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Metropolitan King County Council

Operating Budget Committee

Agenda Item No.:
2



Date:
 August 23, 2006


Proposed No.: 
2006-0279


Prepared By:    David Randall  

STAFF REPORT

SUBJECT:


This legislation would approve a supplemental appropriation to the Employee Benefits Fund of $516,000 to fund the first year’s acquisition cost of a data base license for the Puget Sound Health Alliance. 
SUMMARY:
Proposed Ordinance 2006-0279 would:

1. Appropriate $516,000 to the Employee Benefits Fund to fund the first year’s acquisition cost of a license for a regional health care data base for the Puget Sound Health Alliance.  The Puget Sound Health Alliance is an independent not-for-profit organization whose mission is to improve health care quality in the Puget Sound region (including King, Pierce, Kitsap, Thurston and Snohomish Counties); and

2. Add an expenditure restriction to the employee benefits fund section of the 2006 budget ordinance.  The expenditure restriction states that the executive branch may expend $516,000 only after the Alliance has executed a contract with the data base vendor and the executive has entered into an agreement with the Alliance regarding the terms and conditions for the transfer of county funds to the Alliance.  In addition, the expenditure restriction states that the county executive shall certify in a letter to the council that the terms and conditions of the Alliance’s vendor contract and county’s legal agreement with the Alliance are both satisfactory to the county.  The letter shall also describe how grant funds will offset the county’s Alliance costs.  This expenditure restriction would expire at the end of 2006.
BACKGROUND:
In 2005, King County began implementation of a Health Reform Initiative Program with the goal of improving county employee health while also reducing the rate of growth in employee health benefit costs.  As Chart One displays, the Health Reform Initiative Program has an external regional strategy and an internal county government strategy.  The regional strategy is coordinated by the Puget Sound Health Alliance.  The internal strategy is led by the Department of Executive Services through a Program Director and consists of two projects: the Benefit Policy and Program Development Project and the Benefit Health Information Project.
Chart One
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The first strategy is a regional strategy to improve health care quality and contain the rate of growth in health care costs.  In December, 2003, the executive created the Health Advisory Task Force to review the executive’s direction to develop a new county employee benefits package.  The Health Advisory Task Force validated the executive’s direction to develop a new employee benefits package.  In addition, the task force recommended creation of a new not-for-profit organization to provide the leadership necessary to ensure that stakeholders in the health care delivery system—employers, health care professionals, health plans and consumers--work together to improve health care quality and contain costs, including county employee health benefit costs.
Council has actively monitored the progress of creating a regional health care alliance.  In March, 2004, Council approved the Initial Findings Report from the King County Health Advisory Task Force that endorsed the executive’s direction and made specific recommendations to develop a new employee benefits package (Motion 11890).  In October, 2004, Council approved the final report from the King County Health Advisory Task Force that included a recommendation to create a new not-for-profit organization (Motion 12023).  In May, 2005 Council approved a progress report on the new not-for-profit organization named the Puget Sound Health Alliance (Motion 12132).

The second strategy is the executive’s internal county government strategy to reduce the health care cost trend.  This internal strategy of the King County Health Reform Initiative is led by the County Executive, as executive sponsor, and managed by the County Administrative Officer as program sponsor.  A program charter for the King County Health Reform Initiative that describes accountabilities and oversight for the initiative was transmitted to Council.  There is a policy and oversight committee, a measurement and evaluation steering committee, and steering committee for the internal strategy programs.  
This internal strategy contains two projects: 
1. Benefit Policy and Program Development Project (BPDP).  In May, 2005, Council approved a business case for the internal Health Reform Initiative (Motion 12131).  The BPDP develops and recommends policies for health benefits that will reduce the county’s health care cost trend and improve employee health.  The BPDP also develops and implements employee health programs such as disease management, case management, provider best practice, performance provider network and nurse advice line programs.  These five programs were launched on a pilot basis in January, 2005 and will be fully implemented in January, 2007.  

