
BUDGET AND FINANCE COMMITTEE MEETING FEBRUARY 9, 2011 
 

Items 6 and 7 
Files 11-0069 & 11-0076 

Department(s):  
Health Service System (HSS) 

EXECUTIVE SUMMARY 

Legislative Objective 
• The proposed ordinance (File 11-0069) would amend Section 16.703 of the City’s 

Administrative Code, to (a) approve the FY 2011-2012 health plans offered by the Health 
Service System (HSS) to its members and (b) set the employer’s and members’ contributions 
for the monthly health plan premiums. 

• The proposed resolution (File 11-0076) would establish the monthly employer contribution 
to the Health Service System Trust Fund for FY 2011-2012. The monthly employer 
contribution is based on the results of the ten-county survey conducted by the Health Service 
Board, as required by the Charter.   

Fiscal Impact 
• Based on the results of the ten-county survey conducted by the Health Service Board, the 

employer’s FY 2011-2012 contribution to the Health Service System Trust Fund is  $503.94 
per member per month, which is an increase of $31.09 or 6.6 percent from the FY 2010-2011 
employer’s contribution of $472.85 per member per month. 

Policy Issues 
• Implementation of the Federal Patient Protection and Affordable Care Act (PPACA) of 2010, 

effective July 1, 2011, increases healthcare coverage and increases the monthly health plan 
premiums for all three health plans. 

• The City and County will bear a substantial and increasing proportion of the costs for the two 
HMO providers, Kaiser and Blue Shield, with City employees bearing a significantly smaller 
percentage of the costs. 

Recommendations 
• Approve the proposed ordinance and resolution. 
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MANDATE STATEMENT/BACKGROUND 

Under Section A8.423 of the City Charter, the Health Service Board is required to (a) conduct a 
survey of the ten most populous California counties each year, excluding San Francisco, and (b) 
determine and set the employer’s contribution for member health plans' monthly premiums, 
which is equal to the average of the contributions made by each of the ten counties.  

The Health Service Board oversees the Health Service System and adopts the annual health plans 
and employer and member1 contributions to monthly premiums. The Health Service System 
(HSS) administers non-pension benefits, including health, dental, vision, and other benefits that 
may be available to City employees, such as life and disability insurance. 

DETAILS OF PROPOSED LEGISLATION 

File 11-0069: The proposed ordinance would amend Section 16.703 of the City’s Administrative 
Code to (a) approve the FY 2011-2012 health plans offered by the Health Service System (HSS) 
to its members and (b) set the employer’s and members’ contributions for the monthly premiums 
of the City Health Plan, Kaiser, and Blue Shield plans. 

The Health Service Board approved these plans and employer’s and members’ contributions to 
the plans' monthly premiums on January 13, 2011. 

File 11-0076: The proposed resolution would approve the FY 2011-2012 employer’s 
contribution to the Health Service System Trust Fund2 of $503.94 per member per month, which 
is an increase of $31.09 or 6.6 percent from the FY 2010-2011 employer’s contribution of 
$472.85 per member per month. The proposed FY 2011-2012 employer’s monthly contribution 
is based on the results of the ten-county survey, as shown in Attachment I, provided by HSS.   

THE FY 2011-2012 HEALTH, DENTAL AND VISION PLANS’ MONTHLY PREMIUMS 

Proposed Monthly Premiums and Benefits for the Health Plans and Vision Plans  
In FY 2011-2012, HSS will offer three health plans, including one self-funded health plan, the 
City Health Plan, and two plans provided through third-party insurers, Kaiser and Blue Shield. 
The City Health Plan is a preferred provider organization, or PPO, which provides services 
through a network of providers. Both Kaiser and Blue Shield are health maintenance 
organizations, or HMOs, which provide services through a closed panel of providers. HSS will 
offer one vision plan provided through third-party insurer, VSP Vision.  

