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METROPOLITAN KING COUNTY COUNCIL

COMMITTEE OF THE WHOLE
Staff Report 

AGENDA ITEMS:  5, 6, 7
DATE:  May 23, 2005
PROPOSED NOS:  2005-0158, 0157, 0156
PREPARED BY:  David Randall

SUBJECT:  MOTION 2005-0158 approving the progress report on the creation of the regional health partnership. 

SUBJECT:  MOTION 2005-0157 approving the Business Case of the Benefit Health Information Project. 

SUBJECT:  MOTION 2005-0156 approving the Business Case for the King County Health Reform Initiative.  

SUMMARY:
In response to rising employee health care costs and in preparation for a new employee health benefit package, the executive requested in the proposed 2005 budget to significantly increase funding for employee benefits programs.  The executive proposed increases for the following employee benefits programs:

· Expansion of the health reform initiative; 

· Creation of the benefit health information project; and

· Continued funding of the regional health partnership.

Council approved funding for these programs, but was concerned over their costs and whether the programs would be cost-beneficial.  Therefore, the Council requested, per two budget provisos, that the executive transmit business cases for the health reform initiative and benefit health information project (Ordinance 15083). In addition, the Council requested that the executive transmit a progress report on the regional health partnership (Motion 12023).  

In response to these Council requests, the executive has transmitted the following policy motions:

· Regional Health Partnership Progress Report, Proposed Motion 2005-0158.  This document provides a progress report on the Puget Sound Health Alliance.

· Benefit Health Information Project Business Case, Proposed Motion 2005-0157.  This business case describes the new technology project that will automate the open enrollment process and provide health information to employees via the Web.  If this proposed motion is approved, $2,983,162 in appropriations authority for this capital technology project (Project 377143) would be released.  

· Health Reform Initiative Business Case, Proposed Motion 2005-0156.  This business case describes the new employee health benefit programs and how much each program is expected to reduce the growth trend in county employee health care costs.   If this proposed motion is approved, $200,000 in appropriations authority for the Employee Benefits Fund would be released.  

The Committee of the Whole received a briefing on the executive’s health reform initiative on March 28, 2005 and the Labor, Operations and Technology Committee discussed Proposed Motions 2005-0156, 2005-0157, and 2005-0158 on April 12, 2005.  

BACKGROUND:

Similar to other large employers, King County continues to experience significant annual increases in employee benefit costs.  The executive estimates that total employee benefit costs (i.e., health and life insurance) over the next five years will increase from $144 million in 2005 to $219 million in 2009.  At this rate of eleven percent annual increase, employee benefit costs will double in seven years.  The executive has stated that this level of increase in employee benefit costs is unsustainable and will result in a financial crisis for the county if no strategy is developed and implemented.

The key driver to the rate of growth in employee benefit costs is the cost of providing employee health benefits.  In 2004, the King County Auditor found that the average annual growth since 2000 in employee health benefit costs has been seventeen percent.  The executive estimates employee medical and prescription benefit costs will increase 12 and 16 percent, respectively, each year over the next five years.  

The Council directed two studies on how to reduce rising employee benefit costs: 

· In 1999, the Council hired an external consultant to review the county’s employee benefits.  The consultant recommended that the county adopt a formal benefits philosophy and seriously consider adopting a total compensation orientation to providing benefits.  

· In 2004, the County Auditor conducted a special study on health benefit costs and found that the county has taken steps to control costs that are consistent with industry best practices, but opportunities exist for doing more.  The County Auditor recommended that the county expand health education and broaden and set goals for its disease management program.  

Benefit Negotiations

The county negotiates employee health benefits every three years for all represented employees, except sheriff deputies, through the Joint Labor Management Insurance Committee (JLMIC).  Last year, the executive extended the benefit package for one year; therefore, the next benefit period will be for the three year period from 2007 to 2009.  

In 2003, the executive prepared for JLMIC negotiations by creating a labor-management collaboration to develop alternatives to the current approach of providing employee health benefits.  The executive considered these alternatives and developed his benefits philosophy that would guide JLMIC negotiations.  

