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HUMAN RESOURCES - MENDOCINO COUNTY

DATE: March 26, 2010
TO: Carmel Angelo, County Executive Officer
FROM: Teresia Haase, Human Resources Director

SUBJECT: Retirement Health Benefits Committee — Update &
Recommendation for Non-Medicare Eligible Retirees

The Retirement Health Benefits Committee consisting of Dennis Huey, Shari
Schapmire and non-voting member Carol Mordhorst met on March 25, 2010. The third
voting member, Bob Mirata, was not present due to a previously scheduled conflict.
There were 5 additional people in the audience.

After a presentation by Bordan Darm, Mercer, the Committee voted to make the
following recommendation to the CEO:

Put Early Retirees (non-Medicare eligible) with Actives but keep separate for
pooling and premium rate assessment. (Note: this will have no impact on
Active Plan participants or their rates.)

Change retiree health plan to be the same as the Active Plan Il medical and
prescription benefits (reduces costs). This does not include dental or vision
coverage which is available through the Retirement Office and would continue to
be available.

Contribute $200/month to both Medicare retirees and early retirees out of the
Retiree Health Trust Fund until the funds are depleted, after which time 100% of
the costs will be borne by the retirees.

Open up retiree health to post 1998 employees/retirees in order to keep the pool
large enough to be sustainable as a group health plan and hopefully prevent the
"death spiral".

Place the following restrictions on post 1998 retirees participation in the early
retiree health insurance plan: 1) if they opt out they can never opt back in as an
early retiree, however would be eligible to opt back into a County sponsored
Medicare eligible plan 2) not eligible for any subsidy from the current balance of
the retiree health trust fund.





Carmel Angelo, CEO
March 26, 2010
Page 2

Fund the stabilization reserve for early retiree plan over 5 years to minimize
negative impact on premiums.

Leave IBNR "tail" in the trust fund and run it out vs. transferring reserve to new
plan.

Consider any future impacts healthcare reform legislation may have when
designing and administering new retiree health plan in order to take full
advantage of any permanent or temporary reimbursements through Federal
funds which may be used to lower costs to retirees.

Take recommendations for both the Medicare eligible and non-Medicare eligible
to the Board of Supervisors on April 20". This recommendation was driven by
concern that the Board of Supervisors might be reluctant to take action with
respect to one group of retirees without fully understanding the impact to the
other group; and the fact that the CEO/HR March 17" notification to retirees and
eligible employees that the County would give a presentation on proposed
healthplan changes in late March or early April and we need time to prepare a
detailed report explaining the proposals.

Implementation date of both Medicare and non-Medicare plan changes to be
August 1, 2010.

The Committee also expressed their desire that the Retirement System and the County
maintain the ability to fund retiree health benefits through reimbursement from excess
earnings should they become available at some point in the future in accordance with
Retirement Board Policy.

579 Low Gap Road * Ukiah, CA 95482
Telephone: (707) 463-4261 * Fax: (707) 468-3407
Website: www.co.mendocino.ca.us/hr/
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Agenda
Retiree Health Benefits Committee (RHBC)
Thursday, April 8, 2010

1:00 P.M. to 2:00 P.M.
County of Mendocino

FARM ADVISOR CONFERENCE ROOM

890 NORTH BUSH STREET

Ukiah, CA 95482

. Call to Order
. Approval of Minutes
. Update on CEO/HR Activities — Sue Goodrick
. Discussion on Plan Change Alternatives & Contribution
Levels — Bordan Darm, Mercer, (continued from March 25,
2010)

. Develop and Finalize Recommendation to Board of
Supervisors

. Other Business
. Schedule Next Meeting Date

. Adjournment
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		Retiree Health Benefits Committee (RHBC)




HEALTH CARE REFORM TIMELINE
EMPLOYER-SPONSORED PLANS
March 31, 2010
Updated April 2, 2010

