total additions $ 451,838,627 $ 587,753,058
Total deductions 511,594,216 556,635,251
Net increase in net position held in trust for other
postemployment benefits (OPEB) (59,755,589) 31,117,807
Net position held in trust for OPEB, beginning of year 1,683,416,992 1,652,299,185
Net position held in trust for OPEB, end of year $ 1,623,661,403 $ 1,683,416,992

The Notes to the Financial Statements (Notes) are an integral part of the financial reports. The Notes provide
detailed discussion of key policies, programs, and activities that occurred during the period.
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Overview of Financial Statements (continued)
Plan Assets and Key Percentages

As of June 30, 2022, the SCRHITF had $1.624 billion in Net Position (total assets of $1.655 billion exceeding
total liabilities of $31.511 million). The Plan Fiduciary Net Position represents funds available for future
payments.

The SCRHITF’s independent actuary, Gabriel, Roeder, Smith and Company, performed an actuarial valuation
as of June 30, 2021 which was rolled forward to June 30, 2022 to determine the net OPEB liability to be
$15.212 billion. The Plan Fiduciary Net Position as a percentage of total OPEB liability was 9.64% at the
valuation date. The net OPEB liability as a percentage of covered-employee payroll was 154.49% at the
valuation date.

Additions and Deductions to Plan Fiduciary Net Position

The primary sources which finance the health and dental benefits the SCRHITF provides are the collection of
employer contributions, additional State appropriations, accumulated PEBA, Insurance Benefits reserve
balances, and income generated from investments. For the period ending June 30, 2022, total additions
amounted to $451,838,627. Employer contributions accounted for $558,629,409 that is a result of a
surcharge of 6.25% on each employer’s payroll. The surcharge is an estimated amount to cover the employer
portion of the “pay go” costs of retiree claims and is collected by and transferred from the South

Carolina Retirement System to the SCRHITF. Other additions were state appropriations of $2,375,300 and a
net loss of $109,166,082 in investment income. It is composed of interest earnings and securities lending
activities of $30,747,838, net realized gains of $3,730,367, net unrealized losses of $143,840,813 and net
unrealized gains from value in securities lending of $196,526.

For the period ending June 30, 2022, total deductions amounted to $511,594,216, which was a result of
claims and administrative expenses.

Future Funding

Going forward into 2023, the net OPEB liability will be funded primarily through the surcharge on employer’s
payroll. Effective July 1, 2022, the surcharge will remain at 6.25%. Other funding sources will include excess
PEBA, Insurance Benefits reserves, additional State appropriations (which in this year’s budget totaled
$2,375,300) and investment earnings.

19



SOUTH CAROLINA LONG-TERM DISABILITY INSURANCE TRUST FUND

The SCLTDITF was established by the State of South Carolina through Act 195 on May 1, 2008. In accordance
with Act 195, the SCLTDITF was created to fund and account for the employer costs of the State’s Basic Long-
Term Disability Income Benefit Plan. As of June 30, 2021 (the latest plan actuarial valuation date), there were
774 participating employers and 196,405 eligible plan participants (195,430 active and 975 retired). The
South Carolina Public Employee Benefit Authority (PEBA) administers the SCLTDITF and the PEBA Board has
been designated as the Trustee. The State Treasurer is the custodian of the funds held in the SCLTDITF and
invests those funds in accordance with the statutes of the State.

Financial Highlights

e Net position held in trust, as reported in the Statement of Plan Fiduciary Net Position, totaled $34.825
million, a decrease of $6.376 million from the prior year.

e Total additions as reflected in the Statement of Changes in Plan Fiduciary Net Position of $3.195
million represent contributions revenue, investment income and securities lending activities income.

e Total deductions as reflected in the Statement of Changes in Plan Fiduciary Net Position of $9.571
million represent benefit and administrative expenses.

Overview of Financial Statements

The SCLTDITF has two basic financial statements, the notes to the financial statements, and the three
required supplementary schedules. The basic financial statements and the required disclosures comply with
the accounting principles and reporting guidelines as set forth by the Governmental Accounting Standards
Board, utilizing the accrual basis of accounting.

The Statement of Plan Fiduciary Net Position is the first basic financial report. This is a snapshot of account
balances at fiscal year-end. This statement reflects assets available for future payments to beneficiaries and
any current liabilities owed as of fiscal year end.

