Council Agenda Report

Approval of Benefit Plans Effective January 1, 2007

September 26, 2006 

Page 5 


[image: image1.png]


CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

September 26, 2006
TO:



Mayor and Councilmembers

FROM:


Human Resources, Administrative Services Department

SUBJECT:

Approval of Benefit Plans Effective January 1, 2007 
RECOMMENDATION: 
That Council:
 

A.
Approve renewal of the Aetna and Kaiser medical plans; 
B.
Approve the offering of an Aetna High Deductible Health Plan (HDHP) plan with 
an associated Health Savings Account (HSA) as an additional medical plan 
offering for optional HSA salary reduction deferrals for use in reimbursement of  
out-of-pocket medical expenses and/or savings for future retiree medical 
expenses;  

C.
Approve renewal of the dental, vision, Employee Assistance Program (EAP), Flexible Spending Accounts, disability and life insurance plans; 
D.
Approve the proposed modification to the Health Care and Dependent Care 
Flexible Spending Accounts to include a grace period of 2 and ½ months after 
each plan year to incur and redeem eligible expenses, effective for plan year 
2006 for the grace period beginning January 1, 2007;   

E.
Approve the restated Cafeteria Plan Documents to include provisions for the 
Health Savings Account as an additional optional benefit, the Flexible 
Spending Account grace period, and other administrative changes and 
clarifications; and  
F.
Authorize the Administrative Services Director to execute any necessary benefit 
services contracts. 
DISCUSSION:
 

Each year the City obtains renewal rates for the benefit plans covering its active and retired employees. These benefit plans include medical, dental, vision, Employee Assistance Program, Health Care, Dependent Care and Transportation Flexible Spending Accounts, long-term and short-term disability, and life insurance programs.  Staff coordinated the renewal process with the benefits broker, ABD Insurance and Financial Services, and the Employee Benefits Committee, which has a representative from all the employee associations.  Joint review of the medical plans started early this year because there are no contractual rate caps in place for 2007.  
Staff and the Employee Benefits Committee recommend that the City renew its agreements for benefit services with all providers, make recommended benefit changes to the Aetna plans, and approve an additional Aetna medical plan offering with a Health Savings Account arrangement.   
Medical Plans
The City currently has contracts with Aetna and Kaiser to provide medical coverage to its employees and retirees.   A Health Maintenance Organization (HMO) plan is offered by both carriers.  In addition, Aetna offers a Preferred Provider Organization (PPO) and the Health Fund (a consumer driven high deductible PPO plan).   

Staff and the Employee Benefits Committee reviewed HMO and PPO bid proposals from Aetna and Kaiser.  Renewal rates for employees and retirees under age 65 were based on the claims experience of the pooled members.  The Employee Benefits Committee was very involved in evaluating optional benefit modifications, such as increases to co-payment amounts, in order to minimize premium rate increases.  Aetna renewals were adjusted for the benefit modifications selected by the Employee Benefits Committee, for final proposed overall premium increases of approximately 17.9% for the Aetna HMO and 12.6% for the Aetna PPO.  The recommended changes to the benefit plans are as follows:   

Aetna HMO Plan Co-payments: 

· Increase the primary care physician office visit co-payment from $20 to $25
· Increase the specialist office visit co-payment from $20 to $35 

· Increase the 30-day supply prescription drug co-payment from $15 for generic/$25 for brand /$40 for non-formulary to $20 for generic/$30 for brand/$45 for non-formulary with the 90-day supply mail-in service prescription drug co-payments continuing at the cost of two times the 30-day supply co-payments

Aetna PPO Plan Co-payments: 

· Increase the in-network office visit co-payment from $20 to $25

· Increase the in-network hospital co-payment from $0 to $250 and the out-of-network co-payment from $500 to $750

