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and Animal Welfare Committee for report

PROPOSED CONTRACT AMENDMENT WITH MERCER HUMAN RESOURCES
SERVICES, LLC FOR ADMINISTRATION OF THE CITY OF LOS ANGELES
CIVILIAN MODIFIED FLEXIBLE BENEFITS PROGRAM

SUMMARY

The Personnel Department requests authority on behalf of the Joint Labor Management Benefits
Committee (JLMBC) to negotiate and execute a final Supplemental Agreement No. 4 to City
Contract No. C-116636 with Mercer Human Resources Services, LLC (Mercer) for administration
of the City's Civilian Modified Flexible Benefits (FLEX) Program. The proposed Supplemental
Agreement would extend the term of the contract by three years for a new eight-year contract
term effective June 5, 2009 to June 4, 2017, to (1) continue ongoing administrative, record-
keeping, and communication services, (2) increase funding authority for authorized modifications
to the FLEX program, and (3) upgrade the benefits administration software and website with no
increase in rates. The extension will also allow the Department sufficient time to solicit proposals
for Third-Party Administration (TPA) services. On April 3, 2014, the City's JLMBC, which provides
oversight of the City's FLEX program, authorized the Department to amend the contract for three
years, subject to approval of the City Council.

Basis for Contract

In accordance with Los Angeles Administrative Code (LAAC) Section 4.303, the JLMBC
recommends and the Personnel Department maintains and administers, on behalf of the City of
Los Angeles, suitable employee benefits programs, as authorized by the City Council, for officers
and employees of the City of Los Angeles. The JLMBC is comprised of five management and five
labor representatives and is responsible for determining which plans are included in the employee
benefits programs, defining the structure of the plans, and overseeing the administration of the
City's FLEX benefits program by the Personnel Department, Employee Benefits Division.

Current Contract

The JLMBC has authority to enter into contracts to assist in its provision of the City's FLEX
benefits program, including TPA, benefits record-keeping and benefits enrollment services. The
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JLMBC entered into a TPA contract with Mercer for these services on June 5, 2009 with two one-
year options to renew, following a competitive search process that concluded that same year. The
JLMBC subsequently exercised both renewal options, for a contract term effective through June
4, 2012 and an overall term of three years. In October 2012, the Council authorized the General
Manager of the Personnel Department to execute Supplemental Agreement No. 3 which
extended the term of the contract by two additional years for a new five-year term effective June
5, 2009 to June 4, 2014.

Scope of Services

Under the terms of the contract, Mercer provides TPA administration of the City's FLEX benefits
program which includes but is not limited to the following services:

• Participant enrollment in the City's FLEX benefits programs;
• Website enrollment and benefits change services;
• Verification of employee deductions based on type of plan and coverage level;
• Creation and verification of imputed income tables for medical and dental plans;
• Creation and verification of imputed income calculations for life insurance;
• Monthly provider billings for the City;
• Customer service representatives to assist with participant enrollment and benefits

changes;
• COBRA notification;
• Report production (such as personal enrollment fact sheets, family status changes,

dependent verification letters, beneficiary letters, demographic reports)

Mercer is compensated for the ongoing administrative, record-keeping, and communication
services based on a participant fee of $3.88 per month or $46.56 per year for each participant in
the City's FLEX benefits program determined on the 15th day of each prior month. In addition,
Mercer is compensated for customer representative services at a flat fee of $25,000 per month,
or $300,000 per year. Assuming the average number of participants in the City's FLEX benefits
program is 25,000, the corresponding annual compensation covered under the contract is slightly
more than $1.5 million, and average annual ongoing expenditures have been about $1.5 million.
In addition to these services, Mercer may also be required to perform special projects at the City's
request, such as mid-year open enrollments, audits, and compliance with federal statutes, such
as the Affordable Care Act (ACA).

Proposed Supplemental Agreement No. 4

The proposed Supplemental Agreement No. 4 would extend the term of the contract an additional
three years through June 4, 2017 for a new eight-year contract term effective June 5, 2009 to
June 4, 2017. During the three-year extension, Mercer will upgrade and enhance the benefits
administration software and website with no rate increase. In order to take advantage of Mercer's
flat rates and minimize service disruptions as the City begins open enrollment in October 2014 for
the 2015 calendar year, the JLMBC recommended extending the contract with Mercer for three
years. In addition, the JLMBC previously authorized Mercer to undertake a dependent audit
verification process requiring all City employees to provide supporting documentation to establish
their eligibility for the FLEX benefits plans. As the results of this audit will minimize excessive
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benefits expenditures, the JLMBC has recommended extending the contract term with Mercer to
ensure this important work is completed.