The following schedule is a condensed version of the SCLTDITF’s assets, liabilities, and net position and is
prepared from the Statement of Plan Fiduciary Net Position:

Condensed Statements of Plan Fiduciary Net Position

2022 2021
Total assets S 39,026,300 S 45,036,166
Total liabilities 4,201,453 3,834,919
Net position held in trust for other postemployment benefits S 34,824,847 S 41,201,247
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Overview of Financial Statements (continued)

The Statement of Changes in Plan Fiduciary Net Position is the second financial report. This report reflects all
of the activities that occurred during the fiscal year and shows the impact of those activities as additions or
deductions to the plan. The trend of additions versus deductions to the plan will indicate the condition of the
SCLTDITF’s financial position over time.

The following schedule is a condensed version of the SCLTDITF’s additions, deductions and changes in plan
net position and is prepared from the Statement of Changes in Plan Fiduciary Net Position:

Condensed Statements of Changes in Plan Fiduciary Net Position

2022 2021
Total additions S 3,194,998 S 7,397,957
Total deductions 9,571,398 8,675,816
Net increase in net position held in trust for other
postemployment benefits (OPEB) (6,376,400) (1,277,859)
Net position held in trust for OPEB, beginning of year 41,201,247 42,479,106
Net position held in trust for OPEB, end of year S 34,824,847 S 41,201,247

The Notes to the Financial Statements (Notes) are an integral part of the financial reports. The Notes provide
detailed discussion of key policies, programs, and activities that occurred during the period.

Plan Assets and Key Percentages

As of June 30, 2022, the SCLTDITF has $34,824,847 in net position. The Plan Fiduciary Net Position represents
funds available for future payments.

The SCLTDITF’s independent actuary, Gabriel, Roeder, Smith and Company, performed an actuarial valuation
as of June 30, 2021 which was rolled forward to June 30, 2022 to determine the net OPEB liability to be
$11,585,473. The Plan Fiduciary Net Position as a percentage of total OPEB liability was 75.04% at the
valuation date.
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Overview of Financial Statements (continued)
Additions and Deductions to Plan Net Position

The primary sources which finance the long-term disability benefits the SCLTDITF provides are investment
income and the collection of employer contributions. For the period ended June 30, 2022, total additions
amounted to $3,194,998. Employer contributions to the SCLTDITF were $7,571,283 for premiums that are
billed and transferred by PEBA, Insurance Benefits on a monthly basis. At June 30, 2022, there was a net loss
in investment income of $4,372,245. It is composed of interest earnings and securities lending activities of
$920,373, net realized gains of $209,984, net unrealized losses of $5,508,099 and net unrealized gains from
value in securities lending of $1,457. For the period ending June 30, 2022, total deductions amounted to
$9,571,398 resulting from claims expense and administrative expenses.

Future Funding

The Net OPEB Liability is 75.04% funded and going forward into 2023, the premium charged to employers
will remain static.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS

STATEMENT OF NET POSITION
JUNE 30, 2022

Assets and Deferred Outflows of Resources
Current assets:

Cash and cash equivalents S 491,868,364
Premiums receivable 4,612,057
Prescription drug rebate receivable 102,755,838
Medicare Part D subsidy receivable 90,501,383

Accrued interest 10,391

Prepaid items 190,690

Total current assets 689,938,723
Non-current assets:

Capital assets, net of accumulated depreciation 77,880
Total assets 690,016,603
Deferred outflow of resources:

Pension 3,338,549
Other postemployment benefits 3,955,260
Total deferred outflow of resources 7,293,809

Liabilities, Deferred Inflows of Resources, and Net Position
Current liabilities:

Accounts payable and accrued payroll 853,593
Accrued compensated absences 790,905
Unearned premium revenue 20,025,793
Claims payable and administrative fees 79,576,499
Claims incurred but not reported 191,695,681
Total current liabilities 292,942,471
Non-current liabilities:
Accrued compensated absences, net of current portion 450,657
Net OPEB liability 15,642,619
Net pension liability 12,972,240
Total non-current liabilities 29,065,516
Total liabilities 322,007,987
Deferred inflow of resources:
Pension 1,901,897
Other postemployment benefits 1,163,790
Total deferred inflow of resources 3,065,687
Net Position:
Net investment in capital assets 77,880
Unrestricted 372,158,858
Total net position S 372,236,738

The accompanying notes are an integral part of these financial statements.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY

INSURANCE BENEFITS

STATEMENT OF REVENUE, EXPENSES,
AND CHANGES IN NET POSITION

FOR THE FISCAL YEAR ENDED JUNE 30, 2022

Operating revenue:
Insurance premiums:
Active employees
Retirees
Total insurance premiums
Prescription drug rebates
Medicare Part D subsidy
Administrative fees and other
Total operating revenue

Operating expenses:
Claims
Premiums
Non-employer contributions for OPEB (see Note 4)
Third party administrative fees
Salaries and benefits
Other services
Professional services
Adoption assistance program
Other operating expenses
Total operating expenses

