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Retiree Health Plan Evaluation


The County of Mendocino (the County) directed Mercer to do the following evaluations:
– For non-Medicare eligible retirees identify plan designs that will provide cost savings
– For Medicare eligible employees outline a defined contribution design which will enable the health plan to extend 


the current retiree health plan trust fund dollars for as long as possible while still providing access to health care.
– For non-Medicare eligible retirees outline a contribution strategy which will enable the health plan to extend the 


current retiree health plan trust fund dollars for as long as possible while still providing access to health care.


Mercer has outlined a retiree healthcare strategy that will reduce the annual County contribution from $3.8 million to 
$1.9 million.


Past retiree studies have been based on current budgeted rates (2010).  In conjunction with this report, Mercer 
calculated the July 1, 2010 preliminary renewal to update rates for the time period of July 1, 2010 through June 30, 
2011.


– As a result of the preliminary renewal calculation, the overall renewal increase is projected to be 6.4% from 
$605.02 to 643.44 per retiree per month


The Medicare eligible retiree stand alone rate would adjust from $505.62 per month to $509.04 per month 
The non-Medicare eligible retirees stand-alone rate would adjust from $680.60 per month to $745.46 per 
retiree per month


- The main cause for the greater increase in the non-Medicare eligible retiree rate is due to a greater 
allocation of reinsurance costs and a lesser allocation of prescription drug rebates


The following page outlines the preliminary renewal for the retiree plan.


County Cost Medicare Eligible Non-Medicare Eligible Total Retirees
Composite Basis - Current 1,838,109$                    1,956,493$                    3,794,603$                    
Composite Basis - Renewal 1,971,359$                    2,129,856$                    4,101,214$                    
Stand-Alone Basis - Renewal 1,505,236$                    2,590,167$                    4,095,403$                    
Defined Contribution 919,055$                       978,247$                       1,897,301$                    
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Renewal Evaluation
County of Mendocino Retiree Plan
July 1, 2010 Preliminary Renewal
Experience Period January 1, - 
December 31, 2009 Avg. Monthly Annual Avg. Monthly Annual Avg. Monthly Annual
Enrollment
  Retirees 367 4,408 297 3,565 664 7,973
  Dependents 40 484 12 148 53 632


Medical
Prescription 


Drugs Total Medical
Prescription 


Drugs Total Medical
Prescription 


Drugs Total
Paid Claims 2,368,339$   756,416$      3,124,755$   721,778$      799,995$      1,521,774$   3,090,117$   1,556,411$   4,646,529$   
Large Claim Adjustment 294,139$      -$                  294,139$      -$                  -$                  -$                  294,139$      -$                  294,139$      
Adjusted Paid Claims 2,074,200$   756,416$      2,830,616$   721,778$      799,995$      1,521,774$   2,795,978$   1,556,411$   4,352,389$   


Enrollment 4,892 4,892 4,892 3,713 3,713 3,713 8,605 8,605 8,605


Pd Claims/member/month 424.00$        154.62$        578.62$        194.39$        215.46$        409.85$        324.92$        180.87$        505.80$        
Trend 7.4% 7.4% 7.4% 7.4% 7.4% 7.4% 7.4% 7.4% 7.4%
Months of Trend 18 18 18 18 18 18 18 18 18
Trend Factor 1.1130 1.1130 1.1130          1.1130 1.1130 1.1130          1.1130 1.1130 1.1130          
Projected Claims 471.92$        172.10$        644.02$        216.36$        239.81$        456.18$        361.65$        201.32$        562.97$        
Plan Adjustments -$                  -$                  -$                  -$                  -$                  -$                  -$                  -$                  -$                  
Rebates -$                  26.48$          26.48$          -$                  36.90$          36.90$          -$                  30.98$          30.98$          
Adjusted Projected Paid Claims 471.92$        145.62$        617.54$        216.36$        202.91$        419.28$        361.65$        170.34$        531.99$        


Fixed Costs
Specific Stop Loss ($100,000) 70.47$          32.31$          54.00$          
Aggregate Stop Loss (125%) 2.38$            2.38$            2.38$            
County of Mendocino - Administration 13.73$          13.73$          13.73$          
DHS Administration 18.50$          18.50$          18.50$          
Foundation - PPO Access 1.50$            1.50$            1.50$            
Blue Cross - PPO Access 13.19$          13.19$          13.19$          
DHS - Cost Containment 3.65$            3.65$            3.65$            
DHS - Nurseline 0.50$            0.50$            0.50$            
Consulting Fee 4.00$            4.00$            4.00$            
Total Fixed Costs 127.92$        89.76$          111.45$        