In 2004, the executive’s benefits philosophy was reviewed and endorsed by the King County Health Advisory Task Force.  Council also reviewed the benefits philosophy and Council approved the King County Health Advisory Task Force Initial Findings Report that included the executive’s benefits philosophy (Motion 11890).  

This benefits philosophy became known as the King County Health Reform Initiative and its focus is on reducing the demand for health care services by:

· Keeping employees healthy; 

· Teaching employees to make more effective health care choices; and 

· Reducing health risks.  

The specific direction given by the executive to the management and labor representatives on the JLMIC was to develop a benefits package that would:

· Improve the health of county employees and their families;

· Reduce the rate of growth of employee benefit costs by one-third over the three-year period from 2007 through 2009.  (This reduction equates to $40 million);

· Avoid a county-mandated premium share;

· Allow flexibility to address emerging innovations;

· Be consistent with Health Advisory Task Force recommendations; and

· Be administratively feasible.

The JLMIC has completed negotiations for benefits framework for the next benefits package, called Healthy Incentives.  The details of the benefits framework, including potential out-of-pocket cost-sharing arrangements are currently being negotiated.  New benefit systems will be put in place in 2006, and the new benefit package will go into effect on January 1, 2007.  A timeline of the process follows:

	2005
	2006
	2007

	JLMIC agreed to new benefits package called Healthy Incentives. Implement pilot programs.
	Create benefit systems and health programs. Process open enrollment forms.  Continue pilots.
	New benefits package begins January 1, 2007


Description of Healthy Incentives
The key feature of the Healthy Incentives benefits framework is that it awards points for participation by employees and their spouse or domestic partner in health promotion and disease management programs.  These programs are optional and will be administered through third party vendors who will protect the confidentiality of each member’s personal health information, as required under the federal Health Information Portability and Accountability Act (HIPAA).  No individual health information will be sent to the county.  Employees and their spouses and domestic partners will be motivated to participate in Healthy Incentives because the points they earn will allow them to have health plans with lower out-of-pocket expenses.  The Healthy Incentives plan consists of a preferred provider organization (PPO) health plan (e.g., KingCare) and a Health Maintenance Organization (HMO) health plan (e.g., Group Health).  Both plans will have three out-of-pocket levels for deductibles, coinsurance and co-pays.  The three levels will be known as gold, silver and bronze; gold will have the lowest out-of-pocket costs.

The higher the participation in Healthy Incentives, the more likely that employees and family members will change to healthier behaviors, and these healthier behaviors will in turn prevent lower risk problems from becoming catastrophic.  A consultant actuary has estimated that the success of Healthy Incentives depends upon effectively motivating 60 percent of the adult members in the plan to participate in assessments of their wellness each year.  This high level of participation is needed to ensure that at least ten percent of “at-risk” adult members adopt healthier behaviors.

Description of King County Health Reform Initiative
As the following chart displays, the initiative 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.






The first strategy is the executive’s regional strategy to address health care quality and cost issues.  In 2004, the executive created the Health Advisory Task Force to advise him on how best to improve health care in the Puget Sound region.  The task force recommended creation of a new non-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 delivery. 

Council approved the final report from the King County Health Advisory Task Force that included a recommendation to create such an organization (Motion 12023).  As part of Motion 12023, Council requested that the executive transmit a progress report on the non-profit organization and its ability to attract funding.  The executive has transmitted this progress report to Council (Proposed Motion 2005-0158).  

The second strategy is the executive’s internal county government strategy to reduce the health care cost trend.  This internal strategy contains two projects: the Benefit Policy and Program Development Project (BPDP) and the Benefit Health Information Project (BHIP).  Both projects will be governed and overseen by the King County Health Reform Initiative Governance Structure.  The County Executive is the executive sponsor and the County Administrative Officer is the program sponsor.  There is a steering committee for the two projects and a policy and oversight committee.

· The BPDP develops and recommends policies for health benefits that will reduce the health care cost trend and improve quality.  The BPDP also develops disease management, case management, provider network, health education, health risk assessment and nurse telephone line services.  These programs will be developed by consultants and will include vendor performance guarantees.   These programs are consistent with the recommendations of the Health Advisory Task Force as presented in their preliminary and final reports that were adopted by Council.

