Attachment 4

Benefits Strategy

Medical Insurance
As the medical plan is a critical component of the benefits package, the plan design and employee premium levels of our medical plan are carefully reviewed every year.  The Health Care Executive Committee (HCEC) works routinely with Mr. Tom Mackay, our benefits consultant with KSPH Employee Benefit Management to review our health care plan, claims experience, and reserve balance. The goals of the HCEC in developing our recommendations for the 2010-2011 medical plans were to:
· continue to offer affordable and market competitive options
· target reserves to approximately 20% of total plan costs 
· insure plans are in compliance with Health Care Reform
· maintain our competitive position for benefits (slightly above market median)

Medical Plan Design
To provide options for employees designed to meet individual needs and offer affordable health care choices three plans with varying deductibles, co-pays and premiums have been offered for several years.  The majority of employees are enrolled in the high plan, which has a rich plan design and will need to be modified to remain in line with our market.  In order to maintain comparability with other health plans and for cost savings, the HCEC reviewed a number of plan design changes, particularly to the high plan.  The following plan design changes occurred effective October 1, 2010:
Changes to High Plan:
· Decrease coinsurance (from 100% to 95%)
· Increase out of pocket maximum (from $1000/$2000 to $1500/$3000) 
· Increase urgent care copayment (from $30 to $35)
· Add copayment for physical therapy (from $0 to $10)
· Increase emergency room copayment (from $100 to $150)
· Change outpatient surgery and specialty diagnostic service coverage (from $100 to 5% coinsurance)
· Change Lab and diagnostic services (to be paid at 95% from 100%) 
· Change inpatient hospital coverage (from $200 to 5% coinsurance)
· Prescription co-pays to change as follows: 
· Generic - $5 to $7 
· Tier II - $25 to $30 
· Tier III - $40 to $45

Changes to Middle Plan:
· Increase emergency room copayment (from $100 to $150)
· Prescription co-pays to change as follows: 
· Generic - $5 to $7 
· Tier II - $25 to $30 
· Tier III - $40 to $45

Change to Low Plan:
· Prescription co-pays to change as follows: 
· Generic - $5 to $7 
· Tier II remains at $30, Tier III remains at $50

In addition, to comply with two provisions of Federal Health Care Reform the following changes to the medical plan for 2010-2011 were made:
· Coverage must be provided for dependent children up to age 26 (up from age 24), regardless of student, marital or tax status;
· Lifetime dollar limits must be eliminated (from $2,000,000 limit);
· Preventive benefits covered at 100% will be expanded.

In comparing total plan costs to market, it is important to note that many localities subsidize spouse and dependent coverage, although we do not.  Therefore, the total cost of the individual plan relative to our market is high, yet the total cost of the family plan is somewhat lower than market. (Attachment 5 ).  However, the plan design of the high plan is also rich relative to the market.  In order to bring the total cost and plan design more in line (while recognizing the benefits strategy to be slightly above market) plan design changes will be made, particularly in regard to the high plan for next year.  
Dental Insurance
Dental claims were below projections, resulting in a 0.2% increase instead of the previously projected 5%.  As the plan design is below market in several areas, the HCEC recommended addressing some of those plan issues, rather than decreasing the budgeted increase.  
The changes effective October 1, 2010 included:
· Adding prevention first benefit to both Basic and High plans so that visits for preventive and diagnostic services are not counted against the plan year maximum
· Adding coverage for implants under major services on High plan

Health Care Reserve Fund
As our medical plan is self-insured, the County is responsible for all claims and our projections are based on the best historical and trend analysis information at the time.  If claims exceed our revenue collections the difference is paid from our reserves.  Likewise, if revenue exceeds claims the difference is added back to our reserves.  Reserve funds serve to cover any difference between claims paid, but not covered by the revenues (employee premiums collected & Board contributions). To meet this goal, a reserve balance of 20% of total claims is recommended.  
Last spring the HCEC identified that as a result of our medical claims running below projections, the Health Care Reserve Fund had a larger balance than anticipated.  Therefore, the reserve was used to fund the FY 2010-11 budgeted plan increase.  At that time, staff indicated that a recommendation for the $1,216,000 cost savings realized in the operating budget would be forthcoming to the Joint Boards this fall.  Staff recommends that the Joint Boards consider offering employees a one-time bonus payment of $350 as an affordable way to show appreciation of their dedicated service during the past two years of staffing reductions and reallocation.  To receive the bonus, an employee must have been hired on or before December 31, 2009. A one-time bonus does not create an ongoing future salary obligation, yet acknowledges the impact of the current economic situation and it’s impact on the organization and our workforce.  