Highest Priorities:
Provisions that take effect in 2010 and 2011

Provision Employers Impacted Timing
Reflect accounting impact of eliminating 2013 tax Employers receiving Part | Immediate
deduction for retiree medical Part D subsidy on Q1 2010 | D retiree drug subsidy
financial statements payments
Extend federal income tax exclusion for employer- All employers who provide | Immediate

provided coverage for any child who has not turned 27 by
the end of the taxable year

coverage for adult
dependent children to end
of calendar year in which
child has not turned age
27 (e.g. under state laws
mandating extended
coverage in insured
plans/HMOs)

File for 80% reimbursement of high cost claims ($15,000
—90,000) for retirees and dependents over age 55 and
not Medicare eligible

» Plans must include programs to manage chronic and
high cost conditions

= Use of reimbursement limited; can not be taken into
general assets of employer

Employers offering retiree
medical plans

90 days following
March 23, 2010

Insurers must cap medical loss ratio at 85% for employers
with more than 100 employees and 80% for employers
with 100 or fewer employees

Insured plans

Plan years
beginning on or
after March 23,
2010

Offer coverage to covered employee’s children (married
or unmarried) to age 26 (regardless of marital status or
residence) if the child lacks access to other employer-
sponsored coverage

Eliminate pre-existing condition exclusions for covered
children under age 19

Eliminate lifetime maximums
(continued)

Restrict application of annual maximums for essential
health benefits to a dollar amount

Comply with prohibition of rescission of coverage

All employers, including
“grandfathered™ plans

Plan years
beginning on or
after September
23, 2010
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HEALTH CARE REFORM TIMELINE

EMPLOYER-SPONSOR
March 31, 201

ED PLANS
0

Updated April 2, 2010

Highest Priorities:
Provisions that take effect in 2010 and 2011 (continued)

Provision
Eliminate cost-sharing for certain preventive services

Eliminate requirements for pre-authorization of
emergency services

Eliminate requirements for pre-authorization or referral for
OB-GYN services

Allow enrollees to choose, rather than be assigned, a
participating primary care physician (may include
pediatrician)

Prohibit insured plans from discriminating in favor of
highly compensated employees

Comply with new appeal process requirements, including
mandated external appeal process

Employers Impacted

All employers that do not
have “grandfathered” *
plans

Timing
Plan years
beginning on or
after September
23, 2010

Eliminate reimbursements for over-the-counter non-
prescribed drugs

FSAs, HRAs and HSAs.

Increase HSA penalty from 10% to 20% for nonqualified
(non-health care, including OTC) distributions

All employers

Taxable years
beginning on or
after December
31, 2010

Implement Form W-2 reporting of health coverage cost
paid in prior year

All employers

Unclear whether
requirement will
apply to 2010 or
2011 coverage

Determine whether to participate in CLASS Act employee-
pay-all voluntary long term care program

All employers

January 1, 2011

High priority, but with uncertain timing

Provision

Auto-enroll new hires and all full-time employees unless
they opt-out (decline) coverage

Employers Impacted

Employers with 200 or
more full time equivalent
employees

Timing
Effective date is
unclear-- could
be immediate or
could be when
government
issues
regulations
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HEALTH CARE REFORM TIMELINE
EMPLOYER-SPONSORED PLANS
March 31, 2010
Updated April 2, 2010

Later obligations:
Provisions that take effect 2012-2014

Provision

Distribute standardized benefit statements to employees.
Does not change current SPD and plan document
requirements

Employers Impacted

Self-funded employers;
(employers with insured
benefits may need to
include with SPDs

Timing
March 23, 2012

Pay patient-centered outcomes research institute fee
($1/participant for plan years ending in fiscal year 2013;
$2/ participant for the 2nd year; and a formula thereafter)

All employers

Policy years or
plan year ending
after September
30, 2012

Sunsets in 2019

Cap FSA contributions at $2,500, (indexed for inflation for
tax years after December 31, 2013)

