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FILE NO.120051 : - R_ESOLUTION' NO.

[Establishing Monthly Cdntribution Amount to the Health Service Trust Fund]

Resolution establishing‘ monthly contribution amount to the Health Service Trust

Fund.

WHEREAS, Under Section A8.423 of Appendix A to the City Charter, the Heaith

~Il Service Board (the “HS Board”) is required to conduct a survey of the ten counties in -

the State of California, other than the City and County of San Francisco, having the
largest populations to de_termihe the average contribution méde by each such county
toward tﬁe"p\r'oxhding' of health care plans, exclUs‘ivé of dental or optical care, -fbfr"'éé(:hl -
employee of such county; and, o _

WHEREAS, Under Section A8.423, the H-S'B;oa'rd is requiréd to certify to the
Board of Supervisors “t?h'e'average contribution” as determined by the survey;, and,

WHEREAS, According to the California Department of Finance, the ten most

| populous coun‘ties in the State of California other than Sén FrancisCo (in descending

order of population) are: Los Angeles, San Diego, Orange, Riverside, San Befnardino,-

Santa Clara, Alameda, Sacrarhento, Contra Costa and Fresno (collectively, the

1*Survey Counties”); and,

. WHEREAS, According to the éﬁrvey of eéch of the Survey Counties which was
completed on January 12, 2012, a copy of which is on file with tyh'e Clerk.of the Board of
Supervisors iﬁ File-No. 120051, which is hereby declared to be a part of this resolution
as if set forth fully herein, the HS Board has determined that “the avevrage contribution”
is the sum of five hundred tvventyéty\)o .dolla_rs and ninety-seveh cents ($$22.97); |

and,

Sdpervisor Chu
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‘ WHEREA’S, The HS Board has certified “the average chtribut:ion” to the Board
of Supervisors as requi‘red by Charter Section A8.423; now, thérefore, be it
| | RES_OLVED, That fhe berﬁﬁcation by the HS Board of “the:a\(eragé contribution”
is héreby accepted and shall conétitute the monthly amount‘lto be contributed to the
Health Service Trust Fund for six-month Plan Year s.tartqing July 1, 2012 and ending
D.e'cember 31, 2012 un_dér the Charter. |

‘ Supen'/is'o'r,éhu
_ | BOARD OF SUPERVISORS ‘
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BUDGET AND FINANCE COMMITTEE MEETING : FEBRUARY 1,2012

ltems 5and 6 - | Department

| Files 12-0051 and 12-0050

Health Service System (HSS)

: , Legislative Objective’ ‘ \
The proposed ordinance (File 12-0050) would amend Section 16.703 of the City’s
Administrative Code, to (a) approve the FY 2012-13 health plans offered by the Health
‘Service System (HSS) to its members, and (b) set employer and member contributions for the |
monthly health plan premiums for the first six months of FY 2012-13, from July 1, 2012 to |
December 31, 2012 (Short Year). o

- The proposed resolution would approve the FY 2012-13 employer’s health ipl‘an premium

contribution of $522.97 per member per month. The monthly employer contribution is based
on the results of the ten-county survey conducted by the Health Service Board (HSB), as
required by the Charter. ; _ - ,
' : : Fiscal Impact - ,

Pursuant to approval by voters of Proposition C on November 8, 2011, the HSB approved a
change in the plan year from a fiscal plan year to a calendar plan year, starting January 1,
2013. HSB is proposing a one-time six month plan year of July 1, 2012 to December 31,
2012. The HSB will conduct another ten-county survey of employer contributions and will
consider new health plans, benefits, and premiums for calendar year 2013 at its May 2012
meeting. The new health plans, benefits, and premiums will be presented to the Board of
Supervisors for approval in June, 2012. ' '

Based on the results of the ten-county survey conducted by the Health Service Board, the
employer’s FY 2012-13 contribution to the health plan premium is $522.97 permember per
month, which is an increase ‘of $19.03 or 3.78 percent from the FY 2011-12 employer’s
contribution of $503.94 per member per month. '

According to HSS, the total costs for all health plari’s for the first six months of FY 2011-12 is
$351.3 million. o ‘

Policy Issues

Under Proposition C, in order to reduce health plan costs, (a) elected officials and City |.
employees who were hired after January 1, 2009 are required to contribute up to one percent
of their compensation toward retiree health benefits to be matched by the City; and (b) for
former elected officials and City employees, who (i) left City employment prior to June 30,
2001 and who have already retired or retire after January 6, 2012, and (i) who had previously
vested in retiree health benefits, the City contribution to the health plan premium remains at
the same contribution level as on the date when the former elected officials or City employees
left City employment. According to Ms. Catherine Dodd, Director of the Health Service
System, implementation of Proposition C has not yet reduced the City’s costs for health plan
premiums. '

Recommendations

Approve the proposed ordinance and resolution.

