
 

CITY OF KIRKLAND 
Human Resources Department 
505 Market Street, Suite B, Kirkland, WA  98033   425.587-3210 
www.ci.kirkland.wa.us 

 
MEMORANDUM 
 
To: City Council 
 
From: William R. Kenny, Human Resources Director 
 
Date: September 23, 2010 
 
Subject: CITY OF KIRKLAND MEDICAL BENEFITS PROGRAM 
 
Over the past couple of years the City’s medical benefits have been under review by the Human 
Resources Department, as well as our Medical Benefits Committee.  During this time we have 
completed a due diligence assessment or study of options, while closely watching the changes that 
are occurring with our current provider of medical benefits, the Association of Washington Cities 
(AWC).   
 
RECOMMENDATION: 
It is recommended that the City Manager be authorized by Council to execute the agreements 
necessary to accomplish a City of Kirkland Self Funded medical benefits program.  Specifically, 
it is our recommendation to move the City from the AWC medical benefit plans to self-insuring our 
medical and directly contracting our ancillary benefits (vision, dental, EAP, etc.) effective January 
1, 2011.  This move will help to maintain the City’s benefits goals by allowing us to “control our 
destiny,” abide by our collective bargaining agreements in providing “substantially equivalent” 
benefits, as well as place the City in a better position to increase consumer awareness and manage 
benefits costs.  
 
BACKGROUND DISCUSSION: 
Through discussion with the benefits committee, negotiations with our unions, and working closely 
with our broker, we have developed the “PRIME” medical plan.  This plan is a self-insured plan 
that offers our employees “substantially equivalent” benefits, complies with the Affordable Care Act 
(Health Care Reform) requirements and will allow the City to more effectively control costs and 
benefit levels in future years.  Commitments from carriers to accomplish this have been secured. 
 
Attached is a copy of the Study Session Presentation with the following: 

• Discussion of due diligence study 
• What options are available and were examined in the market 
• Explanation of self-funding, how it works and the components 
• Comparable other surrounding cities who are self-funded 
• Discussion of “PRIME” medical plan 
• Discussion of dental, vision, and EAP coverage 
• Recommendation justification and associated costs 

 
Additionally, at the Study Session, several questions were asked by Council members.  These 
questions, respective answers and supportive materials will also be added to the Agenda packet.   
 

Council Meeting:  10/05/2010 
Agenda:  New Business 
Item #:   10. a.



FINAL DUE DILIGENCE REVIEW: 
As was also highlighted at the Study Session, we are conducting a final due diligence assessment 
of the actuarial and finance work that formed the basis of our recommendation to move to self-
funded medical insurance and our implementation plan.  Kirkland will be contracting with Milliman, 
a widely respected actuarial consulting firm to review our assumptions regarding liability limits 
assumptions and stop loss amounts.  The City Manager will not execute any contracts until that 
review has been completed.  
 



 

CITY OF KIRKLAND 
Human Resources Department 
505 Market Street, Suite B, Kirkland, WA  98033   425.587-3210 
www.ci.kirkland.wa.us 

 
MEMORANDUM 
 
To: City Council 
 
From: William R. Kenny, Human Resources Director 
 
Date: September 27, 2010 
 
Subject: CITY OF KIRKLAND MEDICAL BENEFITS PROGRAM 
 
This memo will address questions that were asked by Council during the Council Study Session of 
September 21, 2010.  The format of this memo is in a question and answer format so as to easily 
address all questions asked. 
 
Q: What health care reform regulations are we implementing ahead of the timeline, and if we 

do what the costs are? 
 
A: There are no discretionary elements that are being implemented earlier than required that 

would result in additional cost to the City.   
 

The plan design of the PRIME Medical Plan includes all of the regulations that are 
mandatory for January 1, 2011.  The other regulations will be added as they become 
mandatory.  Some changes are already in place at this time (i.e. FSA limit on employee 
contributions, Dependent coverage to age 26, etc.) and others will be addressed as they 
are required (i.e. Form W-2 reporting, Medicare, etc.)  The self-funded plan allows us to 
make these changes and keep in compliance with federal regulations.  (Please see 
Attachment #1 - for an overview and timeline of Health Care Reform Key Elements.) 

 
Q: What type of cost sharing do other surrounding City’s have in their medical plans? 
 