Total Projected Cost 745.46$        509.04$        643.44$        
Current Rate 680.60$        505.62$        605.02$        


9.5% 0.7% 6.4%
64.86$          3.41$            38.42$          


Non-Medicare Experience Medicare Experience Total Retiree Experience
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Medicare Eligible Retiree Health Plan Strategy
The County in conjunction with the Retiree Health Benefit Committee advised Mercer to pursue an individual market 
option for Medicare eligible retirees via Extend Health


– This direction allows the County to adopt a defined contribution strategy 
– Mercer developed a table outlining the budgeted retiree costs on a composite basis (Medicare eligible retirees and 


non-Medicare eligible retirees have a combined rate) and on a stand alone basis (Medicare eligible retirees and 
non-Medicare eligible retirees have separate rates).  


Additionally, the table provides the impact of the County and retiree contributions on the composite and 
stand alone rates, and
outlines a defined contribution with Extend Health placement for Medicare eligible coverage with the targeted 
savings


Medicare 
Retirees* Enrollment  Composite 


Rate 
 Retiree 


Contribution 
 County 


Contribution 
 Budgeted 


Cost 
 Retiree 


Contribution 
 County 


Contribution 
Composite Basis - Current
Retirees 289                605.02$         75.00$           530.02$         2,098,209$    260,100$       1,838,109$    
Dependents 12                  605.02$         605.02$         -$               87,123$         87,123$         -$                   
Total 301                2,185,332$    347,223$       1,838,109$    
Composite Basis - Renewal
Retirees 289                643.44$         75.00$           568.44$         2,231,459$    260,100$       1,971,359$    
Dependents 12                  643.44$         643.44$         -$               92,656$         92,656$         -$                   
Total 301                2,324,114$    352,756$       1,971,359$    
Stand Alone Basis
Retirees 289                509.04$         75.00$           434.04$         1,765,336$    260,100$       1,505,236$    
Dependents 12                  509.04$         509.04$         -$               73,301$         73,301$         -$                   
Total 301                1,838,637$    333,401$       1,505,236$    
Defined Contribution
Retirees 289                265.01$         919,055$       
Dependents 12                  -$               -$                   
Total 301                


* Note Medicare eligible retirees incur a cost of $96.40 per month for Medicare Part B coverage not shown in their contribution.


Cost Per Member per Month Annual Cost
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Non-Medicare Eligible Retiree Health Plan Strategy


The County in conjunction with the Retiree Health Benefit Committee requested Mercer to design two to three plan 
designs which would make healthcare coverage affordable for non-Medicare eligible retirees and allow the County to 
extend the current retiree health plan trust fund dollars for as long as possible while still providing access to health 
care.


– This direction requires the County to adopt a consumer drive (high deductible) health plan (CDHP).  
– Mercer identified three CDHP plans for the County in addition to the present plan and Plan II of the Active 


employee health plan.
– The following table outlines the plan values of these options:


– A plan design summary is provided in the attached document


Health Plan Options Factor Rate $ Value % Value
Current Plan 88.1               745.46$         -$               0.0%


Plan II 80.5               681.15$         64.31$           -8.6%
HSA1250/90/70 75.2               636.14$         109.32$         -14.7%


HSA2500/100/70 66.2               560.28$         185.18$         -24.8%
HSA3000/80/60 57.5               486.23$         259.23$         -34.8%
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Non-Medicare Eligible Retiree Health Plan Strategy
Non-Medicare 
Retirees Enrollment  Composite 


