
REPORT
FROM

THE PERSONNEL
DEPARTMENT

REFERENCE: COUNCIL FILE:

TO HONORABLE MEMBERS OF THE PERSONNEL AND ANIMAL WELFARE
COMMITTEE DATE: September 30, 2013

SUBJECT: Contract Extension Request - Employee Benefits Consulting and Communications
Services, Life Insurance, Disabilitv Insurance and Unemplovment Insurance Third Partv Administrator

RECOMMENDATION

That the City Council authorize the General Manager of the Personnel Department to execute the
fourth and fifth year contract extensions with Mercer Consulting (C-119284), AON Consulting (C-
119629), Standard Life Insurance (C-119106), Standard Disability Insurance (C-119283) and Talx
Corporation (C-121805) from January 1, 2014 through December 31,2015.

SUMMARY

The Personnel Department administers the City's Civilian Modified Flexible Benefits (FLEX) Program
for active City civilian employees and their qualified dependents in conjunction with the Joint Labor-
Management Benefits Committee (JL-MBC). The FLEX Benefits program provides employees and
their qualified dependents health, dental, disability and life insurance coverage. The City utilizes
various vendors to support the FLEX Benefits program. The current contract with Mercer Consulting
and AON Consulting to provide employee benefits consulting services and Standard to provide
disability and life insurance benefits will expire on December 31, 2013. These contracts provide an
option for an extension of up to two years subject to Council approval. The JL-MBC recommended at
its meeting of January 3, 2013 that these contracts be extended for two additional one-year periods.

The Personnel Department is also responsible for overseeing the City's response to unemployment
claims filed by former City employees with the State of California Employment Development
Department (EDD). The City contracts with a third-party-administrator, Talx Corporation, to engage in
cost control measures and represent the City's interests with respect to unemployment claims filed by
former City employees with the State of California EDD. The current contract with Talx Corporation
expires on December 31, 2013. The Personnel Department recommends that the City Council
approve extending this contract for an additional two years beyond the original three-yearcontract.

In accordance with Los Angeles Administrative Code Section 10.5(b)2, City Council approval of the
proposed contract term extensions is required because the contract term exceeds three years. This
transmittal is requesting Council to approve two one-year extensions outside of the designated three-
year contract window. The proposed contract amendment is subject to review and approval by the
City Attorney.
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MARGARET WHELAN
General Manager



DISCUSSION:

FLEX BENEFITS CONTRACTS

The Personnel Department's Employee Benefits Division administers the City's Civilian
Modified Flexible Benefits (FLEX) Program to active City of Los Angeles employees
and their qualified dependents in conjunction with the Joint Labor-Management Benefits
Committee (JL-MBC). The JL-MBC is composed of five management and five labor
representatives. The JL-MBC was created in the 1990's by action of the City Council
and Mayor for the purpose of determining which plans were to be included in the civilian
employee benefits program (FLEX Benefits), defining the structure of the plans,
recommending providers/contractors to the Personnel Department's General Manager,
and monitoring the administration of the employee benefits program by the Personnel
Department. The FLEX Benefits program provides employees and their qualified
dependents health, dental, disability and life insurance coverage. There are currently
24,800 employees and 36,000 dependents enrolled in the FLEX Program.

The current contract with Mercer Consulting and AON Hewitt Consulting to provide
employee benefits consulting services and Standard to provide disability and life
insurance benefits will expire on December 31, 2013. These contracts provide an
option for an extension of up to two years subject to Council approval. The JL-MBC
recommended at its meeting of January 3, 2013 that these contracts be extended for
two additional one-year periods beyond the standard three-year contract window.
Below is a description of each of the FLEX contracts:

Employee Benefits Consulting Services

The services of the benefits consulting firms are provided to the JL-MBC and
Personnel Department to assist with the administration and implementation of
the civilian FLEX health and benefits plan. Mercer Consulting serves as the
primary consultant and provides Employee Benefits and Communications
Consulting services. The Mercer consultants have been instrumental in assisting
with various benefits issues and projects as follows:

• Compliance with Accountable Care Act regulations
• Request for Proposal (RFP) development, analysis and evaluation
• Employee benefit costs projections and analysis
• Compliance with and analysis on various new regulations impacting

employee benefits administration (for example DOMA, HIPAA, and
COBRA)

• Technical training on employee benefits issues
• Development of communication plan strategy and communication

materials for open enrollment, healthcare reform and transition to new
health plan provider
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AON Hewitt Consulting provides Employee Benefits Consulting services, on an
as-needed basis, for specific projects such as assisting the JL-MBC and City to
develop a strategic plan to address rising health care costs and assisting in
providing training on new Health Care Reform requirements.

