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City of Alexandria, Virginia

MEMORANDUM
DATE: APRIL 7, 2006
TO: THE HONORABLE MAYOR AND MEMBERS OF CITY COUNCIL
FROM: JAMES K. HARTMANN, CITY MANAGER 8

SUBJECT: BUDGET MEMO #89: ACPS HEALTH INSURANCE COSTS

This memorandum is in response to Council’s various questions and information requests at the
Joint School Board — City Council Budget Work Session on April 5, 2006, for more detailed
information on the Schools Approved Budget for health insurance costs versus the City
Manager’s Proposed Budget for Schools health insurance costs.

Derivation of Schools Request

The Superintendent’s Proposed Budget, which was presented to the School Board in December
2005, included $1.9 million to fund estimated increases in health insurance costs. This figure
was a preliminary estimate, based on information received from the City and Schools health
insurance consultant in September 2005 and used to present initial estimates to City Council at
its October 2005 Budget Retreat. Subsequently, in January the Schools obtained updated health
insurance projections (in the later stages of their budget process) from the health insurance
consultant that this increase would be much smaller - in fact near a zero increase. The Board was
advised by School staff memorandum of January 23, 2006, that the amount set aside for health
insurance increases in the proposed budget could be reduced by approximately $1.7 million,
resulting in a net increase of $0.2 million for health insurance. At that time, School staff advised
the Board that it was likely the City would want to reduce the Schools budget by the amount
exceeding actual costs of the health insurance increase.

During budget deliberations, the School Board decided to leave the higher amount of $1.9
million in their approved budget. Page B-12 of the Approved School Board budget describes the
reason for this decision as follows:

“When the Superintendent’s proposed budget was developed, ACPS’ health
insurance consultant indicated that the premiums for the FY 2006—07 would
increase 15% for MAMSI and 12% for Kaiser. After the proposed budget was
presented to the School Board, the consultant provided ACPS with new rate
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increase information — 0% for MAMSI and 9.6% for Kaiser. Because these rates
are still subject to change, the School Board decided to retain all of the
$1,892,760 budgeted for health insurance premium increases. The intent is to
hold employees harmless against the premium rate increase for FY 2006-07.

Also, included in this amount is an increase in the School Board’s contribution for
retirees, from $265 per month to $280 per month, to be in line with the
contribution provided by the City [of] Alexandria to its retirees.”

The School Board’s budget transmittal memorandum to Council (dated March 13, 2006 after the
City Manager’s Proposed budget had been released and done after their budget was approved),
provided a new and different explanation for setting aside the $1.9 million:

“The amount budgeted for health insurance has increased by $1,892,760 to bring the
school system’s contribution more in line with the benefit offered to City employees and

to pay for the projected premium increase.”

Derivation of City Manager Proposed Budget Recommendation

My budget, based on preliminary calculations by City staff in January, recommended that $1.8
million not be included in the operating budget transfer to the Schools, as only $0.1 million of
the $1.9 million would likely be needed for any increase in health insurance premiums. This
recommendation was based on the rationale described by the School Board in their approved
budget (the page B-12 quoted above). Since the City has had many years of dealing with the
updating of projected health insurance costs during its budget process, City staff were more
comfortable than School staff that the updated cost estimates provided by the health insurance
carriers in January were going to be very close to the final health insurance costs which would
need to be budgeted for FY 2007.

City staff did a calculation and determined that about $0.1 million of the $1.9 million might be
needed. That $0.1 million was left in the School budget, and the remaining $1.8 million was set
aside in fund balance and not used in the budget for either City or School purposes. By setting
aside the monies in fund balance, if the City’s cost estimate of only $0.1 million was too low
then the $1.8 million could be tapped for the Schools.

Given the more precise calculation by Schools staff, I am proposing that the transfer to the
Schools be increased by $0.1 million (§73,840 precisely, which is the actual shortage talked
about by the schools at the work session) and that the remaining $1.7 million fund balance set
aside for a possible higher rate of growth in health insurance premiums be eliminated in its
entirely. Such a recommendation, however, would not provide funds to the Schools to use the
$1.7 million in “savings” to decrease the share of premiums paid by School staff (mainly
teachers), as is now recommended by the School Board, as an alternative use of these funds since
the $1.7 million is no longer needed to meet premium increases.
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I did not feel it was prudent to recommend to City Council more than the $14.2 million for
increased School staff compensation:

. a 3% COLA for School Staff ($3.9 million),

. a general pay adjustment for teacher salaries (6.8 million),

. merit/step increases ($3.5 million), with

. no increase in health care insurance premium costs for School staff, and
. no increase in health insurance co-pays for School staff

Comparison with City Employees Health Insurance Benefits

The Alexandria School Board proposes to use the $1.7 million budgeted for increased premium
costs originally estimated for the school system to lower the employee share for premiums if
these funds are not needed for premium increases. The Schools are awaiting final confirmation
of the premiums that will be charged after final negotiations with Kaiser and MAMSI/United
Healthcare are completed. The Schools’ justification for this proposed policy change is that the
Schools should move toward parity with City employees. A comparison of the City Manager
proposed employee cost-sharing of health care premiums for City employees with the Schools
current cost-sharing arrangements shows the following:

Employee Share of Health Care Premium (All Employees)

HMO POS
City Schools /1 City Schools
Individual 3.3% moving to 0% to 28% 14% to 32% 0% to 34%
10% by FY 2009 | (and no increase in | (and increased co- | (and no increase in
(and increased co- co-pays) pays) co-pays)
pays)
Individual + 1 NA 0% to 23% NA 0% to 30%
Family 3.3% moving to 0% to 39% 13% to 32%, 0% to 44%,
10% by FY 20009, and and increased and
and increased no increase co-pays no increase
co-pays in co-pays . in co-pays

/1 Schools have 4 categories of employees: Administrators, Professional (teachers), Support below Step 25, and
Support at Step 25 and above. Administrators pay 0% of health care premium costs. More detailed information
on these percentages is presented below.

