

Attachment 3

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. Emergency Room  co-pay increased to $200 (from $150)
0. Outpatient mental health services required a $15 co-pay (equivalent to the PCP co-pay)
0. Prescription co-pays at $7/30/50 (generic/preferred brand/non-preferred brand); this is was a $5 increase on non-preferred brands only
1. Low option plan:
1. PCP/Specialists co-pays increased to $25/$40 (from $20/35)
1. Outpatient mental health services required a $25 co-pay (equivalent to the PCP co-pay)
Prescription co-pays at $7/35/60 (from $7/30/50). 

The following plan changes were made effective October 1, 2012:
· The High Plan was eliminated as of September 30, 2012
· Plan names were changed to Plus Plan (former Middle Plan) and Basic Plan (former Low Plan)
· Enhanced women’s preventive and contraceptive coverage added (in compliance with Health Care Reform)
· The changes from the former High option plan to the new Plus plan are as follows:
· Change in coinsurance from 95% to 90% (in-network) for inpatient admissions, specialty diagnostic services (CAT scans, MRIs, etc.), and outpatient surgeries
· Change in out of pocket maximums from $1500/$3000 to $2000/$4000 (individual/family)
KSPH estimates savings of $1,145,225 in claims (4.2% reduction)

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 were slightly above our target, both in terms of employee/employer contribution amounts and in several plan design areas.   Over the past year, the HCEC considered 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. Based on the plan design changes, we are closer to our target, but still slightly above market.  The benchmarking data indicates that a growing percentage of organizations are implementing deductibles, which we currently do not require for in-network services. 
Dental Insurance
The dental plan is self-insured through a contract with United Concordia.  No changes were made to the plan design or premium for the FY11/12 plan year.  
For the 2012-2013 plan year, there were no increases to our current dental plan premiums and the coverage was enhanced:
· Maximum annual benefit increased to $2000/high plan and $1500/low plan (was $1500/$1000)
· Orthodontia maximum benefit increased to $1500 (was $1000)
· Major benefits (crowns, implants, etc.) increased to 60% of maximum allowable charge (was 50%)
 
RFP Process
The HR Department worked with KSPH and Purchasing staff to issue a Medical RFP this year.  We received 5 bids.   Southern Health was selected as the administrator and reduced the ASO fees from $34.35 to $27.70, which is guaranteed for the next three years and is projected to result in a cost savings of $231,700 each 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 three years to use reserves to offset premium increases. However, based on projections, the reserve will be at the target balance of 25% of annual medical claims by September 2014.    
 
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 FY13-14 is between 8-10%. Our dental insurance cost increase is estimated at 3%.  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 to present to both Boards for approval as part of the County Executive's and Superintendent's budget proposals. 

Review of VRS

On April 18, 2012, the General Assembly approved a variety of changes to reform the retirement plan administered by the Virginia Retirement System (VRS).  The General Assembly passed bills establishing a new hybrid retirement plan for state and local employees who are hired on or after January 1, 2014 (HB 1130 and SB 498), as well as a companion bill (SB 497) which requires local governments’ and school divisions’ current employees to pay a 5% contribution to VRS by no later than July 1, 2016 and for local governments and school divisions to provide employees with a salary increase to offset the cost of the employees’ VRS contribution (the “5 and 5 Requirement”).

Prior to the final approval of SB 497, the Governor amended the language to provide a 5-year period in which local governments, as well as school boards, could phase-in the contributions for existing employees at the rate of 1% per year until July 1, 2016. SB 497 mandated local governments and school divisions to:
· Require current employees who are VRS members to contribute 5% of their salaries to VRS by no later than July 1, 2016 and for local governments and school divisions to pay employees an increase in their base salaries to offset the cost of the employees’ contributions to VRS.
· Require all new employees hired after July 1, 2012 to pay the 5% contribution immediately.
· Complete any phase-in option, if elected, using whole percentages by no later than July 1, 2016.

Both the School Board and the Board of Supervisors approved the 5 and 5 requirement in FY 13 under the condition that all new revenues in FY 14 received by General Government and the School Division will first be used to offset the cost of implementing this VRS mandate and/or that operating expenses will be reduced in FY 14 to ensure that on-going funding will pay for this recurring expense.  As the market data below illustrates, the majority of the adopted market also implemented the 5 and 5.  We were able to maintain competitiveness because the Boards recognized the importance of funding  the 6%.

2012 Adopted Market VRS Contribution Data

	General Government VRS Employee
Contribution Percentage (Median)
	5.0%

	18 of 24 reporting localities implemented at 5%
	75%

	School Division VRS Employee
Contribution Percentage (Median)
	5.0%

	16 of 26 reporting schools implemented at 5%
	62%

	OVERALL VRS Employee
Contribution Percentage (Median)
	5.0%

	Overall, 34 of 50 reporting implemented at 5%
	68%







