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SUBJECT
This briefing is intended to provide a preliminary, high-level assessment of the federal Patient Protection and Affordable Care Act’s potential impacts on King County as an employer and on the county’s employees.
SUMMARY 
Although numerous issues remain unclear, a number of changes can be expected to affect the county and county employees, including changes such as:

· Changes in the maximum age for covering dependents from 25 to 26;

· Disallowing Flexible Spending Account reimbursements of over-the-counter medications; and
· Implementation of an excise tax on high-cost healthcare plans.
This briefing furthers the Council’s Financial Stewardship priority by providing information about potential future cost impacts to the county and the Trust in Government priority by providing information on aspects of healthcare reform that will affect county employees.
BACKGROUND
On March 23, 2010, President Obama signed comprehensive health care reform, the Patient Protection and Affordable Care Act, into law.  Two days later, the Health Care & Education Reconciliation Act of 2010 was passed by the House and Senate and included additional health reform provisions.  These bills will overhaul the nation’s current health care system by expanding coverage and seeking to control health care costs and improve the nation’s health care delivery system.  The bills contain numerous provisions that relate to employers, which will be the focus of this staff report.  
ANALYSIS
Health care reform will result in significant changes in many aspects of health care.  This staff report focuses on key provisions that will affect King County as an employer, as well as the county’s employees.  Exhibit 1 displays a timeline of when key provisions affecting the county or county employees will go into effect and summarizes the impact to the county and to employees.  It is important to note that many aspects of health care reform have yet to be fully defined, so it is difficult to assess the impact to the county.  
	Exhibit 1

Health Care Reform Employer and Employee Impacts Timeline

	Year
	Change or Requirement
	Impacts to the County or to County Employees

	2010
	Change in tax treatment for over-age dependent coverage
	Employees benefit as the cost of dependent coverage will be taken pre-tax.

	
	Break time/private room for nursing moms
	Requirement for employers, including the county.  Specific requirements the county will have to meet are unknown at this time.

	2011
	Dependent coverage for children up to 26 years old if no other employer coverage available 
	Employees benefit as the current threshold is 25 years old.  Could have some cost impact to the county as this will likely increase the number of individuals covered.

	
	Lifetime dollar limits eliminated
	Employees whose care exceeds existing lifetime limits ($2 million for KingCare, none for Group Health) would benefit. This could result in some additional cost to the county.  Mercer Consulting recommends reserving 0.4% of current claims expenditures (about $500,000).

	
	Annual dollar limits restricted on “essential health benefits”
	Employees whose care would otherwise exceed the annual limits would benefit, resulting in additional cost to the county. The county has few annual dollar limits and instead generally limits provider visits. It is unclear what will be considered “essential” health benefits.  See Attachment 2 for list of county annual limits.

	
	No health flexible spending account (FSA) reimbursement for non-prescribed drugs
	Employees will have less flexibility in seeking reimbursements from FSAs. See Attachment 3.

	
	Voluntary long-term care insurance program (CLASS) will start
	Employer requirement. The county will need to set up payroll deductions for employees who opt to participate in this program.

	
	Pharmaceutical manufacturer fees start
	Could be passed on to consumers resulting in higher costs for the county and for employees.

	2012
	Employers must distribute uniform benefit summaries to participants
	Employer requirement. The county will have to develop a summary that meets federal requirements, yet to be defined.

	
	Employers must provide 60-day advance notice of material modifications
	Employer requirement. Definition of “material” is still to be determined. 

	
	W-2 reporting on cost of health coverage
	Employer requirement.  This is likely to have only a minor administrative cost.  

	2013
	FSA cap is reduced from $3,000
	Employees will be able to save fewer pre-tax dollars in FSAs for medical expenses.

	
	Medical device manufacturer tax starts
	Could be passed on to consumers resulting in higher costs for the county and for employees.

	
	Higher Medicare tax on wages for individuals making $200,000 and couples making $250,000
	Employees in these income categories will pay higher taxes.

	
	New Medicare tax on net investment income exceeding $200,000/individual and $250,000/couple
	Employees in these investment income categories will pay higher taxes.

	
	Fees to fund research on patient-centered outcomes begin
	This fee will be levied on insured and self-insured plans.  This will have a very minor cost impact to the county.  

	
	Tax on Medicare retiree drug subsidy
	Currently, Medicare retirees’ drugs are subsidized at 28 percent and the subsidy is not taxed.  This will have a very minor cost impact to the county.  (Applies only to about 200 LEOFF 1 retirees over age 65.)

	2014
	Health insurance exchanges begin
	Could have some cost impact to the county.    If a benefitted employee opts out of county benefits to purchase on the exchange, the county would pay a penalty.  

	
	Financial assistance for exchange coverage of low-income individuals
	Could have some cost impact to the county.  If a low-income county employee purchases on the exchange, it is possible the county would be required to subsidize the employee contribution.

	
	Individual coverage mandate


	Could have some cost impact to the county.  If currently non-benefitted (i.e., part-time or seasonal) employees purchase on the exchange, it is possible the county would be required to pay a penalty.

