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SUBJECT

Proposed Ordinance 2009-0322 would require non-represented King County employees who receive medical benefits and earn above the mean income for King County to contribute a portion of their earnings toward the cost of medical coverage.
SUMMARY
Proposed Ordinance 2009-0322 would require non-represented King County employees to contribute two percent of the amount by which their earnings exceed the mean income for King County at large toward the cost of medical coverage.

The estimated savings from the ordinance would be $1.14 million, including approximately 30 percent ($344,000) in the General Fund.  The legislation would affect 1,672 employees, which represents 12 percent of King County’s benefitted work force.
BACKGROUND
King County employees that receive medical benefits, have the option to select either the KingCare plan, administered by Aetna, or the Group Health plan.  Most employees (82 percent) are in the KingCare plan.

Currently, county employees contribute toward their medical care costs in two ways:  deductibles and co-insurance or co-pays.  Employees do not currently pay any amount through payroll deduction for their own coverage, for dependents or spouses and domestic partners who do not have other coverage.  However, employees do pay a $35 per month benefit access fee for spouses and domestic partners who do not have access to medical coverage through another employer.  
All insured individuals, with the exception of King County Police Officers’ Guild members, currently participate in the Health Reform Initiative and are designated to one of three levels:  Gold, Silver, or Bronze.  The designation determines the level of copays/coinsurance and deductibles, with Gold requiring the lowest out-of-pocket contribution through lower deductibles and higher co-insurance/co-pays.

The table below provides a summary of KingCare and Group Health benefits at the Gold level.  (Attachments 2 and 3 show coverage levels for Gold, Silver, and Bronze.)
	Table 1

Summary of 2009 KingCare Gold and Group Health Gold Coverage

	
	KingCare
	Group Health

	Deductible
	$100 per individual

$300 per family
	None

	KingCare Co-insurance 

Group Health Co-pay
	In-network:  90% after deductible
Out-of-network:  70% after deductible
	$20 per visit

	Annual Out-of-Pocket Maximum
	$800 per individual or $1,600 per family, plus deductible
	$1,000 per individual or $2,000 per family

	Prescription Drug Co-pays at Pharmacy
	$10 generic drugs

$15 preferred brand

$25 non-preferred brand
	$10 generic drugs

$20 preferred brand

$30 non-preferred brand


For 2010 through 2012, KingCare deductibles will increase and co-insurance will decrease, resulting in larger contributions from employees.  Changes were negotiated by the Executive and labor representatives earlier this year.  No changes are being made to the Group Health plan.
Table 2 below shows the changes between the current KingCare Gold coverage and the KingCare Gold coverage for 2010 through 2012.  The changes at the Silver and Bronze levels are commensurate.  The projected savings over the three-year period are based on actuarial analysis conducted by healthcare consultants.
	Table 2

KingCare Gold Coverage Changes Between 2009 and 2010-2012

	
	2009
	2010-2012
	Projected 3-Year Savings

	Deductible
	$100 per individual

$300 per family
	$300 per individual

$900 per family
	$17,295,000

	KingCare Co-insurance
	In-network:  90%
Out-of-network:  70%
	In-network:  85%
Out-of-network:  65%
	$5,791,000

	Prescription Drug Co-pays at Pharmacy
	$10 generic drugs

$15 preferred brand

$25 non-preferred brand
	$7 generic drugs

$30 preferred brand

$60 non-preferred brand
	$11,882,000

	Benefit Access Fee
	$35
	$50
	$2,242,000

	Total Savings
	
	$37,210,000


According to Executive staff, the benefit design changes are equivalent to charging every employee in the KingCare plan a $70 per month premium.
ANALYSIS
Proposed Ordinance 2009-0322 would require non-represented employees to contribute a portion of their earnings toward their medical coverage costs in addition to the other changes that will take effect in 2010.  