Operating loss
Non-operating revenue:
Income from deposits

Change in net position
Net position, beginning of year

Net position, end of year

S 1,988,900,587
833,480,948

2,822,381,535
410,721,012
191,146,130
4,493,689

3,428,742,366

3,266,727,879
183,378,739
79,398,376
9,829,308
4,891,576
595,233
142,798
1,038,404

3,546,002,313

(117,259,947)

8,321,874

(108,938,073)
481,174,811

S 372,236,738

The accompanying notes are an integral part of these financial statements.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY

INSURANCE BENEFITS

STATEMENT OF CASH FLOWS

FOR THE FISCAL YEAR ENDED JUNE 30, 2022

Cash Flows from Operating Activities
Premiums received from customers
Other receipts
Payments to employees
Payments for other post employment benefits
Payments to providers, suppliers and others

Net cash used in operating activities

Cash Flows Used in Capital and Related Financing Activities
Purchase of capital assets

Net cash used in capital and related financing activities

Cash Flows from Investing Activities
Interest received-deposits and investments

Net cash provided by investing activities
Net increase in cash and cash equivalents

Cash and cash equivalents:
Beginning of year

End of year

Reconciliation of operating income to net cash from operating activities:
Operating loss
Adjustments to reconcile operating income to net cash
used in operating activities:
Depreciation expense
Deferred outflows of resources - pension
Deferred inflows of resources - other postemployment benefits
Effect of changes in operating assets and liabilities:
Premiums receivable
Due from related entity
Prescription drug rebate receivable
Medicare Part D Subsidy receivable
Prepaid expenses
Accounts payable, accrued payroll and compensated absences
Unearned premium revenue
Claims payable, administrative fees and incurred but not reported

Net cash used in operating activities

The accompanying notes are an integral part of these financial statements.

S 2,817,454,345
698,891,665
(10,253,016)

(3,507,726,851)

(1,633,857)

(4,747)

(4,747)

8,320,904

8,320,904

6,682,300

485,186,064

S 491,868,364

$  (117,259,947)

44,362
(812,184)
284,149

(2,186,984)
1,300,000
87,033,459
5,497,374
295,833
104,327
(2,740,205)
26,305,959

S (1,633,857)
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

STATEMENTS OF PLAN FIDUCIARY NET POSITION

JUNE 30, 2022

South Carolina Retiree
Health Insurance

South Carolina Long-Term
Disability Insurance

Trust Fund Trust Fund
Assets :
Cash and cash equivalents S 86,080,710 S 1,466,645
Invested securities lending collateral 30,880,427 3,447,003
Due from South Carolina Retirement Systems 89,502,008 -
Accrued interest receivable 7,610,067 236,040
Investments - Domestic Fixed Income 1,441,099,080 33,876,612
Total assets 1,655,172,292 39,026,300
Liabilities :
Collateral for loaned securities 31,510,889 3,506,264
Claims payable - 695,189
Total liabilities 31,510,889 4,201,453
Fiduciary net position restricted for other
postemployment benefits S 1,623,661,403 S 34,824,847

The accompanying notes are an integral part of these financial statements.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

STATEMENTS OF CHANGES IN PLAN FIDUCIARY NET POSITION
FOR THE FISCAL YEAR ENDED JUNE 30, 2022

South Carolina Retiree South Carolina Long-Term
Health Insurance Disability Insurance

Trust Fund Trust Fund
Additions:
Contributions:
Employer contributions 558,629,409 7,571,283
Nonemployer contributions 2,375,300 -
Total contributions 561,004,709 7,571,283
Investment income:
Interest income 30,666,086 916,332
Net realized gains on investments 3,730,367 209,984
Net change in unrealized losses on investments (143,644,287) (5,506,642)
Less: Investment manager/custody fees (740,731) (18,774)
Securities lending activities income:
Gross earnings from interest and fees 145,582 5,251
Gross borrower rebates (54,751) (765)
Less: Bank fees (9,079) (446)
Total additions 451,097,896 3,176,223
Deductions:
Benefits expense 510,792,860 9,491,998
Administrative expenses 60,625 60,625
Total deductions 510,853,485 9,552,623
Net change in net position restricted for OPEB (59,755,589) (6,376,400)
Net position restricted for other postemployment
benefits, beginning of vear 1,683,416,992 41,201,247
Net position restricted for other postemployment
benefits 1,623,661,403 34,824,847

The accompanying notes are an integral part of these financial statements.



SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Description

General

The South Carolina Public Employee Benefit Authority (PEBA) was created by the South Carolina General
Assembly as part of Act No. 278 effective July 1, 2012. PEBA is a state agency responsible for the
administration and management of the state’s employee insurance programs, other post-employment
benefits trusts and retirement systems and is part of the State of South Carolina primary government.