A: Below is a chart that outlines some of our surrounding self-funded City’s cost sharing within 

the plan designs as well as premium cost sharing: 
 
 Kirkland Bellevue Everett Redmond Kent Renton Tukwila 
Individual Deductible $100 $0 $300 $100 $0 $0 $100 
Office Visit Co-pay $10 $10 NA NA $15 $35 $25 
Out-Of-Pocket Max. $475 NA $750 $600 NA $700 $475 
Premium (Employee) $0* 7.7%** $0 $0 6%** $46 $0 
Premium (Family) $0* 17.1%** $0 15.6% 11.3%** $46 $0 
 
*Part-time employees pay a portion of the premium prorated by their FTE, i.e. a .5 FTE would pay 50% of their 
premium. 
**These percentages are in reference to the Cities’ base plan.  For example, at the City of Bellevue, a high- deductible 
plan is offered and if an employee elects this plan, it is the employee that is paid a monthly amount for that election.  
Alternatively, there are also a variety of optional plans which have varying levels of “buy-up” for coverage.  Public Safety 
may also not be in the base plan at various Cities that have multiple plans. 
 
 
 



Q: What is the current enrollment of our employee group in our medical plans? 
 
A: Below is a chart that shows how enrollment is divided at the City: 
 

Group Health      Employees 
Employee Only 3
Employee + Spouse 13
Employee +1 Dependent 2
Employee & 2+ Dependents 3
Employee, Spouse + 1 Dependent 6
Employee, Spouse & 2+ Dependents 14
Total 41

 
Regence      Employees 
Employee Only 109
Employee + Spouse 66
Employee +1 Dependent 20
Employee & 2+ Dependents 18
Employee, Spouse + 1 Dependent 51
Employee, Spouse & 2+ Dependents 132
Total 396

  
The enrollment would result in at least 116 bodies in Group Health and 1016 bodies in 
Prime medical, for a total of over 1132 insured at the point of time of this enrollment.   

 
Q: Self-insurance has an element of financial exposure, how are we dealing with it? 
 
A: The City has taken a very conservative approach to self-insuring.  As stated in the Council 

Study Session, the recommendation put forward includes two types of stop-loss coverage: 
Specific (individual) stop-loss, as well as Aggregate stop-loss.  Specific stop-loss insurance 
kicks in when a single covered person's claims go above a certain amount; aggregate stop-
loss protects the employer if the total health care bill goes over a certain set ceiling. 

 
Stop-loss insurance takes some of the gamble out of self-insuring because it pays any claim 
that is more than the "deductible"--in other words, the amount that the company chooses 
to pay out-of-pocket.  The risk with stop-loss insurance is that a company will very likely 
end up paying for a service it doesn't use. In fact, industry sources say, the insurance pays 
out any claims for only 10 percent of firms that use it; the other 90 percent of firms never 
reach the “deductible." 
 

 The specific stop-loss plan that we have recommended is also at a conservative level.  
Again, to provide some context, in comparison to the other self-insured Cities that surround 
Kirkland, we are purchasing stop-loss at a level that more greatly limits our risk:  

 
City  Specific Stop-loss Level 

  
Bellevue $200,000 

 Everett  $200,000 
 Redmond $120,000 
 Kent  $140,000 
 Renton  $150,000 
 Tukwila $110,000 
 AVERAGE $153,000 
 KIRKLAND $100,000 



 
As a further means of limiting financial exposure, Human Resources and Finance wanted to 
assure that money set aside in the budget was more than ample to cover any unexpected 
claims or costs.  This was critically important for two reasons: 
 

1) It is clearly understood that the program must be self-sustaining and, once 
established, cannot come back to the City for additional funding, and  
 

2)  As we don’t have claims history, the potential claims liability was extrapolated by 
the best actuarial analysis possible and set at an above-industry standard 
“maximum liability level.” (Please see Attachment # 2) 

 
To further mitigate these factors, a “rate stabilization” fund will be an inherent part of the 
program.  This fund will assure that sufficient reserves are available for any unexpected 
cost and to reduce future costs.  This will further reduce any uncertainty for the early 
years, especially as we build a clear understanding of our claims data and utilization. 
 
Additional due diligence is also being exercised.  As was also highlighted at the Council 
Study Session on September 21st, we are conducting a final due diligence assessment of 
the actuarial and finance work that formed the basis of our recommendation to move to 
self-funded medical insurance and our implementation plan.  Kirkland will be contracting 
with Milliman, a widely respected actuarial consulting firm, to review our assumptions 
regarding liability limits and the attachment points for the stop-loss coverage.  The City 
Manager will not execute any contracts until that review has been completed.  
 