Rate 
 Retiree 


Contribution 
 County 


Contribution 
 Budgeted 


Cost 
 Retiree 


Contribution 
 County 


Contribution 
Composite Basis - Current
Retirees 376                605.02$         171.40$         433.62$         2,729,850$    773,357$       1,956,493$    
Dependents 41                  605.02$         605.02$         -$               297,670$       297,670$       -$                   
Total 417                3,027,520$    1,071,027$    1,956,493$    
Composite Basis - Renewal
Retirees 376                643.44$         171.40$         472.04$         2,903,213$    773,357$       2,129,856$    
Dependents 41                  643.44$         643.44$         -$               316,574$       316,574$       -$                   
Total 417                3,219,786$    1,089,931$    2,129,856$    
Stand Alone Basis
Retirees 376                745.46$         171.40$         574.06$         3,363,524$    773,357$       2,590,167$    
Dependents 41                  745.46$         745.46$         -$               366,767$       366,767$       -$                   
Total 417                3,730,291$    1,140,124$    2,590,167$    
Plan II
Retirees 376                681.15$         464.34$         216.81$         3,073,367$    2,095,121$    978,247$       
Dependents 41                  681.15$         681.15$         -$               335,128$       335,128$       -$                   
Total 417                3,408,495$    2,430,248$    978,247$       
HSA1250/90/70
Retirees 376                636.14$         419.33$         216.81$         2,870,270$    1,892,023$    978,247$       
Dependents 41                  636.14$         636.14$         -$               312,982$       312,982$       -$                   
Total 417                3,183,252$    2,205,005$    978,247$       
HSA2500/100/70
Retirees 376                560.28$         343.47$         216.81$         2,527,988$    1,549,742$    978,247$       
Dependents 41                  560.28$         560.28$         -$               275,658$       275,658$       -$                   
Total 417                2,803,647$    1,825,400$    978,247$       
HSA3000/80/60
Retirees 376                486.23$         269.42$         216.81$         2,193,889$    1,215,642$    978,247$       
Dependents 41                  486.23$         486.23$         -$               239,227$       239,227$       -$                   
Total 417                2,433,116$    1,454,870$    978,247$       


Cost Per Member per Month Annual Cost
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March 16, 2010 
 
Ms. Sue Goodrick 
Benefits Manager 
County of Mendocino 
579 Low Gap Road 
Ukiah, CA 95482 
 


Subject:  County of Mendocino Non-Medicare Eligible Retirees Health Coverage 
Covered Under the Active Health Plan 
 
Dear Sue: 
 
The County has asked Mercer to comment on the possibility of covering the Non-Medicare 
eligible retirees (retirees) under the County of Mendocino’s Active employee health plan. 
 
It has been argued that the monthly employee only active employee rate for Plan II is very 
similar to the calculated rate for retirees effective July 1, 2010.  The 2010 monthly rate for 
employee only coverage is $654.55 while the retiree rate is $681.15.   
 
While these rates are very similar, it is important to note that the active rate includes reserve 
accumulation for IBNR and stabilization reserves.  By years end, it is anticipated that the 
reserves will be fully funded at $5,913,441. 
 
The retiree rate covers cost only.  No stabilization reserve is contemplated, while the IBNR 
reserve ($820,000) is earmarked out of the excess earnings.  Transference of the non-Medicare 
eligible retirees to the active plan would contemplate either 1) the transference of IBNR funds 
from excess earnings or 2) the payout of IBNR out of excess earning and the subsequent 
accumulation of IBNR reserve under the active plan in the first plan year. 
 
No stabilization reserve is included in the current projected retiree rates.  Stabilization reserve is 
defined as three months of claim cost.  Based on 417 eligible retirees, the stabilization reserve 
would be approximately $650,000. 
 
Given the reserving element included in the active employee rate, the 2011 renewal would 
adjust downward 13.4% to cover cost and maintain fully funded reserves.  The rate would be 
$566.84.  It is understood that the County will most likely implement a rate which will show 0.0% 
rate adjustment and accumulate excess reserves (maintain the $654.55 rate for 2011). 
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The 2011 non-Medicare retiree rate equivalent would be $702.54 to cover plan expenses and 
IBNR reserve.  An additional $145.78 per retiree per month would need to be implemented to 
provide a stabilization reserve.  The County could also elect to fund the non-Medicare retiree 
stabilization reserve over multiple years as it did with the active plan.  This would reduce the 
$145.78 per retiree per month.  The total rate to cover non-Medicare cost, IBNR reserve and 
stabilization reserve would be $848.22 per retiree per month.  This compares to an active rate of 
$566.84 or $654.55 per employee per month for employee only coverage. 
 
The County could elect to blend the active rate with the non-Medicare eligible rate.  This would 
introduce implied subsidies from the active health plan to the non-Medicare retiree health plan 
coverage.  The total rate to cover health plan costs, IBNR reserve and stabilization reserve on a 
blended basis would be $638.87 per retiree/employee per month for single coverage.  The 
blended rate would include an implied subsidy of $1,047,592 from the active plan to the non-
Medicare eligible retirees. 
 
