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DATE: May 1, 2015
TO: Board of County Commissioners

FROM: John Listinsky, Director of Human Resources/Labor Relations
328-2089 jlistinsky@washoecounty.us

THROUGH: Joey Orduna Hastings, Assistant County Manager
328-2000 jhastings @washoecounty.us

SUBJECT: Review recommendation of Insurance Negotiating Committee (INC) to
approve FY2015/16 Health Benefits Program for employees, dependents
and retirees at an approximate annual cost of $52.9 million with direction
in which to fund the $3.6 million additional cost to the County; change the
Program from a fiscal to a calendar year basis effective January 1, 2016;
authorize the Director of Human Resources/Labor Relations to execute all
insurance contracts and service agreements pertinent to the Health
Benefits Program; and direct staff to return to the Board of County
Commission at a future date in calendar year 2015 with long-term
sustainable options for health care benefits. (All Commission Districts)

SUMMARY

Review of recommendation of Insurance Negotiating Committee (INC) to approve FY
2015/16 Health Benefits Program for employees, dependents and retirees at an
approximate annual cost of $52.9 million with direction in which to fund the $3.6 million
additional cost to the County; change the Program from a fiscal to a calendar year basis
effective January 1, 2016; authorize the Director of Human Resources/Labor Relations to
execute all insurance contracts and service agreements pertinent to the Health Benefits
Program; and direct staff to return to Board of County Commissioner at a future date in
calendar year 2015 with long-term sustainable options for health care benefits.

Attached documents:

Current overview of benefits structure
Historical summary plan design changes
Historical rate changes

INC Bylaws

Washoe County Strategic Objective supported by this item: Valued, engaged employee
workforce.

AGENDA ITEM # /.2
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PREVIOUS ACTION
On May 13, 2014, the Board approved the FY 2014/15 Program at an approximate annual
cost of $47.0 million.

BACKGROUND

The Health Benefits Program consists of the choice of three (3) plans: a self-funded
group health plan (PPO), a fully-insured Health Maintenance Organization (HMO) plan,
and self-funded High Deductible Health Plan (HDHP) paired with a Health Savings
Account (HSA) which was introduced as a voluntary third plan option in FY 2012/13.
Current enrollment for active employees is approximately 33% in the PPO, 62% in the
HMO and 5% in the HDHP. The Program also offers self-funded dental, vision and life
insurance plans for all enrollees.

The INC was created pursuant to collective bargaining with the various employee
associations and includes a member from each association, one member from
management, and one non-voting retiree member.

The INC reviews the self-funded PPO and HMO health plan renewals each year to
provide input into plan design and review premiums in an effort to help control costs
while still providing a valuable benefit to employees. A list of historical summary plan
design changes and premium changes is included with this Board report. Washoe County
offers its employees three (3) plan options; the chart below compares Washoe County’s
options with other local public entities.

Self- | Self-funded | Self-funded | Fully | Self-
Organization funded PPO EPO Plan | Insured | funded
PPO HDHP* (exclusive | HMO | HMO
Plan* (high provider Plan Plan
deductible) | network)
Washoe County X X X
Washoe County
School District** X X X
City of Sparks X
City of Reno X X X
State of X X
Nevada***

*Employer pays for claims and other administrative costs via a third party administrator.
**Offers two EPO options (one with Renown’s network and one with St. Mary’s network).
***State of Nevada employees pay a portion of their own health plan premium.

The Human Resource Benefits staff coordinated 11 meetings with the INC and received
input from representatives in the Comptroller and Budget offices regarding the impact of
the proposals. On April 30, 2015, the INC completed its annual review of the plan design
options for the PPO, the HDHP and the HMO. The final INC majority vote was to accept
the renewal with no plan design changes, as presented, based on actuary reports for the
self-funded plans and the Hometown Health (HMO) renewal proposal.
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Should the BCC not agree with the INC’s recommendation the INC bylaws outline the
following process:

“If the Committee recommendation is rejected by the County Commission, the
Commission shall define their objections and parameters and the Insurance Committee
shall, within fifteen (15) days of being notified of the Commission’s objections and
parameters, meet and attempt to redefine plan modifications which meet the Commission
established parameters. If the Committee is successful, the plan modifications shall be
resubmitted to the Commission for approval. If the Committee is unable to determine
acceptable modifications for submission to the Commission, the County and the
Insurance Committee agree to resolve any resulting differences by submitting the dispute
to expedited final and binding interest resolution which shall be binding upon the County
and the bargaining units.” (Bylaws, February 17, 2011)

