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Background 
 Audit completed under the City Auditor’s 2010-11 Audit Plan
 Health and pension benefits cost about $100 million per year and 

expenses are slated to increase
 Most costs covered by the City 

2



Background: Health premiums have increased
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Audit Objective, Scope, and 
Methodology
Audit mostly focused on 2009 and 2010

 We evaluated Human Resources’
 Administration of health and pension benefits

 We examined
 The share of benefit costs 
 Trends in retiree-health costs
 Other governments’ cost containment and best practices

 We compared Sacramento’s health and pension benefits to 
area governments
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Finding 1: The administration of 
health benefits has strengthened, 
but areas of concern remain
 The City overpaid providers in the past, and still lacks 

a reconciliation methodology
 Past letters of understanding (LOUs) lacked a formal 

approval process and transparency
 Controls need to be improved to ensure benefit related 

information is entered correctly in the system and 
communicated clearly to employees
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Examples of overpayments with 
estimated City costs:
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Finding 1: The administration of 
health benefits has strengthened, 
but areas of concern remain 
 Recommendation Summary:

 Seek to recover overpayments
 Develop a reconciliation system
 Continue efforts to formalize and 

post all active labor agreements
 Establish a controls to review 

accuracy of benefits information
 Develop a method to clearly show 

employees how much they pay 
for benefits 

 Formalize the out of area plan

 Department Response:
 The Department generally 

agrees with these 
recommendations
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Finding 2: The City’s current 
methods for determining premium 
amounts and shares need 
improvement
 The amount City employees pay towards health 

premiums varies significantly based on the number of 
dependents

 City employees’ contributions are similar to what other 
area government employees pay, but differences exist

 Changing how the City determines cost sharing could 
yield savings 
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Employee costs for those enrolled in the least 
expensive plan varies based on the number of 
dependents covered

• Many employees with employee-
only coverage do not contribute to 
the premiums

• Employees with one dependent          
pay more than employees with two 
or more dependents
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Employee cost of least-expensive Kaiser HMO Plans: 
Comparing Sacramento to six other governments
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Premium share changes could 
reduce City expenses next year
Changing the share of 
employee-only coverage

Standardizing the share of 
premiums
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Finding 2: The City’s current 
methods for determining premium 
amounts and shares need 
improvement
 Recommendation Summary:

 Consider employee equity when 
negotiating the City’s contributions to 
health benefits

 Establish a process to obtain and 
review trends in area governments’ 
contributions towards health 
premiums

 Negotiate terms that require increasing 
employees’ contributions to their 
benefits

 Department Response:
 The Department generally 

agrees with these 
recommendations
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Finding 3: Moderate changes could 
help rein in rising pension costs
 City contribution rates have increased as City revenues 

declined
 Changing the share of who pays could save the City 

millions each year
 Most employees who work in nearby governments 

contribute a greater share to pensions
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City shares have increased

Greater shares are projected
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Employer 
Contribution

Designated 
Employee 

Contribution

City Paid 
Employee 

Contribution

Actual 
Employee 

Contribution

Total City 
Contribution

11.222% 7% 3% 4% 14.222%
11.222% 7% 5% 2% 16.222%
11.222% 7% 7% 0% 18.222%
22.584% 9% 9% 0% 31.584%

The City’s Pension 
Contributions Vary
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Sample Employee Earning $60,000
Miscellaneous Worker Safety Worker
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Potential City Savings 

City Savings if all contributed these percents
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Finding 3: Moderate changes could 
help rein in rising pension costs

 Recommendation Summary:
 Negotiate a change in 

contributions to require that all 
employees pay some share of the 
employee contribution

 Consider the employee 
contributions required by nearby 
government employees when 
negotiating pension share.

 Department Response:
 The Department 

generally agrees with 
these recommendations
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Finding 4: City payments towards retiree-
health costs are growing and the way the 
City pays for these benefits could result in 
overpayments 

 Annual retiree health contributions are projected to 
nearly double in the next eight years 

 The City does not have a system in place to ensure it 
pays correct amounts towards retiree health benefits
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Retiree health projections 
 Annual City contributions are expected to increase from 

$11.6 million in Fiscal Year 2010-11 to $20.8 million in Fiscal 
Year 2018-19

Retiree health payments depend on 
employee position and years of service 
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Human Resources relies on 
providers for correct bill amounts 
 Human Resources is switching to self billing for retiree 

health in May
 Similar problems that were discovered with the switch 

to self billing in July 2009 could be found  
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Finding 4: City payments towards 
retiree-health costs are growing and 
the way the City pays for these benefits 
could result in overpayments 
 Recommendation Summary:

 Work towards negotiating a 
change to the City’s contribution 
for Fire retirees’ benefits to bring 
them more in line with 
contributions made toward other 
City retirees.

 Continue work to implement self 
billing for retiree health benefits

 Department Response:
 The Department 

generally agrees with 
these recommendations
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Finding 5: Rising benefit costs require the 
City to evaluate cost containment options 
like those that other governments employ 
and best practices recommend 

 Changes to the type of benefits offered and share of 
who covers costs could reduce City spending

 Best practices in benefit cost containment focus on 
creating plans and evaluating performance
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Cost containment options
Types of benefits offered Create plans and track 

performance
 Health plan designs
 High deductible plans
 Wellness program
 Alternative retiree-health 

plan
 Changing pension benefits 

for new employees

 Strategic health care plan
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 Recommendation Summary:
 Annually review health plans for 

possible cost savings
 Consider changes to the retiree 

health benefits program
 Consider changes to pension 

formulas and final compensation 
calculations for new employees

 Create and manage a strategic 
health-care plan 

Finding 5: Rising benefit costs require the 
City to evaluate cost containment options 
like those that other governments employ 
and best practices recommend 

 Department Response:
 The Department generally 

agrees with these 
recommendations
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