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DATE: August 14, 2007 
 
TO:  City Council 
 
FROM: Dave Warren 

Director of Finance 
 
SUBJECT: ELECTING TO CEASE BEING SUBJECT TO THE PUBLIC 

EMPLOYEES’ MEDICAL AND HOSPITAL CARE ACT 

             

RECOMMENDATION: 
 
Adopt a Resolution electing the City to cease being subject to the Public Employees’ Medical and 
Hospital Care Act (PEMHCA) pending consensus from the City’s employee bargaining units. 
  
BACKGROUND: 
 
The City has purchased medical insurance from CalPERS since 2003 when monthly premiums for 
the City’s previous exclusive insurance plan, Cigna HMO, rose 44% due to two large shock claims 
that occurred in the previous year.    Premiums decreased by 44% after transitioning to the CalPERS 
program.  CalPERS has historically offered five medical plans to City employees including the Blue 
Shield HMO/EPO, Kaiser HMO, PERSCare (Blue Cross 80% PPO), PERSChoice (Blue Cross 
90% PPO), and Western Health Advantage HMO.  The Blue Shield EPO plan has been the most 
popular plan among City employees as the plan benefits actually exceed those of the old Cigna 
HMO and the premiums have remained relatively affordable.  Currently 90% of all active employees 
and retirees participating in a medical insurance plan are enrolled in the Blue Shield EPO plan. 
 
The CalPERS Health Benefits Committee, which is composed of CalPERS Board Members, 
governs the administration of all CalPERS medical insurance companies.  On May 15, 2007, the 
Health Benefits Committee voted in favor of discontinuing the Blue Shield EPO in four counties, 
including El Dorado County, effective December 31, 2007, in order to save the remaining 356,000 
members 2% in premiums for 2008.  On June 19, 2007, the Health Benefits Committee voted in 
favor of discontinuing the Western Health Advantage HMO entirely effective December 31, 2007.    
Both of these actions have significantly compromised the CalPERS medical insurance program in El 
Dorado County.   
 
 
 

 

 

 

 M E M O R A N D U M  

 F i n a n c e  D e p a r t m e n t  
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ANALYSIS: 
 
Effective January 1, 2008, CalPERS will offer the remaining three plans including Kaiser HMO, 
PERSCare (Blue Cross 80% PPO), and PERSChoice (Blue Cross 90% PPO) to contracted agencies 
in El Dorado County.  All three plans are much different than the Blue Shield EPO.  For example, 
premiums for the Kaiser HMO are actually less than the Blue Shield EPO, but due to the physical 
proximity of Kaiser clinics, the Kaiser plan would be inconvenient for most members.  If members 
resorted to the Kaiser HMO plan, they could spend as much as two hours driving to and from the 
Folsom clinic for a routine checkup.  This extended travel time would mean active employees having 
to use more of their sick leave time to receive similar medical care, and the City would experience 
less productivity at work.   Children visiting their pediatricians would miss more classroom 
instruction.    Because of higher out-of-pocket costs (e.g., deductibles and 20% cost allocation), the 
PERSChoice plan is a not viable option.  Due to significantly higher premiums (e.g., $565.57 more 
per month for family coverage), the PERSCare plan is not a viable option either.   
 
In discussing CalPERS present and future plan offerings in El Dorado County, CalPERS staff 
disclosed that Blue Shield’s current contract disallows CalPERS from contracting with another 
HMO (besides Kaiser) for the next three years.  In other words, CalPERS ability to provide another 
economical plan in the next three years is very limited.  Due to the discontinuation of the Blue 
Shield EPO in El Dorado County and CalPERS inability to provide any viable alternative, it’s staff’s 
opinion that the CalPERS medical insurance program is no longer a viable option for the City nor 
its employees and retirees. 
 