Suggested cost saving options for FY 2015/16 that were presented for consideration by
INC and reviewed by the INC includes the following: '

Self-Funded Group Health Plan (PPO)
The Comptroller’s Office considered data received from the actuary, increased costs in
administration of claims, and in supplemental plans such as life insurance, in
recommending an overall rate increase to the departments for employees with PPO
coverage of 15%. The following plan design options could have reduced the increase to
13%:

- Increase annual individual and family deductible from $350/$700 to $450/$900.

- Increase annual out-of-pocket individual and family maximum from

$3,350/$6,700 to $5,450/$10,900.
- Establish a separate pharmacy out-of-pocket annual maximum of $1,150.

The INC voted to accept the renewal with no plan design changes.

Health Maintenance Organization (HMO)

The INC requested proposals from other providers in addition to the current provider,
Hometown Health. Two bids from other organizations were received. The Anthem Blue
Cross bid came in 38% higher than the current rates, so it was not considered a viable
option. Health Plan of Nevada (HPN) provided competitive quotes of 23.8% and 16.10%
that included significant plan design changes that would increase participant costs. The
INC chose not to consider the HPN quote due to the smaller network of providers in
Northern Nevada and the mandatory referral requirement for Specialist office visits.

Based on the previous year’s claims experience, Hometown Health’s actuarial analysis
indicated a premium rate increase of 27.8%. Hometown Health indicated they had to
increase the rates based on a high loss ratio resulting from a significant increase in claims
and increased costs due to Affordable Care Act legislation, in addition to the fact that
they did not increase their rates for two consecutive years. After considerable discussions
with Hometown Health executives, they revised the renewal to 22.5% (medical coverage
only) and provided several cost saving options to bring down the medical portion of the
premium that ranged from 22.5% renewal to 7.5% renewal with design changes. From
the original five options, the INC narrowed its review down to two options:
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Renewal Option 2 (Reduced increase from 22.5% to 16.5%)
- Increase annual individual and family out-of-pocket maximum from
$2,500/$5,000 to $4,500/$9,000.
- Increase Rx co-pay from $5/$25/$40 to $7/$30/$50.
- Add a $500 calendar year deductible.
- Other lab and diagnostic testing increases of approximately $25.

Renewal Option 5 (Reduced increase from 22.5% to 15.3%)
- Increase annual individual and family out-of-pocket maximum from
$2,500/$5,000 to $4,500/$9,000.
- Increase Rx co-pay from $5/$25/$40 to $7/$30/$50.
- Increase hospital inpatient deductible from $1,000 to $2,000 (includes increased
GAP plan coverage to reimburse up to $2,000).

The INC reviewed disruption reports of these changes and after discussing the impact to
participants, a majority voted to renew the HMO plan with no plan design changes at the
22.5% increase.

In the final rate setting, the Comptroller’s Office added the costs of supplemental plans
such as life and vision insurance, in recommending an overall rate increase to the
departments for employees with HMO coverage of 25.5%.

Calendar Year Health Plan Program

Following discussion in 2014, the INC agreed to change the health program from a fiscal
year to a calendar year period in January 2016. This change will result in balancing the
calendar year for health plan deductibles, health savings accounts and Section 125
medical reimbursement accounts and will enable employees to better plan for health care
expenses, and better sync the health plans with the employees’ federal income tax
reporting. Additionally, it may help increase employee participation in the lower cost
High Deductible/Health Savings Account plan that enables participants to save for future
medical expenses similar to a pre-tax 401(k) plan but for health care. This will also
improve cost forecasting for preparation of the County’s budget.

FISCAL IMPACT

The renewal rates for all three (3) plans will be increased. Employees will see
comparable increases in payroll deductions for their share of dependent insurance
premiums. The INC voted to accept the rate increases, which will impact the County
General Fund for employee premium costs for which the County pays 100%, as well as
dependent cost for which the County pays 50%. If incorporated into the budget, the
significant premium increase could impact departmental budgets, which possibly impacts
planned staffing and capital improvements for special revenue and proprietary funds.

