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SUBJECT: AGREEMENT WITH STANDARD INSURANCE COMPANY TO PROVIDE
LONG TERM DISABILITY INSURANCE FOR CITY EMPLOYEES FOR
THE PERIOD OF JANUARY 1, 2012 TO DECEMBER 31, 2016.

RECOMMENDATION

Adopt a resolution authorizing the City Manager to negotiate and execute an agreement between
the City and Standard Insurance Company to provide Long-Term Disability (LTD) insurance
services to employees at a cost not to exceed $10,045,390 for the period of January 1, 2012
through December 31, 2016.

OUTCOME

Approval of the recommendation will provide the City’s employees with high quality and cost
effective voluntary LTD insurance benefits.

EXECUTIVE SUMMARY

Staff facilitated the development of a request for proposal (RFP) process for the City’ s LTD
insurance benefits with the City’s benefits consultant, Keenan & Associates. This process
included convening an Evaluation Committee comprised of key stakeholders to identify key
issues and objectives, finalize selection criteria, develop vendor questions, interview vendors,
and evaluate proposal responses.

This RFP process was a success as it resulted in lower premiums for quality LTD benefits.
Employee paid premium rates fell 21% to 24% with a projected annual savings of $500,!99
while maintaining current benefits.



HONORABLE MAYOR AND CITY COUNCIL
October 25,2011
Subject: LTD Agreement with Standard Insurance Company
Page 2

Staff recommends that the Council authorize the City Manager to negotiate and execute an
agreement with Standard Insurance Company to provide LTD insurance services to City
employees.

BACKGROUND

Standard Insurance Company has been the provider of the City’s LTD insurance benefits since
April 1, 1970. In keeping with the City’s intention to provide high quality and cost effective
benefits, an RFP proceSs was initiated in June 2011 to review new proposals for LTD insurance
services from quality vendors and to obtain competitive market rates.

LTD is a 100% employee-paid benefit that provides the following services to enrolled City
employees:

¯ Disability insurance for injuries and illnesses incurred both on and off the job;
¯ Rehabilitation plan to prepare employees to return to work; and
¯ Waiver of LTD premiums during the period in which the participant is receiving benefits.

City employees do not pay into either Social Security or State Disability Insurance. LTD
insurance is the only wage protection available to City employees for non-occupational injuries
after sick leave balances have been exhausted. LTD insurance has also provided supplemental
wage protection for many City employees receiving workers compensation and/or retiree
disability benefits.

The City currently maintains an LTD policy with two LTD benefit plans, an LTD-30 and an
LTD-60. The two plans differ in the length of the waiting period for disability benefits to start.
The LTD-30 plan starts paying after a waiting period of 30 days; the LTD-60 plan has a waiting
period of 60 days. The other difference between the two plans is that LTD-60 plan has a
preexisting condition restriction that the LTD-30 plan does not have. The pre-existing condition
restriction prohibits benefits payment for medical conditions that were diagnosed within three
months prior to the coverage begin date under the plan for up to 12 months after the coverage
begin date.

ANALYSIS

Review Committee

The RFP review committee consisted of representatives from Human Resources and the Benefits
Review Forum (BRF).

Staff facilitated the development of an RFP process for the City’s long-term disability benefit
programs, with the assistance of Keenan and Associates, the City’s contracted benefit consultant
for non-City paid benefit programs. The process included facilitating the stakeholder input
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process to identify key issues and objectives, finalize selection criteria, develop vendor
questions, interview vendors and evaluate proposal responses.

Targeted Outreach

Staff conducted a targeted outreach to eight lcnown LTD providers in addition to posting the RFP
on BidSync. Interested providers were asked to price the current level of benefits and to provide
alternative plan designs comprised of a combination of short-term and long-term disability plans.

The City received proposals from Standard Insurance Company (Standard Insurance), the
Prudential Insurance Company of America (Prudential Insurance), Metropolitan Life Insurance
Company (MetLife Insurance), CIGNA Group Insurance (C!GNA), and Sun Life Financial (Sun
Life). Several other providers declined to submit proposals due to inability to offer competitive
pricing or an inability to match the current plan design.

Evaluation Criteria

The RFP used the evaluation criteria outlined in the following table.

