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SUBJECT: AGREEMENT OR AGREEMENTS WITH DELTA DENTAL OF
CALIFORNIA TO PROVIDE THIRD PARTY ADMINISTRATOR

¯ SERVICES AND GROUP DENTAL INSURANCE FOR EMPLOYEES,
RETIREES AND THEIR DEPENDENTS AND BENEFICIARIES FOR
THE PERIOD OF JANUARY 1, 2011 TO DECEMBER 31, 2015.

RECOMMENDATION

Adoption of a resolution authorizing the City Manager to:

(a) Negotiate and execute one or two Agreements with Delta Dental of California to
provide the dental insurance group plans listed below for employees, retirees,
dependents and beneficiaries and support services for City’s dental benefits
program, for the period of January 1, 2011 to December 31, 2011, and to exercise
up to four (4) one-year options to renew the Agreement or Agreements through
December 31, 2015, for total costs for both dental insurance group plans not to
exceed $13,111,950 for the period of January 1 to December 31, 2011 and with
annual cost adjustments for each subsequent year based on the number of enrollees
in the plans, plan utilization and pursuant to collective bargaining agreements, for a
total amount for both dental insurance group plans not to exceed $68,521,282 for a
potential five (5) year term, subject to the appropriation of funds by the City
Council:

(1) Group Dental Service Contract for DeltaCare USA, a Dental Health
Maintenance Organization (DHMO) Program for insurance and service
costs not to exceed $316,250 for the period of January 1 to December 31,
2011 and with annual cost adjustments for each subsequent year based on
the number of enrollees in the plan and pursuant to collective bargaining
agreements, for a total plan amount not to exceed $1,652,679 for a potential
five (5) year term, and
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(b)

(c)

(2) Group Administrative Services Only Contract issued by Delta Dental of
California for the Delta Dental Preferred Provider Organization (PPO)
Program for insurance and service costs not to exceed $12,795,700 for the
period of January 1 to December 31, 2011 and with annual cost adjustments
for each subsequent year based on the number of enrollees in the plan, plan
utilization and pursuant to collective bargaining agreements, for a total plan
amount not to exceed $66,868,602 for a potential five (5) year term;

Negotiate and execute any group plan or policy contracts, EOC documents, Business
Associate Agreements, or other ancillary documents necessary to facilitate the above
Agreement or Agreements for the period of January 1,2011 to December 31, 2015;
and
In the event that Delta Dental of California’s proposed annual renewal rates are not
acceptable by the City Manager, subject to the terms of City’s collective bargaining
agreements, authorize the City Manager to terminate the agreement(s) or group plan
contract(s).

OUTCOME

Approval of the recommendation will provide high quality and cost effective dental health
benefits to City employees, retirees and their dependents and beneficiaries.

EXECUTIVE SUMMARY

Staff initiated a request for proposal (RFP) process to select a Third Party Administrator (TPA),
including~a Preferred Provider Organization (PPO) dental network, for the City’s self-insured
dental indemnity plan and a dental insurance provider for the City’s fully-insured Dental Health
Maintenance Organization (DHMO) plan. (In a self-insured plan, the employer assumes the risk
for participant claims; in a fully-insured plan, the carrier assumes the risk for participant claims.)

In addition to dental insurance coverage for employees and retirees, the RFP sought services
related to participant outreach and support, ongoing plan maintenance, and administrative and
other support for the City’s benefits program, including:

o $2,500 annual support for the City’s Wellness Program,
° Seminars for City employees and retirees,
o Training for City benefits administration staff, and
° Written and electronic communication materials.

The RFP process involved convening an RFP Review Committee of key stakeholders, including
representatives from labor associations and retiree associations, to identify issues, set objectives
and establish vendor selection criteria. The Review Committee selected Delta Dental of
California to provide all services related to the City’s dental insurance benefits program.
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As a result of the RFP selection process, staff is recommending that Council approve a resolution
to authorize the City Manager to negotiate and execute one or two Agreements with Delta Dental
for the period of January 1, 2011 to December 31, 2011, and to exercise up to four (4) one-year
options to renew the Agreement or Agreements through December 31, 2015, to provide the
following dental insurance services:

1. Delta Dental as the TPA and PPO dental network provider for the City’s self-insured dental
indemnity plan and

2. Delta Dental as provider of the DHMO plan for dental insurance services to City employees,
retirees and their dependents and beneficiaries.