SAN FRANCISCO BOARD OF SUPERVISORS - : BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING . FEBRUARY 1, 2012

MANDATE STATEMENT/BACKGROUND

The Health Service Board (HSB) oversees the Health Service System (HSS). 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. '

HSB adopts the annual health plans and the health plan premiums paid by employers and
members. :

e HSS employers include the City and County of San Francrsco (“City”), the San Francisco’

Unified School District (SFUSD), the San Francisco Communlty ‘College District (CCDY,
and the San Franc1sco Superior Court (Supenor Court).

) HSS members are active and retired employees of the ‘above noted 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. :

Under Section A8.423 of the City Charter, HSB 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 health plan premiums. The employer’s contribution to the health plan premiums for each plan
member is equal to the average of the contributions made by each of the ten counties.

Proposrtlon C

San Francisco voters approved Proposrtron C on November 8, 2011, to reduce the City’s costs
for pens1ons and retiree health plans. Under Propos1t1on C,

. Elected officials and City employees, who were hired on or before January 9, 2009 must
- contribute up to one percent of their compensation toward their ret1ree health care, w1th a
matchmg one percent contrrbutron by the City; and ”

e For former elected officials and City employees, Who (a) left City employment prior to
June 30, 2001 and who retired or will retire after January 6, 2012, and (b) who had
prev1ously vested in retiree health benefits, the City contribution to the health plan
premium remains at the same contribution level as on the date when the former elected
official or City employee left City employment.

Proposition C (1) removes the requrrement that the Health Service System offer at least one plan -
that allows plan members.to choose whichever licensed medical provider that City employees
want; and (2) allows the Health Serv1ce Board to expend monies on ways to. limit health care
costs.

Proposition C also allowed the HSB to change the plan year from a fiscal plan year (July 1
through June 30) to a calendar plan year (January 1 through. December 31). The Board of

SAN FRANCISCO BOARD OF SUPERVISORS - . BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING ) ) ) ‘ - FEBRUARY 1, 2012

Supervisors previously approved the health plan premiurms, benefits, and employer and member
contributions toward monthly premiums for the fiscal plan year from July 1, 2011 through June
30, 2012 (Files 11-0069 and 11-0076). In order to change the plan year from a fiscal plan year to
a calendar plan year as required by Proposition C, the Health Service Board approved health plan
premiums, benefits, and employer and member contributions for the Health Service System’s
health, dental, and vision plans for the remaining six months of the calendar year, from July 1,
2012 through December 31; 2012. o

According to Ms. Tracey Ldveridge’, HSS Chief Financial Officer, changing the plan year from a.
fiscal plan year to a calendar plan year allows HSS to: (a) align more closely with the timing of

collective bargaining; (b) improve administration related to Flexible Spending Accounts and IRS

rules, (c) streamline processing associated with potential Medicare reimbursement, and (d)

—negotiate reduced rates with-health-plan-insurers: S

According to Ms. Loveridge, the HSB will conduct another ten-county survey of employer
contributions and will consider new health plans, benefits, and premiums for calendar plan year
2013 at the HSB May 2012 meeting and submit these new health plans, benefits, and premiums
for calendar plan year 2013 for Board of Supervisors approval in June 2012. '

DETAILS OF PROPOSED LEGISLATION

File 12-0050:The proposed ordinance would amend Section 16.703 of the City’s: Administrative
Code to (a) approve the FY 2012-13 health plans offered by the Health Service System (HSS) to
its members, and (b) set the employer’s and members’ contributions toward the monthly City
Health Plan, Kaiser Foundation Health Plan, and Blue Shield of California premiums for the first
six months of Y 2012-13, from July 1, 2102 through December 31, 2102 (the Short Year).

The Health Service Board approved the above moted plans and employer’s and merﬁbers
contributions toward monthly premiums on January 12, 2012. ' : '

File 12-0051: The proposed resolution would approve the FY 2012-13 employer’s health plan

premium contribution of $522.97 per member per month, which is an increase of $19.03 or 3.8

percent from the FY 2011-12 employer’s contribution of $503.94 per member per month. The

proposed FY 2012-13 employer’s monthly contribution is based on the results of the ten-county
~ survey, as shown in Attachment I, provided by HSS. '

- Proposed Monthly Premiums and Benefits for the Health Plans and Vision Plans

In the first six months of FY 2012-13 (July 1, 2012 through December 31, 2012), HSS will
continue to offer three health plans, including one self-funded health plan, the City Health Plan,
and two plans provided through third-party insurers, Kaiser Foundation Health Plan (“Kaiser”)
and Blue Shield of California (“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 also offer one vision plan provided through a third-party
insurer, VSP Vision. :

SAN FRANCISCO BOARD OF SUPERVISORS , BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING FEBRUARY 1, 2012‘

As of January 1, 2012, there are approximately 57,643 active and retired HSS members who
currently receive health benefits, as shown in Table 1 below.!

