
 
 

 
 

 

 

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  

DATE: May 8, 2007 
 
TO:  City Council 
 
FROM: Dave Warren 

Director of Finance 
 
SUBJECT: POTENTIAL DISCONTINUATION OF THE BLUE SHIELD EPO 

MEDICAL INSURANCE PLAN IN FOUR CALIFORNIA COUNTIES 

             

RECOMMENDATION: 
 
Adopt a Resolution opposing the discontinuation of the Blue Shield EPO medical insurance plan in 
four California Counties. 
 
BACKGROUND: 
 
The City began contracting with the California Public Employees Retirement System (CalPERS) to 
provide medical insurance plans to the City’s employees and retirees back in 2003 when the previous 
medical plan, Cigna, became economically unsustainable.  CalPERS administers a cafeteria plan that 
offers HMO plans by Kaiser and Western Health Advantage, PPO plans by Blue Cross (PERSCare 
and PERChoice, and an EPO plan by Blue Shield.   The Blue Shield EPO is the most popular plan 
for City employees and retirees because of it’s value and the fact that most physicians in El Dorado 
County (EDC) accept the EPO.  Currently, 89 out of the 96 active City employees and retirees who 
are enrolled in a medical insurance plan are enrolled in the Blue Shield EPO.  A total of 230 lives 
(e.g., active employees, retirees, and eligible family members) are insured with the Blue Shield EPO 
plan.  
 
There are also several other local government and special district agencies in EDC that contract with 
CalPERS for medical insurances services including the El Dorado County Fire Protection District, 
El Dorado County Transit Authority, El Dorado County Transportation Commission, El Dorado 
Hills Water District (Fire Department), El Dorado Irrigation District 
El Dorado Union High School District, and the Garden Valley Fire Protection District.  There are 
over 3,000 CalPERS members in El Dorado County who are currently utilizing the Blue Shield EPO 
plan. 
 
ANALYSIS: 
 
According to Blue Shield’s latest cost data, providing health care in the four Counties including El 
Dorado, Lake, Napa, and Plumas is more expensive than in all other California counties.  Blue  
AGENDA 1 Digital Postage Machine 5-08-07 

May 8, 2007 



 
 
Shield claims an older population, higher rates of chronic illness, and more expensive facility costs 
(e.g., hospital, labs, and clinics) are attributable to the higher  cost of providing health care in EDC. 
 
In demonstrating their argument, Blue Shield has developed a cost-to-premium ratio for each 
county.  Preferable, Blue Shield would like the cost of providing health at or below premiums or a 
cost-to-premium ratio of 1.00 or less.  According to Blue Shield’s projections, El Dorado County 
will have a cost-to-premium ratio of 1.55 to 1.57 in calendar year 2008.  In other words, Blue Shield 
projects costs of providing health care in El Dorado County will exceed the premiums paid by 
contracted agencies by 55% to 57%.  Due to the excessive projected net costs, Blue Shield and 
CalPERS staff have recommended to the CalPERS Health Benefits Committee that Blue Shield 
should exit the four targeted counties in order to save the remaining 356,000 members a minimal 
2% in premiums. 
 
Staff is hesitant to conclude that Blue Shield’s analysis is correct because it is based on projected 
costs and premiums that they will not disclose to contracted agencies because they’re, “in 
negotiations.”  Staff believes Blue Shield’s analysis is short-sighted because they used the previous 
year’s experience only rather than using a multi-year trend.  More disturbing is the fact that they are 
making cost projections prior to completing negotiations with Marshall Hospital and several of the 
area physicians. 
 
If Blue Shield pulled out of El Dorado County, over 3,000 CalPERS members would have to resort 
to one of the other medical plans.  Members are located as far north as Georgetown, as far east as 
Pollock Pines, as far south as Grizzly Flats.  There are no Kaiser facilities in EDC.  The closest 
Kaiser facility is in Folsom.  If members resorted to the Kaiser HMO plan, members could spend as 
much as two hours driving to and from the Folsom facility for a routine checkup.  This extended 
travel time would mean active members having to use more of their sick leave time to receive similar 
medical care and member agencies would experience less productivity at work.   Children visiting 
their pediatricians would miss more classroom instruction.  Only a handful of EDC physicians 
contract with Western Health Advantage (WHA) HMO which is currently not a viable alternative to 
the Blue Shield EPO.  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, the 
PERSCare plan is not a viable option either.  
 
The recommended pull-out from the four targeted counties was agendized on the CalPERS Health 
Benefits Committee meeting held on April 17th.  At the meeting, Vice-Mayor Hagen testified before 
Committee and expressed the concerns held by the City and other contracted agencies in EDC as 
outlined in a joint letter (please see attached).  Thankfully, the item was tabled along with three other 
agenda items until the next meeting on May 15th so the Committee could spend more time to 
evaluate the proposals.  Since that time, Mayor Acuna has sent letters (please see the attached 
example) to each Committee members reinforcing our concerns.  The Placerville General Unit 
Employee Association and several of the other contracted agencies in EDC have also sent letters to 
members of the Committee.   
 
Staff has concluded that the Committee should consider one or more of the following options: 
 
• Direct Blue Shield to continue negotiations with health providers and offer the EPO plan in EDC 

indefinitely. 
• Direct Blue Shield and CalPERS staff to propose viable alternative plans in the four counties in 

jeopardy of losing the Blue Shield plans. 
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• Direct CalPERS staff to engage with other insurer’s (e.g., Blue Cross, WHA, etc.) to explore other 

plan products that are viable alternatives in the four counties. 
 
FISCAL IMPACT:  
 
The City is currently in negotiations with most of the City’s bargaining units.  The loss of the Blue 
Shield EPO Plan could inhibit the City’s ability to provide affordable health care to its employees 
and retirees.   Tonight, staff respectfully requests the City Council to adopt the attached Resolution. 
 
 
 
     
Dave Warren 
Director of Finance 
 
 
Reviewed and Approved: 
 
 
 
     
John Driscoll 
City Manager/City Attorney 
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