The governing board of PEBA is a board of 11 members. The membership composition is three members
appointed by the Governor, two members appointed by the President Pro Tempore of the Senate, two
members appointed by the Chairman of the Senate Finance Committee, two members appointed by the
Speaker of the House of Representatives and two members appointed by the Chairman of the House Ways
and Means Committee. Individuals appointed to the PEBA board must possess certain qualifications.
Members of the PEBA board serve for terms of four years and until their successors are appointed and
qualify. The PEBA board appoints the Executive Director. The laws of the State and the policies and
procedures specified by the State for State agencies are applicable to all activities of PEBA.

The financial statements presented include the South Carolina Public Employee Benefit Authority,
Insurance Benefits (PEBA, Insurance Benefits) and the other post-employment benefits trust funds, the
South Carolina Retiree Health Insurance Trust Fund and the South Carolina Long-Term Disability Insurance
Trust Fund. The financial statements were prepared in conformity with accounting principles generally
accepted in the United States of America (GAAP) as applied to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles.

The core of the financial reporting entity is the primary government, which has a separately elected
governing body. As required by accounting principles generally accepted in the United States of America,
the financial reporting entity includes both the primary government and all of its component units. An
organization other than a primary government may serve as a nucleus for a reporting entity when it issues
separate financial statements. That organization is identified herein as a primary entity and these
financials are included in the Annual Comprehensive Financial Report of the State of South Carolina.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Description (Continued)

The primary government or entity is financially accountable if it appoints a voting majority of the
organization’s governing body, including situations in which the voting majority consists of the primary
entity’s officials serving as required by law (e.g. employees who serve in an ex officio capacity on the
component unit’s board are considered appointments by the primary entity) and

(1) it is able to impose its will on that organization or

(2) there is a potential for the organization to provide specific financial benefits to, or impose specific

financial burdens on, the primary entity.

The primary entity also may be financially accountable if an organization is fiscally dependent on it even
if it does not appoint a voting majority of the board. An organization is fiscally dependent on the primary
entity that holds one or more of the following powers:

(1) Determine its budget without another government’s having the authority to approve and modify

that budget;

(2) Levy taxes or set rates or charges without approval by another government

(3) Issue bond debt without approval by another government.

Based on these criteria, this report has no component units or any other parts of the State of South
Carolina primary government included.

PEBA, Insurance Benefits

The PEBA, Insurance Benefits manages the group health, dental, life, accidental death and
dismemberment and disability programs as authorized in Sections 1-11-710 and 1-11-720 of the South
Carolina Code of Laws of 1976, as amended.

The PEBA, Insurance Benefits provides health insurance to eligible employees and retirees of State
agencies and its political subdivisions who elect coverage. Coverage elections include three self-insured
health plans. The State Health Plan offers a High Deductible Health Plan (SHP Savings Plan), a Preferred
Provider Organization (SHP Standard Plan) and Medicare Supplement. Tricare Supplement Plan is a fully
insured product. Dental coverage is through the State’s self-insured plan, which is available to eligible
employees and retirees. An additional dental option is offered to subscribers, Dental Plus, which is a fully-
insured product. Dental Plus is an employee pay all plan that supplements the State Dental Plan. Dental
coverage is required to elect Dental Plus. The Basic Long-Term Disability Plan is a self-insured group long-
term disability plan available to eligible active employees enrolled in a State health plan. Supplemental
long-term disability, Optional Life and Dependent and/or Spouse Life are fully insured products offered to
eligible employees.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Description (Continued)

For active State employees, the employee share of monthly premiums is paid through payroll deductions
and the respective employer pays the employer’s monthly premium portion for active employees. For all
other entities (School Districts, Higher Education Institutions, and Local Subdivisions), the employer is
responsible for remitting the employer and employee monthly premium for active employees.

Retirees of the State and School Districts pay most of their monthly premiums through withholdings from
individual retirement benefits, with the remaining individually billed. The employer portion is paid by the
South Carolina Retiree Health Trust Fund through monthly employer surcharge contributions.

For Local Subdivisions, the employer is also responsible for collecting the retiree monthly premium and
remitting the entire monthly premium to the PEBA, Insurance Benefits.

Details on Eligibility requirements and coverage for all plans are contained in the Insurance Benefits Guide.
Premium rates for all plans are reviewed on a calendar year basis and adjusted as considered necessary
after actuarial calculations.

The State of South Carolina as the predominant participant retains the risk of loss for the self-insured
health, dental and basic long-term disability coverages.