                                                 
1 HSS employers include the City and County of San Francisco, the San Francisco Unified School District, the San 
Francisco Community College District, and the San Francisco Superior Court. HSS members are active and retired 
employees of these employers, their dependents, and members of eligible boards and commissions. Dependents 
include children, spouses, domestic partners, surviving spouses of deceased employees, and other legal dependents. 
2 Under the Charter, the Health Service System Trust Fund receives all contributions and pays all health plan 
expenses. 
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As of January 1, 2011, there are approximately 56,932 active and retired HSS members who 
currently receive health benefits through the City, as shown in Table 1 below.3  

Table 1: Active and Retired HSS Members 

 Active 
Employees 

Retired 
Employees Total Percent 

City Health Plan 1,228 5,495 6,723 11.81% 
Kaiser 17,207 9,525 26,732 46.95% 
Blue Shield 17,230 6,247 23,477 41.24% 

Total 35,665 21,267 56,932 100.00% 
Source: Health Service System, as of January 1, 2011 

Monthly Premium Increases for the Employer and Employees: Both the employer and members 
contribute to the total monthly premium. The proposed FY 2011-2012 monthly premiums for the 
three health plans and the vision plan are shown in Table 2 below for single employees (without 
dependents). Additional premium information for active and retired employees are further 
detailed in Attachment II, provided by HSS. Members enrolled in one of the three HSS health 
plans also receive vision benefits. The monthly VSP Vision premium for employees is included 
in the total monthly premium for each of the three health plans, shown in Table 2 and in 
Attachment II. 

Table 2: Comparison of FY 2010-2011 and FY 2011-2012 for the Medical and Vision Monthly Premiums for 
Single Employees 

 Proposed 
FY 2011-

2012 

FY 2010-
2011 

Increase 
(Decrease) Percent Change 

City Health Plan 1,110.87 $926.66 $184.21 19.9% 
Kaiser 505.22 481.69 23.53 4.9% 
Blue Shield 589.40 593.73 4.33 -0.7% 
Source: Health Service System 

As shown in Table 2 above, the total City Health Plan monthly premium for single employees is 
increasing by $184.21 or 19.9 percent, from $926.66 in FY 2010-2011 to $1,110.87 in FY 2011-
2012. As noted on page 1 of the January 25, 2011 letter to the Board of Supervisors from Mercer 
(Attachment III), the HSS consultant and actuary, the monthly premium for single employees 
under the City Health Plan “represents the best estimate of future expenditures based on the 
information available at the time they were developed”.  

Also shown in Table 2 above, (a) the total Blue Shield monthly premium for single employees is 
decreasing by $4.33 or 0.7 percent, from $593.73 in FY 2010-2011 to $589.40  in FY 2011-
2012, and (b) the total Kaiser monthly premium for single employees is increasing by $23.53 or 
4.9 percent, from $481.69 in FY 2010-2011 to $505.22  in FY 2011-2012. As noted on page 1 of 
Attachment III, the insured premiums and administrative fees agreed to with Kaiser and Blue 
Shield “represent a fair price given the services provided and the risks insured”. 

                                                 
3 HSS has a total of approximately 109,237 members of the City and County of San Francisco, San Francisco 
Unified School District, Superior Court, and the Community College District. 
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HSS is making several substantive changes in each of the three health plans to comply with 
provisions of the Federal Patient Protection and Affordable Care Act of 2010 (PPACA), which 
will be effective in FY 2011-2012. (See Patient Protection and Affordable Care Act of 2010 in 
the Policy Issues section below.) Consequently, as noted on page 2 of Attachment III, the health 
plans’ monthly premiums were presented and adopted by the Health Services Board. 

The Health Service Board recommends one additional change to the FY 2011-2012 City Health 
Plan, an increase in the non-formulary drug copayment from $35 to $45 for retail and from $70 
to $90 for Mail Order to incentivize members to use generic drugs. 

Monthly Premium Increases for the Employer: The increases and decreases to the monthly 
premiums for single employees (without dependents) of the three health plans, as shown in Table 
2 above, are shared by both the employer and the members. As shown in Table 3 below and also 
further detailed in Attachment IV, provided by HSS, the monthly increase to the employer’s 
contribution is $31.09 or 6.58 percent. As noted above, the increase in the employer’s FY 2011-
2012 contribution is based on the results of the ten-county survey. As shown in Table 3 below 
and also further detailed in Attachment IV, there would be significant reductions in employee 
contributions for both Kaiser and Blue Shield health plans in FY 2011-2012.  

