
REPORT FROM PERSONNEL DEPARTMENT

COUNCIL FILE:

TO: HONORABLE MEMBERS OF PERSONNEL AND ANIMAL WELFARE COMMITTEE DATE: 06/16/2014

REFERENCE:

SUBJECT: CONTRACT EXTENSION REQUEST - THIRD PARTY ADMINISTRATOR FOR THE CITY'S CIVILIAN
MODIFIED FLEXIBLE BENEFITS PROGRAM

RECOMMENDATION

That the City Council authorize the General Manager Personnel Department to renew the City's
contract with Mercer Human Resource Services for administration of the City of Los Angeles
Civilian Modified Flexible Benefits Program for an additional three years through June 4,2017.

SUMMARY

The Personnel Department administers the City's Civilian Modified Flexible Benefits Program
(Flex Program) for active civilian employees and their qualified dependents in conjunction with the
City of Los Angeles Joint Labor Management Benefits Committee (JLMBC). The Flex Program
provides employees and their qualified dependents with health, dental, disability and life insurance
coverage.

The City contracts with various service providers to support the Flex Program. The General
Manager of the Personnel Department has the authority to enter into contracts for providing Flex
Program services. The JLMBC evaluates and provides recommendations relating to these
services and contracts.

Included among Flex Program service providers is a contract with Mercer Human Resource
Services ("Mercer TPA") to provide administrative, recordkeeping and communication services.
These are critical functions central to the effective administration of the JLMBC's Flex Benefits
program.

The current contract expired on June 4, 2014. At its April 3, 2014 meeting, the JLMBC
recommended that the contract be extended for three years, and the Personnel Department
concurs with this recommendation. The vendor has agreed to maintain its fees at current levels
for the duration of the contract extension.
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DISCUSSION

The City has established a Modified Civilian Flexible Benefits Program for its eligible civilian
employees in accordance with Section 125 of the Internal Revenue Code. With over 24,000
employee participants and approximately 35,000 dependents, and an array of benefit programs
including health, dental, life, disability, and other benefits, the City does not have the capability
of performing the administrative and recordkeeping services that Mercer TPA performs in regard
to the Flex program. Mercer TPA provides its services in relation to both the City's annual open
enrollment for benefit programs as well as ongoing administration throughout the year. These
services include:

• Open Enrollment planning and processing support
• Payroll and carrier interfaces
• Provider billings
• Customized participant enrollment website
• Dedicated customer service call center (including multilingual and recorded calls)
• Participant and dependent enrollment, termination, and life event processing
• Enrollment communication notices (Employee Fact Sheet and Confirmation Statements)
• Dual coverage monitoring
• COBRA continuation coverage notifications
• Life insurance records on Evidence of Insurability
• Disability records on Evidence of Insurability
• Problem resolution
• Statistical reporting
• Dependent eligibility verification

The contract with Mercer TPA expired on June 4, 2014. The City and Mercer TPA have
negotiated an option for an extension of up to three years. Such extension is subject to the
approval of the City Council.

Given the pending expiration of the original contract term, the JLMBC recently reviewed the
merits of either (a) moving forward with a new procurement process or (b) exercising its option
under the current contract extension proposal to extend its length for three years. The JLMBC's
conclusion was that maintaining continuity in administration of the Flex Program was in the best
interests of the City and Flex program participants based on three primary factors:

(1) Continuity in Fees - The vendor has agreed to hold fees at current levels for the
duration of the proposed three-year contract extension.

(2) Continuity of Services - The Personnel Department is currently in the implementation
phase of several major Flex Benefits projects that necessitate continuity in
recordkeeping services, including: (1) a Dependent Eligibility Verification (DEV) Program
to verify eligibility of all currently enrolled dependents receiving Flex benefits; (2)
implementation of the Employer Shared Responsibility (ESR) requirements of the
Affordable Care Act (ACA); and (3) ongoing implementation of different premium-sharing
arrangements as those provisions are negotiated and codified within employee
bargaining agreements. Disruption within these key projects, as well as disruption of the
ongoing administrative and recordkeeping services Mercer TPA provides, creates risks
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not only of impacting City employees and their dependents but of failure to meet the
critical financial and compliance objectives of these projects.

(3) Technical Upgrade of Mercer TPA Online Enrollment System - Included within the
contract extension is the opportunity to include upgrades to the Mercer TPA participant
website which would include a new online enrollment system web portal with updated
user interface, chat capability, and other additional systems capabilities that will be
available starting in the early fall of 2015. This upgrade will improve Flex Program
participants' user experience and increase record keeping efficiencies.

In weighing whether it made more sense to conduct a procurement process at the present time
or exercise its option to extend the contract, the JLMBC determined that none of the review
factors justified the former and all supported the latter. As a result, the JLMBC and General
Manager Personnel Department recommend that the City Council provide approval for a three-
year extension of the Mercer TPA contract.

FISCAL IMPACT

Administrative and recordkeeping services are an ongoing budgeted expense of the Flex
Program. The current per participant fee is $3.88 per employee per month and the current
customer service representative flat fee is $25,000 per month. The vendor has agreed to hold
both fees at their current levels for the duration of the contract extension, as well as all
miscellaneous fees such as COBRA, affidavit processing annual enrollment, travel and future
programming/special services. There is no contract maximum as the costs are driven by
enrollment but the contract has in past years averaged approximately $1.5 million per year.
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