SUBMITTAL TO THE BOARD OF SUPERVISORS
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA

FROM: Human Resources Department SUBMITTAL DATE:
August 8, 2013

SUBJECT: 2014 Medical, Dental and Vision Plan Rates; and Benefit Changes for County of Riverside
Active Employees and Early Retirees

RECOMMENDED MOTION: That the Board of Supervisors 1) approve the 2014 Medical, Dental and
Vision plan rates listed in Attachment A through E for Active employees and Early Retirees; 2) approve
the renewal of Health Net as one of the County's Health Maintenance Organizations (HMO) vendors;
3) approve the Health Net 2015 Rate Cap Agreement as part of the 2014 renewal offer (Attachment F);
4) approve the increase in Flexible Benefit Credits for specified Bargaining and Employee Units;
5) approve the use of the Early Retiree Reinsurance Program (ERRP) for Active employees; 6) authorize
the Chairperson to sign three (3) copies of the attached Rate Cap Agreement; and 7) retain one (1) copy
of the signed agreement and return two (2) copies of the agreement to Human Resources for distribution.
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Asst. County Executive Officer/Human Resources Director
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Current F.Y. Total Cost: $0 In Current Year Budget: No

FINANCIAL Current F.Y. Net County Cost: $0 Budget Adjustment: No

DATA Annual Net County Cost: $0 For Fiscal Year: 2013/2014
SOURCE OF FUNDS: Employee and Retiree Health Premiums Positions To Be 0
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BACKGROUND:

Since January 2003, the County has contracted directly with health plan carriers for the majority of
County employees and retirees. To assist employees with the cost of health benefits, the County
provides Flexible Benefit Credits. The Flexible Benefit Credit amount is determined by the applicable
Memorandum of Understanding (MOU) governing each bargaining unit or, for unrepresented
employees, the Resolution for Exempt Management, Management, Confidential, and other
Unrepresented Employees.

Rates and Benefit Changes

In a continued effort to monitor County sponsored health plans and mitigate rate increases, Human
Resources collaborated with Aon Hewitt, our benefits consultant, to conduct a Request for Information
(RFI) from Anthem, Blue Shield, UnitedHealthCare and Health Net. Three of the four vendors
responded to the RFI with rate increases ranging from 9.7% to 10.1%.

Health Net was most responsive to the RFI, offered the most competitive and cost-efficient plans,
presented competence to effectively administer the plans and manage costs without sacrificing quality
or member satisfaction. Health Net’'s best and final offer secured an overall rate increase of 6.5% for the
2014 calendar year, and a rate cap of 9.9% for the 2015 calendar year.

The Human Resources Department in conjunction with the Joint Health Care Labor Management
Committee (the “Committee”), comprised of representatives from the Service Employees International
Union (SEIU), Laborers International Union of North America (LIUNA), management representatives,
County retirees and Aon Hewitt, recommend the following benefit premiums and plans for the 2014

calendar year.

Active Employee Medical Rates

Rate renewals are based on the County’'s group-specific claims experience and anticipated market
trends of medical costs. Aon Hewitt reports the national market trend for the 2014 calendar year is
expected to average 8.2% for HMOs and 9% for PPOs.

As a result of negotiations and a successful RFI, the County has obtained an average rate increase for
active employees of 8% for the 2014 calendar year. Active employee rates for the 2014 calendar year
are listed in Attachment A.

Health Net

Health Net is the County’s HMO plan that allows active employees and early retirees to obtain both in
and out-of-state coverage. The plan is designed to offer employees, their dependents, and early
retirees greater flexibility.

Since the inception of the plan, Health Net has experienced enrollment losses and high costs for
claims resulting in an initial proposal of a 15.63% increase in rates. In spite of the challenging
economic times and regulatory conditions, Health Net continues to contribute $100,000 annually
toward the County’'s Wellness program, has met and satisfied performance guarantees, and has
proposed a rate increase of 6.5% for the HMO and PPO plans, which is a decrease of 9.13% from the
initial rate increase for the 2014 Calendar Year.