Increase employee portion of Medicare tax for employees
whose income exceeds $200,000 (individual) or $250,000
(couple)

All employers

Taxable year
beginning on or
after December
31, 2012

Provide notice to employees about the availability of
exchange coverage

All employers

March 1, 2013

Cover dependent children, single or married, to age 26
regardless of whether the child has access to other
employer coverage

Eliminate annual dollar limits

Eliminate pre-existing condition exclusions for all
participants

Eliminate waiting periods exceeding 90 days

Consider whether to increase HIPAA wellness program
incentive up to 30% of total cost of coverage

All employers, including
“grandfathered™ plans

Plan years
beginning on or
after January 1,
2014

Limit annual cost-sharing for non-preventive services to
high-deductible health plan (HDHP) limits

Provide coverage for clinical trial participation

All employers that do not
have “grandfathered™
plans

Plan years
beginning on or
after January 1,
2014

Be aware that insurers must provide guaranteed issue
and renewal (no action necessarily required)

Insured plans that do not
have “grandfathered™
status

Plan years
beginning on or
after January 1,
2014

Implement new reporting requirement (e.g., whether
coverage offered, lowest cost option, waiting period etc.)

All employers

January 1, 2014
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HEALTH CARE REFORM TIMELINE
EMPLOYER-SPONSORED PLANS
March 31, 2010
Updated April 2, 2010

Later obligations:
Provisions that take effect 2012-2014 (continued)

Provision

Comply with shared responsibility provisions (“free rider
surcharge") to offer affordable coverage to employees
working 30 or more hours per week or pay a penalty.

= Plans must pay 60% or more of covered cost

= Employee’s contribution must not exceed 9.5% of
household income

= Employers offering coverage that is unaffordable or
does not meet minimum standards pay an annual
penalty of $3,000 for each full-time employee
receiving income-based assistance for health

insurance exchange coverage. Penalties are capped

at $2,000 times total number of full-time employees
= Employers not offering coverage that have at least

one full-time worker receiving income-based premium
assistance to buy exchange coverage pay an annual
penalty of $2,000 per full-time employee (working 30
or more hours per week and excluding the first 30 full-
time employees)

No penalties for employees receiving free-choice
vouchers

Employers Impacted

Employers with 50 or
more full-time equivalent
employees

Timing
Taxable years
beginning on or
after December
31, 2013
(Penalties apply
beginning for
months following
December 31,
2013)

Offer vouchers to employees with household incomes at
or below 400% of the federal poverty level (FPL) if their
contribution for employer-sponsored coverage would

exceed 8% to 9.8% (may be clarified/ or amended to drop
to 9.5%) of household income.

Voucher amount is equal to highest (percentage)
employer contribution to any of its own plans

Vouchers must be used to purchase exchange-based
coverage, but employees could keep any excess
amounts

Employers who pay for
any portion of an
employer-sponsored plan

January 1, 2014
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HEALTH CARE REFORM TIMELINE
EMPLOYER-SPONSORED PLANS
March 31, 2010
Updated April 2, 2010

Lower Priority:
Provisions that take effect in 2018

Provision

40% excise tax on value of health coverage exceeding
$10,200/single and $27,500/family for active employees.
Employers determine aggregate value and apportion
shares among vendors.

= Coverage includes full cost of medical plans, on-site
clinics, health flexible spending accounts (FSA)
contributions, and employer health savings account
(HSA) contributions, but not stand-alone insured
dental or vision plans

= Thresholds higher for retirees, workers in high risk
professions, and multi-employer plans Thresholds
may be adjusted in some cases to consider age and
gender

=  Amount adjusted by CPI+1% in 2019 and CPI for
2020 and beyond

Employers Impacted
All employers

Timing
Taxable years
beginning on or
after December
31, 2017

*"Grandfathered Plans"

A grandfathered plan is one in place before March 23, 2010. The law does not explain how or when a
plan could lose grandfathered status. For example, it is not clear whether grandfathered status would be
lost if a plan design element is changed, when the network is changed from one carrier to another, or

when a new plan is introduced.
Collectively bargained coverage

For coverage maintained under a collective bargaining agreement (CBA) ratified before March 23, 2010,
all new coverage and cost-sharing rules apply on the termination date of the last CBA relating to the
coverage. Any coverage amendment to a CBA to comply with these rules will not be treated as

terminating the CBA.