Evaluation Criteria
Proposal Responsiveness
Ability to Provide Requested Services
References
Fee Structure (Cost)
Local Business Enterprise
Small Business Enterprise

Weight
Pass/Fail

50%
10%
30%
5%
5%

Evaluation and Selection

Based on the above criteria, the Evaluation Committee determined the proposals from Sun Life
and CIGNA were the least competitive. These companies’ propo,sals did not match the existing
benefit levels and/or the prices quoted were higher than what other proposers were offering.

The Evaluation Committee chose to interview the three remaining proposers: MetLife
Insurance, Prudential Insurance, and Standard Insurance Company. All three of the proposers
provided quotes for the current LTD plans as well as submitted alternative short-term and long-
term disability plans for consideration.

During the finalist interviews, the Evaluation Committee clarified proposed benefits and rates.
All finalists were provided an opportunity to clarify benefits and/or correct rates to insure the
proposals matched, as closely as possible, the current negotiated benefits. Following the finalists
interviews, the Evaluation Committee met to review all final information received from the
proposers. Then, each Evaluation Committee member completed an individual score sheet. The
composite scores of the Evaluation Committee are contained in the table below:
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Criteria
Rating MetLife Prudential Standard
Spread Insurance Insurance Insurance

Ability to Provide
Requested Insurance 0 - 50 points 40.4 40.6 49.8
Services
References 0 - 10 points 6.6 5.6 7.8
Fee Structure 0 - 30 points 29.8 24.4 25.6
Local Business Enterprise0 - 5 points 0 0 0
Small Business Enterprise 0 - 5 points 0 0 0
Total 76.8 70.6 83.2

Plan Design and Vendor Proposal Evaluation

Plan Design
The RFP was constructed to obtain competitive market rates for the current LTD plan designs.
Additionally, the RFP requested quotes on alternative plan designs comprised of a combination
of short-term and long-term disability plans. As a result of this RFP construction, the Evaluation
Committee spent time evaluating whether the City’s current plan design still makes sense in
today’s marketplace.

After considering both the current LTD plan designs and several combinations of short-term and
long-term disability plan combinations, the Committee determined that the current plan design
remains the most cost competitive and the easiest plan to communicate to employees. Once the
plan design decision was made, the Evaluation Committee then evaluated each finalists proposal
related to the City’s current LTD plan designs.

Finalist Proposer Evaluations

MetLife Insurance’s proposal differed in some key benefits, as follows: (1) eligibility
requirements eliminated coverage for benefited employees working less than 20 hours per week
and for all temporary employees; (2) the proposed benefit formula would be based on a
percentage of base earnings, a reduction from the current benefit formula, which includes both
base earnings and shift differentials; and (3) pre-partum pregnancy disability coverage would be
reduced from four weeks to two weeks. MetLife’s proposal did provide an enhanced benefit as
benefit payments do not integrate with Social Security, so an employee who becomes .disabled
and eligible for Social Security would not receive a reduction in LTD benefits, but this was not
weighted strongly since City employees do not pay into Social Security and many are not
eligible. The Evaluation Committee determined that the advantage of slightly lowered annual
premiums did not offset the value of the benefit decreases to employees, and eliminated MetLife
from further consideration.

Prudential Insurance’s proposal also contained key benefit modifications. Prudential Insurance’s
benefit formula was also based only on base salary and did not include shift differentials when
calculating benefits. Special dismemberment provisions would not be continued, but could be
covered on a separate policy for an additional cost. Prudential’s LTD-30 day plan was the
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highest of the three finalists. The LTD-60 rates were between the other two finalist’s rates. The
Evaluation Committee noted that many of the benefits contained in the proposal would require
filing for approval with the State of California and would be subject to approval before such
benefits could be offered to the City. The uncertainty of State approval coupled with the concern
over the ability to implement a change by January 1, 2012, and the reduction to current benefits
resulted in elimination of Prudential Insurance from further consideration.

Standard Insurance Company’s proposal permits all City employees regardless of hours
scheduled to work to purchase LTD benefits, which is an important benefit as this is the only
wage protection insurance available to City employees. Additionally, benefit calculations
include shift differentials resulting in benefits that more closely match employees’ compensation.
The majority of claims submitted to the City’s LTD program are maternity claims, so the ability
to apply up to four weeks ofpre-partum medical disability to a participant’s waiting period
results in a higher total benefit payment. The Evaluation Committee noted that while Standard’s
rates were slightly higher than MetLife Insurance’s rates, the difference was minimal compared
to the value of additional benefits provided.