Please note that this analysis assumes no adverse selection is introduced to the non-Medicare 
retiree population.  It is important to understand that as County contributions to non-Medicare 
retiree coverage decrease or are eliminated, those non-Medicare eligible retirees that can 
qualify for less expensive alternative health care coverage, will elect less expensive alternative 
health care coverage.  The remaining non-Medicare retirees will be the less healthy retirees.  
This adverse selection, will impact cost significantly upon each renewal and could increase the 
amount of cross subsidies substantially in blended rates. 
 
When considering moving the non-Medicare retirees with the Active employee health plan it is 
important to understand the underlying costs, reserves elements, potential implied subsidies, 
and adverse selection.  This analysis does not take into consideration the impact on any current 
County policies and bargained agreements that may exist. 
 
Mercer looks forward to reviewing this with the County.  Should you have any questions, please 
contact me at (916) 286-5403. 
 


 
 
Bordan Darm 
Principal 
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Mailed:  March 17, 2010 
Distribution:  All Retirees & Active Eligible Employees 


 
County of Mendocino 


Human Resources Department 
Employee Benefits Division 
579 Low Gap Road      Ukiah, CA  95482 


Phone:  (707) 463‐6553 
Fax:  (707) 468‐3390 


 


IMPORTANT NOTICE ABOUT RETIREE HEALTH 
BENEFITS 


In an effort to inform retirees and active employees who currently qualify for retiree health benefits, 
the Executive Office, in conjunction with Human Resources, has prepared this notice about the status 
of retiree health plan funding. 
 
Based on current projections, it is anticipated that the retiree health reserves will be exhausted by 
January 2011.  The reserves, along with contributions from the retirees, are the sole source of 
funding for the Retirement Health Plan.  
 
Due to the rapidly depleting reserves, the Board of Supervisors requested the Retiree Health Benefits 
Committee (RHBC), along with County staff, to evaluate ways to extend the life of the Retiree Health 
Plan with the existing dollars in the Retiree Health Plan reserves.  
 
The RHBC and County Staff have met on three occasions to evaluate options for retiree health plan 
changes and/or contributions which will allow the County to continue providing access to health care 
for retirees.  
 
MEDICARE ELIGIBILE RETIREES: The RHBC has reviewed options available for supplemental 
healthcare plans for Medicare-eligible retirees.  It has been determined that the County can REDUCE 
Medicare supplemental costs by moving Medicare eligible retirees to a supplemental insured plan.  It 
is anticipated that a recommendation to proceed with this transfer will be presented to the Board of 
Supervisors in April 2010. 
 
NON-MEDICARE ELIGIBILE RETIREES:  There are no group insured plan alternatives available to 
the non-Medicare eligible retirees.  The RHBC is evaluating a number of plan design and contribution 
changes to allow the County to extend the life of the current plan.  Recommendations for any plan 
changes would also be presented to the Board of Supervisors in April 2010.  It is anticipated that a 
presentation of the RHBC’s recommended proposals will be made to interested retirees and 
qualifying employees in late March or early April prior to submittal to the Board of Supervisors.   
 
It is important that retirees understand that in lieu of the development of an alternative funding 
source for the retiree health plan, all plan costs will be required to be borne by the retirees in 
order to maintain the group health plan.  This is estimated to occur January 2011 at the 
current County contribution and plan experience rate.    
  








Agenda 
Retiree Health Benefits Committee (RHBC) 


Thursday, March 25, 2010 
 


2:30 P.M. to 5:00 P.M.  
County of Mendocino  


HUMAN RESOURCES DEPARTMENT  
579 Low Gap Road 
Ukiah, CA  95482 


 
1. Call to Order 
 
2. Approval of Minutes 


 
3. Update on CEO/HR Activities –  Carmel Angelo & Teresia Haase 


 
4. Report on Board of Retirement Meeting (March 17) – Dennis Huey & 


Jim Andersen 
 


5. Presentation of Research on Option of Adding Non-Medicare Eligible 
Retirees to the Active Plan – Bordan Darm, Mercer 


 
6. Discussion on Plan Change Alternatives & Contribution Levels – 


(continued from March 8, 2010) - Bordan Darm, Mercer 
 


7. Develop and Finalize Recommendation to Board of Supervisors 
 
8. Other Business 


 
9. Schedule Next Meeting Date 


 
10. Adjournment 





		Agenda

		Retiree Health Benefits Committee (RHBC)






 
 
 


HUMAN RESOURCES – MENDOCINO COUNTY 
 
 
DATE:    March 9, 2010 
 
TO: Carmel Angelo, County Executive Officer 
     
FROM: Teresia Haase, Human Resources Director   
 
SUBJECT: Retirement Health Benefits Committee – Update & Recommendation 
 
 
The Retirement Health Benefits Committee consisting of 3 Board of Retirement 
members and one non-voting AMCRE member have met on three occasions.   
 