Q: If the City chooses to go with the self-insurance program and it is not successful, what are 
the costs of going back? 

 
A: There are two parts to this answer, the first dealing with actual costs and the second 

dealing with what options are available. 
 

Costs:  The true cost of “going back” would typically be the “run out period.”  This is 
generally a period of approximately three months after the plan has ended when claims 
continue to be paid by the city.  In order to handle this issue, the recommended stop-loss 
contract would consist of what is referred to as a 12/15 contract.  This means that the 
claims that we incur in a 12 month period would be paid in a 15 month period to account 
for the “lag time” or run-out that may occur during claim adjudication.   While the City is 
still responsible for these claims, this means that the stop-loss limits are also in place for 
the run-out period, including both specific and aggregate stop-loss coverage.  Therefore, if 
during the 15 month period, the aggregate limit is exceeded; all claims above this level 
would be paid in full by the stop-loss carrier, up to an additional one million dollars. 
 
Options:  The City will have the same options that exist today.  We could look at any of the 
Multi-employer trusts, for example, PEBB, AWC, Teamsters Trust, etc.  Additionally at that 
point we will have claims data and be able to go into the marketplace for the purpose of 
direct contracting.  We could also look at a consortium approach with other self-funded 
Cities or for group purchasing.  Obviously, which of these options will be the best approach 
and what they cost will be determined by the reasons that we chose to abandon self-
insurance, as well as claims data and demographics.   
 
Of course, it must be noted that once self-funded, an employer has a variety of options 
available to influence the “success” of the program prior to such a decision, including 
utilization analysis, change of plan design, and expansion of cost-sharing and/or premium 
cost sharing. 



 
Q: What is the strength of First Choice? 
 
A: First Choice Health Network consists of over 42,000 doctors and 220 hospitals through the 

Pacific Northwest.  First Choice is the fastest growing network in Washington State, so we 
are expecting these numbers to grow even larger. 

 
 Along with their large network, First Choice has over 1.4 million insured individuals.  With 

this many insured’s they have a lot of negotiating clout when negotiating and setting their 
network discounts with their doctors and hospitals. 

 
Q: What are the Brokerage fees associated with Self-insurance? 
 
A: Brokerage fees are including the total cost of our self-funded program.  These costs are 

based on a percentage, which is paid by the City’s selected carriers, not by the City directly.  
The cost for 2011 is anticipated to be approximately $73,000.  While these fees are paid by 
the insurance carrier, this fee includes Clearpoint services such as claims analysis and 
advocacy for the City. 

 
Q: What are the total costs we are currently paying for the City’s health care programs and 

what will the costs be under the proposed program?  What are the savings? 
 
A: Including all known costs and all health-related insurance coverage and costs, the attached 

chart reflects the answer to this question.  (Please see Attachment #3) 
 
 Self-funding gives the City the greatest ability to control our destiny and future costs.  In 

addition to avoiding the costs of a higher increase from the AWC in 2011, we will also be 
looking to avoid these double digit increases into the future.  Being self-funded and 
controlling our destiny the City to be better positioned to analyze our claims and utilization.  
This advantage will help us to evaluate plan design, implement cost sharing where 
appropriate, and educate our employees regarding care options and consumer driven 
health care.  As noted in the Reading File of February 2010, the average increase (“trend”) 
of AWC in recent years has been approximately 10%, compared to our surrounding self-
insured Cities running nearer to 6%. 

 
In the Council Agenda packet, you will also find the Study Session materials that provide a 
significant amount of relevant information. 
 
Please let us know if any additional information or clarification would be helpful.   
 
It is hoped that these submissions will assist Council in making this very significant decision as to 
the interests of the City, its employees and their families.    
 
Taking all factors into consideration, staff would recommend that the City Manager be authorized 
by Council to execute the agreements necessary to achieve self-funded health benefits for the City 
of Kirkland, effective for January 1, 2011. 
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Attachment #3

Current2 Revised3 2011
2010 2011 2011 Self Insured

Estimate1 Budget Budget Budget
6,013,737        7,852,381      8,139,008      7,914,437      
673,470           731,541         701,593         780,656         
105,835           108,532         108,532         89,820            

Total Health Care 6,793,042        8,692,454        8,949,133        8,784,913       
121,962           157,671         157,671         157,671         

Disability4 258,396           284,174           284,174           284,174          
Industrial Insurance 562,560           587,320         587,320         587,320         

7,735,960        9,721,618        9,978,298        9,814,077       

Self Insured  Difference:
   To Current 2011 Budget Assumptions: 92,459           
   To Revised 2011 AWC Assumptions: (164,220)         

1

2

3

4

1) Rate stabilization assumed at $500,000
2)

3)

4)

5)

6)

7) Costs as of September 29, 2010; assumptions will be updated once final costs are known.