Table 1: Active and Retired HSS Members -

. | . . Retired
Active City, Active City,
SFUSD,
CCD,and | SFUSD, ’-
’ CCD, and Total Percent -
Superior . , :
. Superior
Court
Employees  Court
o Employees
| Cify Healiti Plaa 1,051 5356° 6407 |~ 11:1% |
Kaiser 18,087 9,836 27,923 48.4%
Blue Shield 16,674 6,639 23,313 v 40.4% |
Total 35,812 21,831 . 57,643 - 100.0%

Source: Health Service System, as of January 1, 20.12, :

Monthly Premium Increases for the Employer and Employees: Both the employer and members
contribute to the total monthly health plan premium. The proposed monthly health plan

premiums for the six month period July 1, 2012 through December 31, 2012 (the Short Year) 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 is
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 prem1um for each of the three health plans, shown in Table 2 and in - 7

Attachment II.

Table 2: Comparison of FY 2011-2012 and FY 2012-2013 (Short Year) for the Medical and
- Vision Monthly Premiums for Single Employees (wnthout Dependents)

Proposed July
through | oy 5011- : Percent
December 2012 - |- Increase Change
2012 (Short ‘ ang
Year)
City Health Plan $1,237.46 | $1,110.87 $126.59 11.4%
Kaiser $530.01 | $505.22 $24.79 4.9%
Blue Shield $608.43 | $589.40 | $19.09 3.2%

Source: Health Service System

! HSS has a total of approximately 110,597 members, mcludmg active and retired employees resigned employees
surviving spouses, and dependents.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING FEBRUARY 1,2012

As noted on page 1 of the January 20, 2012 memorandum to the Board of Supervisors from Aon
Hewitt (Attachment III), the HSS consultant and actuary, the “premium equivalents set for the
. HSS self-funded programs: City Plan and Active Dental benefits, represent our best estimate of
future expenditures based on the information available at the time they were developed, and
existing Trust Fund assets are expected to be sufficient to protect the HSS trust against adverse
claims experience”. '

Also as noted. on page 1 of Aon Hewitt’s January 20, 2012 memorandum, “The insured
premiums and administrative fees agree with HHS’s vendor’s final rates and represent a fair
price given the services provided and the risks insured”.

According to Aon Hewitt, Blue Shield confirmed that an $18.9 million credit from Blue Shield

B o .. _was due to-the Health-Service System. HSS elected to-use- $5,191,691-of this-credit-for the-six - -— - -

month Short Year from July 1, 2012 through December 31, 2012 to reduce the Blue Shield
monthly premium increase from approximately 7.0 percent, which would have occurred without
the $5,191,691 credlt to 3.8 percent, as shown in Table 3 below. '

'Design Changes for HMOs and City Plan: In addition to the move from a fiscal year plan to a
calendar plan year, HSS is making several changes in each of the three health plans as noted on
pages two and three of Attachment III, because “certain elements of [the current] plan design
were not aligned with similar employers and did not reﬂect the impact from the contlnued high
healthcare trends”

e For the Kaiser plan, the HSB adopted incteases for copayments for ofﬁce V1srts and
outpatlent surgery.

. For the Blue Shield plan, HSB adopted copay increases for office visits, outpatient
. surgery, mpatlent surgery, retail pharmacy, mail order pharmacy, and the -out of pocket
maximum.

e For the City Plan, HSB adopted a network change from the Options PPO to the Open
Choice PPO and inclusion of specialty drug management in pharmacy management. The
change from Options to Open Choice allows members access to the same doctors and
hospitals but results in a smaller rate increase than would have occurred otherwise.

.According to the Aon Hewitt January 20, 2012 memorandum (Attachment III), plan
“modifications were made to all three plans to comply with SB 946 (The Autism Insurance
Reform Bill) which requires insurance companies to provide coverage of behavior therapy for
autism spectrum disorder as a medical benefit. The increased Kaiser premium reflects in part an
adjustment needed to comply with SB 946. No premium adjustments were needed for
compliance with SB 946 for Blue Shield or the City Plan.

Monthly Premium Increases for the Emplover:Th e increases 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 further detailed in the
10-County Survey Results (Attachment I), provided by HSS, the monthly increase to the

SAN FRANCISCOBOARD OF SUPERVISORS : BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING FEBRUARY 1,2012

employer’s contribution is $19.03 or 3.78 percent, ﬁ'om $503 94 in FY 2011-12 to $522 97in FY
~ 2012-13, as shown in Table 3 below.

As shown in Table 3 below, there will be increases in employee contributions for both Kaiser
and the City Health Plan. Because the HSB has opted to use $5,191,691 of the $18.9 million
credit owed to the HSS by Blue Shield to. stabilize Blue Shield premiums, there will be no
increase for Blue Shield in the employee contributions for single employees for the six month
. Short Year period July 1, 2012 through December 31, 2012.