FY11-12 Plan Year Projections - Medical and Dental
Based on claims data and trend information provided by our benefits consultant Tom Mackay with KSPH, our projected medical cost increase for FY11-12 is 5%.  However, based on the current balance in the Health Care Reserve Fund, staff recommends utilizing our strong reserves to offset  the projected medical increase in the coming fiscal year.  Staff plans to do additional analysis of the reserve to determine if further savings may be possible in the future.  This analysis will include consideration of potential future plan increases as a result of Federal Health Care Reform.
 
Our dental insurance cost increase is estimated at 7%.  As we have just started the new plan year, staff will continue to monitor claims experience and develop recommendations for both plan design and premiums as part of the County Executive's and Superintendent's budget proposals. 


Review of VRS
The Virginia General Assembly adopted several benefit plan changes for VRS for employees hired on or after July 1, 2010.  At the June 9, 2010 Joint Board meeting, staff presented information on those plan design changes. One change stipulated that employees hired on or after July 1, 2010 with no prior service credit (VRS ‘Plan 2’ employees) must pay their VRS member contribution unless their employer elects to pick-up (in whole or in part) the five percent (5%) member contribution. 

[bookmark: recommendation]Localities and school divisions may elect to pick-up, in whole or in part (in whole percent increments) the 5% member contribution for their new VRS Plan 2 employees.  The employer’s decision to pay all or a portion of the member contribution for new employees is not irrevocable; however that decision must remain in effect for a full fiscal year (July 1 – June 30).  Any change becomes effective the beginning of the next fiscal year. VRS requires that a resolution be adopted by any county or school board that elects to pay any portion of the employee contribution.  

The Joint Boards did not take action at the June meeting; therefore by default employees hired after July 1, 2010 and not already in the VRS Plan 1 are required to pay 5% of their salary for their member contribution.  The Joint Boards directed staff to assess market trends and present a recommendation for FY2011-12 to the Joint Boards in early fall.

Market data indicates that the majority (74%) of the Joint Board adopted market is not requiring newly hired employees to fund the member contribution.   

Most localities and school divisions throughout the state have chosen to cover their employees’ contribution as data obtained from VRS indicates. 







Based on this data, the impact on our ability to recruit new hires not currently in VRS will be negatively impacted, particularly for teachers and public safety positions. 

Offering higher salaries to compensate for this inequity is not a desirable option as it would not alleviate inequities and salary costs would be increased by higher payroll taxes and higher benefit costs. While having a higher salary scale for those VRS Plan 2 employees may seem like a way to make them ‘whole’ from the employee contribution deduction, there are a number of undesired effects that would occur, including: 

1. Because of a higher base salary, the County would experience higher costs in terms of life insurance premiums, FICA obligations, and the employer contribution for VRS would increase.  

1. There would also be an unfair advantage to Plan 2 employees with inflated salaries as they would receive greater VRS and Social Security benefits as the base salary is used in these retirement calculations.  

1. It would become harder to determine if Albemarle County salaries are market-competitive as we would need to factor two different salary scales in to benchmarking against our adopted market.

1. Some employees, particularly in the School Division, switch between being VRS-eligible and ineligible frequently; their salaries would have to be adjusted each time to compensate for this, which is both a high administrative burden to the employer and difficult to explain to the employee.  

1. Even for employees who do not switch back and forth, the perception will inevitably be that there is inequity between the two salary scales and communication around this would be a challenge.

Defined benefit plans such as VRS continue to remain the trend in public sector retirement plans at this time. Therefore, to remain consistent with the Joint Board approved Total Compensation target for benefits to be slightly above our adopted market, it is recommended that Albemarle County fund the employee member contribution.  Due to the other VRS plan design changes implemented in July, there are already inequities between VRS Plan 1 and Plan 2 employees.  However, these differences are not as disparate as requiring the member contribution to be paid by the employee. Requiring new employees with no prior VRS service to pay a portion of the contribution creates equity issues with regard to total compensation.  
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