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METROPOLITAN KING COUNTY COUNCIL

LABOR, OPERATIONS AND TECHNOLOGY COMMITTEE
STAFF REPORT

AGENDA ITEM:  10
DATE:  September 12, 2006
PROPOSED NO:  2006-0386
PREPARED BY:  David Randall
SUBJECT:  A MOTION approving the Health Reform Initiative 2005 Measurement and Evaluation Report.
SUMMARY:  
Proposed Motion 2006-0386 would approve the Health Reform Initiative 2005 Measurement and Evaluation Report.  This is the first annual report that provides baseline measures and illustrates performance of the King County Health Reform Initiative.  In 2005, this Initiative began five pilot programs and full program implementation will begin January 1, 2007.  The goal of this Initiative is to improve the long-term health of county employees, while reducing the rate of growth in county employee health benefit costs by one-third over the period 2005 through 2009.  This one-third reduction equates to $40 million.  
The purpose of the 2005 Measurement and Evaluation Report is to establish baseline information that may be used in future reports as a reference point for measuring progress in meeting Initiative goals.  Therefore, indicative findings will be reported in the 2006 report, directional guidance will be reported in the 2007 report, and trends will be reported in the 2008 through 2010 reports.

The Health Reform Initiative 2005 Measurement and Evaluation Report found that each of the pilot programs did not achieve expected cost-savings in 2005.  The analysis contained in the Health Reform Initiative 2005 Measurement and Evaluation Report is based on twelve months of 2005 administrative claims data for the County’s self-insured KingCareSM plan, with about 99 percent of claims received
.
This report was transmitted in response to a proviso in the 2006 adopted budget.  The proviso required that the measurement and evaluation report incorporate: (1) an independent quality assurance review by an external consultant; and (2) a plan to conduct a cost-benefit analysis of the program.  An independent quality assurance review by an external consultant was transmitted to Council and meets the proviso.  However, while a cost-benefit analysis of the pilot programs was conducted and is argued by the executive to meet the requirements contained in the proviso, the measurement and evaluation report does not contain a plan to conduct a cost-benefit analysis of the entire program and, therefore, does not meet the proviso 
from the perspective of council staff.  Council approval of Proposed Motion 2006-0386 would release $100,000 in appropriation authority for the employee benefits fund.
BACKGROUND:

The executive stated that the county’s employee benefit costs are expected to grow from $144 million in 2005 to $219 million in 2009 and that this expected rate of growth is unsustainable.  The executive’s solution to the problem is to implement the Health Reform Initiative.  In 2005, King County began implementation of a Health Reform Initiative Program with the goal of improving employee health while also reducing the rate of growth in 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.  The Health Reform Initiative 2005 Measurement and Evaluation Report addresses this internal strategy.
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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).  In August, 2006, Council approved a supplemental appropriation of $516,000 to fund a license to a data base for the Puget Sound Health Alliance (Ordinance 15572).  
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 a steering committee for the internal education and outreach programs.  As mentioned above, the Health Reform Initiative 2005 Measurement and Evaluation Report addresses this internal strategy.
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.  A sixth program, the wellness assessment/individual action plans, was instituted in 2006 in preparation for all programs to be fully operational in January, 2007.   

The executive determined, in concert with the Joint Labor Management Insurance Committee, that the project will reduce the county’s projected 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 wellness assessment/individual action plans and health education will save $18.5 million; and (3) two changes in the health benefits plan (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.  The Health Reform Initiative 2005 Measurement and Evaluation Report addresses this internal strategy.
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 substantially completed at the end of 2006 and is estimated to cost $4.4 million.

ANALYSIS:
In May 2005, the Council approved a business case for the Health Reform Initiative based on the Initiative meeting the following two goals by 2009:

1. Improve the health of county employees and their families; and

2. Reduce the rate of employee health plan costs by one-third for the period of 2005-2009 (this equates to a projected net reduction in employee health benefits of $40 million).  
The Health Reform Initiative 2005 Measurement and Evaluation Report presents the format for reporting progress in achieving these two goals.  The information presented in this annual report is based on a comprehensive measurement and evaluation information system designed and implemented by the executive branch.  This system is primarily based on health plan administrative claims data and employee survey data.  The Health Reform Initiative 2005 Measurement and Evaluation Report analyzes administrative claims data for the county’s self-insured KingCareSM plan in 2005, with about 99 percent of claims received.
The purpose of the 2005 Measurement and Evaluation Report is to establish baseline information that may be used in future reports as a reference point for measuring progress in meeting Initiative goals.  Therefore, indicative findings will be reported in the 2006 report, directional guidance will be reported in the 2007 report, and trends will be reported in the 2008 through 2010 reports.  

The following analysis summarizes the 2005 performance of the Health Reform Initiative in meeting the two goals of improving employee health while reducing costs.