Comparison with Other School Districts

The Education Association of Alexandria (EAA) conducted a survey comparing Northern
Virginia health insurance contribution rates for various school districts. The data are for teachers
only. The complete survey is contained in Attachment A. The survey reported the following:
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. For Alexandria teachers the employee shares of the less expensive individual and
individual plus one plans are currently significantly less than those of the family plan in
FY 2006.

. For HMO coverage the ACPS Kaiser HMO plan is as generous or more generous than the
average HMO plan for Northern Virginia.

. For HMO coverage the ACPS Optimum Choice HMO plan was slightly less generous

than the average HMO for Northern Virginia.

Percent of Premium Paid by Employee (Teacher)

Under Various Plans

in FY 2006
HMO Plan POS Plan

Metro Alex. Alex. Alex. Alex.

Teacher Teacher Teacher Teacher Teacher

Region Kaiser Optimum Kaiser Optimum

Ave. Choice Choice

Individual 15% 16% 28% 33% 349,
Individual + 1 20t021% 11% 23% 27% 30%
Family 25% 29% 39% 42% 44%,

Administrative Consolidation of City and School Health Insurance Programs

In the spring of 2005, the City and the Schools consolidated the administrative functions of our
health plans. Under this arrangement, the Schools were able to offer a second option, Kaiser
Permanente, to all of its employees, in addition to its existing Optimum Choice (MAMSL/United
Healthcare) plan. The School Board estimated savings of $485,000 in its FY 2006 budget from
this consolidation (realized by the lower premium costs of Kaiser compared to Optimum Choice)
and chose at that time to combine those savings with an additional $1,256,570 in increased
Schools funding to reduce the employee share of health insurance premiums significantly.
Attachment B shows changes from FY 2005 to FY 2006 in the percentage of premiums paid for
the most expensive family plan (as opposed to the less expensive individual and individual plus
one plans).

To some extent, as described in Budget Memorandum #64, and as Councilwoman Woodson
noted at the work session, the near zero increase in the costs of the Schools premiums (in total)
for FY 2007 were restrained in part because of the administrative consolidation with the City in
the prior year. However, this only indicates that the Schools were previously overpaying health
insurance premiums because of their previous risk sharing with a number of other small local
governments in the COG consortium. The City saved about $146,000 annually starting in FY
2006 in premiums with Kaiser because of this administrative consolidation.
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Budget Memorandum #64 also describes the benefits of additional consolidation of health care
insurance benefits between the Schools and City. The options of self-funding and risk-pooling
are being considered for FY 2008, but until these measures are implemented there is no
additional savings for either the City or the Schools. If joint risk-pooling were done, City costs
would go down and Schools costs would likely go up (largely due to the different employee
demographics which drive health insurance plan usage). These changes would offset each other.
Self-funding is not yet a viable or cost-effective option with either of the carriers serving the City
and the Schools.

Complete Consolidation and Parity of City and School Health Care Benefit Programs

If City Council and the School Board wish for their respective staffs to begin discussions not
only to pursue these administrative options to consolidate the health care benefit programs, but to
provide parity in those benefits — reflecting both common plan design features and common
percentages of employee sharing of health care premiums — the respective governing bodies
should so advise their staffs. Parity in benefits (including co-pays) and complete plan
integration through self-funding and joint risk-pooling may affect both the City and the Schools
budgets in different ways as well as affect employees of both organizations in different ways.
For example, currently City employees in the POS plans pay 100% of additional costs associated
with that choice. The Schools, on the other hand, are paying 100% of POS costs for several
categories of employees. With respect to co-pays, I have recommended that the City increase co-
pays for all City employees. The Schools are not recommending that their co-pays be increased
for their employees. We will need to discuss these, and many other issues, if there is to be health
insurance parity between City and Schools employees.

cc: Rebecca Perry, Superintendent, ACPS
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Alexandria City Public Schools
Percent of Premium Paid by Employee for Family Plans

Attachment B

Optimum Choice HMO Optimum Choice POS
FY 2005 FY 2006 FY 2005 FY 2006
Professional 46.1% 38.6% 51.9% 43.9%
(Teachers)
Support Staff 6.6% 1.2% 16.6% 10.6%
below SUP 25
Support Staff SUP 17.7% 11.7% 26.5% 19.9%
25 and above
Administrators 0% 0% 0% 0%
Kaiser HMO Kaiser POS
FY 2005 FY 2006 FY 2005 FY 2006
Professional NA 28.8% NA 41.7%
(Teachers)
Support Staff NA 0% NA 7.1%
below SUP 25
Support Staff SUP NA 0% NA 16.8%
25 and above
Administrators NA 0% NA 0%
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