‘Table 3: Comparison of Employer and Employee Contributions to Health and Vision Plan
Monthly Premiums for Single Employees, FY 2011-12 and FY 2012-13 (Short Year)

Total ) Employee Employer
.| Proposed :| Proposed | = _| ~ Proposed '
July 1, July 1,- July 1,
- 2012 2012 FY Percent 2012 FY - Percent

through through 2011-12 . Increase | Increase through 2011-12 Increase Increase

Dec 31, Dec 31, Dec 31,

2011 2011 2011
City
Health - . , L . . ‘
Plan . $1,237.46 $714.49 | $606.93 | $107.56 17.7% $522.97 | $503.94 | $19.03. 3.8%
Kaiser $530.01 $7.04 $1.28 $5.76 450.0% -$522.97 | $503.94 | $19.03 3.8%
Blue e '
Shield -$608.43 | $85.46 $85.46 $0.00 0.0% . $522.97 | $503.94 | $19.03 3.8%

- Source; Health Service System

Proposed Monthly Premlums and Benefits for the Dental Plans

In the six month Short Year period Julyl, 2012 through December 31, 2012, HSS will offer three -
“dental plans including one PPO plan, the Delta Dental, and two Hl\/IO 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 s no employer contribution for retiree dental plans.

. The City and the Superlor Court as employers (but not the San Francisco Umﬁed 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 below, the employer's contribution for dental benefits in the six-month Short Year from
July 1, 2012 through December 31, 2012 would remain the same as the current contribution at
$137.70. According to Ms. Loveridge, although there were changes to tiers within the Delta
Dental PPO for active members, the overall aggregate rates across all HSS dental plans,
including self-insured and the two HMO plans remain, unchanged due to negotiated rate
guarantees. Therefore, the composite dental rate for the six month, Short Year from July 1,2012
through December 31, 2012 remains unchanged from the FY 2011-12.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLA;I'IV'E ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING - ' FEBRUARY 1,2012

;

Table 4: Comparison of FY 2011-2012 and FY 2012-2013 Short Year for
the Dental Monthly Premiums for Single Employees

Proposed
July through ’ :
December | FY2011-2012 | Increase
2012 (Short '
Year)

Y%
Change

Delta Premier, DeltaCare : .
USA and UHC Dental. $137.70 $137.70} $0.00 0%

Source: Health Service System

FY 2012-13 (Short Yeér) 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 the 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: According to. Ms. Loveridge, the Contingency Fund is the targeted level of
net assets available for health benefits. The HSS® “reserving and contingency margin policy”
requires the Contingency Fund to be revisited at least-once every three years. In its most recent
resetting of the reserve amount, Aon Hewitt, the actuary for HSS, reset the reserve amount for
the three year period from FY 2010-11 through FY 2012-13, based on statistical modeling
instead of the Risk Based Capital approximation approach used in previous evaluations. The
result is an estimated reserve of $7,200,000 for the City Plan and $3,700,000 for the Dental Plan -
(Delta Dental PPO for active members only) as of June 30, 2011, as shown in Table 5 below.

" Table 5: Contingency Fund

o Increase
City Health Dental Total (Decrease) | Percent
Plan  Plan | from Prior Change
. ; ‘ _ Year
FY 2009-2010 $10,700,000 | $3,100,000 | $13,800,000 $600,000 4.5%
FY 2010-2011 $7,200,000 |- $3,700,000 | $10,900,000 | ($2,900,000) (21.0%)
FY 2011-2012 $7,200,000 | $3,700,000 | $10,900,000 $0 0.0% |
FY 2012-2013 $7,200,000 | $3,700,000 |-$10,900,000 $0 0.0%

Source: Health Service Systeﬁ

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
actual premium revenue, surpluses, or shortfalls from a prior audited year, over a period of three
years, when calculating required premiums in the new plan year. :

SAN FRANCISCO BOARD OF SUPERVISORS i BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING ) ' ' o FEBRUARY 1,2012

In FY 2011-12 the Health Service Board approved a $1,000,000 shortfall stabilization amount
for the City Health Plan. This stabilization amount of $1,000,000 was included when calculating
the employees’ contributions toward monthly premiums for FY 2011-12. The Health Service
System has calculated and the Health Service Board has approved a $1,011,000 shortfall
stabilization amount for FY 2012-13. This $1,011,000 stabilization amount has been
incorporated into the calculations for determining the initial FY 2012-13 employees’
contributions toward monthly premiums.

FISCAL ANALYSIS

* Table 6 below compares the total costs for the City Health Plan, Kaiser, Blue_Shield and dental
coverage for all HSS members, including SFUSD, CCD, Superior Court, and the City for a six-
month period in FY 2011-12 to the six-month (Short Yeear) perlod inFY 2012-13.

" Table 6: Comparison of Total Health Plan Costs>

FY 2011-12 (six month period) , : - $339.7 million

FY 2012-13 (July 1, 2012 through December 31, 2012) | 3513 million.