As the Personnel Department is currently negotiating both the statement of work and the service
level agreement that will provide performance guarantees, it is recommended that the Personnel
Department be authorized to negotiate and execute the final Supplemental Agreement. The
scope of services is expected to include, but not be limited to, (1) tracking and reporting of
employees eligible for healthcare benefits under ACA; (2) an increase in funding authority for
future programming and record-keeping services, which may include special open enrollment
campaigns, transition support for new FLEX vendors, administrative support for dependent
verification operations, administrative requirements related to implementation of, and compliance
with, the ACA, and other modifications; and (3) upgrading and enhancing the current version of
the Benefits Workstation platform and Mercer online health benefits enrollment website at no
extra cost. To the extent that Mercer has continued to provide services at the City's request since
June 4, those services will need to be ratified. Accordingly, the draft Agreement contains a
ratification clause.

There is no contract maximum as costs are driven by enrollment, but the annual expenditure for
ongoing and recurring administrative services is expected to be about $1.5 million. Funding in the
amount of $2 million is budgeted in the 2014-15 Human Resources Benefits Adopted Budget,
Fund No. 100, Contractual Services Account No. 003040 for both ongoing and recurring
expenditures as well costs associated with special programming requests, such as dependent
eligibility verification and ACA compliance. As proposed, the Supplemental Agreement would
authorize an increase in special programming fees of $600,000 (or $200,000 per year for the
three-year extension) from $900,000 to $1.5 million.

The Personnel Department indicates that it plans to issue a Request For Proposals (RFP) during
the contract extension. According to the Department, an RFP for TPA contract services of this
size and complexity may take 18 months or more to ensure adequate marketing, response, and
review time. After the TPA vendor is selected, an additional six months is required to execute the
contract and provide time for a transition, as needed. The Department has additionally indicated
that it may also issue a Request for Information to seek information from qualified vendors and
others with expertise in providing TPA services to identify best practices in enrollment, benefits
administration, record-keeping, administrative processes, and technology.

In accordance with LAAC Section 10.5, Council approval of the proposed amendment is required
because the term of the contract exceeds three years, and annual compensation exceeds
$139,150. According to the Personnel Department, Mercer has complied with all City contracting
requirements, policies, and procedures.

RECOMMENDATION

That the Council approve and authorize the General Manager of the Personnel Department, on
behalf of the Joint Labor Benefits Management Committee (JLMBC), to negotiate and execute
Supplemental Agreement No. 4 to City Contract C-116636 with Mercer Human Resources
Services, LLC, for third party administration of the City's Civilian Modified Flexible Benefits
(FLEX) Program, to extend the term of the contract by three years for a revised contract term
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effective eight years from June 5, 2009 to June 4, 2017 and to revise the scope of services,
subject to the inclusion of a ratification clause and the review and approval of the City Attorney.

FISCAL IMPACT STATEMENT

Funding of $2 million is provided in the 2014-15 Human Resources Benefits Adopted Budget,
Fund No. 100, Contractual Services Account No. 003040 for third party administration services of
the City's Civilian Flexible Benefits (FLEX) Program, with no additional impact on the General
Fund. Expenditures on the contract are determined based on the number of participants in the
City's Civilian FLEX Benefits Program and additional services that may be required by the City.
As funds are budgeted to support the proposed expenditures and the City's obligation is limited to
funds budgeted for services rendered per the terms of the contract, the recommendation provided
in this report complies with the City's Financial Policies.

MAS:JMY:11150005h
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FOURTH SUPPLEMENTAL AGREEMENT TO THE PROFESSIONAL SERVICES
AGREEMENT (CONTRACT NO. C-116636)
BETWEEN THE CITY OF LOS ANGELES

AND
MERCER HR SERVICES, LLC FOR RECORDKEEPING, ENROLLMENT AND

ADMINISTRATION OF THE CITY OF LOS ANGELES CIVILIAN FLEXIBLE
BENEFITS PROGRAM

This FOURTH SUPPLEMENTAL AGREEMENT to the Professional Services
Agreement (City Contract No. C-116636) is made and entered into by and between
the City of Los Angeles, a municipal corporation acting through its Personnel
Department (hereinafter referred to as "City"), and Mercer HR Services, LLC, a
Delaware Limited Liability Company, (hereinafter referred to as "Contractor"), with
reference to the following:

