1136 Washington Street, Ste. 504, Columbia, SC 29201 e Phone: 803-545-3146 ¢ Fax: 803-545-3147

TO: Honorable Stephen K. Benjamin, Mayor & Columbia City Council
Teresa Wilson, City Manager

FROM: Pam Benjamin, Human Resources Director
Missy Caughman, Budget & Program Management Director
Jeff Palen, Assistant City Manager —Financial & Economic Services
Jan Alonso, Finance Director

DATE: August 15, 2014

RE: Active & Pre-65 Retiree Health Care Strategy Findings & Recommendations

Please find attached the Active & Pre-65 Retiree Health Care Strategy Findings &
Recommendations for City Council approval.  We will be seeking City Council’s
recommendation to approve the 2015 proposed Health Care Plan Design & Premiums for active
employees and pre-65 retirees that will take effect January 1, 2015.

Action is needed so that staff can remain on schedule with the open enrollment process
and for the implementation of the plan new plan design. Our providers require that all
enrollment and plan designs be completed by December 1 in order to implement January 1,
2015. This includes the preparation and printing of plan materials in September, prior to the
start of open enrollment in October.

Should you have any questions or need additional information, please let us know.
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» Core Plan & Buy Up Plan Changes

o Starting in 2015, ACA will mandate any cost associated with the purchase

of prescription medications will apply towards the out-of-pocket
maximum.

> Plan changes include increased deductibles, co-pays and out-of-pocket
maximumes.

- Forego grandfathered status

» Introduce 3rd Plan

- Offer higher deductible plan “Base” plan alongside Core & Buy-up plans.

- Low monthly premium but increases the deductible, out-of-pocket
maximums and other insurance costs.

- |ldeal for those active employees who have a history of low health care
costs and are disciplined in saving money if unforeseen medical expenses
occur.
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2015 Active Employee Plan
Changes and Enhancements - continued

> Wellness Incentive

« To promote healthy behaviors, employees can earn up to $225 incentive
per covered adult defined as employee and spouse.

* Incentive amount per incentive option offered - $75 incentive with a max
of 3 ($225) for employee and spouse

> Tobacco Surcharge

« Tobacco users will be assessed an additional $25/$50 per month

($300/%$600 per year) in addition to their premium in the form of a
tobacco usage surcharge

« A smoking cessation program will be provided to employees and their
covered dependents who are tobacco users

8/15/2014




2015 Active Plan Design Summary

» Introduce “Base” plan to be offered along with Core and Buy-Up plans
o $1,250/%$3,750 deductible
o Lower coinsurance

> Increased Brand Rx copays (no change to generic Rx copay
compared to 2015 Core and Buy-Up plans)

8/15/2014



2015 Active Employee Premiums and Contributions

»  Premiums reflect addition of new “base” higher deductible plan
» No increase in premiums from current year for Core & Buy-Up Plans

Premiums
Per Month
Base Core Buy-Up
Employee $15.00 $36.51 $69.49
EE/SP $77.98 $189.80 $268.95
EE/CH $37.49 $91.24 $140.73
Family $113.96 $277.38 $382.94

8/15/2014







Pre-65 (pre-Medicare) Retirees
Status & Background

Original proposal included 3 alternatives for pre-65 (pre Medicare) retirees.

All the proposed alternatives maintained the existing defined dollar benefit (DDB)
of $800 for the pre-65 retiree and $600 for the dependents as adopted by City
Council in 2012. The plan designs are attached as supplemental information.

Any increase in the DDB would result in an increase in both the City’s liability and
annual costs.

Through the current actuarial study, it was determined that retiree premiums
that were set at the time the DDB was approved in 2012 for the 2013 calendar
year were insufficient to cover the cost of the health care plan.

Upon review of the alternatives, City Council formed a health care committee that
included retirees to review the alternatives that were offered.

8/15/2014
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2105 Pre-65 Retiree Plan Design & Premiums
Alternative 4

4

After discussion with the City’s health care consultant (Towers
Watson) and the Council health care committee, the following is
being proposed:

Retirees would be offered the plan design of actives (except for the
wellness credits)

Premiums would be that of active employees.