	
	Dependent coverage to age 26 for any employee’s child even if the child is covered through another employer
	As noted earlier, allowing dependent coverage up to age 26 could have some cost impact to the county as this will likely increase the number of individuals covered.

	
	No annual dollar limits
	Employees whose care exceeds annual limits would benefit, resulting in additional cost to the county. The county has few annual dollar limits and instead generally limits provider visits. It is unclear if the county will need to eliminate limits on provider visits. See Attachment 2.

	
	Health insurance industry fees begin
	It is not clear whether this will apply to self-insured plans, such as King County’s. 

	2018
	Excise tax on high cost plans
	The county will likely be subject to the excise tax and it could potentially have a significant cost impact to the county.  Numerous details still need to be determined.

	Source:  Mercer LLC, Assumptions about calendar plan year timeline for health reform, April 13, 2010.  Attachment 1.


Excise Tax
The excise tax on high cost plans, scheduled to begin in 2018, would represent a potentially significant new cost to the county.  The rationale behind the tax is to provide incentive for generous health care plans to reduce costs. 

Excise Tax Structure
The excise tax will be levied on plans when the cost of coverage exceeds thresholds of $27,500 (family) or $10,200 (individual).  If the cost of coverage exceeds the thresholds, the employer will be taxed at 40 percent of the difference.  For example, if the cost of providing coverage to an individual employee costs $12,000, the tax would be 40 percent of $1,800 (the difference between $12,000 and $10,200), multiplied by the number of employees covered as individuals.  The thresholds would be indexed to the general inflation rate.

Some Exceptions and Adjustments Still Must be Defined
The thresholds are higher for retirees and employees in high-risk professions, although “high-risk professions” has yet to be defined.  Another exception would benefit employers with higher costs due to age or gender demographics of their workforces.  Employers that have workforces with certain age and gender demographics will be able to adjust the value of their coverage to reduce their tax liability, although no specific rules and guidance on how these adjustments will be implemented have been developed yet.  Finally, precisely how employers are to determine the cost of coverage for any given individual has not yet been defined.
Difficulties in Estimating the County’s Future Tax Liability
Without knowing whether or how demographic adjustments would apply to the county, what professions will be considered high-risk or how the cost of coverage for specific individuals will need to be calculated, it is difficult to say precisely what the county’s tax liability will be.  Further complicating any projections are two additional significant unknown factors:  (1) what the future rate of healthcare inflation will be and (2) what the county’s health plans may look like in 2018.  
Executive staff provided a preliminary analysis assuming an 8 percent annual healthcare industry inflation and no changes to the county’s health benefits package.
  The analysis suggested that the county’s potential tax liability could be approximately $18 million across all funds (with about $6 million in General Fund costs).  Using the same methodology, but applying a 10 percent annual inflation rate, Council staff analysis suggests the tax liability could be closer to $33 million across all funds (with about $11 million in General Fund costs).   
However, as discussed above, inflation could be lower or higher and the county’s health coverage will almost certainly change as the 2013-2015 and 2016-2018 benefits packages are negotiated with labor.  Both of these factors, as well as how the currently unclear elements of the law will be defined (i.e., demographic adjustments, high-risk professions, and accounting for the cost of coverage), could dramatically affect the actual tax liability.  
Note that shifting costs to employees through premiums will not reduce the county’s tax liability as premiums will be counted toward the cost of coverage.  Shifting costs by increasing employee deductibles and co-pays would appear to be mechanisms to reduce the county’s tax liability, as well as reducing costs by decreasing coverage of medical services or procedures or by continuing to encourage a healthier workforce.  
Executive staff and the Joint Labor Management Insurance Committee have already begun meeting to discuss the potential impact of healthcare reform on the county’s healthcare programs.  Ensuring all parties are aware of the potential impacts will be very important as elements of the law continue to be defined.
ATTACHMENTS
1. Mercer LLC April 12, 2010 Timeline:  Assumptions about calendar plan timeline for health reform
2. King County Annual and Lifetime Limits

3. Center on Budget and Policy Priorities Article:  Curbing Flexible Spending Accounts Could Help Pay for Health Care Reform 
INVITED
1. Caroline Whalen, Director, Department of Executive Services
2. Dwight Dively, Director, Office of Management and Budget

3. Karleen Sakumoto, Health Reform Initiative Project Director, Human Resources Division
4. Kerry Schaefer, Manager, Human Resources Division

5. Helene Ellickson, Budget Supervisor, Office of Management and Budget
� Employee premiums and flexible spending accounts (FSAs) would also be counted towards the cost of coverage, although it is unknown at this time whether employees’ contributions to or reimbursements from FSAs would be counted toward the cost of coverage.


� Executive staff’s analysis made assumptions about how to calculate the cost of coverage for specific categories of employees, which seem reasonable to Council staff. No adjustments were assumed for high-risk professions or demographic characteristics, which could cause the analysis to overstate the tax liability. However, the analysis did not include Sheriff’s deputies who have a different benefits package than other county employees, which could result in the tax liability being understated.
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