RECITALS

1. Effective June 5, 2009, the City and Contractor entered into City Contract No.
C-116636 (the "Contract") wherein Contractor became a provider of
administration of the City's Civilian Modified Flexible Benefits Program for the
term June 5, 2009 through June 4, 2010;

2. Effective June 5, 2010, the City and the Contractor executed a First
Supplemental Agreement to the Contract to continue services through June 4,
2011 under the same terms and conditions of the Contract, except as otherwise
stated therein;

3. Effective June 5, 2011, the City and the Contractor executed a Second
Supplemental Agreement to the Contract to continue services through June 4,
2012 under the same terms and conditions of the Contract and First
Supplemental Agreement, except as otherwise stated therein;

4. Effective June 5, 2012, the City and the Contractor executed a Third
Supplemental Agreement to the Contract to continue services through June 4,
2014 under the same terms and conditions of the Contract and First, Second,
and Third Supplemental Agreements, except as otherwise stated therein;

5. The term of the Third Supplemental Agreement ended on June 4, 2014, but the
City has a continuing need for the services of Contractor and the parties have
agreed to enter into a Fourth Supplemental Agreement to the Contract as stated
herein.

6. Pursuant to Los Angeles Administrative Code Division 4, Chapter 7, Article 5 and
Division 10, Chapter 1, Article 1, the City, with City Council approval on
  agreed to execute a contract extension for a sixth, seventh and
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eighth year, beyond the 5-year term that expired on June 4, 2014 and expand the
scope of services to include Flex plan eligibility verification services and
Affordable Care Act benefit administrative services;

7. The City and Contractor agree to extend the time of performance for the
provision of services for three additional years commencing June 5, 2014
through June 4, 2017, under the same terms, covenants and conditions as are
contained in the Third Supplemental Agreement, except as otherwise provided
herein.

NOW THEREFORE, the City and Contractor, in consideration of the promises and of
the recitals, terms, covenants and representations below, hereby agree as follows:

1. The Third Supplemental Agreement, and the attached Second Supplemental
Agreement, First Supplemental Agreement and Contract, is attached hereto
as Attachment No. 1 and incorporated herein by reference. The terms and
conditions of the Third Supplemental Agreement are the terms and conditions
of this Fourth Supplemental Agreement, except as expressly modified herein.

2. The term of this Fourth Supplemental Agreement will be from June 5, 2014
through June 4, 2017 ("Term").

3. The list of ATTACHMENTS on page 2 of the Contract is hereby amended to
delete "Appendix A — Standard Provisions for City Contracts (Rev. 03/09)"
and replace it with "Appendix A — Standard Provisions for City Contracts (Rev
6/14)".

4. Article I, Section A(1)(a) of the Contract is hereby amended to read as
follows:

a. The representatives of the City shall be, unless otherwise
stated in the agreement:

Alejandrina Basquez, Assistant General Manager
City of Los Angeles
Personnel Department
700 East Temple Street, 3rd Floor
Los Angeles, CA 90012
(213) 978-1611
Alex.Basquez@lacity.org

Steven Montagna, Director
City of Los Angeles
Personnel Department
Employee Benefits Division
City Hall, Room 867
200 North Main Street, Room 867
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Los Angeles, CA 90012
(213) 978-1621
Steven.Montagna@lacity.org

5. Article I, Section A(1)(b) of the Contract is hereby amended to read as
follows:

b. The representative of Contractor shall be:

Chris Vaughn, Principal
Senior Relationship Manager
12404 Park Central Drive, Suite 200
Dallas, TX 75251
(479) 202-5166
chris.vaughn@mercercom 

6. Article II, Section B(2)(a) is hereby amended to add the following sentence
after the section heading "a. Open Enrollment and Ongoing Administration:"

"The Scope of Services under this contract includes services listed as follows
and further detailed in Exhibit F, "Statement of Work."

7. Article II, Section B(2)(b) is hereby amended to add the following sentence
after the section heading "Performance Guarantees:"

"The Scope of Services under this contract includes services listed as follows
and further detailed in Exhibit G, "Service Level Agreement."

8. Article II, Section B(2)(f) is hereby amended in its entirety to read as follows:

2f. Fees associated with future programming changes shall
not exceed $1,500,000. Programming changes may
include but are not limited to special open enrollment
campaigns, transition support when the City selects new
Flex vendors, support for on-going dependent
verification, support for any State, Federal or additional
mandated benefits that emerge from the Affordable Care
Act, and other necessary modifications to provide the
record keeping and administrative services provided for
under this contract.