The executive has directed that this project is to reduce the county’s health care cost trend by $40 million during 2007 through 2009.  The JLMIC has identified $32.8 million in savings, but is still in negotiations to determine how to best address the final $7.2 million in savings.  The disease management, case management, provider network and nurse line are estimated to produce $14.3 million; the health education and health risk assessment are estimated to produce $18.5 million. 

· The BHIP is a technology project that will implement the new health benefits package and services.  This project will automate the current paper-based open enrollment process and develop a Web portal for the health education and disease management programs.  The project evaluated four alternatives and determined that implementing the PeopleSoft software suite of benefit products (eBenefits module) is the most cost-beneficial option.  

This project will cost $4.4 million, which includes a 20 percent contingency fund.  The project began in April 2005 and complete after open enrollment in December 2006.  The project consists of a pilot project to test the software in 2005 before final implementation in 2006.  

This project is aligned with the following policy and planning documents: 
· Department of Executive Services’ Business Plan; 
· King County Revised Strategic Plan; 
· Accountable Business Transformation Program’s Vision and Goals Statement

· County policy to implement PeopleSoft countywide (Motion 12024).  
· County policy that an efficiency technology project be based on a sound business case that documents cost savings.  The BHIP is categorized as an efficiency technology project and the Project Review Board and Council staff have determined that the BHIP project is based on a sound business case that has identified cost savings. 
Program Costs
As Table One illustrates, the Council approved $5.34 million in the adopted 2005 budget for the Health Reform Initiative Program.  
Table One

Health Reform Initiative Program Costs 2005

	
	2005 Adopted
	2005

Revised
	Difference

Adopted/Revised

	Health Alliance 
	 $200,000 
	 $200,000 
	 $0 

	Benefit Health Information Project 
	 $3,883,162 
	 $1,802,641 
	($2,080,521)

	Health Reform 
	 $1,257,000 
	 $2,275,526 
	$1,018,526

	Annual Totals
	 $5,340,162 
	 $4,278,167 
	 $1,061,995 


As a result of completing the benefit health information project business case, the executive has determined that the benefit health information project will need $2.08 less than expected.   The executive will request reallocating these project funds in the second quarter 2005 omnibus legislation that will be discussed in the Budget and Fiscal Management Committee.   The executive proposes to reallocate the $2.08 in BHIP savings as follows. 

· Reallocate $1.02 million to the health reform initiative to create a measurement and evaluation unit, expand health promotion activities and provide additional support to the Joint Labor Management Insurance Committee.
· Reallocate $1.06 to the employee benefits fund balance.

ISSUES:

Proposed Motion 2005-0158
Proposed Motion 2005-0158 would approve a progress report on the Puget Sound Health Alliance.  There are no issues with this proposed motion.  

Council’s intent in requesting this progress report was to monitor that the newly created Puget Sound Health Alliance received appropriate matching funds from entities other than King County.  The Puget Sound Health Alliance has received appropriate matching funds.  The Puget Sound Health Alliance currently has 49 members, in addition to King County, and they have committed $1.05 million in funding for the Puget Sound Health Alliance, in addition to King County’s $200,000 contribution.
Proposed Motion 2005-0157

Proposed Motion 2005-0157 would approve a business case for the Benefit Health Information Project.  This project is aligned with county technology policies.

Issue:  Fit with the Accountable Business Transformation Program.  

Both the Accountable Business Transformation (ABT) Program and BHIP require an upgrade to the current Peoplesoft software version 8.9.  The executive has proposed that each project be overseen and governed separately.  However, the executive has stated that the projects will coordinate.  Currently, the Budget and Fiscal Management Committee is discussing Proposed Motion 2005-0171 which would approve the business case and program charter for the ABT program.

The touch point between ABT and BHIP is the interface with the PeopleSoft payroll system, needed to provide employee information to the benefit system.  One of the first steps in the ABT project is to upgrade the current version of the PeopleSoft payroll system from version 8.0 to 8.9.  Depending on the timing of that upgrade, BHIP will either interface with the old 8.0 payroll system or with the new 8.9 payroll system. The approach the BHIP project team is taking to minimize the dependency on the schedule of the ABT project for their payroll interface is to build an interface to both versions. When ABT is ready with version 8.9 BHIP will have the 8.9 interface ready to move into place. The need for interface coordination is on the action plans for both projects. The BHIP technical architecture details the specifications for both interfaces and the cost is minimal for creating both interfaces.  This same process was successfully employed for the PSERS 3 project.