Health Net Mandatory Mail Order Prescriptions

In 2012, the Board of Supervisors approved the plan design change that required participants to utilize
mandatory mail order prescription benefits for most maintenance medications. The plan design
change has successfully assisted employees in lower out-of-pocket cost towards prescriptions and
allowed them to have extended periods between refills.
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As a result of the recent mail order plan design change, Health Net quoted rates in the RFI which
excluded and included mandatory mail order prescriptions. The following options were proposed:

Option 1: 2014 Health Net Mandatory Mail Order (Current Plan Design)
e 6.5% rate increase, for Active Employees and Early Retirees in the HMO and PPO’s (In-State and
Out-of-State)

Option 2: 2014 Health Net Mandatory Mail Order Removed

7.8% rate increase, for Active Employees and Early Retirees in the HMO
7.8% rate increase, for Active Employees in the PPO

7.8% rate increase, for Early Retirees in the PPO (In-State)

7.8% rate increase, for Early Retirees in the PPO (Out-of-State)

2015 Rate Cap increase from 9.9% to 10.4%

To minimize increases to County employees and early retirees enrolled in the HMO and PPO Health
Net plans, Human Resources in conjunction with the Committee, recommend approval of Option 1
with no plan design changes to the HMO or PPO plans. The proposal submitted by Health Net
demonstrates their willingness to partner with the County to contain costs.

Exclusive Care
In recent years, Exclusive Care has become the most popular health plan option for County
employees with 5,877 participants enrolled in the Active plan and 75 in the Early Retiree plan.

With the implementation of the 2013 plan design changes, underwriting analysis conducted by Aon
supports a 7.6% rate increase for Active Employees and 7.5% rate increase for Early Retirees in the
2014 calendar year.

Kaiser

Kaiser Permanente HMO offers County participants comprehensive medical services with affiliated
health care providers within the Kaiser network. Kaiser continues to provide quality service and works
diligently with the County’s Wellness Program to promote healthy lifestyles. There are currently 3,960
Active employees and 175 Early Retirees enrolled in the plan.

Kaiser utilization reports the 2014 renewal rate for their average regional commercial plan is 10.15%.
The County’s specific claim experience and plan utilization supports the proposed rate increase of that
amount.

Retiree Medical Rates

On September 11, 2012, the Board of Supervisors approved an allocation of the Early Retiree
Reinsurance Program (ERRP) funds towards the Early Retirees premiums. The use of the funds
helped to reduce the 2013 average rate increase from 10.4% to 6.7%. However, this was a one-time
premium off-set that is no longer available for Early Retirees. As a result, Early Retirees renewal rates
will increase on average by 8% in the 2014 calendar year. Early Retiree rates will vary by plan.
Specific plan rates are listed in Attachment B.

Retiree rates for the Medicare “Risk” plans offered by Health Net, Kaiser, and SCAN will be available
after the Centers for Medicare and Medicaid Services (CMS) releases its reimbursement rates to the
health plans, which usually occurs in September. These rates will be presented to the Board at that
time.

CalPERS

On June 18, 2013, California Public Employees’ Retirement System (CalPERS) released its 2014
medical plan rates. The approved rates will increase Basic HMO plan coverage by 3.8 percent and
the PPO plans by 2.5 percent. The 2014 CalPERS rates also reflect the implementation of risk
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adjustments across the HMO plans and across the PPO plans. The CalPERS medical plan rates are
provided in Attachment C for informational/comparative purposes.

Dental Plans
Delta Dental offers the largest national dental provider network with a full range of dental care

programs.

Delta Care HMO

DeltaCare is the dental HMO plan that features set copayments, no annual deductibles and no
maximums for in-network benefits. Many diagnostic and preventive services are available at no cost or
with very low copayments.

Currently, the County offers both a Low option HMO (11A) and a High option HMO (10A) to meet the
needs of County employees. There are 1,010 participants enrolled in the Low option (11A) plan and
8,726 participants enrolled in the High option (10A) plan.

Human Resources recommends discontinuing the Low option (11A) plan due to low enrollment and
similarity between the two plans. Eligible employees will have the option to enroll in the High option
(10A) plan, Local Advantage plan, or the Delta Dental PPO.

If the Board approves this recommendation, employees enrolled in the Low option (11A) plan, who do
not make a dental plan change during the open enroliment period will automatically be enrolled in the
High option HMO (10A) plan.