The benefits consulting fees are based on a per hour basis or per project basis
for short term projects such as Request for Proposal development and review.

Mercer Consulting and AON Hewitt Consulting have agreed to hold all fees at
their current level for the additional two-year contract years. The annual
expenditures averaged $589,456 for Mercer benefit and communication
consulting services (excludes specials projects) and $27,375 for AON Hewitt
benefit consulting. The consulting services and expenses are fully funded by the
Employee Benefits Trust Fund.

Life Insurance and Disability Insurance

The FLEX program provides civilian employees with basic disability and life
insurance and the City pays the full cost of these benefits. All FLEX Program
eligible employees receive a base 50% disability insurance plan that pays up to
$3,014, monthly, for up to 24 months, after the employee exhausts all sick time
(100% and 75%). Employees also are provided with a base $10,000 life
insurance policy. Employees have the option to purchase additional coverage at
their cost.

The current FLEX life and disability insurance provider is Standard, and the JL-
MBC approved the contract renewal with Standard for the fourth contract year
(2014). The Standard disability premium rates have increased by 20% for PY
2014, however, the increase is due to the increase in the City's number of
claims. The premium rates are otherwise competitive and a Request for
Proposal (RFP) is not necessary at this time. Standard has agreed to continue
the current life insurance rates for Plan Year 2014. The Personnel Department,
Mercer Benefits Consulting and JL-MBC reviewed the proposed rates and
agreed that Standard is providing the most competitive rates for disability and life
insurance employee benefits at this time.

This transmittal is requesting two one-year extensions outside of the standard three-
year contract window. The Personnel Department will release an RFP for Employee
Benefits Consultant and Communication services and life and disability insurance
services in 2014 for the 2016 plan year. An extension of two one-year periods would
allow the City to maintain the continuity of the benefits consulting and life and disability
insurance services with the current vendors. The extension with the benefits consulting
firms is critical because the City is in the process of complying with various new
regulations related to the Affordable Care Act, HIPAA and same sex marriage
regulations. The current benefits consultants are familiar with the City FLEX benefits
program and provide the City with valuable analysis and advice to ensure the City is in
compliance with various regulations and that the City provides required benefits in the
most cost effective manner.

3



UNEMPLOYMENT INSURANCE TPA CONTRACT

The City as an employer is responsible for responding to unemployment insurance
benefit claims filed by former City employees with the State of California Employment
Development Department (EDD). The City contracts with Talx Corporation to provide
unemployment insurance cost control efforts.

City employees are eligible to file claims for unemployment insurance when they are
terminated, experience interruptions in employment, or have their work hours reduced.
Most of the City's claim expenditures are driven by its part-time and intermittent
employees. The City's annual costs for unemployment insurance are approximately
$6.5 million and higher, depending on broader trends taking place with respect to the
City's hiring, use of part-time employees, layoffs, etc., as well as Federal and State
adjustments to benefit amounts. Approximately 2,000 claims are filed by current and
former City employees each year.

Beginning in 1995, the City began contracting with a Third Party Administrator (TPA) to
help manage its unemployment insurance costs more effectively. The TPA acts as the
City's agent in researching the reasons for employment separations, contesting certain
claims where appropriate, representing the City at unemployment insurance appeal
hearings before State Administrative Law Judges, and monitoring State charges.

The contract for this provider is less than $25,000 annually. The contractor works to
protect the City against much higher claim liability that could result if cost management
efforts were not utilized. The claim liability they help to protect the City from is minimally
in the millions of dollars (for example, the absolute claim liability for the City's annual
2,000 claims caseload is approximately $12 million, vs. the approximately $6.5 million in
actual expenditures). The cost of the contract relative to the potential claim liability is
extremely small.

The Personnel Department is requesting extension of the contract with Talx Corporation
for two years. The next procurement will be issued in 2015 to be effective January 1,
2016.

FISCAL IMPACT
There is no additional fiscal impact to the General Fund. As such, the contract
extensions do not present new expenditures for the City's General Fund. The
Employee Benefits Consulting contracts are solely funded by the Employee Benefits
Trust Fund. The life and disability insurance is an ongoing component of the City's
employee benefits program. The life and disability insurance benefits and Talx TPA
services will be funded by the current 2013-14 Adopted Budget.
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