The executive has determined, in concert with the Joint Labor Management Insurance Committee, that the project will reduce the county’s health care cost trend by $40 million during 2007 through 2009.  The $40 million savings will be realized from three components: (1) the disease management, case management, provider best practice, performance provider network and nurse advice line employee health programs will save $14.3 million; (2) the health education and health risk assessment will save $18.5 million; and (3) two changes in health plan design (i.e., an increase in emergency room co-pay and a $35 per month benefit access fee) will add $7.2 million in revenue.  

In September, 2005 the Labor, Operations and Technology Committee was briefed on the Health Reform Initiative Measurement and Evaluation Design Report that describes how the internal health reform strategy will be measured and evaluated for success.  This week, per a Council 2006 budget proviso, the executive will transmit, by motion, a measurement and evaluation report that will evaluate the performance of the BPDP in reducing county employee benefit costs and improving employee health.  The Labor, Operations and Technology Committee has tentatively scheduled discussion of the measurement and evaluation report proposed motion for September 12, 2006.
2. Benefit Health Information Project (BHIP).  In June, 2005, Council approved a business case for the BHIP (Motion 12139).  The BHIP is a technology project that will assist in implementing the new employee health benefits package and services.  This technology project will automate the current paper-based open enrollment process and develop a Web portal for the health education and disease management programs by implementing the PeopleSoft software suite of benefit products (eBenefits module)
.  This technology project began in April 2005, will be completed at the end of 2006 and is estimated to cost $4.4 million.
ANALYSIS:
Proposed Ordinance 2006-0279 would approve a supplemental appropriation to the Employee Benefits Fund of $516,000 to fund the first year’s acquisition cost of a data base license for the Puget Sound Health Alliance.  The data base that the Alliance has chosen for its use is the Milliman MedInsight Disease and Case Management Module.  The Milliman MedInsight Alliance data base contains health plan administrative claims for more than 2.5 million Puget Sound residents.  The data base includes claims for Puget Sound residents who are enrolled in Medicaid and most private health plans (i.e., Premera, Regence, Group Health Cooperative and Community Health Plan of Washington).  Claims for Puget Sound residents who are enrolled in an Aetna health plan are not currently in the data base, but could be added to the data base.  About 80 percent of county employees are enrolled in the county’s self-insured health plans administered by Aetna and would need to be added to the data base. 
At its May 18, 2006 meeting, The Alliance’s Health Information and Technology Committee discussed the selection of the Milliman data base.  Committee members were asked whether they were ready to make a recommendation to the Alliance board on whether to select the Milliman data base.  While six members indicated that they were ready to make a vendor recommendation, four members indicated that they were not ready to make a recommendation.  The four members were not ready to make a recommendation because of financial concerns about selecting a vendor that causes such a significant budgetary impact, without having detailed information on both the intended result of the data system, and how these expenditures will impact other aspects of the Alliance.  The committee voted 8-0, with one abstention (Regence, which later changed its vote to support), to recommend the Milliman data base to the Alliance Board of Directors.  

At its May 30, 2006 meeting, the Alliance Board of Directors discussed the Milliman data base.  At the board meeting, the county executive stated that King County offered to fund the basic cost of the Milliman data base for the first three years.  The county executive also stated to the board that the county may be able to continue funding the data base cost beyond the first three years.  The Alliance Board of Directors voted unanimously with one abstention and three members absent to contract with Milliman to create phase one of the Alliance’s data base and analytic capability.
Fiscal Impact

Approval of Proposed Ordinance 2006-0279 would increase the amount the county spends on administering its employee benefits programs.  The 2006 administrative cost would increase from $7.33 million to $7.84 million.  In addition, per the second quarter 2006 financial report, employee health costs in the county’s self-administered plan have increased $1.03 million more than expected through second quarter 2006.  Therefore, there may need to be an increase in the employee benefits rate in the proposed 2007 budget to cover the 2006 unanticipated increases in the benefits administrative and employee health care costs.  

Savings from the county’s health reform program pilots may lessen the impact of rising employee benefit administrative and health care costs.  For example, as stated in the health reform business case adopted by Council, the executive expected to produce $860,000 in net savings in 2005 from the health reform program.  This week, the executive will transmit a report that will evaluate how much the health reform program has saved the county.   
There are two issues with Proposed Ordinance 2006-0279:
Issue One:  Ongoing Annual Data Base Costs.