Page 50of 5

© 2010 Mercer. This chart was last updated on April 2, 2010.
This is for informational purposes only, and is not intended to be used as legal advice.







County of Mendocino
Human Resources Department
Employee Benefits Division
579 Low Gap Road  Ukiah, CA 95482
Phone: (707) 463-6553
Fax: (707) 468-3390

e
2 IMPORTANT INFORMATIONAL MEETING |
iL ABOUT RETIREE HEALTH BENEFITS i
DATE: MONDAY, APRIL 12, 2010
LOCATION: BOARD OF SUPERVISORS CHAMBERS

501 LOW GAP ROAD

UKIAH, CA 95482

TIME: 9:00 A.M. — 11:00 A.M.

ISSUE: Based on the most recent projections, at the current County contribution and plan
experience rate, it is anticipated that the retiree health reserves will be exhausted by the end of
December 2010. The reserves, along with contributions from the retirees, are the sole source of
funding for the Retirement Health Plan. 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.

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 numerous 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
costs and provide the most flexibility for Medicare eligible retirees by moving this group of retirees
to individual Medicare supplemental plans. A recommendation to proceed with this transfer will be
presented to the Board of Supervisors on April 6, 2010.

NON-MEDICARE ELIGIBILE RETIREES: There are no group insured plan alternatives available
to the non-Medicare eligible retirees. The RHBC has evaluated a number of plan design and
contribution changes to allow the County to extend the life of the current plan. Initial
recommendations for plan design and contribution level changes will also be introduced to the
Board of Supervisors on April 6, 2010 with a recommendation the Board take action on any
proposed changes at its April 20, 2010 Board Meeting after an informational meeting with the
Retirees and qualifying employees is held to discuss the County Administrative Office and RHBC's
recommendations.
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Alert: Health reform reconciliation “fixes’ now law

By Kelly Traw and Geoff Manville of Mercer’s Washington Resource Group
March 30, 2010

President Obama today signed into law the health care reform package (HR 4872) revising the
Patient Protection and Affordable Care Act (PL 111-148), with these key changes for employers:

= All insured and self-insured employer plans (except some collectively bargained ones) will
‘have to comply with certain mandates for plan years starting on or after these dates:

— Six months after March 23, 2010. Plans must extend dependent coverage to age 26 for a
child ineligible for other employer coverage, drop lifetime dollar limits and pre-existing
condition exclusions for children under age 19, and meet curbs on annual dollar limits.

— Jan. 1, 2014. Plans must extend dependent coverage to age 26 for any covered
employee’s child and cannot impose annual dollar limits, pre-existing condition
exclusions or waiting periods longer than 90 days.

= The $2,500 annual cap on health FSA contributions will take effect in 2013.

= Higher penalties will apply to employers that fail the “shared responsibility” mandate.

* Changes to the 40 percent excise tax on high-cost health coverage delay the effective date
until 2018, increase the general thresholds triggering the tax to $10,200/single and
$27,500/family, and exclude stand-alone insured dental and vision plans from calculations.

» Revised retiree medical provisions delay elimination of tax-free treatment of the Medicare
Part D drug subsidy until 2013; modify the phase-out of the Part D donut hole starting in

2011; and freeze Medicare Advantage payments in 2011, with further reductions over time.

* A new 3.8 percent Medicare tax will apply to certain investment income starting in 2013 for
individuals with high incomes.

Prepared by Mercer’s Washington Resource Group. For more information, contact WRG at +1 202 263 3950.
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