As was reported to the Board on March 24 and on April 28, 2015, as part of staff’s status
reports on the FY2015/16 budget, the recommended 2015/16 budget only provides for a
6% increase in health insurance costs charged to departments. This is the County’s share
of health insurance costs, which represents approximately 80% of total costs, and which
is accounted for in the Health Benefits Fund, Fund 618. The 6% increase factored in
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increased claims from the County’s self-funded health plans and did not contemplate a
22.5% increase in the premium charged by Hometown Health. The estimated additional
cost to the County of a 25.5% increase in premiums (not including the cost impact on
employees) is $3.6 million. In addition, the estimated cost impact to OPEB contributions
in future years is $1.1 million.

Over the last 10 years, the total cost of employee benefits, including health insurance,
that the County has paid on behalf of employees has increased substantially; increasing
from $55.9 million in FY 2004/05 to an estimated $97.1 million in FY 2014/15. As a
percent of base salaries for full- and part-time staff, the cost of employee benefits has
grown from 38.9% of base salaries in FY 2005 to an estimated 61.0% in FY 2014/15.
Although the County remains committed to support its employees, the increased cost of
health care is forcing the County to revisit the current benefit structure to identify a
sustainable plan going into the future. Unfortunately, the revenue the County receives is
not able to keep up with the demand for increased community services and increased
costs of health care benefits.

Currently identified options available to cover the estimated cost increase in HMO
premiums for FY2015/16 may include a combination of the following:

1) Maintaining the 6% internal rate charged to departments and allowing the fund
balance of the Health Benefits Fund to cover the increase. This would result in
the Health Benefits Fund’s balance falling below the recommended 10% target
fund balance, which was previously agreed to by the INC in the May 2014
Summary of Insurance Negotiating Committee Operating Principles memo.

2) Adjusting cost of living allowances for general county employees for FY 2015/16.

3) Utilizing ending General Fund balance from FY2015 if ending fund balance
comes in higher than estimated.

Although none of these options are appealing, it is important to note that these options
represent one-time solutions that do not address future years’ costs. Moreover, there is a
significant policy decision involved: “How does the Board choose to allocate its limited
resources?” In essence, the decision to fund this level of health insurance costs is an
opportunity cost — the $3.6 million needed to cover the County’s share of higher HMO
premium could instead be used to pay for employee salary increases, new programs, or
approximately 40 new positions, just to name a few examples. An additional concern
with funding a 22.5% increase this year and increases in future years in HMO health
insurance premiums is the compounding effect on the County budget. The cost increase
will result in an even greater allocation of the budget for employee benefits, raising the
labor burden rate (the ratio of benefits to base salaries) above the current 61% and
redirecting resources away from other needed areas, thus reducing the County’s ability to
increase staffing to respond to service demands of an increasing population and growing
business sector.

In terms of policy options, the Board may wish staff to research long-term sustainability
options to include:

1) Consideration of significant plan redesign options.
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2) Offering a cafeteria-style benefits plan that would offer employees a flat dollar
amount for benefits.

3) Removing the option for an HMO and only providing for self-funded plans and/or
making the HMO plan a buy-up option available to employees who want to pay a
portion of the premium to have the plan.

4) Consideration of Medicare eligibility options.

5) Include Prime Healthcare Services, the parent company of St. Mary’s Regional
Medical Center, in selection/bid process.

The County may also choose to exercise the process outlined above in the INC bylaws
and direct the INC to revisit the various options presented by Hometown Health. Again,
for future sustainability, the County may want to consider reviewing various policies and
funding options that may balance the demands of increased needs in the community and
increased health care costs.

RECOMMENDATION

It is recommended that the Board of County Commissioners approve the FY2015/16
Health Benefits Program for employees, dependents and retirees at an approximate
annual cost of $52.9 million with direction in which to fund the $3.6 million additional
cost to the County; change the Program from a fiscal to a calendar year basis effective
January 1, 2016; authorize the Director of Human Resources/Labor Relations to execute
all insurance contracts and service agreements pertinent to the Health Benefits Program;
and direct staff to return to the Board of County Commission at a future date in calendar
year 2015 with long-term sustainable options for health care benefits.