Cosf Increase ' . $11.6 million
| Percentage Increase - . ' l | ' 3.4%

As shown in Table 6 above accordmg to HSS, the total costs for all health plans for the first six
months of FY 2011-12 is $351.3 million

As a result of the passage of Proposition C and the subsequent move from a fiscal year plan to a
- calendar year plan, the recently determined employer contribution of $522.97 only applies to the
‘Short Year period of July 1, 2012 through December 31, 2012. HSS will conduct another ten’
county survey to determine a new employer contribution for the Calendar Year 2013. According
to- Ms. Loveridge, HSS anticipates only a modest change in the employer contribution level
given the brief period between the two surveys. HSS will submit health plans, benefits, and
premiums for calendar plan year 2013 to the Board of Supervisors for approval in June 2012.

Health Service System Trust Fund Balance

The FY 2010-11 financial audit, conducted by a private auditing firm, KPMG LLP, found that
the Health Service System Trust Fund as of June 30, 2011 had mcreased by $13.3 mllhon or93.7
percent compared to June 30, 2010, as shown below.

? In order to compare FY 2011-12 total costs to costs for the one-time six-month FY 2012-2013 from July 1, 2012
through December 31, 2012, HSS divided the FY 2011-12 cost estimate of $679.4 million by two, resulting in a cost
estimate of $339.7 mxlllon _

SAN FRANCISCO'BOARD OF SUPERVISORS ' - BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING : FEBRUARY 1,2012

Hgalth Service System Trust Fund Balance

Fund Balance as of June 30, 201 1? ~ $27,500,000
Fund Balance as of June 30, 2010 $14,200,000
Increase (93.7 percent) $13,300,000

According to the KPMG FY 2010-11 financial audit, this increase in the Trust Fund balance
resulted from a decrease of $3 million in the City Health Plan, (b) a $10.7 million increase in the
Blue Shield and Kaiser plans, (c) $3.8 million increase in the dental plans, and (d) a $1.8 million
from trust fund interest income, and performance guarantee penalties and forfeitures.

POLICY ISSUES

As noted above, Proposition C, approved by the voters on November 8; 2011, made changes to
employee and retiree health plan contributions and benefits to achieve cost savings. According
to Ms. Catherine Dodd, Director of the Health Services System, implementation of Proposition C
has not yet resulted in a reduction of costs or premium rates to employees. '

- Ms. Dodd anticipates that implementation of the Proposition C provision that allows HSS to
~expend monies on ways to limit health care costs may eventually result in new funding for
wellness programs, which could result in health plan monthly premium savings. Ms. Dodd notes
that these potential long term cost savings have not been specified and are not anticipated in
either the Short Year from July 1, 2012 through December 31, 2012 or the 2013 calendar plan
year. :

Proposition C (a) limits the City’s contribution toward retiree health benefits to the same
contribution level when the employee left the City (for employees who left the City workforce
before June 30; 2001 and retired or will retire after January 6, 2012) and (b) requires employees
hired on or before January 9, 2009, to contribute up to one percent of their compensation toward
 retiree health care with a match by the City. Ms. Dodd states that potential cost savings from
these two provisions are not reflected in the proposed cost of the health plan premiums for July
1, 2012 through December 31, 2012, and are not anticipated in the upcoming calendar plan year
(2013) health plan premiums because the impact of the implementation of these changes will
require additional time. ‘ ' '

RECOMMENDATIONS

Approve the proposed ordinance and resolution. |

* Does not include the Contingency Fund amount.
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cc: Supervisor Chu
Supervisor Avalos
_ Supervisor Kim
President Chiu’
* Supervisor Campos
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| AQ"H_ev.ﬁ(t_

: -.Jahuary 20, 2012

Board of Supervisors
* City and County of San Francisco
~City-Hali, Room 244 .
- 1 Dr. Carlton B. Gaodlett Place
San Francisco, CA 94102

RE:  July 1, 2012 to December 31',2012 Plan Benefits, Rates and Contribution "
Honorable Members of the Board of Supervisors: |

This letter serves.-to-document our position as the consultant and actuary to the Health Service
* System (HSS) in regards to the recently complefed rate and contribution setting process. This

process was conducted under-the direction of the Ratés and Benefits Committee (the Committes) of -

the Health Service Board (the HSB). The rates, benefits, and contributions presented herein were
approved by the full Health Service Board during their meeting on January 12, 2012. o

In our opinion, the processf was cémpleted in a thorough manner. In particu lar, it is our opinion that:

K ' The insured premiums and administrative fees agree with HSS's véndor's final rates and
represent a fair price given the services provided and the risks insured. i

 Dental benefits, represent our best estimate of future expenditures based on the information
available at the time they were developed, and existing Trust Fund assets are expected to
be sufficient to protect the HSS trust against adverse claims experience .