The Committee has reconvened for the purpose of evaluating options and 
developing recommendations to the Board of Supervisors for health plan 
changes which would allow the County to continue to provide access to health 
care for retirees.  Current projections indicate the depletion of the Retirement 
Health Insurance Reserve by late 2010 to early 2011. Staff’s strategic planning 
timeline identified the week of March 22 as the week recommendations would be 
distributed to all interested stakeholders, with a recommendation to the Board of 
Supervisors by the end of April.   
 
Bordan Darm, Mercer,  presented the marketing results for supplemental Plan 
alternatives for medicare and non-medicare eligible retirees to the Committee.  
Bordan reported that the County could reduce health plan costs by moving 
medicare eligible retirees to a supplemental insured plan. There are no group 
insured plan alternatives available to the non-medicare eligible retirees. 
 
Human Resources staff and Mercer interviewed  four carriers offering 
supplemental plans. One firm, Extend Health, was identified as the best possible 
option for supplemental plans.  Extend Health operates similarly to a broker 
whereby after interviewing the retiree, a supplemental plan is chosen which best 
suits the retirees needs and income.  The medicare-eligible retiree has a wide 
variety of supplemental insurance plans to choose from with costs ranging to $0 
- $279.  Bordan conducted a site visit with Extend Health and reported to the 
Committee that the service center more than met his expectations.  
 


579 Low Gap Road * Ukiah, CA 95482 
Telephone: (707) 463-4261 * Fax: (707) 468-3407 


Website:  www.co.mendocino.ca.us/hr/ 


On March 8, 2010, the RHBC voted unanimously to recommend the CEO/Human 
Resources recommend to the Board of Supervisors to move as quickly as 
possible to transition the medicare-eligible retirees from the County self-funded 
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plan to individual plans through Extend Health.  The Committee further 
recommended that, subject to the availability of funds in the Retiree Health 
Insurance Fund, a County contribution of $200.00 per medicare eligible retiree 
per month be provided to retirees to support their costs for a supplemental 
insurance plan.  Bordan estimated that this action would save approximately 
$700,000 - $800,000 annually.  A 90 day notification period is required, informing 
retirees of any plan changes.  
 
The RHBC continues to work on options for the non-medicare eligible retirees. At 
the most recent meeting, the Committee reviewed high deductible options.  The 
Committee will again meet on March 25, 2010 to continue its  review of these and 
other options for the non-medicare eligible retirees. 
 
It was recommended that retirees qualifying for health benefits be notified as 
quickly as possible of the current funding dilemma and actions being taken.  The 
notification should be very specific so that retirees, both current and those 
active employees who will qualify for health benefits at their retirement, 
understand that without the development of an alternative funding source, all 
plan costs will be required to be borne by the retirees in order to maintain the 
group health plan.   Staff agreed to send out a notification, following the March 
17 Retirement Board of Directors meeting, where the issue of use of investment 
earnings from the Pension Trust fund for retiree health care would be discussed.  
 
On March 8, 2010, Sue Goodrick, HR Manager, Benefits Administration, attended 
an AMCRE Board of Director’s meeting where RHBC member, Dennis Huey, 
provided an overview of the recent activities of the RHBC.  He reported that due 
to higher claims activity,  the depletion of the Retirement Health Insurance 
Reserve is now expected to be by the end of 2010.  The AMCRE Board stated that 
notification to retirees needs to occur as soon as possible.  Sue reported the 
County’s intent to send out notification pending review of letter by the RHBC.   
 
In conclusion,  the RHBC, understanding that resolution for a feasible health 
care plan for the non-medicare elgible retirees is still pending, recommends the 
following: 
 
The CEO/Human Resources recommend to the Board of Supervisors to move as 
quickly as possible to transition the medicare-eligible retirees from the County 
self-funded plan to individual plans through Extend Health.  The Committee 
further recommends that, subject to the availability of funds in the Retiree Health 
Insurance Fund, a County contribution of $200.00 per medicare eligible retiree 
per month be provided to retirees to support their costs for a supplemental 
insurance plan.   
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