According to a survey conducted by Mercer Health & Benefits LLC, several other local jurisdictions require employees to contribute a monthly amount toward their medical coverage.  Attachment 4 contains the full survey showing the deductibles, co-insurance/co-pays, and monthly contributions by employees.
The survey included the Port of Seattle, cities of Everett, Tacoma, Seattle, and Bellevue, Pierce and Snohomish counties, and the State of Washington.  The cities of Tacoma and Bellevue, Snohomish County, and the state of Washington require employees to contribute a monthly amount ranging from $28 to $48 with additional charges for dependents and spouses or domestic partners.  (Note that the figures in the survey reflect only the plans with the greatest percentage of employees enrolled.)  
Mercer also identified the percentage of medical costs incurred by employees.  
	Table 3

Employee Cost as Percentage of Total Medical Cost

	
	Plan Design (Deductibles/Co-insurance)
	Employee Monthly Contributions
	Totals

	Port of Seattle
	14.6%
	0%
	14.6%

	Everett
	16.3%
	0%
	16.3%

	Pierce County
	16.3%
	0%
	16.3%

	KingCare Gold – 2009
	11.7%
	1.0%
	12.7%

	KingCare Gold – 2010a
	16.6%
	1.4%
	18.0%

	Tacoma
	13.2%
	5.8%
	19.0%

	State of Washington
	18.3%
	5.0%
	23.3%

	Seattle
	17.6%
	7.1%
	24.7%

	Snohomish
	16.8%
	10.7%
	27.5%

	Bellevue
	17.5%
	13.6%
	31.0%

	Note a:  The percentages shown for KingCare Gold – 2010 reflect changes negotiated by the Executive and the Joint Labor Management Insurance Committee and do not include the impact of the proposed legislation.


As shown above, King County employees in 2009 are paying the lowest percentage (12.7 percent) of total medical costs among the surveyed jurisdictions.  However, in 2010, King County employees are projected to pay 18.0 percent of total medical costs, which is closer to the middle of the range among the surveyed jurisdictions.  Proposed Ordinance 2009-0322 would result in an increase of approximately 0.2 percent in the total employee contributions.
One characteristic that distinguishes the employee contribution proposed in the legislation from the contributions in other jurisdictions is that it applies only to employees earning above the mean income for King County at large and it varies depending on the amount earned above the mean.  Under the proposal, each year, the Executive would identify the mean income to be used in determining employee contributions with approval by the Council.
Using U.S. Bureau of Labor Statistics 2008 data as an example, the mean income for King County was $60,424.  Anyone earning less than that amount would not pay any monthly amount.  Non-represented employees earning more than that amount (regardless of part-time versus full-time status) would be required to annually pay two percent of the amount they earn above $60,424.  The annual contribution could be spread out with payroll deductions throughout the year.  

This formula results in contributions that vary with income.  Employee contributions at a range of incomes, using the $60,424 figure as the mean income, are shown in Table 4.
	Table 4

Sample Employee Contributions at Various Income Levels

	
	Annual Contribution
	Monthly Contribution

	<$60,424
	$0
	$0

	$65,000
	$92
	$7.63

	$80,000
	$392
	$32.63

	$100,000
	$792
	$65.96

	$120,000
	$1,192
	$99.29


Using 2009 salary data provided by the Human Resources Division, the estimated total first year savings would be $1.14 million, with 30 percent ($344,000) in General Fund savings, and affecting 1,672 employees.  Staff asked the Human Resources Division to provide information on potential administrative costs that could offset savings.  
In addition, savings would be reduced if currently non-represented employees unionized and bargained to receive the same benefits package as other represented employees.

Outstanding Issues
Prosecuting Attorney’s Office and Executive staff indicated that some technical/procedural issues may need to be specified in the legislation.  These include:

· Defining more specifically whether an employee’s “income” is the employee’s gross income from county employment (versus household/family income, or an individual employee’s total income from multiple sources)

· How partial years of service are accounted for
· Whether earnings are base salary or include overtime (or other kinds of pay that may be added to an employee’s base salary)

· Potential administration issues (i.e., will hand entry of contributions need to be entered into the payroll system)

REASONABLENESS
In addition to the technical/procedural issues described above, Executive staff provided a substantial amount of information on Friday, May 15th, and Council staff review is ongoing.  As such, this item is not yet ready for action.
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1. Proposed Ordinance 2009-0322
2. KingCare Benefits at a Glance
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4. Survey of Other Jurisdictions’ Employee Contributions to Medical Coverage
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