· Increase the emergency room co-payment from $50 to $100 

· Increase the 30-day supply prescription drug co-payment from $15 for generic/$25 for brand /$40 for non-formulary to $20 for generic/$30 for brand/$45 for non-formulary with the 90-day supply mail-in service prescription drug co-payments continuing at the cost of two times the 30-day supply co-payments.     
There are no recommended benefit changes for the Aetna Health Fund and Kaiser HMO plans for employees and retirees under age 65, for final proposed rate increases of approximately 20.9% for the Aetna Health Fund and 0.8% for the Kaiser HMO.  Final proposed medical rates are listed in Attachment 1.
Medical rates for retirees eligible for Medicare are proposed for the plan offerings of Aetna HMO, Aetna PPO and Kaiser HMO plans.  The Aetna rates for Medicare eligible retirees are proposed at an overall increase of 17.9% for the HMO and 26.0% for the PPO.  The Kaiser HMO Medicare eligible rates are proposed with an overall decrease of approximately 6.9%.  Final proposed medical rates for Medicare eligible retirees are listed in Attachment 1. 

Aetna High Deductible Health Plan (HDHP) plan and Health Savings Account (HSA)

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 added section 223 to the Internal Revenue Code permitting eligible individuals to establish Health Savings Accounts (HSAs).  An HSA is a tax-advantaged account created for the benefit of an individual covered under a high deductible plan.  To be eligible, an individual must be covered under a qualifying high deductible health plan (as defined by statute), and have no other medical plan coverage (including a Health Care Flexible Spending Account).

It is recommended that a new Aetna HDHP, in combination with an HAS, be offered as an additional medical plan choice to employees and retirees under age 65.  The Aetna HDHP/HSA is a medical plan and a savings account all in one.  The plan gives members more control over how they spend or save health care dollars.  After enrollment in the Aetna HDHP, employees may establish their HSA which works with the Aetna medical and prescription drug insurance plan.   Employees contribute to their individual HSA through biweekly pre-tax salary reductions each pay period.  Individual employee contributions for 2007 may be made up to a maximum limit of $2,500, or the amount of the Aetna HDHP annual deductible. Employees own their HSA even if there is a change to health insurance plans or jobs. Funds remaining in the HSA at the end of the year roll over to the next year. 

The tax-advantage HSA can be used throughout the year to help pay for qualified out-of-pocket medical expenses from the accumulation of salary reduction deferrals.  After the $2,500 plan deductible is met, the plan provides a covered benefit at 80% for in-network charges and 60% for out-of-network charges.  As an alternative to withdrawing funds from the HSA during the year to pay for out-of-pocket expenses, employees may accumulate funds in their HSA and allow the contributions to earn interest and grow tax-free for future retiree medical expenses.  Funds are not taxable upon withdrawal if used for qualifying out-of-pocket medical expenses.  
An employer may adopt an HSA by amending the cafeteria plan document to include the salary reduction benefit option in the cafeteria plan.  It is recommended that the qualifying Aetna HDHP/HSA plan be implemented effective January 1, 2007, for upcoming Open Enrollment elections.  The HSA benefit option is included in the restated Cafeteria Plan Document.   The proposed Aetna HDHP plan design and premium rates are listed in Attachment 2.
Dental Plans
Delta Dental’s 2007 renewal includes no rate change.  For the current 2006 plan year, Delta Dental’s rates were increased 9% with the three preceding years having no rate changes.

Golden West’s 2007 renewal includes a 10% rate increase.  For the current 2006 plan year, Golden West’s rates were increased 10% with the two preceding years having no rate changes. 
Vision Plan
The Vision Service Plan (VSP) renewal for 2007 includes a 2% rate increase with a two year rate guarantee with no changes to benefits. For the four preceding years, VSP has had no rate changes.   
Employee Assistance Program (EAP)

United Behavioral Health provides outpatient psychological services for the City’s Employee Assistance Program.  Effective January 1, 2007, United Behavioral Health’s renewal maintains the current rate with no change to the benefits.

Flexible Spending Accounts

The Health Care, Dependent Care and Transportation Flexible Spending Accounts are currently administered by Conexis.  For the fourth year Conexis maintains the current administration fee.    
Disability and Life Insurance Plans

Hartford Insurance Company has proposed continuing the current disability and life insurance plans with no change in premium rates to the basic life insurance plan, accidental death and dismemberment, long term disability and short term disability programs.  