Table 3: Comparison of FY 2010-2011 and FY 2011-2012 Medical and Vision Monthly Premiums for Single 
Employees by Employer and Employee Contribution 

 Total 
Contribution Employee Contribution Employer Contribution 

 Proposed  
FY 2011-2012 

Proposed 
FY 2011-

2012 

FY 2010-
2011 

Increase 
(Decrease) 

Percent 
Change 

Proposed 
FY 2011-

2012 

FY 2010-
11 

Increase 
(Decrease) 

Percent 
Change 

City 
Health 
Plan $1110.87 $606.93 $453.81 $153.12 33.74% $503.94 $472.85 $31.09 6.58% 

Kaiser $505.22 $1.28 $8.84 -$7.56 -85.52% $503.94 $472.85 $31.09 6.58% 
Blue 
Shield $589.40 85.46 120.88 -$35.42 -29.30% $503.94 $472.85 $31.09 6.58% 
Source: Health Service System 

Proposed Monthly Premiums and Benefits for the Dental Plans  

In FY 2011-2012, HSS will offer three dental plans including one PPO plan, the Delta Dental, 
and two HMO plans, DeltaCare USA and UHC Dental. The Delta Dental Plan is a dental PPO 
with a network of preferred providers. The Delta Dental plan is (a) self-insured through HSS for 
active members and (b) fully insured for retirees. The DeltaCare USA and UHC Dental Plans are 
dental HMOs with a closed panel of providers and are fully insured plans. Retirees pay for their 
individual dental coverage, such that there is no employer contribution for retiree dental plans. 

Employers, including only the City and the Superior Court (not including the San Francisco 
Unified School District  and the Community College District), pay the dental plan premiums for 
active members. The employer contributes the average cost of employees' monthly dental plan 
premiums. As shown in Table 4 and in Attachment V, the employer's contribution for dental 
benefits increased from $131.94 per member per month in FY 2010-2011 to $137.70 per member 
per month in FY 2011-2012, an increase of $5.76 per month, or approximately 4.4 percent.  
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Table 4: Comparison of FY 2010-2011 and FY 2011-2012 for the Dental Monthly 
Premiums for Single Employees 

 Proposed 
FY 2011-

2012 

FY 2010-
2011 Increase Percent Change 

Delta Premier, DeltaCare 
USA and UHC Dental. $137.70 $131.94 $5.76 4.4% 
Source: Health Service System 

 
FY 2011-2012 CONTINGENCY AND STABILIZATION POLICIES AND AMOUNTS 

In October 2007, the Health Service Board approved policies designating a portion of the Health 
Service System Trust Fund balance to: (a) provide contingencies for HSS's self-funded City 
Health Plan and self-funded employee dental plan and (b) stabilize City Health Plan and 
employees' dental plan premium increases by including prior years' premium revenue surpluses 
or shortfalls when calculating required premiums in the new plan year.   

Contingency Fund: The Contingency Fund is intended to protect against shortfalls in the Health 
Service System Trust Fund's claims reserve for the self-funded City Health Plan and employee 
dental plan, resulting from higher than expected claims compared to premium payments. For the 
past three fiscal years, HSS has reviewed the contingency policy amount annually to assess the 
adequacy of the contingency to meet potential claims liability, and will increase the contingency 
amount as necessary.  

As shown in Table 5 below, the Contingency Fund amount has increased every year since FY 
2008-2009.  

Table 5: Contingency Fund Increases 
 City Health 

Plan  Dental Plan Total Increase Percent 
Change 

FY 2008-2009 $10,200,000 $3,000,000 $13,200,000 --  -- 
FY 2009-2010 $10,700,000 $3,100,000 $13,800,000 $600,000 4.54% 
FY 2010-2011 $10,800,000 $3,300,000 $14,100,000 $300,000 2.17% 
FY 2011-2012 $10,900,000 $3,600,000 $14,500,000 $400,000 2.84% 
Source: Health Service System 

According to Ms. Robin Courtney, Chief Financial Officer of HSS, and shown in Table 5 above, 
HSS will increase the total contingency amount by $400,000, or 2.84 percent, from $14,100,000 
in FY 2010-2011 to $14,500,000 for FY 2011-2012. The increases to the contingency amounts 
has already been included in the FY 2011-2012 City Health Plan and dental monthly premiums 
as listed in Table 2 above and Table 4 above. 

