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 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 2011-2012 medical plans were to:
· continue to offer affordable and market competitive options
· maintain  reserves at  approximately 25% of claims 
· ensure plans are in compliance with Health Care Reform
· maintain our competitive position for benefits (slightly above market )

Medical Plan Design
To provide options for employees designed to meet individual needs that also offer affordable health care choices, three plans with varying co-pays and premiums have been offered for several years.  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. As our high plan has a rich plan design, we have made changes over the last two years to bring the plan closer to that of our market.  
The following plan changes were made effective October 1, 2011:
1. High/Middle plans:
0. ER co-pay increases to $200 (from $150)
0. Outpatient mental health services will have a $15 co-pay (equivalent to the PCP co-pay)
0. Rx co-pays at $7/30/50 (generic/preferred brand/non-preferred brand); this is a $5 increase on non-preferred brands only
1. Low option plan:
1. PCP/Specialists co-pays increase to $25/$40 (from $20/35)
1. Outpatient mental health services will have a $25 co-pay (equivalent to the PCP co-pay)
Rx co-pays at $7/35/60 (from $7/30/50). 

Medical Scoring Analysis
The adopted benefits strategy is to target benefits slightly above market (105th percentile). The benefit package is reviewed comprehensively and the medical plan is the cornerstone of that strategy.  In order to evaluate the plan design, premium costs to employees and Board contributions, staff worked with KSPH to develop a model quantifying those elements.  Based on this model, we are slightly above our target, both in terms of employee/employer contribution amounts and in several plan design areas.   Over the next several months, the HCEC will consider the feedback gained from employees via focus groups and an online survey while reviewing options to continue bringing the plan in line with our market strategy for the next plan year.  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).  
Dental Insurance
The dental insurance is self insured through a contract with United Concordia.  For the 2010 plan year, benefits were enhanced by increasing the dependent age from 23 to 26, adding implant coverage under major services on the high plan and removing the $300 annual maximum on periodontal services.  No changes were made to the plan design or premium for the FY11/12 plan year.  

Health Care Reserve Fund
As our medical plan is self-insured, the County is responsible for all claims.  If claims exceed our revenue collections, the difference is paid from our reserves; 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 at least 25% of total claims should be maintained. Projections are based on the best historical and trend analysis information at the time. As a result of our medical claims running below projections, the Health Care Reserve Fund had a larger balance than anticipated, which has allowed us for the past two years to use reserves to offset the increase. This year, again, claims are below projections.   
 
FY12-13 Plan Year Projections - Medical and Dental
Based on claims data and reserve balance, along with trend information provided by our benefits consultant Tom Mackay with KSPH, our projected medical cost increase for FY12-13 is 5%.    Based on the current projected balance, staff recommends utilizing our strong reserve balance to offset not only the medical increase in the coming fiscal year, but to reduce the Board contribution for FY 12-13.  This reduction in the board contribution would be funded from the Heath Care Reserve Fund and would result in a cost savings.   The use of these reserve funds would also bring the reserve balance closer to our target balance of 25% of annual medical claims.  

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 VRS benefit plan changes for covered employees hired on or after July 1, 2010.  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. 

Annually, localities and school divisions may now 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 remains in effect for a full fiscal year (July 1 – June 30).  Any change becomes effective the beginning of the next fiscal year. Most localities and school divisions throughout the state have continued to cover their employees’ contribution as the following data obtained from VRS indicates: 





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 continue to fund the employee member contribution.  

Employer  funds member contribution	96 School Divisions	83 Local Governments	93	56	Employee contributes	96 School Divisions	83 Local Governments	3	27	