Passage of Proposition C

On November 8, 2011 Proposition C was passed. Proposition C amends the City Charter as it
relates to pension and retiree costs, the composition and voting requirements of the HSB, allows for
the change of the plan year to a calendar year, and other changes to the City's health and pension
“henefits. ‘I,.'he:HSB:a_pprgged..a.ch_ga_r]ggzjn;thg;g]gg;ygg_r:;;trpm:-a:ﬁscaI'pl.an:year:fé-‘é‘éil’én“dé‘rﬁplan’x
fing: 5 vith-a-one time-six:month-plan year of July.1:: 201 2:to-Déceniberat,

20

e Align more closely with timing of coilective' bargaining
. impr.ove administration related to 'Flexi,ble Spending Accounts and IRS rules

o Allow for streémlined processing associated‘with'potentia,l'Me'dicare reimbursement
opportunities ‘ ‘

Aen Hawitt - . . .
199 Fremont Street, 15th Floor ¢ San Francisco, CA 94105
t: 415.486.7500 | f: 415.486.7029

w; aon.com | -

- 5&6'- 20
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The move to the six month plan year along with approved plan design changes and Blue Shield
stabilization amount is reducing the aggregate rate increase by 6.3% or $22.1 million. There will be
two open enroliment periods associated with this plan year change: one for the six month plan year
of July 1, 201 2'to December 31, 2012; and one for the plan year of January 1, 2013 to December
31, 2013. Exhlblt 1 summarizes these changes related to Proposition C.

. The HSB will consider rates for calendar year 2013 at the May HSB meeting, to be forwarded to thev
. Board of Supervrsors in June. And, HSS will work with the Controller's Office and Mayor's Budget
Ofﬁce to assist in predicting the rncreased beneﬁt costs for the balance of FY 2012-2013.

City Contrlbutlons under the 10-County Survey

Accordmg to the Clty Charter, the City's contnbutlon towards medical benefrts is determlned by the
results of a survey of the-amount of premium contributions provided by the ten most populous
counties in California. This survey is conducted annually by HSS Staff. For the 2012-13 plan year,
the survey deterimined that the average monthly contribution increased 3. 78% from $503.94 to
$522 97. Exhibit 2 of the attachment presénts the individual county responses from this survey.

- Year over Year Health' Plan Cost Comparison

Pnor 2011-12 plan year rates were adjusted for six months to facmtate a year over year cost -
comperlson as illustrated below o . :

{ "“‘}Ng - | Current Rates Based Adjusted to sk month -+ 1’83183
%\U Final Renewal Rates (including plan design changes, shifttosix |
. a® {\ 5 mohth,.compllance with SB 946, and application of one time Blue
\, Shield Stabilization amount) . . . $329.9
: M . $ Difference . ' . : $11.6
- % Difference - - | 3.6%

: The above chart ltlustrates an increase of $11.6 milliondor.only the: three health plans, for the six
-month plan year of Juty 1 2012 to December 31, 2012. -

!

Rates, Contrlbutions, and Beneflts for HMOs

. Consistent with to the 2011-12 plan year, two HMOs will be offered to HSS members for the July 1,
2012 to December 31, 2012 plan year, Kaiser and Blue Shield of California.

Plan Destgn Changes for HMOs

As part of the annual Rates and Beneflts process HSS Aon Hewitt, the Committee, and the HSB
reviewed the continued appropriateness and competitiveness of the plan designs-for the HMOs.
The benchmark information (available on www my[:ss org website — January 12, 2012) complled
" indicates that gartainelements of the plan.design:we t-aligned with~similar: emptoyere'"éﬁd did
not- reflect:the impaict frofii the Continued: High Heslthcaterends. These plan design changes,

descnbed in greater detail in the followmg sections, resulted in an overall reduction to rate increases

586 <21
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- of $7 2 mrllron across both HMO plans combined for the six month plan year. Of this $7 2 million
reduction to rate increases, there was a $2.3 million reduction to i increases in member contrlbutrons
and a $4.9 miillion reduction to increases in employer contributions.

) Kalser

.The HSB was presented with many optrons and adopted the followmg plan design changes for the
' Karser plan: .

. Move to a six month plan year July 1, 2012 to December 31,2012 [|n preparatron for a
change to a calendar plan year star’tlng January 1, 2013] ; ,

. 'Offrce vrsrt copay increase from $15to $20 .

o - Outpatlent surgery copay increase from $1 5 to $35

s Plan modlfrcatrons to comply with SB 946 (Autism Act)
These changes lnclude the rmpact of plan design changes needed to comply wrth SB 946, which
resulted ivan aggregate increase of $922,000 for the six month plan year, The final negotiated rate -
change for Kaiser, after all plan désign changes, SB 946 compliance, and a change to the six month
plan year is an overall increase of 3.2%. For actives and retirees without Medicare.it i is an increase
of 4.9%. For retlrees with Medicare the fi nal rate change isa decrease of 5.7%.
Blue Shield of California .
The HS Board adopted the following benefit changes for the Blue Shield of California plan:

» Move to a six month plan year July 1, 2012 to December 31,2012 [in preparatlon fora
" change to a calendar plan year starting January 1, 201 3]

s Office visit copay increase from $20 to $25
| ' Outpatrent surgery copay rncrease from $50 to $100
-« Inpatient surgery copay increase from $150 to_$200
. Retai.l pharmac':y copays increase from$5/$20/$45 to $1 0/$25/$50 .
. Marl order pharmacy copays increase from $10/$40/$60 to $20/$50/$100
. Out—of—pocket maximum increase from $1, 000/$2 000 to $2,000/34, 000
'- ' Plan modrflcatrons to comply wrth SB 946 (Autism Act)