Other Post-Employment Benefits Trust Funds

The Other Post-Employment Benefits Trust Funds (OPEB Trusts), collectively refers to the South Carolina
Retiree Health Insurance Trust Fund (SCRHITF) and the South Carolina Long-Term Disability Insurance
Trust Fund (SCLTDITF), were established by the State of South Carolina as Act 195, which became effective
in May 2008. The SCRHITF was created to fund and account for the employer costs of the State’s retiree
health and dental plans. The SCLTDITF was created to fund and account for the employer costs of the
State’s Basic Long-Term Disability Income Benefit Plan.

The SCRHITF is a healthcare plan that covers retired employees of the State of South Carolina, including
all agencies and public school districts. The SCRHITF provides health and dental insurance benefits to
eligible retirees.

The SCLTDITF is a long-term disability plan that covers employees of the State of South Carolina, including
all agencies and public school districts and all participating local governmental entities. The SCLTDITF
provides disability payments to eligible employees.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Description (Continued)

Risks and Uncertainties

The OPEB Trusts invest in various investment securities. Investment securities are exposed to various risks
such as interest rate, market and credit risks. Due to the level of risk associated with certain investment
securities, it is at least reasonably possible that changes in the values of investment securities will occur
in the near term and that such change could materially affect the amounts reported in the statement of
plan net position available for benefits.

Summary of Significant Accounting Policies

Basis of Presentations

The PEBA, Insurance Benefits is an internal service fund and in its stand-alone financial statements is
considered a proprietary fund. The financial statement presentation provides a comprehensive, entity-
wide perspective of the fund’s net position, revenue, expenses and changes in net position and cash flows.
Net position is segregated into net investment in capital assets, restricted net position and unrestricted
net position components.

The OPEB Trusts exist for the benefit of each plan’s participants and may not be utilized for any other
purpose. They are part of the State of South Carolina’s primary government and are included in the Annual
Comprehensive Financial Report of the State of South Carolina. In making this determination, factors of
financial accountability, governance and fiduciary responsibility of the state were considered.

Basis of Accounting

All financial statements have been presented using the economic resources measurement focus and the
accrual basis of accounting. Revenues and contributions are recognized in the period in which they are
earned and become measurable; expenses and benefits are recognized in the period incurred and
payable, if measurable. Claims liabilities are reported when it is probable that a loss has occurred and the
amount of the loss can be reasonably estimated.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Summary of Significant Accounting Policies (continued)

Cash and Cash Equivalents

The amounts shown in the accompanying financial statements as cash and cash equivalents represent
cash on hand, cash on deposit in banks and cash invested in various instruments as part of the State’s cash
management pool, an internal investment pool. Because the cash management pool operates as a
demand deposit account, amounts invested in the pool are classified as cash and cash equivalents. The
State Treasurer administers the cash management pool. The pool includes some long-term investments
such as obligations of the United States, government sponsored entities and domestic corporations,
certificates of deposit and collateralized repurchase agreements held in the State’s name.

Most entities in the primary government participate in the cash management pool except for some
agencies due to restrictions on the use of funds. For activities excluded from the pool, cash equivalents
include investments in short-term, highly liquid securities having a maturity at the time of purchase of
three months or less. With respect to investments in the State’s internal cash management pool, all of
the State Treasurer’s investments are insured or registered or are investments for which the securities are
held by the State or its agents in the State’s name. Information pertaining to the reported amounts, fair
values and credit risk of the State Treasurer’s investments is disclosed in the State’s ACFR.

The State’s cash management pool consists of a general deposit account and several special deposit
accounts. The state records each fund’s equity interest in the general deposit account. All earnings on
that account are recorded in the General Fund. In contrast, each special deposit account retains its own
earnings.

The amounts shown in the financial statements as cash and cash equivalents for PEBA, Insurance Benefits
represents cash on deposit with the State Treasurer as part of the State’s internal cash management pool,
and cash invested in various short-term instruments by the State Treasurer and held in separate agency
accounts.

Cash and cash equivalents for the OPEB Trusts consist mainly of collateralized repurchase agreements
held by the State or its agent in the name of the State Treasurer as custodian and restricted to the related
trust fund.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Summary of Significant Accounting Policies (Continued)

Investments

The State Treasurer is authorized by statute to be the custodian of and invest all State funds. The State
Treasurer’s investment objectives are preservation of capital, maintenance of adequate liquidity and
obtaining the best yield possible within prescribed parameters. To meet those objectives, the State
Treasurer uses various resources including an investment advisory service, electronic financial quotation
and information services, various economic reports and daily communication with brokers and financial
institution investment officers.