Stabilization Policy: In addition to the Contingency Fund, the Health Service Board has adopted 
a stabilization policy. Under this stabilization policy, HSS will incorporate the City Health Plan's 
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actual premium revenue4 surpluses5 or shortfalls6 from a prior audited year, over a period of 
three years, when calculating required premiums in the new plan year.  

In FY 2010-2011 the Health Service Board approved a $1,200,000 surplus stabilization amount 
for the City Health Plan. This stabilization amount of $1,200,000 was included when calculating 
the monthly premiums for FY 2010-2011. The Health Service System has calculated and the 
Health Service Board has approved a $1,000,000 shortfall stabilization amount for FY 2011-
2012. This $1,000,000 stabilization amount has been incorporated into the calculations for 
determining FY 2011-2012 monthly premiums. 
 
In FY 2010-2011 the Health Service Board approved a $1,300,000 shortfall stabilization amount 
for the Delta Dental Plan. This stabilization amount of $1,300,000 was included when 
calculating the monthly premiums for FY 2010-2011. The Health Service System has calculated 
and the Health Service Board has approved a $2,500,000 shortfall stabilization amount for the 
Delta Dental Plan for FY 2011-2012. This $2,500,000 stabilization amount has been 
incorporated into the calculations for determining FY 2011-2012 monthly premiums. 
 
 
 
 

FISCAL ANALYSIS 

Fiscal Impact of the FY 2010-2011 Health Plan Premium Contributions is Not Known 
 

The Budget and Legislative Analyst notes that based on the City's FY 2010-2011 existing 
monthly premium rates, the total cost for FY 2010-2011 health and dental premium contributions 
to the Health Service System was $323,116,874, including City General Fund costs of 
$185,248,468, as approved in the FY 2010-2011 budget. 

According to the Controller’s Office, the City’s total estimated cost for FY 2011-2012 health and 
dental premium contributions to the Health Service System Trust Fund was not available as of 
the writing of this report. The Controller’s Office is waiting for additional information from 
Health Service Systems, which is needed to calculate these costs, including those to the City’s 
General Fund.  

                                                 
4 Premium revenue is the actual amount of monthly premium collected less the actual amount of health expenses and 
administrative costs claimed. 
5 Premium revenue surpluses are when more money is collected in monthly premiums than health expenses and 
administrative costs expended. 
6 Premium revenue shortfalls are when less money is collected in monthly premiums than health expenses and 
administrative costs expended. 
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Health Service System Trust Fund Balance 
The FY 2009-2010 financial audit, conducted by a private auditing firm, KPMG LLP, found that 
the Health Service System Trust Fund in FY 2009-2010 had increased by $800,000, or 5.97 
percent, from FY 2008-2009, as shown below.  

   
Fund Balance as of June 30, 20107  $14,200,000 

  Fund Balance as of June 30, 2009  $13,400,000 
  Increase                     $800,000 

According to the Ms. Courtney, this increase in the Trust Fund balance resulted from (a) an 
increase of $1,600,000 in revenues from performance guarantee penalties, (b) increase of 
$900,000 in interest income and (c) an increase in fair market value of assets offset by a shortfall 
in contributions of $1,700,000.   

 
POLICY ISSUES 

 Implementation of the Federal Patient Protection and Affordable Care Act (PPACA) of 
2010 Increases Healthcare Coverage and Increases the Monthly Health Plan Premiums 

The Federal PPACA has established several requirements affecting medical, dental, and vision 
coverage which go into effect on July 1, 2011.  The first requirement mandates dependent 
children be eligible for healthcare coverage until their 26th birthday and impacts health, dental, 
and vision coverage. The second requirement mandates that no lifetime dollar limits be placed on 
essential health benefits and primarily impacts the City Health Plan. The third requirement 
mandates that no annual dollar limits be placed on essential health benefits and impacts all health 
plans. The fourth requirement mandates that preventive services provided within the health 
network be fully covered with no deductibles or co-pays and impacts all health plans.  The fifth 
requirement mandates that medicals plans update their claims and appeals process to comply 
with new standards established under the PPACA and impacts all health plans.  As a result of 
these requirements, as shown in Table 6 below, premium rates for all three health plans have 
increased.  