POSSIBLE MOTION

Should the Board agree with INC’s recommendation, a possible motion would be: Move
to approve FY2015/16 Health Benefits Program for employees, dependents and retirees
at an approximate annual cost of $52.9 million with direction in which to fund the $3.6
million additional cost to the County; change the Program from a fiscal to a calendar year
basis effective January 1, 2016; authorize the Director of Human Resources/Labor
Relations to execute all insurance contracts and service agreements pertinent to the
Health Benefits Program; and direct staff to return to the Board of County Commission at
a future date in calendar year 2015 with long-term sustainable options for health care
benefits.



Washoe County Health Benefits Comparison Sheet

This is a comparison summary of the group health plans offered through the Heaith Benefits Program.

Self-funded PPO Plan High Deductible Hometown Health
PPO Plan HMO Plan

Plan Year Deductible $350 individual $2,500 individual None

$700 family $2,500 family
Plan Year Out of $3,350 individual $5,000 individual $2,500 individual
Pocket Maximum $6,700 family $5,000 family $5,000 family
Co-insurance 80% 80% None
Participating Hospitals: Saint Mary's Saint Mary's Renown

Northern Nevada Northern Nevada
Office Visits and Professional Services
Primary Care Physician $20 co-pay (PPO) 100% after deductible $25 co-pay

80% (non-PPO)
Specialist 80% after deductible 100% after deductible $50 co-pay
Surgeon or 80% after deductible 80% after deductible $50 co-pay
Anesthesia
Preventative Care 100% no deductible 100% no deductible $0 co-pay
Outpatient Lab 80% after deductible 80% after deductible $0 co-pay

$5 co-pay (in office) Renown Lab
Outpatient X-Ray 80% after deductible 80% after deductible $25 co-pay

$10 co-pay (in office)
Complex Imaging 80% after deductible 80% after deductible $225 co-pay
(MR, CT, PET)
Physical Therapy 80% after deductible 80% after deductible $25 co-pay
Chiropractic 80% after deductible 80% after deductible $50 co-pay
Limited to $1,000
Benefit per CY
Mental Health and 80% after deductible 80% after deductible $25 co-pay
Substance Abuse
(Out-patient)

3| 2g] 1S



Surgical and Hospital Services

Self-funded PPO Plan High Deductible Hometown Health
PPO Plan HMO Plan

Inpatient Hospital 80% (PPO) 80% (PPO) $1,000 co-pay

60% (non-PPO) + $500 co-pay| 60% (non-PPO) + $500 co-pay
Outpatient Surgery 100% (contracted facility) $100% (contracted facility) $500 co-pay

80% (physician) 80% (physician)
Maternity 80% after deductible 80% after deductible $1,000 co-pay
Emergency Room 80% + $75 co-pay 80% after deductible $100 co-pay
Ambulance 80% after deductible 80% after deductible $100 co-pay for ground

$200 co-pay for air & water
Substance Abuse 80% after deductible 80% after deductible $1,000 co-pay
Skilled Nursing Facility 80% after deductible 80% after deductible $1,000 co-pay
Home Health Care 80% after deductible 80% after deductible $25 co-pay
Vision Services See Below See Below See Below
Prescription Drugs
Generic $5 co-pay $5 co-pay $5 co-pay
Non-preferred Generic N/A N/A N/A
Formulary Brand $25 co-pay $25 co-pay $25 co-pay
after deductible When generic available or
$25 + cost difference

Non-formulary Brand $40 $40 $40
Specialty N/A N/A 20%
Mail Order Benefit 3 months for 3 months for 2 co-pays 3 months for

2 co-pays after deductable 2 co-pays

All Enrollees are covered by the following

Dental Services

Vision Services

Life Insurance

Self-funded Dental Plan — Nevada Health Partners PPO

$50 Calendar year deductible on Basic, Major and Orthodontic services
Preventative — 100%, Basic — 80%, Major — 50%, Orthodontia ~ 50%

$2,500 maximum benefit per calendar year on regular dentistry
$1,000 lifetime maximum on Orthodontia

Vision Service Plan (VSP)
$10 co-pay for annual exam
Basic lenses covered annually

$120 allowance for frames every 24 months or contacts every 12 months

Enrollee - $20,000 when under 65; $13,000 when age 65-69; $7,000 when age 70 and over

Covered dependents - $1,000
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