This could increase the City’s liability (AAL) by $28.3M (estimated
only) and increase the annual OPEB Cost by $1.3M (estimated only).

8/15/2014
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Comparison Of Retiree Options

THE FOLLOWING ALTERNATIVES ARE RELATED TO PRE-65 RETIREES ONLY.

Description

Impact on Retiree

Impact on City

Increase in Liability & Annual Cost
(ESTIMATES ONLY!)

Maintains City's Defined Dollar Benenfit (DDB)
established in 2012 - $800 per retiree & $600 per

retiree spouse

Alternative 1

Public exchanges with navigator

Flexible offerings, narrow

Maintains current GASB
liability and cost

none - City's liabiity as of 6/30/13 is
$108.4 million with an annual required
contribution (ARC) of $7.8

Alternative 2

Offer same plan design as active

emloyees

Signigicant increase in
premiums (between $147-
$1,038 increase per month)

Maintains current GASB
liability and cost

none

Alternative 3

Offer new plan design for pre-65 retirees

Moderate increase in
premiums, but significant
increase in deductibles and
reduction of plan benefits

Maintains current GASB
liability and cost

none

Alternative 3B

Offer new plan design for pre-65 retirees

Shift premium increase to
dependent coverage and
minimize increase to retiree
only cowerage, higher
deductibles.

Maintains current GASB
liability and cost

none

Increases City's DDB -
amount to be determined

Alternative 4

Offer same plan design as active

employees

Premiums retirees set the
same as active employees

Increases city's liability and
annual cost

Increases GASB Liablity by $28.3
million and annual cost by $1.3 million
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Staff Recommendations & Next Steps

» Approve the 2015 Plan Design & Premiums for Active Employees

» Approve Alternative 4 for Retiree Benefits

> The City is currently paying the increased annual cost due to previous retiree
premiums being set too low and not covering the cost of the plan.

> Increased annual cost to be absorbed within current year budget.

- While this is a stop—gap measure that can only be maintained for 1 year, it will
allow for continued discussions of longer term solutions.

» Evaluate Longer Term Solutions

o Staff to pursue creative approaches as we try to meet the needs of

retirees while still addressing our long term liability and the needs of
our current employees.

> By March 31, 2015, staff to return to Council with longer term solution
recommendations
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QUESTIONS 7

Supplemental information Attached:

 City’s Health Care/ GASB 45 Liability
Timeline
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GASB 45 Liability Timeline

2008- City was faced with growing health care costs along with a new
accounting and reporting requirement that all governmental entities had to
include other pension and employee benefits (OPEB) as a liability, also known
as GASB (Governmental Accounting Standards Board) Statement 45.

2009- City adopted new health care guiding principles and objectives
sharing the cost of the health plan benefits with employees and retirees and
charging a monthly premium for the first time.

2009- Post-65/Medicare eligible retirees and dependents were moved to a
fully insured Medicare Supplemental & Part D plan and the City then became
secondary insurance to the retirees’ Medicare coverage.

COLUMBIA

The Blugprint for a Warld Class City

8/15/2014

16



GASB 45 Liability Timeline

2012-City adopted to “cap” the cost of health care by establishing a

Defined Dollar Benefit (DDB) to address the growing GASB 45 liability.

e The DDB set a maximum amount that the City would contribute
toward a retiree’s “premium,” regardless of the cost of the plan and
the retiree would cover the remaining portion.

« The City’s DDB contribution for pre-65 retirees was capped at $800
per month and $600 per month for the dependent. Post-65
retirees DDB was set $300 per month for the retiree and $225 per
month for the dependent.

2014 - Preliminary actuarial study results showed that retiree

premiums were insufficient to cover the actual cost of claims.

« In order to maintain the previously established $800 / pre-65
retiree and $600 / pre-65 spouse dependent and maintain the
City’s liability, retiree premiums would have to be significantly
increased or the plan design has to be significantly adjusted.

COLUMBIA

The Blugprint for a Warld Class City
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