In addition, staff recommends that Council authorize the City Manager to negotiate and execute
any group plan contracts, including EOC documents, Business Associate Agreements (to ensure
protection of employee’s protected health information), and any other ancillary documents
required to facilitate the dental insurance services Agreement or Agreements from January 1,
2011 to December 31, 2015.

This RFP was successful in establishing stable and slightly-reduced TPA administrative costs for
the indemnity plan over the five-year contract period, providing continued access to the Delta
Dental PPO and Premier dental networks, reducing the DHMO plan cost by 7% with guaranteed
premium rates in the first three (3) years, and establishing a renewal premium rate cap for the
DHMO plan of 5% in the fourth and fifth years of the Agreement.

The average savings over the five-year contract period for the DHMO plan are approximately
3% with no reduction in service levels.

In addition, continuing to contract with our current dental insurance carrier will result in no
provider disruption to employees, retirees and their dependents and beneficiaries. This RFP also
secures participant access to Delta Dental’s dental DHMO and PPO networks, which are the
broadest in the state, and it secures the highest out, of-network discounts, which will result in
continued low claims costs for the City and low out-of-pocket expenses and greater
administrative ease for participants.

BACKGROUND

The City currently provides its employees and retirees with two dental insurance plan options:

Dental Indemnity Plan: This is a self-insured, network-based dental program which includes
a PPO network component, a Premier dental network which provides a discounted rate at the
majority of dental offices in California and provisions for accessing services out of network
(OON). The OON component of the indemnity plan allows participants the freedom to go to
any dentist that they choose. The plan’s TPA adjudicates claims, pays the providers and
provides a PPO dental network and Premier network with provider discounts that typically
reduce the out-of-pocket costs to plan participants and the City’s claim costs. An indemnity
plan has higher co-pays and premiums than a DHMO plan.
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Dental Health Maintenance Organization (DHMO): This is a fully-insured dental insurance
plan that provides a focused network of dental providers offering the full range of dental
services for a reduced monthly premium and relatively small participant co-payments.

Delta Dental is currently the o City’s indemnity plan administrator and City’s provider, of the
DHMO plan. Delta Dental has provided City’s dental insurance programs since 1975, and the
current group plans have been in operation since 2006.

Current participation, including both active employees and retirees, between the two plans is as
follows:

Indemnity 5,210 4,235 9,445 94%

DHMO 499 95 594 6%

In order to maintain high quality and cost effective dental plans for all City beneficiaries, a
request for proposals (RFP) was conducted earlier this year for both the indemnity and DHMO
plans. The City encouraged potential providers to submit proposals for either or both plans.

The key objectives of the 2010 Dental Plan RFP were to:

Establish stable and predictable administrative costs for the indemnity plan with
emphasis on lowering cost while maintaining the same service levels.
Continue to provide members with the broadest dental provider network possible in a
high utilization area in California, especially in Santa Clara County.
Establish a DHMO plan that is attractive enough to draw participants from the indemnity
plan, creating savings for the City and the plan participants.

The RFP also requested dental plan providers to provide certain support services for participants
and the City’s benefits programs, including financial support for the City’s Wellness Program as
described above.

ANALYSIS

Review Committee

The Review Committee for the Dental Plan RFP consisted of representatives from Human
Resources, bargaining units, City retirees, and Retirement Services.
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Targeted Outreach

In order to solicit proposals from all interested providers, the City conducted a targeted outreach
to dental providers by posting the RFP document on the City’s BidSync website and in
coordination with "eRFP," the web application of the City’s benefits consultant, Buck
Consultants. The RFP requested that responders submit separate proposals to the City for each
dental plan they were interested in contracting for.

The City received proposals from the 11 providers shown in the table below.

Proposal for Replicate
Indemnity Proposal for Current Interview

2 Aetna X X X

4 Dearborn National X

6 Dental Health Services X

8 Humana X

10 Premier Access X X

*Of the finalists, only Delta Dental and MetLife can match current DHMO plan
design.

Evaluation Criteria

The RFP was structured to mirror the following selection criteria developed by the Review
Committee. It was the intent of the Review Committee to choose the best provider for each plan
based on these selection criteria and to determine any gains in service and/or cost by
consolidating contracts.

Cost/Value 35%

Network/Plan Design 35%

Quality 15%

Expertise 5%

Local Business Enterprise (LBE) 5%

Small Business Enterprise (SBE) 5%
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Initial Evaluation and Elimination

The RFP review committee evaluated the proposals received for dental plan insurance services.

