VILLAGE OF SOUTH LEBANON
MEMORANDUM


TO: 		Mayor and Council

FROM:	Gary Vidmar, Village Administrator

[bookmark: _GoBack]RE:	Memorandum 17, Recommendation from the Village Personnel Committee

DATE:	March 18, 2014

This memorandum reports on a recommendation made by the Village Personnel Committee regarding the Village’s contribution amount proposed to be made to the Village’s employees’ health savings accounts (“HSAs”) in 2013 and 2014 in addition to the contributions that were previously made by the Village.

Background 
The Village’s Health Insurance Plan for full-time Village employees in the plan year from April 1, 2012 to March 31, 2013 was a low deductible (traditional) plan.  At the time, the Village was spending approximately $185,000 a year in premium payments for employees’ health, dental and life insurance coverage which was more than 30% of the employees’ total annual wages.  

In 2013 insurers began learning, for the first time, the details about the Patient Protection and Affordable Care Act of 2010, more commonly known as “Obamacare”.  In March of 2013, during the annual health insurance enrollment period, the Village’s health insurance agent notified Village Staff that he expected the Village’s health insurance rates to increase significantly due to the new regulations established by Obamacare.  As a result of this information, Staff began assessing possible ways to reduce the Village’s cost for Village employees’ health insurance coverage.

After studying a variety of options, Staff determined that a high deductible HSA plan would be the most cost effective option available to the Village to reduce its premium cost.  The annual premium cost of the HSA Plan with a $3,000/$6,000 (single/family) annual deductible limit that that was quoted to Staff was more than $70,000 less than the low deductible plan maintained by the Village at that time.  On June 22, 2013, Village Council adopted Resolution No. 2013-18 approving a High Deductible HSA Plan for full-time Village employees with $3,000/$6,000 deductible limits and authorized the Village to contribute 50% of the employees’ annual deductible limit to the employees’ HSAs.  This HSA Plan took effect on August 1st.

The Village’s HSA Plan covers the period from August 1, 2013 to March 31, 2014.  However, the deductible limits are based upon a calendar year.  Thus, the deductible limits were reset to zero on January 1st of 2014.  Due to the discrepancy between the plan year and the calendar year upon which the deductible limits are based, Staff determined that the Village should pro-rate the Village’s 2013 contribution by contributing 5/12’s of the Village’s annual contribution amount to the employees’ HSA in 2013.  This would equate to the period between the HSA Plan’s effective date of August 1st and the end of the calendar year on December 31st.  For single coverage, the contribution amount made by the Village was $625 (5/12 x 50% x $3,000) and for family coverage, the contribution amount was $1,250 (5/12 x 50% x $6,000).
Not long after the HSA Plan took effect, employees discovered some important elements of the Plan’s coverage that were not clearly explained to them by the Village’s insurance agent.  For example, although the deductible limits were $3,000 for single coverage and $6,000 for family coverage, for employees covered by the family plan, each individual family member was required to reach the $6,000 deductible limit before insurance covered any normal medical expenses.  This deductible plan is described as an “aggregate” deductible.  A more standard deductible is described as “embedded”.  With an embedded deductible limit, each individual member of a family would reach their deductible limit at $3,000.  Due to this miscommunication, and other customer service issues, Staff decided to change the Village’s health insurance agency in January.

After changing agencies and soliciting a large number of insurance proposals, Staff learned that the Village could provide a low deductible (traditional) health insurance plan that was much better than the HSA Plan, for about the same annual cost.  Thus, when the 2014 HSA contribution was due to be made by the Village for 2014, and anticipating that the Village would likely change its plan from the HSA to a low deductible plan on March 1st, Staff made the decision to contribute a pro-rated amount for 2014 of 3/12’s of the Village’s annual contribution for the period between January 1st and March 31st.  This contribution was made to each HSA account in mid-January.  For single coverage, the contribution amount was $375 (3/12 x 50% x $3,000) and for family coverage, the contribution amount was $750 (3/12 x 50% x $6,000).

In February, at least one Village employee complained to the Mayor about the pro-rated HSA contribution that was made for 2014.  This employee explained to the Mayor that her family had been burdened with some significant medical expenses in January and February and consequently had spent more their entire annual deductible amount of $6,000.  By receiving only a pro-rated deductible contribution from the Village equal to 25% of the annual contribution amount, this employee was required to pay more than $5,250 of pocket before insurance began paying medical expenses.  Later, at least one other employee made the same complaint.

After hearing these complaints, Staff conducted a general assessment of all employees and learned that two employees had exceeded the deductible contribution that was given to them by the Village in January of 2014.  Figures for 2013 were not requested.  Subsequently, Staff asked the Village Personnel Committee to meet for the purpose of considering the request made by some employees to considering increasing the HSA contribution previously made by the Village in 2013 and 2014.  The Personnel Committee met on March 17th.  	

Analysis
The HSA Plan accepted by Council on January 2, 2013 would have saved the Village approximately $70,000 for an entire 12 month plan year.  After deducting the pro-rated contributions made to the employees’ HSAs in 2013 and 2014, the net savings for the eight month period from August 1, 2013 to March 31, 2014 is approximately $34,000.  

The Personnel Committee considered two options in response to the request made by employees.  The first option was for the Village to make an additional contribution to the HSAs for 2013 and 2014 equal to the difference between the annual contribution amount and the pro-rated amount that was actually given to them.  The total amount of this additional contribution would be $26,000 for all employees.  

The second option was for the Village to contribute 50% of the actual deductible amount that each employee paid in 2013 and 2014 that exceeds the Village’s contribution amount previously given to them.  Each employee’s contribution amount received from the Village in this case would be different depending upon the amount of the deductible that was spent.  However, the total contribution amount to all employees would be less than $26,000.

Policy Options
Any change that is made to the contribution amount previously made by the Village to the employees’ HSAs must be accepted with a motion by a simple majority.  

Fiscal Impact
The fiscal impact of Council’s decision will be dependent upon the contribution amount they choose.  If Council agrees to the recommendation made by the Personnel Committee, the Village would spend $26,000 more than it expected for employee health insurance between August 1, 2013 and March 31, 2014.  If Council chooses another option, the cost would be less than $26,000.

Legislative Process
Council may consider a motion to accept the recommendation made by the Village Personnel Committee, may consider a motion for a different contribution option, or may take no action.

Recommendation
The Personnel Committee recommends that the Village make an additional contribution to the employees’ HSAs for 2013 and 2014 equal to the difference between the annual contribution amount and the pro-rated amount that was actually given to them.  

Attachments:
Resolution 2013-18