Dental includes WDS, Willamette and  Teamsters participants; budget based on WDS and 
Teamsters plans

2011 LEOFF 1 retiree medical rate in self‐insured scenario matches 14% Regence increase 
assumption

Medical includes Plan A, Plan B, Group Health and LEOFF 1 Retiree medical participants; 
budget based on Regence plans

2011 Budget based on employee, spouse plus 1/3 dependent as average demographic for 
medical/dental/vision

2011 Budget Based on currently budgeted 467.81 budgeted regular employees

Assumptions

Paid out of Employer MEBT contribution as replacement for social security disability; required 
component of MEBT plan

Revised AWC rate increase assumptions used for Budget:  14% Medical; 0% WDS; 5% 
Teamster Dental

Life Insurance

Total  

2010 estimates based on actuals through September

Current AWC rate increase assumptions used for Budget:  10% Medical; 5% WDS; 5% 
Teamster Dental

Employee Insurance Costs
2010 Estimate/2011 AWC Current/Revised AWC Budget & 2011 Self‐Insurance

2011
Medical
Dental
Vision
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Medical Benefits 

September 21  2010September 21, 2010
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Background
AWC Announces 

Elimination of Plans A & B
April 2008

Reading Files:
September 20, 2006,  September 21, 2007
May 27, 2008, February 23, 2010May 27, 2008,  February 23, 2010



3

Union Agreements

Article 15 1 (AFSCME CBA Example)Article 15.1 (AFSCME CBA Example)

“The Employer may self-insure medical and/or dental insurance 
coverage or select a new medical and/or dental insurance plan 
and shall make every possible effort to maintain substantially 
equivalent benefits. equivalent benefits. 

The Employer and the Union shall meet to explore alternative 
insurance coverage prior to selecting any new medical and/or 
dental insurance plan in order to maintain substantially 
equivalent benefits at a reasonable cost. The Employer 
recognizes its responsibility to bargain with the union the 
impact of those decisions.
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Background
• AWC announced elimination of Plans A & B and the 

City began exploring options in 2008City began exploring options in 2008
• Explored options that provide “Substantially 

Equivalent” benefits
• “Due Diligence Study” vs. Options
• Options Explored:Options Explored:

– Stay with AWC
– Another Multi-employer Trust
– Contract Directly
– Self Insurance (Recommended)

i i i “ l i hi ” l d• Limitations – no “claims history” leads to many 
carriers declining to quote Kirkland
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Clearpoint

Historic Relationship with City of Kirkland: 
• MEBT lines of coverage

– LTD & Survivor Life
• 2004 Benefits Committee Consultant 

– Consumer Driven Medical Plans &
Self-Insurance Examination

• 2007 Life, AD&D and Supplemental Life
• 2008 “Due Diligence Study”/Options

– Market Analysis on all lines of Health Insurancea et a ys s o a es o ea t su a ce
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Problems

• Lack of Claims History

• AWC Non-compete Agreements with   
Regence & Group HealthRegence & Group Health
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Self-Insurance

Recommended Optionp
• What is self-insurance?
• How is it funded?
• How does it work?o does o
• Key Players/Components Needed
• How to involve employees?

– “Consumer Awareness”
–Governance
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What is self-insurance?
• Many neighboring cities are self-insuredy g g
• The City pays claims, not premiums 
• It is a team approach…

–Provider Network
–Third Party Administrator (TPA)
–Consultant/Advocate (Broker)
–Stop-loss Insurance

h–State Oversight
–Benefits Committee
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Self-Insured Cities

Neighboring Cities Examples:
Example PEPM

• Bellevue $955.51
• Everett $870.65
• Redmond $787.78Redmond $787.78
• Kent $991.94
• Renton $953.47
• Tukwila $904.24

Average $910 60Average $910.60
Kirkland $1029.99
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Key Players
• Provider Network (PPO)