Five firms - CIGNA, Dearborn National, Guardian, Humana and Premier Access - were
eliminated from further consideration due to significantly low matches to the current PPO top
providers that participants use (25% or less PPO top provider match). The City’s PPO plan
currently covers 94% of the total City’s dental enrollees. A low PPO network match can lead to
significant service disruption for participants and higher claims costs resulting in higher
premiums for the City and participants.

Dental Health Services submitted a proposal for the DHMO plan but had the lowest percentage
of matches for DHMO top providers (less than a 20% match). Therefore, Dental Heath Services
was eliminated from further consideration due to its low DHMO top provider match.

Finalist Selection

The Review Committee invited Aetna, Anthem BlueCross, Delta Dental, MetLife and United
Health Care for interviews with the Review Committee for both the indemnity and DHMO plans.
After the interviews, the Review Committee members submitted individual rating sheets which
rated the five finalists based on the selection criteria.

The evaluation team recommended the selection of Delta Dental to provide dental insurance
services and to enter into agreements with the provider. The table below provides a summary of
the evaluation that was conducted in accordance with the process set forth in the RFP:

Dental PPO Plan - Review Committee Ratings
Criteria UHC Anthem Aetna MetLife Delta Dental
Cost/Value 158 177 152 158 177
Network/Plan 136 207
Design

150 98 85

Quality 54 58 59 50 83
Expertise 27 28 28 28 25
LBE 0 0 0 0 0
SBE 0 0 0 0 0

Total 389 361 324 372 492

Dental HMO Plan - Review Committee Ratings
Criteria UHC Anthem Aetna MetLife Delta Dental
Cost/Value 82 115 99 169 165
Network/Plan 122 210
Design 67 43 53

Quality 54 57 58 62 84
Expertise 28 29 29 29 25
LBE 0 0 0 0 0
SBE 0 0 0 0 0
Total 231 244 239 382 484
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Indemnity Plan Selection

The Review Committee unanimously determined that Delta Dental remains the most competitive
indemnity plan TPA in terms of provider network and plan value.

The following information proved Delta Dental’s indemnity plan proposal to be superior over the
other providers’ proposals:

Delta Dental continues to offer the broadest network of contracted Santa Clara County
and California dentists.
Delta Dental continues to be the only provider who can guarantee "no balance billing"
(i.e., Delta Dental’s contracted dental providers are not allowed to charge patients for
amounts above Delta Dental’s negotiated fee schedule).
Delta Dental’s current Third Party Administrator fee will be reduced by 5%, from $4.38
to $4.16 per participant per month, guaranteed to remain the same for five years. This
results in a net savings to City of approximately $25,000 annually.

It is important to note that the Delta Dental TPA cost was not the lowest fee among the
proposals. However, the TPA cost is very minimal in determining the total overall cost of a self-
funded dental program. The dental provider network, which determines the cost of dental claims
and impacts premium rates, is the more important cost driver.

The Review Committee, with the assistance of Buck Consultants, the City’s benefits consultant
and actuary for the dental program, determined that Delta Dental’s PPO and Premier network
discounts, resulted in the highest (29%) claims cost savings when both in-network and out-of-
network discount data are analyzed for all finalists. The combined savings of the proposed lower
TPA cost and the network discount savings resulted in Delta Dental’s proposal for TPA and
dental network provider being ranked as the lowest overall cost.

Therefore, selection of Delta Dental as the City’s indemnity plan provider will secure slightly-
reduced TPA administrative costs for the indemnity plan over the five-year contract period and
will provide City employees and retirees with continued low-cost access to the Delta Dental PPO
and Premier dental networks for the next five (5) years.

Fully-Insured DHMO Plan Selection

The Review Committee unanimously selected Delta Dental for the following reasons:

Delta Dental was the only viable provider able to match the City’s current DHMO plan
design, which offers lower participant co-payments compared to other proposals.
(MetLife was also able to match the current DHMO plan design; however, they were not
willing to provide this plan to the City if the City did not also select their PPO plan.)
Delta Dental offers no network or service disruption for participants. No other provider
was able to come close to matching the provider network offered by Delta Dental.
Delta Dental offers a 7% reduction in premium cost with a three-year premium rate
guarantee of $46.48, with caps on rate increases (a maximum of five percent) in years
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four (4) and five (5). The average savings over the five-year contract period will be
approximately 3%.
While the Delta Dental DHMO premiums are higher than those of other finalists, the
attractiveness of the plan’s benefits and provider network is more likely to retain the
current enrollment in the dental DHMO, which is expected to result in premium cost
savings to the City and participants and out-of-pocket savings for a greater number of
plan participants.