Due to low enroliment of children in the Blue Shield HMO plan, based on member plan elections, no
premium adjustment was needed for compliance with SB 946 The rate for the period of July 1,

- 58&6-20 © S _
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2012 to Decem'ber 31, 2012 rates  were further redu§éd by applying the HSB approved Blue Shield
stabilization amount of $5.2M, or a -3.26% reduction. ' s :

The final negotiated rate increase for Blue Shield, after all plan design changes, a change to the six

month plan year, and with the HSB approved stabilization amount applied, is an overall increase of.
. 3.5%. For actives and retirees without Medicare it is an incréase of 3.2%. For retirees with .

‘Medicare the final rate change is an increase of 71%. -~ .. .. : .

HMO Contribiltigns

_ Contributions for HMO members were determined in accordance with the City Charter and include
“the new 10 County survey result of $522.97. Exhibits 3 and 4 summarize the changes in

contributions for actives and retirees for the Kaiser plan and the Blue.Shield of California plans
respectively for the six month plan year of July 1, 2012 to December 31, 2102. The above exhibits
do not include any City contributions that may be negotiated in MOUs. o : ‘
Rates, Contributions, and Benefits for City Plan (UHC) -
The City Plan (UHC) is a self-funded plan administered by United Healthcare (UHC). The medical
and pharmacy monthly premium equivalent costs were developed separately for actives, retirees” '
without Medicare and retirees with Medicare based on group-specific experience. Additionaly, we
provided a retrospéctive analysis of historical rates and experience to examine the actual cost

. trends evident in the City Plan's (UHC) recent claims data: These analyses were considered in
conjunction with overall industry and normative data when determining the premium levels for the
July 1, 2012 to December 31, 2012 plan year (available at www.myhss.org website -~ January 12,
2012). - S o ‘ , ‘ - -

" As part of the annual Rates and Benefits process HSS, Aon Hewitt, the Committee, and the HSB,
reviewed the continued appropriateness and competitiveness of the benefit design for City Plan-
(UHC). The HSB was presented with many options and adopted the following benefit changes for

‘the City Plan (UHC): - S ' : - L

«  Move to a six month plan year July 1, 2012 to December A, 2(512 [in preparation fora.
change to a calendar plan year starting January 1 2013} ‘ . .

. NetWork change from the Options PPO to the Open Choice PPO- ‘

¢ Pharmacy manégement to include Specialty Drug Manageﬁént
Coe Plan médifipatién’s to cohply with lS_B.9_46 _(Auﬁism’ Act)
The UHC administration fees were increased by 3.00% from the 2011-12 plan year. This.equates to
a $1.28 million increase for the six month plan year. The HSS administration load with UHC :

remains unchanged, this administration fee increase was negotiated for three years in 2011, and
"sets administrative fee increases annually through June 30, 2014: ' ‘

‘5 & 6:-23 . ’ '
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The final full monthly premium equivalents after all plan design changes and a change to the six
month plan year result in an overall increase of 5.9%. For actives and retirees without Medicars it is
an increase of 11.9% and 10.9% respectively. For retirees with Medicare the final rate change is an
increase of -1.6%. = - : S ' .

Exhibit.5 of the attachment sumharizes the c.hahge in full_mbnthly premium equivalents for the City
Plan (UHC). Inciuded in the premium equivalent rate, pursuant to the HS Board's Seif Funded -
Plans' Funding Policy, is the application of the claims stabilization amount. T

Exhibit 6 of the attachment summarizes the change in employee and retiree contributions for City
Plan (UHC). These contributions were determined in accordance with the City Charter, and include
the new 10 County survey result of $522.97. The above exhibit does not include any City
coritributions that may be negotidted in MOUs.. T

Rates and Benefits for the Vision Plan

Members enrolled in ahy medical blan offered by HSS also receivé vision benefits thrbligh VSP.. -
_The cost of the vision benefit is-a compenent of the cost of the medical plan and has beenincluded
. in the rate exhibits referenced above. . ' ' '

. The vision plan is a fully-insured plan. The vision plan is under a rate guarantee through June 30,
2014 with projected aggregate costs of $2.2M for the six month plan year of July 1,2012 to
December 31, 2012, The plan.year has been changed to a six month plan year, there is no savings

associated with this change due to the rate guarantees. Exhibit 7 in the attachment summarizes the
VSP vision plan costs. A : : ' :

.Rates, Contributions, énd Benefits for Dental Plans

Three dental plans are offered to HSS members: Delta Dental PPO, Delta Care USA and Pacific
_Union Dental. The Deita Dental PPO plan is a dental PPO with a network of preferred providers

while the other two plans are dental HMOs with closed panels of providers. - The City pays part of

the cost of dental benefits for employees while rétirees pay the full cost of their déntal benefits.

