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SUBJECT: APPROVAL OF A RESOLUTION TO CONTRACT WITH EYEMED VISION
CARE (EYEMED) AND VISION SERVICE PLAN (VSP) TO PROVIDE VISION
SERVICES TO CITY OF SAN JOSE EMPLOYEES, RETIREES AND THEIR
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RECOMMENDATION

Adoption of a resolution authorizing the City Manager to negotiate and execute vision service
contracts with EyeMed Vision Care and Vision Service Plan (VSP) for the period of July 1,2008
through June 30, 2012.

OUTCOME

Approval of the recommendation will allow the City Manager to negotiate and execute contracts to
provide vision services to City employees.

EXECUTIVE SUMMARY

Staff facilitated a request for qualification (RFQ) process for the City's vision plan services. This
involved convening a committee ofkey stakeholders to identify issues and objectives and set
selection criteria. In concluding that process, staff is recommending that Council authorize the City
Manager to execute an agreement with EyeMed Vision Care and Vision Service Plan (VSP) to
provide vision benefits to City employees and their dependents.
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The RFQ process was successful offering the following:

• Will reduce the total annual premium by approximately $8,080 (four-year rate guarantee)
• Will reduce employee expenses by approximately $33,200 per year (four-year rate

guarantee)
• Will provide a new lower cost vision plan option through eyewear materials-only benefit
• Will eliminate the 24-month mandatory enrollment period
• Will continue current benefit levels at a reduced cost

Vision premium payments will vary based on actual enrollment and not-to-exceed contract amounts
are not applicable to this contract. However, total cost for the contracts, including both City and
employee contributions, is estimated to be $687,000 based on current usage.

BACKGROUND

In March 1999, the City conducted a request for proposals (RFP) for vision services. At that time,
the City Council approved staff s recommendation to secure VSP and Cole Managed Vision as the
City's two vision plan providers. (Cole Managed Vision subsequently became EyeMed Vision Care
in 2006 through a purchase by Luxottica.) In March 2002, both contracts were renewed on a bi
annual basis. The current agreements expire June 30, 2008.

In 2002, the City negotiated with the Municipal Employee's Federation (MEF), Confidential
Employee's Organization (CEO) and Association ofMaintenance Supervisory Personnel (AMSP) to
pay up to $16.00 per month towards the premium cost for vision plan coverage for full-time
employees. The premium rates for these employees are lower than for employees who are not full
time employees ofMEF, CEO and AMSP and are referred to as "non-voluntary." All other
employees pay the full premium cost for vision plan coverage at a higher premium rate. The
premium rates for these employees are referred to as "voluntary."

EyeMed Vision Care is the lower cost option and provides services to enrolled members mostly
through large-scale retail operations. VSP provides enrolled members with a large network of
mostly small-scale, private office environments.

Both vendors provide the following employee benefits:

• Eye exams for vision correction purposes;
• Eye health screenings to detect diseases of the eye and body;
• Eyewear sales and fulfillment; and
• Contact lens exams, fitting and sales.

By offering two vision care benefit options, employees can select a plan that best meets their needs.
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ANALYSIS

The Human Resources' Employee Benefits Division ensures that City employees and retirees
receive high-quality and cost effective benefits by subjecting benefit plan providers to regular
competitive processes (usually every four years).

In January 2008, staff began the request for qualification (RFQ) process for vision services. Below
are highlights from this process.

RFQ Review Committee

An RFQ Review Committee (Committee) was formed, consisting of representatives from the Human
Resources Department, Benefits Review Forum (BRF), Retirement Services Department,
Derendinger Insurance Agency (the City's employee-paid benefits broker) as well as City retirees.

City staff facilitated the stakeholder input process. Derendinger Insurance Agency drafted the RFQ
document, facilitated the solicitation and proposal evaluation process, and coordinated the collection
of responses to Committee questions.

Targeted Outreach

The City and broker conducted targeted outreach to vision providers in California to inform them of
the RFQ. In total, seven companies were notified, and seven companies downloaded the RFQ
document.

The RFQ asked interested carriers to price the City's current level of benefits and offer benefit level
increases and/or plan enhancements as well as associated costs. The City received proposals from
seven companies by the February 20,2008 deadline:

1. AIG/MES Vision, (Costa Mesa, CA)
2. Avesis Vision, (Phoenix, AZ)
3. Blue Shield/MES Vision, (Costa Mesa,

CA)
4. Davis Vision, (Plainview, NY)

5. United Health Services, (Hartford, CT)
6. EyeMed Vision Care, (Mason, OH)
7. Vision Service Plan, (San Francisco,

CA)
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Evaluation and Selection Process

The proposal evaluation and selection was a two-phase process. The RFQ was structured to mirror
the following primary and secondary selection criteria developed by the Committee.