9. Article II, Section B(2)(i) is hereby added to the Contract to read as follows:

i. Addition of Affordable Care Act (ACA) eligible employees
to Benefits Work Station limited to the election of Medical
coverage. Monthly ongoing fee — ACA eligible employees
$2.95 per employee per month.
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10. Article II, Section B(2)(j) is hereby added to the Contract to read as follows:

Contractor will provide Affordable Care Act (ACA)
Employer Shared Responsibility (ESR) tracking and
reporting tool administration services. Monthly ongoing
file fee $2,000 per month.

11.Article II, Section B(2)(I) is hereby added to the Contract to read as follows:

k. Contractor will provide an upgrade of Benefits
Workstation platform from version 3.x to version 4.x and
an upgrade to the latest version of the Mercer online
enrollment website at no additional cost. Upgrade to take
effect during 2015.

12.Article IV, Section A of the Contract is hereby deleted and replaced with the
following:

Standard Provisions for City Contracts

Contractor agrees to comply with the Standard Provisions for City Contracts
(Rev. 6/14), attached hereto as Appendix A and made a part hereof.

13. Article V, Section G of the Contract, entitled "Incorporation of Exhibits," is
hereby amended to delete "Appendix A — Standard Provisions for City
Contracts (Rev. 6/12) as referenced in Article IV, Section A of the Agreement"
and to replace it with "Appendix A — Standard Provisions for City Contracts
(Rev. 06/14)," and to add in a new "Appendix F, Statement of Work," and
"Appendix G, Service Level Agreement."

14.Appendix A to the Contract, entitled "Standard Provisions for City Contracts
(Rev. 6/12)" is hereby deleted and replaced with "Standard Provisions for City
Contracts (Rev. 06/14)," which is attached hereto as Attachment No. 2 and
incorporated herein by reference.

15. In the event of an inconsistency between the provisions of this Fourth
Supplemental Agreement and the attachments and exhibits attached thereto,
said inconsistency shall be resolved by giving precedence in the following
order, except as required by applicable ordinances and law:

a. The body of this Fourth Supplemental Agreement
b. The body of the Third Supplemental Agreement
c. The body of the Second Supplemental Agreement
d. The body of the First Supplemental Agreement
e. The body of City Contract No. C-116636
f. Standard Provisions for City Contracts (Rev. 6/14)
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16. This Fourth Supplemental Agreement shall take effect upon the occurrence of
all of the following events:

a. This Fourth Supplemental Agreement has been signed on behalf of the
Contractor by the person or persons authorized to bind the Contractor
hereto;

b. This Fourth Supplemental Agreement has been approved by the City's
Council or by the board, officer or employee authorized to give such
approval;

c. The Office of the City Attorney has indicated in writing its approval of
this Fourth Supplemental Agreement as to form; and

d. This Fourth Supplemental Agreement has been signed on behalf of the
City by the person designated to so sign by the City's Council or by the
board, officer or employee authorized to enter into this Fourth
Supplemental Agreement.

17. Due to the need for Contractor's services to be provided on an ongoing basis
and upon the commencement of the Term hereof, Contractor may have
provided services prior to the execution of this Fourth Supplemental
Agreement. To the extent that said services were performed in accordance
with the terms and conditions of this Fourth Supplemental Agreement, those
services are hereby accepted by the City and shall be treated as services
performed under the terms and conditions herein.

(SIGNATURE PAGE FOLLOWS)
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IN WITNESS THEREOF, the parties hereto have caused this Fourth Supplemental
Agreement to be executed by their respective duly authorized representatives.

THE CITY OF LOS ANGELES

By:  Date:  
DAVID LUTHER

Interim General Manager
Personnel Department

MERCER HR SERVICES, LLC*

By:  Date:  
KEN HADERER
U.S. Benefits Administrator Leader

By:  Date: 
JAMES L. HARPER, JR
Chief Counsel, Benefits Administration

APPROVED AS TO FORM: ATTEST:

MICHAEL N. FEUER, City Attorney HOLLY L. WOLCOTT, Interim City
Clerk

By:  By:  
Curtis S. Kidder Deputy City Clerk
Assistant City Attorney

Date: Date:

* Approved Signature Methods:
1) Two signatures: One of the Chairman of the Board of Directors, President, or Vice-President, and one of

the Secretary, Assistant Secretary, Chief Financial Officer, or Assistant Treasurer.
2) One signature of a Corporate-designated individual together with a properly attested resolution of the

Board of Directors authorizing the individual to sign.

City Business License Number  112670 51 L 190 
Internal Revenue Service Taxpayer Identification Number  61-0736136 
Agreement Number C-116636 
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