– First Choice Health Network– First Choice Health Network

• Third Party Administrator
– First Choice Health Administrators

• Consultant/Advocate (Broker)
– Clearpoint: Employee Benefits Consultingp p y g

• Stop Loss Insurance
– ING Financial Services

• State Oversight
– Office of Financial Management

• Benefits Committee
– Comprised of management & Union members
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First Choice Health Network
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First Choice Health Administrators
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Clearpoint
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ING Financial Services
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Office of Financial Management
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Benefits Committee

• HR currently examining successful models 
at other self insured public agenciesat other self-insured public agencies

• Comprised of management, MAC, and union 
representatives

R i  l i  d t  (d id tifi d) t  k  • Review claims data (de-identified) to make 
recommendations on plan sustainability

• Employee engagement & information 
sharingsharing

• “Consumer Awareness”
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Group Health
The City’s goal is to offer benefits though Group 

Health that are substantially similar to what is Health that are substantially similar to what is 
currently being offered through the Association of 
Washington Cities (AWC). Unfortunately, at this 
time, Group Health is prohibited from quoting our 
business due to a non-compete agreement* with 
AWC Th  Cit  l  ith  b fit  b k  i  AWC. The City along with our benefits broker is 
continuing to work this issue and we will provide 
any new information to you as soon as we 
receive it.

*Update: Group Health as now committed to provide a quote and 
that they will be able to offer us a substantially equivalent plan 
design.  We expect a finalization of that quote within the week.
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Timeline for Implementation

Sept 21st -City Council Study Session

O t 1 t AWC’  t d ti  f ithd lOct 1st -AWC’s requested notice of withdrawal
(90 days)

Oct 5th -City Council Agenda Item (Proposed)

Oct 6th on -Contract review and implementationOct 6 on Contract review and implementation
-Plan set-up by key players
-Data transfer to TPA

Oct 31st -AWC’s required notice of withdrawal 
(60 d )(60 days)

Nov 15th -Open Enrollment

Jan 1st -New plan effective date
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Questions?



RESOLUTION R-4840 
 
 
A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF KIRKLAND APPROVING A SELF 
FUNDED MEDICAL PLAN AND AUTHORIZING THE CITY MANAGER TO EXECUTE 
AGREEMENTS WITH A THIRD PARTY ADMINISTRATOR AND OTHER PROVIDERS 
NEEDED TO OPERATE THE PLAN AND THE FUND TO BE CREATED TO FINANCE THE 
PLAN. 
 
 WHEREAS, City of Kirkland employees are currently covered by medical 
insurance offered by the Association of Washington Cities (AWC) with the premiums 
paid by the City; and  
 
 WHEREAS, AWC will no longer offer the type of insurance coverage Kirkland 
employees receive after December 31, 2011; and   
 
 WHEREAS, the City is obligated to provide substantially equivalent coverage to 
most of its employees pursuant to collective bargaining agreements it has entered into 
with the unions representing these employees; and  
 
 WHEREAS, the Council wanted to find the most cost effective manner in which to 
provide substantially equivalent coverage and therefore directed the City Manager and 
Human Resources Director to create a Medical Benefits Committee of City employee’s 
and, in cooperation with that Committee, conduct a due diligence study of alternatives 
to the current coverage for the Council to consider, which was completed; and 
 
 WHEREAS, after consideration of this study and information provided to the 
Council by the Director over the last two years, as well as holding a study session on 
September 21, 2010, the Council has determined that providing a self funded medical 
plan would be the most cost effective manner in which to provide substantially 
equivalent medical benefits to City employees, 
 
 NOW, THEREFORE, be it resolved by the City Council of the City of Kirkland as 
follows: 
 
 Section 1.  A self funded medical plan for all City of Kirkland employees is hereby 
approved and the City Manager is directed to prepare an ordinance creating a fund to 
finance the plan. 
 

Section 2.  The City Manager is hereby authorized and directed to execute on 
behalf of the City of Kirkland agreements with a third party administrator and other 
needed providers to operate the fund and the plan. 
 
 Passed by majority vote of the Kirkland City Council in open meeting this _____ 
day of __________, 2010. 
 
 Signed in authentication thereof this ____ day of __________, 2010.  
 
 
      ____________________________ 
      MAYOR 
Attest: 
 
 
______________________ 
City Clerk 

Council Meeting:  10/05/2010 
Agenda:  New Business 
Item #:   10. a.
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