Delta Dental PPO

Delta Dental PPO and Premier plans feature freedom of choice to visit any dentist and receive lower
out-of-pocket cost when services are provided by contracted providers. Delta Dental has successfully
managed the County’s dental plans and continues to expand their network with new and local service
providers throughout Riverside County, including the Blythe area.

No plan design changes are recommended for the PPO plan.

Delta Dental Rates

Due to increased claims and plan utilization, underwriting supports a 4% Administration Services Only
(ASO) fee increase for 2014. The Delta Care HMO plan utilization supports a 13.6% rate increase.
Delta Dental PPO plan rates will remain unchanged for 2014. If approved, rates and service fees are
guaranteed for a 3-year period.

Local Advantage and Local Advantage Blythe
The Local Advantage and Local Advantage Blythe self-funded DHMO plans utilize local providers
including Riverside Dental Group and Hospitality Dental Group.

Currently, there are 1,028 employees enrolled in Local Advantage and 29 employees enrolled in the
Local Advantage Blythe plan. The Local Advantage plan utilization supports a 17.5% rate decrease for
2014.

Specific dental plan rates for 2014 are listed in Attachment D.
Vision Plans

The Vision Services Plan (VSP) is an employer paid self-funded vision program provided to Elected
Officials, Management, Confidential, and Unrepresented employees, Resident Physicians and
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employees in bargaining units of the Deputy District Attorney Association (DDAA) and Law
Enforcement Management Unit (LEMU).

The Medical Eye Services plan (MES) is a voluntary vision program offered to employees in the
Service Employees International Union (SEIU), Laborers’ International Union of North America

(LIUNA) and Riverside Sheriffs Association Public Safety units.

MES and VSP will maintain their current level of benefits and rates. Rates for the 2014 vision plans
are listed in Attachment E.

Flexible Benefit Credits

In 2012, the Board of Supervisors approved the semi-monthly Flexible Benefit Credits to increase by the
percent increase in the Kaiser Family rate for the County, for subsequent years through 2015.

In order to retain a consistent compensation strategy between Represented and Unrepresented
employees, Human Resources recommends a Flexible Benefit increase of 3.1% for Management
employees in Groups 1, 2, and 3 as listed in the Exempt Management, Management, Confidential and
Other Unrepresented Employees Resolution. This recommended increase would align all employees
covered by the Exempt Management, Management, Confidential and Other Unrepresented Employees
Resolution with the same Flexible contribution amount. Unrepresented employees’ benefit increases will
be significantly lower than those negotiated by represented employees.

If the Board approves the 2014 Kaiser rates, the employee units listed below will receive the following
Flexible Benefit Credits increase in 2014:

» Current Proposed %
Employselnit 2013 Monthly Flex Credit | 2014 Monthly Flex Credit | Increase
Management $798.61 $823.00 3.1%
Confidential $798.61 $823.00 3.1%
Unrepresented $798.61 $823.00 3.1%

Baraaining Unit Current Proposed %
gaining 2013 Monthly Flex Credit 2014 Monthly Flex Credit Increase
SEIU $675.43 $744.00 10.15%
LIUNA $699.33 $770.32 10.15%
DDAA $798.61 $823.00 3.1%

Health Care Reform

Early Retiree Reinsurance Program

The Early Retiree Reinsurance Program (ERRP) is part of the Health Care Reform law also known as
the Patient Protection and Affordable Care Act (PPACA), which instituted the program to provide
organizations like the County with partial reimbursement for providing health coverage to retirees
between the ages of 55-64 who are not Medicare eligible. Based on regulatory guidance, any ERRP
reimbursement funds received must be allocated across all plan participants (Active and Early
Retirees) in the County’s health benefit plans and used no later than December 31, 2014.
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Early Retirees received their allocation of these funds in the current Plan Year. Human Resources
along with actuaries from Aon have now finalized the allocation of the remaining ERRP reimbursement
funds to be applied to Active employee premiums.

After Human Resources applied the ERRP reimbursement funds, the average rate increase of 8.0%
was reduced to 7.0%. The use of the ERRP reimbursement funds is a one-time reduction for 2014
only.

Wellness Program

The Optimal Health & Wellness Program (OHWP) focuses on health management programs to
engage employees in primary prevention and management of health risk factors. The OHWP incentive
model is a criteria-based plan that is intended to catalyze participation in the program and change
specific health behaviors. The incentive model is funded by contributions from Exclusive Care, Health
Net, Kaiser Permanente, and The Standard Life Insurance Company. Additionally, an administrative
fee is included in the medical plan premiums to help fund the incentives.