Over the past three months, staff has been actively shopping for medical insurance and preparing a 
medical insurance study.  The following medical insurance programs are included in the study: 
 
• California Public Employees Retirement System (CalPERS) 
• California Choice/Vaught, Wright, & Bond 
• Health Benefits Authority (HBA)/Association of California Water Agencies (ACWA) 
• Small District Risk Management Authority (SDRMA)/California State Association of Counties 

(CSAC) 
   
In preparing the study, staff closely analyzed the following major components for each program: 
 
• Group longevity 
• Board of Directors 
• Member agencies 
• Group’s growth   
• Total insured lives 
• Insured employees 
• Insured retirees 
• Minimum employer contribution 
• Retiree coverage policy 
• Out-of-state coverage 
• Domestic partner coverage 
• Minimum/maximum enrollment 
• Policy to enter/exit/renter contract 
• Initial time commitment 
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• Wellness incentives 
• Sanction polices for mismanaged employers 
• Maximum age for dependents 
• Extended coverage for dependents 
• COBRA and retiree coverage administration 
• Medical plan offerings 
• Plan benefits 
• Plan copays and/or deductibles 
• Physician lists 
• Ancillary plan offerings 
• Premiums 
• Rate configuration 
• Historical premium increases 
 
Based on today’s data, it appears that the SDRMA /CSAC medical program may be a viable 
alternative to the CalPERS medical program in 2008.   
 
As a CalPERS contracting agency, the City is regulated by the Public Employees’ Medical and 
Hospital Care Act (PEMHCA).  Title 2, California Code of Regulations, Section 599.515 (e) 
provides the City the ability to terminate its participation in CalPERS/PEMHCA program by the 
City Council adopting the attached Resolution and filing the Resolution with CalPERS by August 
20th (60 days from CalPERS 2008 rate adoption date).  If the City does not submit an adopted 
Resolution to CalPERS by August 20th, the City and its employees and retirees will be required to 
participate in the medical plan for Calendar Year 2008.  If the City Council adopts and submits the 
Resolution to CalPERS by August 20th, the City will be unable to contract with CalPERS for medical 
insurance for five years. 
 
The City’s labor negotiation team has maintained an ongoing dialogue with the City’s employee units 
as the Blue Shield EPO discontinuation unfolded.  This past week, the negotiation team met with 
representatives from each of the employee units.  After reviewing the results of the medical 
insurance study and the City’s available options, the negotiation team received consensus from all of 
the unit representatives that the CalPERS medical insurance plan is no longer a viable option and 
the City needs to contract with another reputable insurance program.  Because this is such a critical 
decision, both unit representatives and staff agree it’s important that the City provide an open forum 
for active employees and retirees to discuss and “weigh in” on whether to stay or exit the CalPERS 
medical program.  A meeting to discuss medical insurance was scheduled for Monday, August 13th at 
1:00 PM at Town Hall.  All active employees and retires were invited.  Staff also circulated a copy of 
the medical insurance study to all employees (please see attached).  Although some of the 
information contained in the medical insurance study is repeated in this staff report, staff thought it 
was important that the City Council have the entire document for their records.  Staff has requested 
the labor unions provide letters of confirmation before tonight’s City Council meeting, so the City 
Council can make the most well informed decision possible.     
 
FISCAL IMPACT: 
 
Although tonight’s action does not carry a direct fiscal impact, medical insurance is a sizable expense 
to the City’s operating budget that must be managed carefully especially in the volatile medical 
insurance market we are experiencing at this time.   Some employees share in the cost of premiums, 
and changes in medical programs can affect employee’s out-of-pocket expenses.  As mentioned  
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above, staff believes the SDRMA/CSAC medical program is a viable alternative to the CalPERS 
plan.   By adopting the attached Resolution tonight, the City will no longer be bound by CalPERS’  
sputtering medical program and will have the ability to transition to a viable program like 
SDRMA/CSAC.  If the City Council adopts the Resolution tonight, staff will proceed with collective 
bargaining with each of the employee bargaining units and return with a recommended medical 
program at a future City Council meeting. 
 
Tonight, staff respectfully requests the City Council to adopt the attached Resolution authorizing the 
discontinuation of the CalPERS medical insurance program effective December 31, 2007 pending 
consensus from the City’s employee bargaining units. 
 
 
      
        
Dave Warren       
Director of Finance      
 
Reviewed and Approved: 
 
 
 
      
John Driscoll 
City Manager/City Attorney 
 
 
 
 
 