Flexible Spending Account Grace Period

Currently Section 125 of the Internal Revenue Code prohibits the carry-over of any unused Flexible Spending Account (FSA) contributions from one plan year to the next.  As a result, participants’ unused balances remaining in the health care or dependent care flexible spending accounts are to be forfeited to the employer at the end of the plan year.

The Internal Revenue Service (IRS) issued IRS Notice 2005-42 allowing employers the option to modify their FSA plans to incorporate a grace period of up to 2 and ½ months following the end of each plan year to incur and redeem eligible expenses from unused FSA account balances.  The additional 2 and ½ months following the end of the plan year, or until March 15,  would permit participants a longer period of time (14 and ½ months versus the current 12-month period) to incur expenses, claim any available account balance and reduce the potential loss by forfeiture.  

The IRS Notice 2005-42 provides that an employer may adopt a grace period for the current cafeteria plan year (and subsequent cafeteria plan years) by amending the cafeteria plan document before the end of the current plan year.  It is recommended that the FSA grace period be approved effective with the 2006 plan year allowing for the first grace period to start January 1, 2007 to March 15, 2007, for incurring eligible expenses and filing from contributions made during 2006.  The final date to file claims for reimbursement will remain at 90-days past the end of each plan year, or each April 1st.   The grace period provision is included in the restated Cafeteria Plan Document.  

Cafeteria Plan Document

The restated Cafeteria Plan Document is recommended for approval.  In addition to the Health Savings Account and Flexible Spending Account grace period benefit options addressed above, the Cafeteria Plan Document has been further modified for minor changes and clarifications, to include a $10 per biweek minimum FSA contribution election and cafeteria plan eligibility to include the requirement that employees must work at least 40 hours per biweek. 
Summary
Staff and the Employee Benefits Committee recommend that the Aetna HMO and PPO plans be continued, with the plan changes listed above, along with the Aetna Health Fund and Kaiser HMO plans with no plan changes.  Proposed medical plan rates are listed in Attachment 1.   It is recommended that the Aetna HDHP/HSA be offered as an upcoming Open Enrollment option for plan year 2007 at the proposed plan design and rates listed in Attachment 2.  It is further recommended that all current dental, vision, EAP, flexible spending accounts, disability and life insurance programs be continued at the proposed plan rates listed in Attachment 3.  Staff further recommends approval of the restated Cafeteria Plan Document to incorporate the new HSA option, FSA grace period and other minor modifications, and authorize the Administrative Services Director to execute any necessary 2007 contracts and amendments to contracts.  
BUDGET/FINANCIAL INFORMATION:

In developing the fiscal year 2007 budget, staff assumed an 11% increase in the City’s medical insurance costs, effective January 1, 2007.  Because the increase will affect only the second half of the fiscal year, the fiscal year 2007 budget for medical insurance costs was increased 5.5%, which represents an 11% annual increase for one-half the year.  Although the premium increases, up to 20%, generally exceed the budgeted cost increase of 11%, staff believes the budgeted cost increase should be sufficient because not all of the premium increase will be paid by the City.  Depending on the terms of the City’s various labor agreements and the level of coverage (employee-only, family, etc.), a portion of the premium increase will be paid by employees.  However, as always, staff will monitor the budget through the fiscal year and, if necessary, adjustments can be made as part of the mid-year or third quarter budget reviews.  

NOTE:
Copies of the Cafeteria Plan Document are available in the Mayor and Council Office and in the City Clerk’s Office
ATTACHMENTS:  
1.
Medical Plans Monthly Premium Rates

2.
Aetna High Deductible Plan / HSA Plan Design and Monthly Premium Rates


3.
Dental, Vision, Employee Assistance Program, 

Flexible Spending Accounts, Disability, Life and Accidental Death and Dismemberment Insurance Monthly Premium Rates and Administration Fees
PREPARED BY:
Clare Turner, Benefits Analyst

SUBMITTED BY:
Marcelo Lopez, Administrative Services Director 
APPROVED BY:
City Administrator's Office
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