The administrative fee for the 2014 calendar year will remain $6.00 per month, to cover incentive
payments provided to participants of the wellness program.

Conclusion

The annual cost of medical, dental and vision plans for active employees and early retirees is
estimated to increase from $131 million in 2013 to an estimated $137 million in 2014, an increase of
$6 million or 5%. The County’s annual cost is determined by the Flexible Benefit Credits it provides to
employees. The remaining annual cost for the heaith plans is paid by employees.

If approved, plan rates and benefit changes will be communicated to employees during Annual
Enroliment, which is scheduled for September 16, 2013 through October 11, 2013 for active
employees and October 14, 2013 through November 1, 2013 for retirees. CalPERS Annual Enroliment
is scheduled to run concurrently with the County’s annual enrollment period.
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Attachment F
Health Net of California
HMO and PPO plans

Rate Cap for Period: 01/01/2015 - 12/31/2015



RIVERSIDE COUNTY

Rate Cap for Period: 1/1/2015 - 12/31/2015

Product: EOA, PPO, & O0S

As part of our 1/01/2014 - 12/31/2014 renewal offer, Health Net is willing to offer a Rate Cap
for the renewal period of 1/01/2015 - 12/31/2015:

e EOA increase not to exceed 9.90%*
o PPO increase not to exceed 9.90%*
o OO0S PPO increase not to exceed 9.90%*

Rate cap will be invalid or subject to revision if any of the following occur:

e RIVERSIDE COUNTY adds or deletes any other health plan or carrier to this population,
or implements an HSA plan;

¢ RIVERSIDE COUNTY changes the current contribution formula as of 1/1/2013,;

e« RIVERSIDE COUNTY adds or deletes an affiliate, subsidiary, or bargaining unit;

e There is a material change (5% or more) in the combined demographic composition of the
covered members. Current EOA Age/Sex factor of 1.2444 with PMPM to single factor of
1.1974, current PPO Age/Sex factor of 1.4723 with PMPM to single factor of 1.1018, and
current OOS PPO Age/Sex factor of 2.0996 with PMPM to single factor of 1.0193, for an

overall composite Age Sex factor and PMPM to single factor of 1.4970;

e RIVERSIDE COUNTY changes benefits from Health Net's current EOA offer (Medical
Plan 31C, Rx Plan 38U, and MH Plan XPJ), and current PPO offer (Medical Plan 31H and
Rx Plan 38V), and current OOS PPO offer (Medical Plan 31H and Rx Plan 38W),
notwithstanding benefit changes mutually agreed upon between RIVERSIDE COUNTY

and Health Net to become effective January 1, 2014;

e The total number of covered subscribers changes by 10%, or more from the level
assumed in the combined EOQA, PPO, & OOS plans when this rate cap was granted.

Renewal rating assumed a total of 3,218 subscribers and 5,654 members;

e The above rate cap proposal assumes no change to the current commission level of .70%

for the 2015 contract year, and is based upon the final rates provided by Health Net for the

2014 plan year;

e There is governmental action resulting in mandated benefits, taxes, insurance fees, or
other legisiative changes with the potential to affect plan costs. The health insurer fees to
be imposed as part of PPACA Health Care Reform have not yet been established for
2015, and as such have not been included in this Rate Cap offer. Once the insurer fees

are determined, this Rate Cap offer will be adjusted to reflect inclusion of these fees.*

Health Net of California
July 3, 2013



RIVERSIDE COUNTY

Rate Cap for Period: 1/1/2015 - 12/31/2015

Product: EOA, PPO, & O0S

As part of our 1/01/2014 - 12/31/2014 renewal offer, Health Net is willing to offer a Rate Cap
for the renewal period of 1/01/2015 - 12/31/2015:

¢ EOA increase not to exceed 9.90%*
e PPO increase not to exceed 9.90%*
* 0OOS PPO increase not to exceed 9.90%*

Rate cap will be invalid or subject to revision if any of the following occur:

RIVERSIDE COUNTY adds or deletes any other health plan or carrier to this population,
or implements an HSA plan;