Summary of the Features of Delta Dental’s PPO (Indemnity) and DHMO Plans

Attachment A provides a summary of the plan designs currently in place for the PPO and DHMO
plans. The City’s dental plan designs have remained the same for many years and will not
change under the new Agreement or Agreements with Delta Dental. All benefited part-time and
full-time City employees, along with their dependents are eligible for these plans. City retirees
with at least five years of service are also eligible, along with their family members.

EVALUATION AND FOLLOW UP

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

PUBLIC OUTREACH/INTEREST

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

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

Criterion 3: Consideration of proposed changes to service delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council or
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 RFP process.

This recommendation was reviewed and unanimously supported by the Benefits Review Forum,
consisting of representatives from all bargaining units, on June 23,2010.

This memorandum is posted on the City’s website for the September 21, 2010 Council Agenda.
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COORDINATION

This memorandum has been coordinated with Retirement Services, the City Manager’s Budget
Office and the Office of the City Attorney.

COST SUMMARY/IMPLICATIONS

The total cost for claims and administrative fees for the PPO indemnity group plan contracts with
Delta Dental is estimated at $12,795,700 for the 2011 plan year and an estimated total of
$66,868,602 over the five-year term of the Agreement or Agreements.

The total cost for the DHMO group plan contracts with Delta Dental is estimated at $316,250 for
the 2011 plan year and a total of $1,652,679 for the five-year term of the Agreement or
Agreements.

Incremental percentage increases of 1% in years two (2) and three (3) and 5% increases in years
four (4) and five (5) have been added in by Staff to account for expected increases for the retiree
population and/or possible increased hiring over the next five (5) year contract period as well as
possible rate increases for the DHMO plan of a maximum 5% in years four (4) and five (5).

The 2011 annual cost for the two dental plans together are estimated at $13,111,950 - a total of
$68,521,282 for both plans over the five-year term of the Agreement or Agreements. This cost
represents a total savings to the City of approximately $254,000 over the five-year term.

The Tables below summarize the savings to the City, employees and retirees with the
recommended dental health plan providers.

Estimated Number of Employee and
Retiree Enrollees (as of August 2010) 567 567
Monthly Composite Rate
(Per Employee Per Month) $49.98 $46.48

Annual Premium Cost $340,064 $316,250

Savings Over Current $23,814
Percentage Savings ’~7.5%
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Estimated Number of Employee and Retiree Enrollees
(as of August 2010) 9,379 9,379
Monthly Administrative Rates (Per Enrollee Per Month) $4.38 $4.16

Total Annual Cost
Annual Administration (paid by City to the TPA) $492,960 $468,200

Annual Claims $12,327,500 $12,327,500

Annual Claims + Administration $12,820,460 $12,795,700

Savings Over Current $24,761

Percentage Savings 0.20%

BUGET REFERENCE

The table below identifies the fund and appropriations and recommended appropriation actions
to fund the indemnity and DHMO contracts recommended as part of this memo.

Proposed Last Budget
Amt. for Budget Action (Date,

Fund # Appn. Name Total Appn. 1 Agmt.* (Page)** Ord. No.)
155 3223 Dental HMO Plan $337,500 N/A XI-10 6/29/10,28765
155 0482 Non-personal $596,993 N/A XI-10 6/29/10,28765
155 3222 Payment of Claims$11,044,800 N/A XI-10 6/29/10,28765

* Agreement amounts are not specified at this time because premium payments will vary based
on each year’s (open) enrollment.

** The 2010-2011 Adopted Operating Budget was approved on June 29, 2010.

Dental claims costs are currently expended in the Dental Insurance Fund and are offset by
transfers in from the Federated Retirement Fund and the Police and Fire Retirement Fund.
Included in the Health Premium budget in both retirement funds are the estimated costs
associated with retiree dental insurance claims costs, $2.5 million and $3.6 million respectively.
These expenditures flow through the Dental Insurance Fund to complete the payment to the
TPA.                                                                ’

1 Proposed Plan figures in Cost Summary tables are based on August 2010 enrollment estimates. 2010-2011
Adopted Budget actions, above, have not been updated to reflect the increase in staffing due to position restorations.
Staff anticipates that the Adopted Budget Appropriations will be modified once enrollment figures have been
adjusted. In addition, the Benefit Funds will be rebalanced in the 2009-2010 Annual Report, to be brought forward
for City Council consideration in October 2010, to account for all final adjustments, including rate reductions in
January 2011 and position restorations, approved in the 2010-2011 Adopted Operating Budget.
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Not a project, File No. PP10-068 (b), Municipal Code, Title 3.