To ensure safety of principal, the State Treasurer’s policy is to limit liquid investments, maturities not
exceeding one year, to cash, repurchase agreements (collateralized by United States Treasury or federal
agency obligations with a market value in excess of 100.00% of funds advanced), United States Treasury
bills, federal agency discount notes and commercial paper. The State Treasurer further preserves principal
by investing in only the highest investment grade securities; those rated at least A by two leading national
rating services. In order to diversify investment holdings, asset allocation policies are utilized for
investments having more than one year to maturity. Overall credit exposure is managed by asset
allocation policies and by additional constraints controlling risk exposure to individual corporate issuers.

Investments are stated at fair value determined by the custodian from the last reported sales price as
provided by Bank of New York Mellon. Net unrealized appreciation or depreciation for the year is reflected
in the statement of changes in plan net position and is included as a component of investment income.

Receivables

For financial statement presentations enclosed herein, receivables are recorded when earned and due.
No allowance for bad debt is required, as amounts are written-off when deemed uncollectible.
Receivables due from other State Agencies are shown in Note 9.

Prepaid ltems
Certain payments to vendors reflect costs applicable to future accounting periods. These payments are

shown as prepaid items so to reflect consumption in the future reporting period.
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SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Summary of Significant Accounting Policies (Continued)

Capital Assets
Capital assets are valued at original acquisition cost less accumulated depreciation from the purchase

date. Assets donated are valued at acquisition value at the date of the gift. One class of capital assets,
furniture and equipment, is used. The costs of normal maintenance and repairs that do not significantly
add to the value of an asset or materially extend an asset’s useful life are not capitalized. Depreciation is
recorded using the straight-line method over the estimated useful lives of 3-10 years. The capitalization
dollar threshold limit for capital assets is $5,000.

Unearned Premium Revenue
Premiums billed in advance or payments received in advance of when coverage is due, or collections of
overpayments of amounts billed not earned are recorded as unearned premium revenue.

Claims Payable and Administrative Fees

Claims payable and administrative fees represent claims and fees related to health, dental and long-term
disability expenses payable at June 30, 2022. The claims payable balance is based on claims that have
been paid by the third party administrators for the fiscal year presented and total $78,938,299. That
amount includes administrative fees payable at June 30, 2022 of $638,200.

Compensated Absences

Full-time employees earn 1.25 days of vacation leave per month and 1.25 days of sick leave. Employees
with more than ten years of service earn an additional 1.25 days of vacation leave per year for each year
of continuous State service in excess of ten years. This caps at 22 years in which an employee would earn
18.75 hours of vacation leave a month which equals 30 days, the maximum amount of vacation leave an
employee can earn in any one calendar year. Sick leave earnings remain at 15 days per calendar year.
Employees may carry forward 45 days of vacation leave and 180 days of sick leave from one calendar year
to the next. Upon termination from State employment, a lump sum payment will be made to an employee
for any unused accumulated vacation leave, not to exceed 45 days, at the rate the employee is being paid
at the time of termination. The vacation leave payment is subject to retirement contribution if the
employee is classified as a Class || membership, anyone hired prior to July 1, 2012. Employees are not
paid for unused accumulated sick leave. However, at retirement, employees classified as a Class Il
membership receive service credit for not more than 90 days of unused accumulated sick leave. The
additional service credit may not be used to qualify an employee for retirement.
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Summary of Significant Accounting Policies (Continued)
Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position reports a separate section for deferred outflows of
resources representing a consumption of net position that applies to a future period(s).

In addition to liabilities, the statement of net position reports a separate section for deferred inflows of
resources representing an acquisition of net position that applies to a future period(s).

The PEBA, Insurance Benefits statement of net position includes deferred outflows and inflows related to
the Net OPEB Liability as detailed in Note 4 and Net Pension Liability as detailed in Note 7.

Pensions

In government-wide financial statements, pensions are required to be recognized and disclosed using the
accrual basis of accounting, regardless of the amount recognized as pension expenditures on the modified
accrual basis of accounting. PEBA, Insurance Benefits recognizes their pension related liabilities and
expenses on the same basis as the separately issued statements provided by the South Carolina
Retirement System (please see note 8). PEBA, Insurance Benefits recognizes a net pension liability for
each qualified pension plan in which it participates, which represents the excess of the total pension
liability over the fiduciary net position of the qualified pension plan, or PEBA, Insurance Benefits’
proportionate share thereof in the case of a cost-sharing multiple employer plan, measured as of PEBA,
Insurance Benefits’ fiscal year-end.