 

 

 

 

 

                                                 
7 Does not include the Contingency Fund amount. 
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Table 6: Summary of Impact of Federal Patient Protection and Affordable Care Act of 2010 on Premium Rates for 
Medical Plans 

Plan Percent Change for Active 
Employees/Non-Medicare Retirees 

Percent Change for Medicare 
Retirees 

The City Health Plan 1.4% 1.0% 

Kaiser 0.5% 2.8% 

Blue Shield 0.2% 0.9% 

Source: Health Service System 

 

City and County of San Francisco Bears a Substantial Portion of the Costs for Both HMO 
Providers 

Based on Table 1 above, over 88.2 percent of active and retired City employees opt into one of 
the two HMOs, either Kaiser or Blue Shield, with the remaining 11.8 percent using the City 
Health Plan. As shown above in Table 2, in FY 2011-2012 the total cost of medical and vision 
monthly premiums for (a) Blue Shield would decrease by $4.33 or 0.73 percent, (b) Kaiser 
would increase by $23.53 or 4.89 percent, and (c) City Plan would increase by $184.21 or 19.88 
percent.  

Yet, as shown in Table 3 above, the City and County will bear an increased proportion of the 
costs for Blue Shield and Kaiser, while the City employees’ contributions in these two HMOs 
decreases. For FY 2011-2012, employee contributions for Kaiser will decrease 85.52 percent to 
$1.28 per month per employee out of the total monthly cost of $505.22. Similarly, as shown in 
Table 3 above, employee contributions for Blue Shield will decrease 29.30 percent to $85.46 per 
month per employee out of the total monthly cost of $589.40.  For FY 2011-2012, employee 
contributions for the City Health Plan will rise by 33.74 percent. Although, as shown in Table 3 
above, the employer contributions for all three plans would rise by 6.58 percent, as shown in 
Table 7 below, the City will pay 99.75 percent of the costs for Kaiser employees, and 85.5 
percent of the costs for Blue Shield employees.  
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Table 7: Comparison of Employer and Employee Contributions for FY 2011-2012 Medical and Vision 
Monthly Premiums for Single Employees  

 Total 
Contribution 

Employee 
Contribution 

Employee 
Contribution 
Percentage of 
Total 
Contribution 

Employer 
Contribution 

Employer 
Contribution 
Percentage of 
Total 
Contribution 

City Health Plan $1,110.87 $606.93 54.64% $503.94 45.36% 

Kaiser $505.22 $1.28 0.25% $503.94 99.75% 

Blue Shield $589.40 $85.46 16.92% $503.94 85.50% 

Source: Health Service System 

 

The Budget and Legislative Analyst therefore notes that based on the current system for 
determining employer’s (City’s’) contribution, determined by the results of a 10-county survey 
as explained above, the City continues to bear an unusually large and growing proportion of the 
costs of HMO care. Given the increasing concern regarding health and pension benefit costs, the 
Board of Supervisors may want to consider submitting a charter amendment to the electorate to 
revise the way the employer’s (City’s) costs are calculated to more equitably share the costs of 
health care between employees and their employer (City). 

 

RECOMMENDATIONS 

Approve the proposed ordinance and resolution. 

 

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST 
6 & 7 – 9 



6 & 7 - 10



6 & 7 - 11



6 & 7 - 12



6 & 7 - 13



6 & 7 - 14



6 & 7 - 15



6 & 7 - 16



6 & 7 - 17



6 & 7 - 18



6 & 7 - 19



6 & 7 - 20



6 & 7 - 21



6 & 7 - 22



6 & 7 - 23



6 & 7 - 24



6 & 7 - 25



6 & 7 - 26



6 & 7 - 27