/S/
MARK DANAJ
Director, Human Resources

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



Attachment A

Choosing between a
PPO and HMO dental plan

CITY OF ~

SAN JOSE
CAPITAL OF SIEICON VAEEEY

When it comes to dental health plans, you want benefits that fit the needs of you and your family. Each of Delta Dental’s PPO
and HMO plans offers comprehensive dental coverage while retaining quality care and excellent customer service. Each plan
has its own advantages.

It comes down to cost versus choice. Our PPO plan gives you the widest selection of dentists though you may have higher out-
of-pocket costs. With our HMO plan, you may have lower out-of-pocket costs, but your choice of dentists is more limited.

Delta Dental PPOsM (Indemnity Plan) DeltaCare® USA HNIO (Prepaid plan)
800-423-8154 800-422-4234

Administered by Delta Dental of California Administered by DeltaCare USA
Group #2584 Group #5643
ww~v.deltadentalins.com www.deltadentalins.com

Features

Dentist network Freedom to choose any licensed dentist, anywhere in the world,Visit your assigned DeltaCare USA network dentist (primary care
each time you or a family member requires treatment. dentist) to receive benefits.
No referral required for specialty care. Easy referrals to a large specialty care network (employee must be

referred by assigned dentist).

Coverage Employees incur the lowest out-of-pocket costs when servicesMost diagnostic and preventive services are covered at 100%.
are received from a Delta Dental PPO network dentist, GreaterWhen there is a copay, enrollees pay a fixed amount for each
costs may be incurred when services are provided by a Deltacovered dental procedure. See dental plan copayment booklet.
Dental Premier dentist or non-Delta Dental dentist.
Basic benefits and routine services are generally paid at 85%
when covered.

No exclusion for pre-existing conditions or missing teeth.
No exclusions for pre-existing conditions or missing teeth.

GeneralCleaningsiExams General cleanings/exams are allowed twice in a calendar year.General cleanings/exams are allowed twice in a calendar year at no

Covered at 100% if provided by a Delta Dental PPO dentist. cost. Two additional cleanings are available in the same calendar

Covered at 85% when provided by a Delta Dental Premier or year for $45 copay per cleaning.

non-Delta Dental dentist.

Teeth Whitening Not covered. Teeth whitening (external bleaching - per arch) is covered at $125
per arch when accessed from your primary care dentist.

Crowns & Bridges Crowns are covered at 85%. When there is a copay, enrollees pay a fixed amount for each

Bridges covered at 65% if provided by a Delta Dental PPO
covered dental procedure. See dental plan copayment booklet.

dentist and at 60% when provided by a Delta Dental Premier or
non-Delta Dental dentist.

Orthodontics Must be medically necessary. Othodontic takeover provision for enrollees who have started

Pays 60% up to a lifetime maximum amount of $2,000 per orthodontic treatment under another dental HMO or fee-for-service

covered person plan (this extends to new employees). Refer to the Evidence of
Coverage for details.

The patient will be responsible for a copayment of $1,000 for
medically and non-medically necessary orthodontia Coverage is
limited to once per eligible member per lifetime.

Nightguards Not covered. Nightguards are covered at a copay of $95 when accessed from
your primary care dentist.

Out-of-area Coverage Can visit any licensed dentist. Out-of-area (35 or more miles from assigned network dentist)
emergency care allowance up to $100 per incident.

Maximums $1,500 No annual deductible and no annual dollar maximums on general
services.

ELIGIBLE FAMILY MEMBERS (For both plans):

Legal spouse or domestic partner. Unmarried children under age 19 or to age 24 if FULL-TIME student and qualified as dependent under IRS Codes; or
unmarried children incapable of self-support due to mental retardation or physical handicap. Proof of student status must be provided to Human Resources

each year during Open Enrollment, beginning with year in which the child dependent turns 19 years of age. Proof of incapacity for self-support is required
at age 19.

CONTINUATION OF BENEFITS (COBRA) For both plans: May continue under COBRA if certain requirements are met. You may opt
to continue dental coverage under the City’s plans by paying the entire premium each month, plus an administration fee. You must apply within 60 days of
your loss of coverage.