Both the Accountable Business Transformation (ABT) Program and BHIP will upgrade Peoplesoft software.  The executive has proposed that each project be overseen and governed separately.  However, the executive has stated that the projects will coordinate.  Currently, the Budget and Fiscal Management Committee is discussing Proposed Motion 2005-0171 which would approve the business case and program charter for the ABT program.
The touch point between ABT and BHIP is the interface with the PeopleSoft payroll system, needed to provide employee information to the benefit system.  One of the first steps in the ABT project is to upgrade the current version of the PeopleSoft payroll system from version 8.0 to 8.9.  Depending on the timing of that upgrade, BHIP will either interface with the old 8.0 payroll system or with the new 8.9 payroll system. The approach the BHIP project team is taking to minimize the dependency on the schedule of the ABT project for their payroll interface is to build an interface to both versions. When ABT is ready with version 8.9 BHIP will have the 8.9 interface ready to move into place. The need for interface coordination is on the action plans for both projects. The BHIP technical architecture details the specifications for both interfaces and the cost is minimal for creating both interfaces.
Option One: Approve business case.  
Option Two: Delay approval of the business case.  Under this option, council could further understand how the BHIP project will coordinate with the ABT program that is currently being discussed in the Budget and Fiscal Management Committee.   

The BHIP business case and the ABT program charter do not have formal governance and oversight linkages, however, the executive has stated that since the program sponsor for both BHIP and ABT are the same (the County Administrative Officer), he has committed to communicate issues to both project steering committees if needed.  The executive believes that this approach will appropriately address coordination given the technical nature of the relationship between these two projects.

If this option is chosen and the delay is past mid-June, the project will not be able to conduct a pilot program.  The inability to conduct a pilot program to determine if the software works decreases the opportunity for project success.  It also eliminates the county’s opportunity to test customer acceptance of the on-line tools before the tools are implemented.  The executive recommends that customer needs be documented and adjusted in advance of countywide enrollment. 

Proposed Motion 2005-0156

Proposed Motion 2005-0156 would approve a business case for the Health Reform Initiative.  

Issue:  Measurement of Initiative Costs and Benefits.  

The executive is currently in the process of developing a research design for measuring and tracking the contribution of each program towards the county’s overall goals of lower cost increases and better employee health.  These measures will be essential to determine if the programs were successful.  The executive’s goal is to have a set of measures developed by the end of the second quarter 2005.

Option One: Approve business case.  This option would trust the executive to develop appropriate measures

Option Two: Approve business case and amend the motion to request the executive to provide a progress report to Council.  The progress report would describe baseline employee benefit costs and quantify target cost reductions and benchmarks for each year of the program.  The executive supports this option.
AMENDMENTS:

There are two amendments attached to this staff report:  

1. One amendment would replace the business case attached to Proposed Motion 2005-0156 with a revised business case.  The revised business case adds a table of contents and displays costs in a more descriptive manner.

2. The second amendment would request a progress report on the health reform initiative.

ATTACHMENTS:

1. Proposed Motion 2005-0158 with attachments
2. Transmittal Letter, dated April 1, 2005

3. Proposed Motion 2005-0157 with attachments
4. Transmittal Letter, dated April 1, 2005

5. Proposed Motion 2005-0156 with attachments
6. Proposed Amendment One to Proposed Motion 2005-0156

7. Proposed Amendment Two to Proposed Motion 2005-0156 with revised attachments
8. Transmittal Letter, dated April 1, 2005

INVITEES:

1. Caroline Whalen, Deputy County Executive, Department of Executive Services (DES)

2. Cindy Lee, Benefits and Retirement Manager, DES

3. Karleen Sakumoto, Health Reform Initiative Program Manager and Assistant Finance Manager, DES

4. Kerry Schaefer, Health Benefits Manager, DES
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