Employee Health Improvement

The Health Reform Initiative 2005 Measurement and Evaluation Report presents baseline utilization for the employee health programs under the county’s self-insured KingCareSM plan.  This baseline information will be used to assess the level of employee usage of the health programs as they are implemented.  The report found that employee usage of the employee health programs was higher than expected.
The report does not measure whether employees are healthier as a result of implementing the five employee health pilot programs.  In 2005, the Labor, Operations and Technology 
Committee received a briefing on the design to measure and evaluate the Health Reform Initiative.  The design presented included a list of measures to be used to evaluate the effectiveness of the Health Reform Initiative.  It included measurement of actions to change employees’ knowledge and beliefs that they can make a difference in their own health status, but it did not include indicator that would measure directly improvements in the health of county employees.  Employee surveys will be conducted in September that will measure improvements in employees’ attitudes that they can take action to improve their own health and results will be reported in next year’s report.  In addition to measuring changes in employees’attitudes about their own health, it would be helpful for future reports to contain outcome measures that may be used to evaluate if employees are healthier as a result of employee benefit programs.
Employee Benefit Cost Reductions

As reported in the Health Reform Initiative business case, projected savings are expected to be generated from three categories:
1. Wellness Assessment and Individual Action Plans.  The wellness assessment and individual action plans began in 2006 and is expected to produce net savings beginning in 2007.

2. Change in Health Plan.  An increase in emergency room co-pay and a $35 per month benefit access fee will be added to the employee health plan design in January 2007.

3. Health Benefit Programs.  The five programs are: (1) nurse line; (2) disease management; (3) case management; (4) network of high performance providers; and (5) provider best practice.  These five programs were begun as pilot programs in 2005 and were expected to produce $1.1 million in net savings in 2005.
The Health Reform Initiative 2005 Measurement and Evaluation Report found that medical claims in 2005 are higher than the 2002 to 2004 trend and that this increase using one approach is statistically significant.  Emergency room use also increased in 2005.  Also, the report found that pharmacy claims in 2005 decreased slightly but that this decrease was not statistically significant.  
In addition, the Health Reform Initiative 2005 Measurement and Evaluation Report found that each of the five pilot programs did not achieve their expected cost-savings in 2005.  While the pilot programs did not achieve their cost-savings goal in 2005, as Chart Two illustrates, the percentage of savings from the Health Initative is a small percentage of overall employee health costs.   The amount of expected savings from the five pilot programs in 2005 ($1.1 million) as compared to the total medical and pharmacy claims ($88 million) is quite small.    As the Initiative is fully implemented in 2007, projected savings are expected to increase. 
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ISSUES:
1. The Committee May Choose to Request a Plan to Conduct a Cost-Benefit of the Initiative to Be Transmitted to Council.   
Proposed Motion 2006-0386 does not fully meet the budget proviso, because the Health Reform Initiative 2005 Measurement and Evaluation Report does not contain a plan to conduct a cost-benefit analysis of the entire Health Reform Initiative.  Council has been concerned that the increase in costs to administer county employee benefits programs may significantly reduce savings from the program.  A cost-benefit analysis of the entire Health Reform Initiative would determine if the entire Health Reform Initiative produced expected savings.  An amendment is attached to this staff report that would request the executive to transmit to Council a plan to conduct a program cost-benefit analysis by January 15, 2007.  
2. The Committee May Choose to Request that the Health Reform Initiative Measurement and Evaluation Report be transmitted annually to Council by Motion.  
The executive plans on producing an annual Health Reform Initiative Measurement and Evaluation Report.  However, there is no requirement that this report be transmitted to Council.  The Committee may choose to receive this report annually, by motion, in order to monitor the Initiative.  
In addition, the Committee may choose to:

a. Direct that future annual reports contain outcome measures that may be used to evaluate if employees are healthier as a result of employee benefit programs;
b. Continue to require that an independent quality assurance review by an external consultant of each annual report be conducted before each report is transmitted Council.  This quality assurance review is estimated to cost $5,000 annually and the employee benefits fund should be able to cover this annual cost without requiring an additional budget request; and
c. Require that the annual report be adequately reviewed by the Health Reform Initiative Measurement and Evaluation Steering Committee before the annual report is transmitted to Council.  This review may provide an additional quality assurance review of the report before it is transmitted to Council.
AMENDMENTS:
A substantive amendment and title amendment are attached to this staff report that would:

1. Replace the Health Reform Initiative 2005 Measurement and Evaluation Report attached to Proposed Motion 2006-0386 with a revised report.  The reason for this replacement is to make corrections to the transmitted report;
2. Request the executive to transmit to Council a plan to conduct a cost-benefit analysis of the entire Health Reform Initiative by January 15, 2007; and
3. Request the executive to transmit the Health Reform Initiative Measurement and Evaluation Report to Council by Motion each year by August 15.  The annual reports shall contain outcome measures that may be used to evaluate if employees are healthier as a result of employee benefit programs.  Each annual report shall include an independent quality assurance review by an external consultant.  And each annual report shall be adequately reviewed by the Health Reform Initiative Measurement and Evaluation Steering Committee before the annual report is transmitted to Council.  
ATTENDING:  

Karleen Sakumoto, Program Director, Health Reform Initiative, Department of Executive Services

Nick Maxwell, Statistician, Office of Management and Budget 
James Andrianos, Consultant, Calculated Risk, Inc.
ATTACHMENTS:  
1. Proposed Motion 2006-0386 with Health Reform Initiative 2005 Measurement and Evaluation Report attached
2. Transmittal letter
3. Independent quality assurance review by an external consultant

4. Substantive Amendment to Proposed Motion 2006-0386

5. Title Amendment to Proposed Motion 2006-0386
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� The KingCareSM employee health plan includes about 80 percent of county employees.





� Council is currently considering a supplemental appropriation request to fund a PeopleSoft software upgrade.
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