Changes in the net pension liability during the period are recorded as pension expense, or as deferred
outflows or inflows of resources depending on the nature of the change, in the period incurred. Those
changes in net pension liability that are recorded as deferred outflows or inflows of resources that arise
from changes in actuarial assumptions or other inputs and differences between expected or actual
experience are amortized over the weighted average remaining service life of all participants in the
respective qualified pension plan and recorded as a component of pension expense beginning with the
period in which they are incurred. Projected earnings on qualified plan investments are recognized as a
component of pension expense. Differences between projected and actual investment earnings are
reported as deferred outflows or inflows of resources and amortized as a component of pension expense
on a closed basis over a five-year period beginning with the period in which the difference occurred.

35



SOUTH CAROLINA PUBLIC EMPLOYEE BENEFIT AUTHORITY
INSURANCE BENEFITS
AND
OTHER POST EMPLOYMENT BENEFITS TRUST FUNDS

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2022

Summary of Significant Accounting Policies (Continued)

Net Position
Net position for PEBA, Insurance Benefits is recorded in three categories:

Net investment in capital assets consists of capital assets net of accumulated depreciation and
reduced by outstanding balances for bonds, notes and other debt that are attributed to the
acquisition, construction or improvement of those assets.

Restricted net position results when constraints placed on the use of net position are imposed by
creditors, grantors, contributors and the like or imposed by law through constitutional provisions or
enabling legislation. SC PEBA did not have restricted net position at June 30, 2022.

Unrestricted net position consists of net position that does not meet the definition of restricted net
position or investment in capital assets.

The unrestricted net position of the PEBA, Insurance Benefits is required by State statute to be used for
the purposes of providing insurance benefits for employees and retirees.

Medicare Part D Subsidies and Prescription Drug Rebate Revenue
PEBA, Insurance Benefits has elected to recognize Medicare Part D subsidies and Prescription Drug rebates
as operating revenue as this revenue directly relates to the operations of the State Health Plan.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires the need to make estimates and assumptions that affect certain
reported amounts and disclosures. Actual results may differ from those estimates.

Deposits, Investments and Securities Lending Transactions

As prescribed by Statute, the State Treasurer is the custodian and investment manager of all deposits of
the entities.

For purposes of the PEBA, Insurance Benefits statement of cash flows, all amounts held by the State
Treasurer’s Office are considered highly liquid securities with a maturity of three months or less at the
time of purchase. Fair value of cash and cash equivalents reported approximates the carrying value.
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Deposits, Investments and Securities Lending Transactions (Continued)

Cash deposits held by the State Treasurer’s Office as of June 30, 2022 for financials presented were as
follows:

PEBA, Insurance Benefits S 491,868,364
SCRHITF S 2,555,509
SCLTDITF S 9,580

The following schedule reconciles the OPEB Trust Funds investments and deposits as reported in the
statement of net positions to disclosures included in this note:

SCRHITF SCLTDITF
Note Note
Statements Disclosure Statements Disclosure

Held by State Treasurer:

Cash and cash equivalents S 86,080,710 S - S 1,466,645 S -

Invested securities lending

collateral 30,880,427 30,880,427 3,447,003 3,447,003

Investments 1,441,099,080 - 33,876,612 -

Deposits - 2,555,509 - 9,580

Specifically identified

investments - 1,524,624,281 - 35,333,677

Total $ 1,558,060,217 S 1,558,060,217 $38,790,260 S 38,790,260

Cash deposits held by the State Treasurer’s Office and the third party administrator are exposed to
custodial credit risk. In the case of deposits, this is the risk that in the event of a bank failure, the entities’
deposits may not be returned. The entities do not have a deposit policy for custodial credit risk. As of
June 30, 2022, the entities’ deposits were collateralized with securities held by the pledging financial
institution’s trust department or agent, but not in the entities’ name.

Deposits held by the State Treasurer’s Office are classified by risk category in the Annual Comprehensive

Financial Report of the State of South Carolina. Information about the classification of a portion of its
pooled funds is not available.
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Deposits, Investments and Securities Lending Transactions (Continued)
The amounts classified as investments in the financial statements comprise investments held by the OPEB
Trusts, which are legally restricted and earnings thereon and is revenue of the specific trust from which

the investments were made. The OPEB Trusts’ investments are specific, identifiable investment securities
held at Bank of New York Mellon.

For investment classifications reported below, the balances therein fluctuated minimally in excess of the
year-end balances throughout the fiscal year ended June 30, 2022. As discussed in Note 2, investments
are reported at fair value.