The Delta Dental PPO plan for active employée_’_s is self-funded arid administered’by Delta Dental .
Plan of California. Future plan costs are projected based on the City employees’ claim experience.
Delta Dental's fee for claim administration remains unchanged from 2011-12 and is guaranteed until -
June 30, 2013. ‘ R - ' ‘ o ‘

The aggregate premium for the self-funded Delta Dental PPO plan for active employees remains
unchanged from the 2011-12 projected costs; however the differentials between family rate tiers
have been adjusted to.be more in line with industry standards. However, there are changes to the
tier structure that result in the following premium contributions adjustments for the active members. -
These include a reduction to the EE only tier of -15.04%, an increase of 8.50% to the EE + 1 tier,

and an increase of 3.10% to the EE + 2 tier,

The Delta Dental PPO plan for retirees, Delta Care USA dental plans for employ,ées and retirees,
. and Pacific Union Dental plans for employees and retirees are all fully-insured, The fully-insured
; premiums are unchanged from the 2011-12 rates. The plan year has been shortened to a six month
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plan year; there is no savings to any dental pléns. associated with this change due to the rate
guarantees, : . ' ' : .

For the shortened plan year July-1, 2012 to Decémber 31, 2012 the City will contribute the full
premium rate towards each of the dental HMO plans. For the self-funded Dental PPO the City will
contribute the full monthly premium rate minus employee contributions of $5.00, $10.00, and $15.00
for employee only, employee with one dependent, and employee with two or more dependents
respectively. These member contributions for Delta Dental PPO plan for retirees, Defta Care USA

- dental plans for employees and retirees, and Pacific Union Dental plans for employees and retirees
remain unchanged from the prior plan year: Pursuant to the HS Board's Self Funded Plans’ Funding
Policy no claims stabilization amount has been applied:this year. :

Exhibits 8, 9, and 10 in the attachment summarizes the chénges in dental cost for both active [self-
funded] and retirees for the Delta Dental PPO plan, Delta Care USA plan, and Pacific Union Dental
" plans respectively. . : : '

The aggrégate dental costs for the six month plan year, from July 1, 2012 to December 31, 2012 are
.$21.4 million, with $19.8 million in employer contributions.and $1.6 million in member contributions. .

This reflects no overall change. . , ‘
' Su_min'ary of Projected July 1, 2d12 to December 31, 2012 P[an_Year Costs |

Set out below is a summary of how projected July 1, 2012 to December 31, 2012 aggregate HSS
plan costs are distributed across the different plans available to employees and retirees. Costs are -
shown only for those planis where the employers subsidize the total premium cost. The premium
costs associated with the VSP vision core plan are included irf the medical plan’s costs. '

[+ 4 E Pt S X Rk A s b, % .S pl sl i LOAK SRR

Kaiser HMO . - K $134.3f . $147.9 9.4% 90.6%
% Increase- - : 3.0%| . 3.2% : ) o )

Blue Shield HMO ) $124.0 $143.0} . 13.3% ) 86.7%

. % Increase ) 3.9%] 3.5% : : -

City Plan 58,01 . - $31.0 $39.0 20.5% . 79.5%
% Incréase - , . 4T% . 5.5% _

Dental - N : s19.8] - - sat4) : 7.6% '92.4%
% Increase 0.0% 0.0% b ]

Total : $308.8] os3std) 12.1% ' 87.9%
% Increase ] 3.3% - 3.4%| ’ ) B

The overall estimated incréase of 3.4% is slightly higher than ‘fhe corresponding 2011-12 plan year -
estimated increase of 3.1% (based on twelve month rates). Similarly, this year's projected
“aggregate cost increase also compares favorably with available benchmark information. This’

5& 6 -25
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statistic is supported by the recently released analysis titléd “Average Cost of U.S. Héalth Coverage
per Employee Is Expected To Cross the $10,000 Threshold In 2012 For the First Time According to
Aon Hewitt" Employers analyzed indicate cost increases are expected to be 7.00%.

Conclusion

.

Based on extensive evaluation and collaboration with HSS, Aon Hewitt validates all of the findings
* presented within this report. Aon Hewitt would be pleased to answer any questions or provide
clarification about the information included in this letter to any interested parties.

'-Sin_cerely. e o

Al P Koefloan

- Anil Kochhar, ASA, MAAA
7 .

Copy: - . ! .
Members of the Health Service Board , - . o
Catherine Dodd, Lisa Ghotbi, Tracey Loveridge, Health Service System -
- Catherine Breezee, Barbara Weaver Lloyd, Paige Sipes-Metzler, Aon Hewitt

! http://aon.media-room.comfmdex.php?=438item=2397, >0ctober 3, 2011
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~ CERTIFICATION

| 'I hereby certify that | perform the functions of the Secretéry of the Heélih Service Board, and
that the above Resolution was duly adopted and approved by the Health Service Board ata properly
'notlced meetlng on January 12, 2012. ‘

og ﬂ/ﬂfw K J &#

“Laini K. Scott
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