While Proposed Ordinance 2006-0279 would fund the first year cost of the Alliance’s data base license, there would be an annual, ongoing cost for the license.  The county executive stated to the Alliance Board of Directors that the county will pay for the first three years of the Alliance’s basic data base costs and that the county may be able to continue funding the data base cost beyond the first three years.  As indicated by the fiscal note for Proposed Ordinance 2006-0279, the county would fund the Alliance’s data base for three years.  In addition, since about 80 percent of county employees are not in the Alliance data base, there will be additional costs not included in the fiscal note to input county employees into the Alliance data base.  

As Table One illustrates, the three year cost to the county would be $1.31 million.
Table One

Three-Year Alliance Data Base Costs

	Alliance Data Base Costs
	2006
	2007
	2008
	Total

	Annual Data Base License 
	
	 $229,500 
	 $250,000 
	 $250,000 
	 $729,500 

	Consulting Services 
	
	 $232,500 
	 $75,000 
	 $75,000 
	 $382,500 

	Hosting Service Fees
	
	 $54,000 
	 $72,000 
	 $72,000 
	 $198,000 

	Total 
	
	 $516,000 
	 $397,000 
	 $397,000 
	$1,310,000 


As displayed in Table Two, approval of Proposed Ordinance 2006-0279 would increase King County’s direct contribution to the Alliance from $200,000 in 2005 to $716,000 in 2006.  Total four-year (2005-2008) county costs for the Alliance would be $2,110,000.
Table Two
Four-Year Direct County Alliance Costs
	County Alliance Costs

	2005
	2006
	2007
	2008
	Total

	Membership 
	
	$200,000
	 $200,000
	 $200,000
	 $200,000
	 $800,000 

	Data Base


	
	$0
	 $516,000
	 $397,000
	 $397,000
	$1,310,000

	Total 
	
	$200,000
	 $716,000
	 $597,000
	$ 597,000
	$2,110,000


Issue Two:  Legal Agreements Under Development.  
Legal agreements to access the Alliance data base have not been finalized.  Three sets of legal documents need to be prepared before the data base may be used by the Alliance.  The first legal documents are between the Alliance and the data base vendor (Milliman) and will specify the contractual terms of use of the data base.  The second legal documents are between the Alliance and King County and will specify the terms of the agreement under which King County will fund the Alliance’s data base and what access the county may have to the data base.  The third legal agreements are between the data base vendor (Milliman) and health plans and employers with self-insured health plans, including King County.  The executive stated that all legal documents will be completed by mid-September 2006.
Since these legal documents are under development, Council staff has not conducted a legal review of the documents and possibly legal liabilities that may accrue to the county from funding the Alliance’s data base that contains medical information at the individual level and may be used for health plan comparisons.   
REASONABLENESS:
There is sufficient fund balance available in the Employee Benefits Fund to accommodate this proposed expenditure.  Approval of Proposed Ordinance 2006-0279 would increase county employee benefit administrative costs which would increase the employee flexible benefit rate in the proposed 2007 budget.  Approval of Proposed Ordinance 2006-0279 would be a reasonable and prudent business decision.

INVITED:
Bob Cowan, Director, Office of Management and Budget

Caroline Whalen, Deputy County Administrator

Dorothy Teeter, Interim Director, Public Health Seattle and King County

Rachel Quinn, Health Policy Liaison, Executive Office
Lance Heineccius, Program Director, Puget Sound Health Alliance

Peter Dunbar, President, Washington State Medical Association
ATTACHMENTS:
1.  Proposed Ordinance 2006-0279
2.  Fiscal Note and Financial Plan
3.  Transmittal Letter dated June 8, 2006
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� Proposed Ordinance 2006-0359 requesting appropriation authority of $3.21 million for an upgrade to the PeopleSoft software has been referred to the Capital Budget Committee.


� County Alliance costs do not include in kind support of one policy analyst in the executive’s office and part-time support of the interim public health director and deputy county administrator.
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