Staff recommends selecting Standard Insurance Company’s proposal based on their ability to
maintain current benefits including maintaining dismemberment and pregnancy provisions, their
ability to insure all City Job Classes, and their competitive premium rates.

Key Terms of the Proposed Agreement with Standard Insurance Company

The Agreement with Standard Insurance Company effective January 1, 2012, will provide both
an LTD-30 and an LTD-60 plan with the same benefits currently provided to City employees.
The terms for the proposed Agreement are listed below.

1. The rate for LTD-30 plan premiums will reduce from 1.52% to 1.20% of insured
monthly earnings.

2. The rate for LTD-60 plan premiums will reduce from 0.95% to 0.72% of insured
monthly earnings.

3. Definition of Pre-Disability Earnings will be amended toinclude Holiday In-Lieu
Pay.

4. Employees in the LTD-60 Plan will have a one-time special enrollment to move to ’
the LTD-30 Plan without a medical certification.

5. All rates are guaranteed for three years from January 1, 2012 through December 31,
2014; thereafter rates will be based on claims experience.

6. Performance guarantees will be based on metric based performance measures with a
total of funds at risk equal to 1% of annual premium.

7. A dedicated toll free customer service line will be provided for City employees.
The City collects premiums from employees through payroll deductions and sends them to the
insurance carrier biweekly.

The agreement will contain the standard terms from the City’s consulting agreement. The term
of the Agreement would be January 1, 2012 through December 31, 2016, beginning with one, six
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month initial term and continuing with four, one year renewal options and one, six month
renewal option as outlined below:

2.

3.

4.

5.

6.

LTD Insurance plans for employees with an initial term of six (6) months, beginning on
January 1, 2012 and ending on June 30, 2012, and a total cost not to exceed $1,004,539.
LTD insurance plans for employees with an optional term of one(l) year ending on June
30, 2013, and a total cost not to exceed $2,009,078.
LTD insurance plans for employees with an optional term of one (1) year ending on June
30, 2014, and a total cost not to exceed $2,009,078.
LTD insurance plans for employees with an optional term of one (1) year ending on June
30, 2015, and a total cost not to exceed $2,009,078.
LTD insurance plans for employees with an optional term of one (1) year ending on June
30, 2016, and a total cost not to exceed $2,009,078.
LTD insurance plans for employees with an optional term of six (6) months ending on
December 3 i, 2016, and a total cost not to exceed $1,004,539.

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 City of San Josd employees receive high quality and
cost effective benefits by subjecting benefit plan providers to regular competition.

PUBLIC OUTREACH/INTEREST

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

Criteria 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)

Criteria 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)

The local business community was given the opportunity to compete by posting the RFP on the
BidSync website. All key stakeholders were invited to participate in the RFP process.

This recommendation was reviewed by the Benefits Review Forum on August 31, 2011.

This memorandum is posted on the City’s website for the November 15,2011 Council Agenda.
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COORDINATION

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

COST SUMMARY/IMPLICATIONS

Long Term Disability (LTD) Insurance

Long Term Disability (LTD) Insurance is a voluntary optional benefit. The costs are borne by
the employees who choose to enroll and are not paid by the City.

Attachment A compares the current employee costs to the proposed employee costs beginning
January 1, 2012. Attachment A also projects the total annual cost impact. The projected annual
costs are based on current participation and current elected insurance amounts.

The 2012 employee paid LTD-30 projected plan cost is $1,577,269, a $420,605 or 21% savings.
The 2012 employee paid LTD-60 projected plan cost is $249,164, a $79,594 or 24% savings.
The annual total LTD premium cost of $2,009,078 includes the projected total annual premium
cost of $1,826,434, plus $182,644 for an enrollment contingency factor.

BUDGET REFERENCE

The Employee Health Fund (Fund 161) accounts for participant contributions and long-term
disability premium payments. Premium costs are fully funded by participant contributions.
Long Term Disability premium payments will vary based on actual enrollment. The annual
contract cost is estimated to be $2,009,078.

CEQA

Not a project, PP10-066 (e) Services that involve no physical changes to the environment.

Alex Gurza
Deputy City Manager

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

Attachment A: Long-Term Disability Premium Changes
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