The following represents the fair values of the OPEB Trusts investments at June 30, 2022:

Fair Value - OPEB Trust Funds

SCRHITF SCLTDITF Total

Collateralized mortgage-backed

obligations S 22,418,386 S 441,129 S 22,859,515
U.S. government and agency 896,272,697 18,731,698 915,004,395
Corporate bonds 326,249,358 9,799,234 336,048,592
Financial paper 196,158,639 4,904,552 201,063,191
Cash equivalents 83,525,201 1,457,064 84,982,265
Total S 1,524,624,281 S 35,333,677 $1,559,957,958

Due to higher cash flows at certain times during the year, the repurchase agreements fluctuated
significantly throughout the fiscal year. The maximum amounts in this classification during the year ended
June 30, 2022 were $81,679,000 for the SCRHITF and $1,338,000 for the SCLTDITF. Repurchase
agreements are classified as cash and cash equivalents in the OPEB Trusts’ Statement of Plan Net Position.

The OPEB Trusts investments are subject to credit risk. Credit risk is the risk that an issuer or other
counterparty to an investment will not fulfill its obligations to the State. The State Treasurer’s credit policy
mitigates potential for loss of principal by purchasing only high investment grade fixed-income securities.
In the event that the rating of a security falls below investment grade, that security may continue to be
held contingent upon an evaluation of the longer term investment merits of the security.
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As of June 30, 2022, the investments rated by Moody’s stated at fair value were as follows:

Fair Value - OPEB Trust Funds

AAA/AA A1/A2/A3 BAA/BA B1/B2/B3 P-1/P-2 Not Rated Total
Collateralized
mortgage-backed
obligations S 22,859,515 S - S - S - S - S - S 22,859,515
U.S. government
and agency
securities 915,004,395 - - - - - 915,004,395
Corporate bonds 21,410,444 72,822,934 237,903,054 - - 3,912,160 336,048,592
Financial paper - 133,658,954 67,404,237 - - - 201,063,191
Cash equivalents - - - - 84,982,265 - 84,982,265
Total S 959,274,354 S 206,481,888 S 305,307,291 S - S 84,982,265 S 3,912,160 $ 1,559,957,958

The OPEB Trusts investments are subject to interest rate risk. Interest rate risk is the risk that changes in
interest rates will adversely affect the fair value of an investment. The State Treasurer’s policy does not
specifically address interest rate risk. Its objectives for preservation of capital and maintenance of
adequate liquidity focus the management of interest rate sensitivity on investing in securities with a range
of maturities from one day to thirty years.

At June 30, 2022, the maturities of the investments for the OPEB Trusts that will mature were limited
according to the following segmented time distribution:

Fair Value - OPEB Trust Funds Maturities (in years)

Less than 1 1-5 6 - 10 More than 10 Total

Collateralized mortgage-

backed obligations S - S 563 S 7,133 S 22,851,819 S 22,859,515
U.S. government and

agency securities 37,550,785 593,218,027 257,470,532 26,765,051 915,004,395
Corporate bonds 22,082,139 166,612,782 141,024,705 6,328,966 336,048,592
Financial paper 8,084,704 117,314,040 68,021,345 7,643,102 201,063,191
Cash equivalents 84,982,265 - - - 84,982,265
Total $ 152,699,893 $ 877,145,412 $ 466,523,715 S 63,588,938 $ 1,559,957,958
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Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investments
in a single issuer. The State’s policy for reducing the risk is to diversify and limit exposure to any single
issuer to no more than 5%, except for United States Treasury and agency obligations. As of June 30, 2022,
the PEBA — Insurance Benefits did not have any single issuers of debt that were not fully collateralized by
the U.S. government.

Foreign currency risk is the risk that changes in exchange rates will adversely impact the fair value of an
investment. The State Treasurer manages these risks as permitted by investment policy. There were no
foreign investments at year end for either SCRHITF or SCLTDITF.

During the year, the following amounts earned from deposits or investments were included in investment
earnings:
PEBA, Insurance

Benefits OPEB Trust Funds
SCRHITF SCLTDITF

Interest earned from deposits S 8,321,874 S - S -
Interest earned from investments - 30,747,838 920,373
Net realized gain on investments - 3,730,367 209,984
Net unrealized loss from change in

value of investments - (143,840,813) (5,508,099)
Net unrealized gain from change in

value of securities lending collateral - 196,526 1,457
Interest and investment earnings ) 8,321,874 $(109,166,082) S(4,376,285)

Fair Value Measurements

The OPEB Trusts categorize fair value measurements within the fair value hierarchy established by GASB
Statement No. 72, Fair Value Measurement and Application. The valuation technique uses a three level
hierarchy of inputs to measure the fair value of the asset and gives the highest priority to unadjusted
guoted prices in active markets (level 1 measurements) and the lowest priority to unobservable inputs
(level 3 measurements). These classifications are summarized as follows:

Level 1 Inputs: Quoted prices (unadjusted) for identical assets or liabilities in active markets that a
reporting entity can access at the measurement date.

Level 2 Inputs: Inputs other than quoted prices included within Level 1 that are observable for an asset
or liability, either directly or indirectly.
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