Primary Criteria Secondary Criteria
• Network and Level ofParticipant • Service Standards and Performance Guarantees

Disruption • Information and Transition Services/Reports
• Match current benefits • Rate guarantee period
• Pricing
• Quality of Coverage and Service

Capabilities

As previously mentioned, the City received proposals from seven vision vendors: AIG/MES Vision,
Avesis Vision, Blue Shield/MES Vision, Davis Vision, United Health Services, EyeMed Vision
Care and Vision Service Plan. All proposals met the RFQ specifications and complied with the
timelines provided.

In the first phase of the process, vendors who did not meet the primary criteria were eliminated from
the pool of eligible vendors and were not selected to be interviewed. The vendors eliminated in this
phase are as follows:
• AIG/MES Vision was not selected because AIG and Blue Shield were both underwriting the

same vision plan, MES, and Blue Shield provided a more competitive proposal than AIG.
• Avesis Vision and Davis Vision failed to offer a sufficient provider network to curtail

significant participant disruption.
• United Healthcare did not have a sufficient provider network and they failed to match the

current level of benefits by only offering to be a sole provider.

Blue Shield/MES Vision, EyeMed Vision Care and Vision Service Plan met all primary criteria and
were invited to interview with the Committee.

As a result ofthe interview, the Committee determined that all three companies met all primary and
secondary criteria. Variances were found primarily in the price, network and coverage for
polycarbonate lenses. These three factors became the most important factors in ranking the
proposals. The Committee ranked the proposals as follows:

Same Offering as Current EyeMed Plan Same Offerin~ as Current VSP Plan
1. EyeMed - Best price (when including cost 1. VSP - Best price, no provider

of polycarbonate lenses), no provider disruption
disruption 2. Blue Shield/MES - Competitive price,

2. Blue Shield/MES - Competitive price, some provider disruption
some provider disruption 3. EyeMed - Competitive price,

3. VSP - Competitive price, significant significant provider disruption
provider disruption
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Non-Finalists were notified oftheir proposal's failure on March 10,2008. Blue Shield/MES was
notified of its proposal's failure on March 14, 2008. Co-Finalists VSP and EyeMed were notified of
the Committee's recommendation by March 24, 2008.

Protest Period: No protests have been received.

Local and Small Business Preference (LBE/SBE): None ofthe companies that submitted a proposal
qualified for LBE/SBE.

Recommendation: Bas~d on the evaluation of the Committee, EyeMed Vision Care and Vision
Service Plan submitted the most advantageous proposals meeting the requirements ofthe RFQ; and
offering competitive cost reductions. As the incumbent providers, both vendors have an excellent
performance record with the City and do not require any transition plan.

Under the new contracts, the vendors will:

1. Maintain the same coverage levels
2. Guarantee reduced rates of2% and 6.7%, respectively, for four years
3. Eliminate the current 24-month mandatory enrollment period

Additionally, EyeMed Vision Care will offer a materials-only plan that will provide an increased
frame allowance benefit and substantial cost savings to the City, employees and retirees. For
example, the plan will provide for employees who have obtained eye wear prescriptions, which are
good for two years, to opt for this lower cost plan the second year and obtain a second pair of
glasses. The Materials-Only Plan will also serve as a more affordable option for Kaiser Permanente
Health Plan enrollees (54% ofbenefited employees) who already receive eye examination and eye
wear prescriptions as part of their health plan.

EVALUATION AND FOLLOW-UP

This project addresses the Human Resources' performance measure ofthe cost ofbenefits
administration and operations per budgeted full-time employee. The Employee Benefits division of
Human Resources ensures that the City of San Jose employees and retirees receive high quality and
cost effective benefits by subjecting benefit plan providers to regular competitive processes (usually
every four years).

POLICY ALTERNATIVES

Alternative #1: Increase the vision plan coverage levelfor VSP and EyeMed by increasing the
amount the vision plans pay towards eyewear frames (known as the frame allowance).
Pros: By increasing the frame allowance from the current $115 to a higher amount, the employee
could obtain a greater benefit for a similar or higher cost. This would allow participants to purchase
from a larger selection of eyewear.
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Cons: Such a measure would increase benefits but would also increase the premium cost for the
vision plan, which would reduce or eliminate savings overall to the City, employees and retirees if
no plan changes were made. In addition, this option would reduce the attractiveness of the lower
cost EyeMed Eye Wear Materials-Only Plan design which has a higher frame allowance of $130 but
no eye exam for a lower cost. The EyeMed Eye Wear Materials-Only Plan is an option which could
further increase employee and City savings.
Reason for not recommending: The Committee determined that maintaining the current level of
benefits and receiving lower premiums would be more beneficial to the City and participants than
increasing benefits and maintaining the current, higher premium cost. If current levels of coverage
are maintained, the City, employees and retirees will realize immediate vision premium cost savings.