RIVERSIDE COUNTY changes the current contribution formula as of 1/1/2013;
RIVERSIDE COUNTY adds or deletes an affiliate, subsidiary, or bargaining unit:

There is a material change (5% or more) in the combined demographic composition of the
covered members. Current EOA Age/Sex factor of 1.2444 with PMPM to single factor of
1.1974, current PPO Age/Sex factor of 1.4723 with PMPM to single factor of 1.1018, and
current OOS PPO Age/Sex factor of 2.0996 with PMPM to single factor of 1.0193, for an
overall composite Age Sex factor and PMPM to single factor of 1.4970;

RIVERSIDE COUNTY changes benefits from Health Net's current EOA offer (Medical
Plan 31C, Rx Plan 38U, and MH Plan XPJ), and current PPO offer (Medical Plan 31H and
Rx Plan 38V), and current OOS PPO offer (Medical Plan 31H and Rx Plan 38W),
notwithstanding benefit changes mutually agreed upon between RIVERSIDE COUNTY
and Health Net to become effective January, 1, 2014;

The total number of covered subscribers changes by 10%, or more from the level
assumed in the combined EOA, PPO, & OOS plans when this rate cap was granted.
Renewal rating assumed a total of 3,218 subscribers and 5,654 members;

The above rate cap proposal assumes no change to the current commission level of .70%
for the 2015 contract year, and is based upon the final rates provided by Health Net for the
2014 plan year;

There is governmental action resulting in mandated benefits, taxes, insurance fees, or
other legislative changes with the potential to affect plan costs. The health insurer fees to
be imposed as part of PPACA Health Care Reform have not yet been established for
2015, and as such have not been included in this Rate Cap offer. Once the insurer fees
are determined, this Rate Cap offer will be adjusted to reflect inclusion of these fees.*

Health Net of California
July 3, 2013



RIVERSIDE COUNTY

Rate Cap for Period: 1/1/2015 - 12/31/2015

Product: EOA, PPO, & 0O0S

As part of our 1/01/2014 - 12/31/2014 renewal offer, Health Net is willing to offer a Rate Cap
for the renewal period of 1/01/2015 - 12/31/2015:

* EOA increase not to exceed 9.90%*
e PPO increase not to exceed 9.90%*
e 0OOS PPO increase not to exceed 9.90%*

Rate cap will be invalid or subject to revision if any of the following occur:

RIVERSIDE COUNTY adds or deletes any other health plan or carrier to this population,
or implements an HSA plan;

RIVERSIDE COUNTY changes the current contribution formula as of 1/1/2013;
RIVERSIDE COUNTY adds or deletes an affiliate, subsidiary, or bargaining unit;

There is a material change (5% or more) in the combined demographic composition of the
covered members. Current EOA Age/Sex factor of 1.2444 with PMPM to single factor of
1.1974, current PPO Age/Sex factor of 1.4723 with PMPM to single factor of 1.1018, and
current OOS PPO Age/Sex factor of 2.0996 with PMPM to single factor of 1.0193, for an
overall composite Age Sex factor and PMPM to single factor of 1.4970;

RIVERSIDE COUNTY changes benefits from Health Net's current EOA offer (Medical
Plan 31C, Rx Plan 38U, and MH Plan XPJ), and current PPO offer (Medical Plan 31H and
Rx Plan 38V), and current OOS PPO offer (Medical Plan 31H and Rx Plan 38W),
notwithstanding benefit changes mutually agreed upon between RIVERSIDE COUNTY
and Health Net to become effective January 1, 2014;

The total number of covered subscribers changes by 10%, or more from the level
assumed in the combined EOA, PPO, & OOS plans when this rate cap was granted.
Renewal rating assumed a total of 3,218 subscribers and 5,654 members;

The above rate cap proposal assumes no change to the current commission level of .70%
for the 2015 contract year, and is based upon the final rates provided by Health Net for the
2014 plan yearr,

There is governmental action resulting in mandated benefits, taxes, insurance fees, or
other legislative changes with the potential to affect plan costs. The health insurer fees to
be imposed as part of PPACA Health Care Reform have not yet been established for
2015, and as such have not been included in this Rate Cap offer. Once the insurer fees
are determined, this Rate Cap offer will be adjusted to reflect inclusion of these fees.*

Health Net of California
July 3, 2013



