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STAFF REPORT

SUBJECT:  

Proposed Motion 2012-0342 would acknowledge the Executive's proviso response on a statistical analysis of factors that led to savings in King County's healthcare costs.
SUMMARY:
Following the Executive's September 2011 announcement of a reduction in budgetary projections of employee healthcare costs for 2011 and 2012, the King County Council adopted a proviso requiring the Executive to report on factors that lead to healthcare cost savings. According to the proviso response, $59.7 million in cumulative County savings from 2007 through 2011 were achieved primarily as a result of health improvements, plan design changes, increased enrollment in Group Health and layoffs.
BACKGROUND:

Employee healthcare costs have historically been a major factor in causing expenditures to outpace revenues for many county funds. Prior to 2007 the County routinely experienced double-digit growth rates in employee healthcare costs.

The County worked with its employees and unions to reduce health care costs, including establishing the Healthy Incentives program, implementing preferential pricing for generic drugs, shifting to more cost-effective – but high quality – medical providers, and encouraging employee weight loss and tobacco cessation. Since 2007, the County's expenditure growth rate has been reduced to 4.8 percent.  
In September 2011, the Executive announced a reduction in budgetary projections of employee health insurance benefit costs totaling $61 million for 2011 and 2012. Following this announcement, the King County Council included a proviso in the 2012 budget requiring the Executive to prepare report that provides a statistical analysis of factors that led to savings in healthcare costs.
ANALYSIS:
The proviso required the analysis to include, but not be limited to:
1.) The extent to which costs have been shifted to employees;

2.) Improvements in the health of employees, dependents and covered spouses or partners;
3.) Changes in generic and brand-name prescription drug utilization;

4.) Increased utilization of Group Health;

5.) Participation in the Healthy Incentives wellness assessment and individual action plans;

6.) Changes in the percentage of employees categorized in the gold, silver or bronze categories; 

7.) The reduction in the size of the work force; and 

8.) Other factors leading to savings in healthcare costs.
Note that the analysis provided does not align with the $61 million in budgetary savings that the Executive announced in 2011. The analysis focuses on avoided expenditures from 2007 to 2011. According to the proviso response, $59.7 million in cumulative County savings from 2007 through 2011 were achieved as a result of health improvements, plan design changes, increased enrollment in Group Health and layoffs, as shown in the pie chart below.
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Plan Design Changes:  

The single largest factor in helping to contain healthcare costs from 2007 through 2011 was changes in the plan design. This includes changes in deductibles and co-insurance, as well as changes in prescription drug pricing to encourage use of generic drugs. Plan design changes led to $24.7 million in avoided costs for the County from 2007 through 2011. 
Plan design changes also led to a net cost of $4 million being shifted to employees from 2007 to 2011.

Health Improvements:

The next largest factor was health improvements linked to the Healthy Incentives program. Healthy Incentives participants' self-reported health status (i.e., excellent, very good, good, fair or poor) has improved over time, in contrast with national surveys on self-reported health. In addition, Healthy Incentives participants' average Body Mass Index (BMI) and rates of tobacco use have declined. The proviso response also found that medical conditions reported by providers supported participants' self-reported health improvements. These health improvements led to $14.8 million in avoided costs from 2007 through 2011.
Reduction in Workforce: 

Layoffs in 2010 and 2011 also contributed to a decline in healthcare costs as fewer people were covered by the county's health plans. Layoffs accounted for $13.9 million in avoided healthcare costs during that two-year period. The number of member months (i.e., one employee covered for an entire year would yield 12 member months) declined from 382,480 in 2009 to 373,271 in 2010 and 357,282 in 2011 – reductions of 2.4 and 6.6 percent.
Shift to Group Health:

The last major factor considered was the enrollment shift to Group Health. In 2010, KingCare deductibles were increased and co-insurance rates were decreased – the intention was to encourage greater enrollment in Group Health. Following these KingCare plan design changes, 1,885 participants switched to Group Health in 2010 and 389 switched in 2011. As a result, the County's expenditures decreased by $6.5 million.
Other Factors:

The proviso also asked the Executive to report on how changes in the percentages of employees categorized in the gold, silver or bronze categories affected costs. The report indicates that a decrease in the number of gold participants and a corresponding increase in silver participants led to a $1 million reduction in County expenditures. 
REASONABLENESS:

Staff analysis is complete, unless Councilmembers have any questions or concerns. As such, it would constitute a reasonable and prudent business decision for the Committee to take action at this time. 
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