PUBLIC OUTREACH/INTEREST

o Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater;
(Required: Website Posting)

o Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality oflife, or financial/economic vitality ofthe City. (Required: E-mail and
Website Posting)

o Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that may
have impacts to community services and have been identified by staff, Councilor a Community
group that requires special outreach. (Required: E-mail. Website Posting, Community
Meetings, Notice in appropriate newspapers)

All key stakeholders were invited to participate in the RFQ process.
Staffs recommendation was reviewed by the Benefits Review Forum on March 26,2008.
This memorandum is posted on the City's website for the April 29, 2008 Council Agenda.

COORDINATION

This memorandum has been coordinated with the Offices of the City Attorney, Employee Relations,
Retirement Services and Budget.
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COST SUMMARY/IMPLICATIONS

The following table summarizes the City's current vision premiums compared to EyeMed Vision
Care and VSP's final proposed rates. The proposed costs are based on current enrollment and
compared to the current premium projected out over 12 months. If approved, staff expects the City
to realize approximately $32,320 in savings over the next four years (~$8,080 per year).

Rate % Current City Employee
Plan/Coverage Old Rate New Rate Change Change Enrollment Savings Savings
VSP
Non-Voluntary

Single $ 8.32 $7.76 -0.56 -6.7% 421 $ 235.76 -
Two-Party $ 11,84 $11.05 -0.79 -6.7% 432 $ 341.28 -

Family $ 21.86 $20.40 -1.46 -6.7% 371 $ - $ 541.66
Total 1,224 $ 577.04 $ 541.66

VSP
Voluntary

Single $ 13.60 $ 12.69 -0.91 -6.7% 393 $ 357.63
Two-Party $ 19.38 $ 18.09 -1.29 -6.7% 474 $ 611.46

Family $ 34.74 $ 32.41 -2.33 -6.7% 467 $1,088.11
Total 1,344 $ 2,057.20

EyeMed
Non-Voluntary

Single $4.64 $ 4.55 -0.09 -1.9% 193 $ 17.37
Two-Party $ 8.12 $ 7.96 -0.16 -2.0% 148 $ 23.68

Family $ 11.60 $11.36 -0.24 -2.1% 230 $ 55.20
Total 571 $96.25

EyeMed
Voluntary

Single $ 7.24 $ 7.10 -0.14 -1.9% 244 $ 34.16
Two-Party $14.46 $ 14.14 -0.29 -2.0% 147 $ 42.63

Family $ 17.84 $17.48 -0.36 -2.0% 255 $ 91.80
Total 646 $168.59

Per year savings: $ 8,079.48 $ 33,209.40

The following table shows the additional premium savings (up to 8.6%) that the City will realize
with employee enrollments in the new EyeMed Materials Only Non-Voluntary plan. In addition,
employees and retirees enrolling in the EyeMed Materials Only Voluntary plan will realize an
additional premium savings of up to 14%.

EyeMed Materials Only New EyeMed New EyeMed Rate Percent
Non-Voluntary Rate Materials Only Change Savings
$130 frame allowance Plan

Single $ 4.64 $ 4.24 -0.40 -8.6%
Two-Party $ 8.12 $ 7.42 -0.70 -8.6%

Family $ 11.60 $ 10.80 -0.80 -6.9%
EyeMed Materials Only
Voluntary
$130 frame allowance

Single $ 7.24 $ 6.23 -1.01 -14.0%
Two-Party $14.46 $12.45 -2.01 -13.9%

Family $ 17.84 $ 15.36 -2.48 -13.9%
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BUDGET REFERENCE

Fund # Appn# Appn. Name Total Appn Amt. for Adopted Last Budget
Contracts* 2007-2008 Action (Date,

Budget Page Ord. No.)
160 0130 General $225,000 $224,000 $213,000 02/25/2008,

Employee Vision Ord. No.
28241

Not-to-exceed contract amounts are not applicable. Vision premium payments will vary based on
actual enrollment. The total contract cost, including both City and employee contributions, is
estimated to be $687,000.

CEQA

Not a project.

MARKDANAJ
Director, Human Resources

For questions,please contact Jeanne Groen, Benefits Manager, (408) 975-1428.




