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The CDHP Dilemma

B The hcalth care consumerism movement
fias saught fire. It can cmpover employes
ountable, but employers

A UBA Member-Provided Publication Designed To Help Employers Make Informed Benefit Choices.
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onsumer-driven health plans (CDHPs) have drawn significant attention across the
corporate landscape over the past five years — and with good reason. The CDHP model is
designed to encourage employees to make more informed decisions about their treatment
‘when they become sick or injured, as well as shoulder greater financial responsibility for
their care. This interest has caused CDIIPs
10 become the second most popular plan
design with employees. surpassing IIMOs
for the first time.
But CDIIPs may not be the magic
bullet. Concerns exist as to whether they cven gencrate savings for cmployers cven though

they contain savings accounts and high deductibles — elements that are widely viewed as
wvital to the success of the health care consumerism movement. Even so, CDHPs are
considered indispensable for promoting healthy living and revealing the true cost of care
{o consumers (who have long been insulated from the actual cost).

At the very least, a health reimbursement arrangement (HRA) or health savings
account (HSA) must be in place for employee buy-in, because the accounts may help off-
set higher out-of-pocket costs. Using these vehicles — which may allow employees to set
aside their own funds and roll over from one year to the next the unused balance of their
contributions on a pretax basis — may help consumers reduce their out-of-pocket costs,
‘but they could increase the cost for their employer as well. Without them, however, there
‘would likely be little CDHP penetration in the group insurance market.
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Strong Interest

Some independent employee benefit advisors offer a
more bullish report. William L. Kite, Jr., president of
D & S Life Agency. Inc. in Roanoke, Va., estimates
that 94 percent of his clients have moved to CDHPs
since 2003, and as a result, reduced health care
expenses by 25 percent to 30 percent, depending

on key demographic variables

“Interest in CDHPs is extremely high because so
‘many businesses want their employees to be more
engaged in the day-to-day process of accessing
‘health care and to know the true cost of care,” said
George Martin, President of Benefit Resources, Inc.
in Colorado Springs, Colo. Noting that nearly 40 per-
cent of his clients have an IISA or IIRA, Martin said
these accounts can help maintain strong benefit levels
and keep employer costs predictable for up to half a
dozen years “as long as they will take the savings and
st it aside to help stabilize future costs.”

Percentage of Employers Offering
CDHP by Region

North Central
201%
West

108%

"

CDHPs Surpass HMOs,
Cost the Most

“The 2008 UBA Health Plan Survey, the
nation's largest health plan benchmark-
ing survey vith 17,655 plans from 12,315
‘amployers reporting, shows that CDHPs.
grew 33.9 percant within the past year
and now covar more amployass than
HMOS (154 percent vs. 136 percent).

‘CDHPs do experience a over pre-
mium cost than all other plan types.
However, the adition of an employer
contrbution to an HRA or HSA increases
the cost over that of tracitional PO
plans. Higher-than-average raneval
increases means that they can end up
costing significantly more in both the
short and long term. As mentioned, the
fst-year premium savings, f put aside,
could mitigate this cost. With increased
‘awareness of the cost of medical care,
it sl may be viorthwhile o implement a
‘CDHP for 2 near-term solution.

Region differances become very
clear when revieving the average an-
ual cost of COHPs as compared with
traditional PPOs. The Northeast (vith
tsrecent adoption of CDHPs) i stil
experiancing muich graater savings than
the North Cantralragion (who wera
early adopters of CDHPs). Advisors and
‘amployers shouid ba aware oftis rend
50 they don't overnfats the imputed
savings of these plen designs in their
long-term stategies.

‘Aiso, consider that CDHPs feature the
bighest partcipation of dependants, who
accountfor 54.5 parcent on averaga of
an employar's annual share of pramium,
whereas employee coverage makes up
45 percent of that equation. Employer
contributons to HRAs averaged $1,310
for a single employee, which was up from
1,209 in 2008, and 52,502 for a family,
which increased from $2,274 in 2008.

Regional Disparities

CDHPs have enjoyed tremendous
growth in the Northeast (which now has.
he largest concanration at 23%) where
the naflon's highast plan costs hava de-
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Cultural Change

The main objective is to help employees understand
that they have a pot of money from employer and
employee contributions cach year to help budget for
medical expenses, and once it runs out, they Il need
10 go out-of-pocket. “If they can be a good steward
of the employer’s money, they may never have to
spend their own money.” Martin said. However, the
2009 UBA Health Plan Survey shows that employ-
ers rarely cover the entire deductible with their con-
tributions to HRAs or HSAs. (Less than 17 percent
cover the single deductible and Less than 13 percent
cover the family deductible)

According to Gerald L. Staten, senior vice president
for Leonard Insurance Services in North Canton,
Ohio, advisors need to embrace a psychological

change when explaining CDIPs to their customers.
This means a willingness on the part of employees
to self-insure small dollar amounts of medical-
related costs for doctor visits or prescription drugs.

manded aiteratives to firstdoliar coverag.
The precentage of employees enrolled

in CDHPs in the Northeast region naarly
doubled.

‘According to Wiliam Staffrd, Viea
President, Member Services, for United
Benefit Advisors, “The positive result of
al this is the awareness of medical costs
being identified by the consumer-focused
plan designs from which our current
System has kept the coverad public ins-
Iated for decades. At tha same time, e
must al stay focused on the parts ofthe
system that work very well while address-
ing redundancies and defensive medical
practices that could, i eliminated, go a
very long way in funding the coverage of
the uninsured population.”

High Price for Wellness

The survey also found tht pans vith
‘wellness programs cost more, averaging
58,391 a year per employee in organi-
zafions that ofe such plans compared
ith $7.636 for those without them. The
problem is worse for employers with fowsr
nan 50 employees vho lack the neces-
sary cost and qualty 0ol of therfager
counteparts

Howistis possibe?

Given the compleity of behavioal
modfication, coupled withresistance
among many Americans o eat beter,
exarcise more and quit smoling, el
ness programs are considared a longer-
term investment that dossn' necessariy
create savings for employees who dont
stay long enough at a particiar company.
However, a more likely explanation s that
employers who re the most wiling o
be early adoptes of welness programs
are thoss who typically have the lsast
healthy populatons (and most axpensive
from a hosith insuranca perspectie).
Ancther kel cause is the wellness plans
hathave been inplace fortvo or tree.
years may see an ncrease in claims as a
vesultof employees doing the righ hings
by getting ncessary reatments early
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His analogy is that people with auto insurance don’t
expect that their annual deductible will cover oil
changes, so why should it be any different with
health insurance?

Martin leamed the power of health care consumer-
ism first-hand three years ago when his doctor sug-
gested he get a CAT scan. