[image: image2.wmf]
Metropolitan King County Council
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Revised Staff Report
SUBJECT

A motion approving the health reform initiative cost-benefit analysis plan.

Committee Action 
At its March 5, 2007 meeting, the Committee of the Whole voted to forward Motion 2007-0061, as amended, to the full Council with a “do pass” recommendation.  The amendment would approve key health reform initiative performance measures and direct the county executive to include these measures in the 2007 health reform measurement and evaluation report.  A title amendment was also adopted.  The vote was six ayes, no nos and three excused.  

BACKGROUND

The health reform initiative is an employee health benefits program which has two goals: (1) reduce the rate of growth in county employee health benefits by one-third from 2007 through 2009 (this equates to a $40 million savings); and (2) improve the health of county employees.  In 2005, parts of the initiative began as a pilot project and full initiative implementation started January 2007.  

The total 2007 appropriation to the employee benefits fund is $182.50 million.  This appropriation includes both medical and pharmacy costs (which are the focus of the Health Reform Initiative) and other benefits (such a dental and life insurance.)  In 2007, it will cost the county $13,116 per each county employee to provide their employee benefits.  Actual employee benefits (medical, pharmacy and other benefit) costs have increased on average 11.3% each year from 1998 through 2005 and the Executive has stated that this rate of growth in employee benefits is unsustainable.

In May 2005, Council adopted a business case for the health reform initiative (Motion 12131).  This business case explained the goals for the initiative, provided target reductions in employee benefits costs for the 2005-2009 period, and provided costs and benefits for each health program (e.g., disease management program).  In approving the business case, Council requested the Executive to transmit to Council a plan for how the health reform initiative would be measured and evaluated.  In October 2005, the Labor, Operations and Technology Committee was briefed on this measurement and evaluation plan.  During review of the measurement and evaluation plan and the Executive proposed 2006 budget, Council expressed concern that the county may end-up spending more on administering the initiative than it is saving from the health reform initiative.   This concern resulted in a 2006 budget proviso that directed the Executive to transmit to Council a report that: (1) measures and evaluates the health reform program for the 2005 reporting period; and (2) includes a cost-benefit plan that will evaluate the entire health reform program.

In August 2006, the Executive sent a report to Council that measured and evaluated the health reform program for the 2005 reporting period.  However, a cost-benefit plan was not included in the report.  Therefore, Council adopted Motion 12353 requesting the Executive to transmit to Council by motion a cost-benefit plan for the health reform initiative.  Proposed Motion 2007-0061 would approve this requested cost-benefit plan.

PROPOSED MOTION
Proposed Motion 2007-0061 would approve the health reform initiative cost-benefit analysis plan.  This plan was prepared by an external consultant
 and reviewed by the Health Reform Initiative Measurement and Evaluation Steering Committee.  

As Chart One illustrates, the health reform initiative comprises three levels of strategies:

1. Original health reform initiative (HRI) business case.  This level contains six employee benefit programs: the wellness assessment and individual action plan; nurse line; disease management; case management; provider best practices; and specialist efficiency.

2. Supportive environment.  This level contains a list of key health education and work place health promotion strategies: organizational alignment; eat smart; move more; quit tobacco; Web-based tools and education; choose a health provider; generics first; and enhanced productivity.

3. Puget Sound Health Alliance.  This level includes three strategies to be implemented by the external Puget Sound Health Alliance that most directly affect King County’s health plans: improved health care quality; reduced variation in care; and establishment of regional tools and protocols.

As presented in Table One, the cost-benefit plan presents performance measures for each of the three levels.  Costs are defined as including both financial costs (e.g., vendor costs to purchase the wellness assessment) and organizational costs (e.g., the time county management spends working with the Joint Labor Management Insurance Committee, developing, implementing and monitoring the Health Reform Initiative).  Benefits are presented as financial benefits (e.g., financial savings from fewer health insurance claims), health benefits (e.g., healthier employees as a result of better managing their chronic diseases), and organizational benefits (e.g., managers take actions in the work place to support a healthier organization).  These measures would be reported to Council each August.  
Chart One
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Cost-Benefit Analysis^

Period 

Examined

Financial Health Organizational Financial Organizational

Reporting 

Frequency Comments

I. Original HRI Business Case*

2005-2009

a. Wellness Assessment & Ind. Action Plan

b. Nurse Line

c. Disease Management

d. Case Management

e. Provider Best Practices

f. Specialist Efficiency

• Less than 

expected member 

medical and 

pharmacy costs

• Reduced or 

eliminated member 

risk factors

• Improved member 

control of chronic 

conditions, health 

guidelines met

• Better informed, 

more involved 

health care 

consumers

• Wellness 

Assessment fees

• Other vendor fees

• Medication 

Therapy Mgmt 

Services costs



• County 

management and 

labor partnership 

commitment to 

design and 

implement policy 

decisions

HRI

Cumulative 

annual update 

beginning in 

August 2007

The Business Case 

from Motion 12131 

projected net savings 

of $32.8m during 2005-

2009, with another 

$7.2m to be negotiated 

with the JLMIC.

II. Supportive Environment

2005-2009

a. Organizational Alignment

b. Eat Smart

c. Move More

d. Quit Tobacco

e. Web-based tools and education

f. Choose a Health Provider

g. Generics First

h. Enhanced Productivity

• Estimated value of 

overall productivity 

improvements 

(reduced 

absenteeism due to 

illness, decreased 

presenteeism)

• Improvement in 

overall 

low/medium/high 

Wellness 

Assessment results

• Improved key 

aspects of member 

population risk 

profile (BMI, etc.)

• Increased 

effectiveness of 

communications to 

support change 

model                     • 

Mgmt. and supr. 

support of healthy 

workplace 

environment

• HRI Staffing and 

O&M (excl Baseline 

Admin Costs)

• Health Matters 

newsletter

• County 

management and 

labor partnership 

commitment to 

design and 

implement policy 

decisions

HRI

Cumulative 

annual update 

beginning in 

August 2007

Productivity-related 

measurements are 

under development 

and may appear in the 

August 2008 report.

III. Puget Sound Health Alliance

2006 - ?

a. Improved care quality

b. Reduced variation in costs

c. Establishment of regional tools, protocols

• Improved 

treatment cost 

expectations

• Increase in 

appropriate 

preventive care

• Increase in 

evidence-based 

treatment

• Decrease in 

avoidable adverse 

events

• Promotion of 

quality and 

efficiency at the 

regional level         • 

Development of 

appropriate external 

comparison/ 

benchmarks

• Alliance dues

• Database funds

• County 

management and 

labor partnership 

commitment to 

design and 

implement policy 

decisions

To be 

coordinated with 

Alliance

An appropriate study 

period for evaluating 

an ongoing entity such 

as the Alliance has not 

yet been determined.

‡

 Featured  Benefits  and  Costs  are those expected to be measurable and reportable for the August 2007 analyses.

^ BROS conducted a cost analysis for the BHIP Web portal enrollment system, comparing one-time information technology investment with a staff-intensive, paper-based system.

COSTS

‡

BENEFITS

‡

* The 2005 HRI Business Case forecasted savings of $18.5m during 2007-2009 from program I(a), and of $14.3m during 2005-2009 from programs I(b)-I(f), for a total savings of 

$32.8m. Program I(g) to be added in 2007.
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POSSIBLE ISSUES
There are two possible issues with the proposed health reform initiative legislation.  One issue is over who will conduct the cost-benefit analysis and the second issue is whether the right key performance measures will be reported in this year’s health reform initiative measurement and evaluation report.

Issue One: Should the cost-benefit analysis be conducted by county staff or an external consultant?

In the plan attached to Proposed Motion 2007-0061, the Executive proposes that the Economic Analysis and Forecasting Section of the Office of Management and Budget (OMB) conduct the economic analysis portion of the health reform initiative cost-benefit analysis.  This OMB economic analysis would then be summarized by health reform initiative staff in the annual measurement and evaluation report which will be sent to Council in August 2007.  A statistician within this section of OMB would conduct this majority of the cost-benefit economic analysis in consultation with the section lead who is an economist.  This raises a concern over whether the cost-benefit analysis conducted by OMB and summarized by health initiative staff (who are also accountable for program implementation) would be objective.  
Options

1. OMB to conduct cost-benefit analysis as proposed.  Under this option, the Economic Analysis and Forecasting Section of the Office of Management and Budget would conduct the economic analysis.  The Executive has contracted with an external consultant
 to provide a quality assurance review of both the measurement and evaluation report that will contain the cost-benefit analysis and the technical appendix to the report and has committed to provide this consultant review to Council.  In addition, the report (including the overall cost-benefit analysis) will be reviewed by the Measurement and Evaluation Steering Committee that includes staff from several Executive departments, Council and external consultants.
2. External consultant to conduct cost-benefit analysis.  Under this option, an external consultant would be contracted by the Executive to conduct the cost-benefit analysis.  The health reform program in the Department of Executive Services would manage the contract.  The Executive estimates that it would cost about $65,000 for a consultant to conduct the cost-benefit analysis.  Fund balance in the employee benefits fund could pay for this work.  If this option is chosen, then an amendment to Proposed Motion 2007-0061 would be needed to provide direction to the Executive to have an external consultant conduct this analysis and to reflect this change in the cost-benefit plan.
Issue Two: Are the proposed key performance measures useful to policy makers to evaluate the success of the health reform initiative?

As requested by Council, the Executive will transmit annual reports each August describing progress of the health reform initiative in meeting its goals.  These reports will provide information to councilmembers to monitor and evaluate the success of the health reform initiative.  The Executive proposed key performance measures to be included in the 2007 health reform measurement and evaluation report may be found as Attachment Three.

Council may chose to provide direction to the Executive on whether these proposed key performance measures shall be included in the 2007 health reform measurement and evaluation report.  This direction may either be provided formally through an amendment to Proposed Motion 2007-0061 (option one) or informally through Council staff (option two). 

Options
1. Approve proposed key performance measures.  Under this option, an amendment to Proposed Motion 2007-0061 approving key measures for the 2007 health reform measurement and evaluation report would be adopted.  
2. Provide direction to Council staff on proposed key performance measures.  Under this option, the committee would direct the Council staff person who is a member of the health reform measurement and evaluation steering committee to work with Executive staff to include the key measures for the 2007 health reform measurement and evaluation report.  This option does not need an amendment.
AMENDMENTS

There are two substantive amendments and a title amendment attached:

1. Amendment One would amend Proposed Motion 2007-0061 to direct the Executive to have an external consultant conduct the cost-benefit analysis of the health reform initiative and to reflect this change in an addendum to the cost-benefit plan (Attachment Four).  

2. Amendment Two would amend Proposed Motion 2007-0061 to approve key health reform initiative performance measures and direct the county executive to include these measures in the 2007 health reform measurement and evaluation report (Attachment Five).  

3. A title amendment is required if either or both substantive amendments are adopted.  No title amendment is needed if neither amendment is adopted (Attachment Six).


















Table One








� Clegg and Associates.


� Please note that a separate option to have the independent Office of Economic and Financial Analysis that was created in the 2007 budget ordinance conduct the cost-benefit analysis is not presented, because it is unclear when this office will be operational and what its scope will be.  This item is on the Operating Budget, Fiscal Management and Mental Health Committee’s 2007 work program.





� The Executive has contracted with University of Washington Professor Cindy Watts to perform this work.
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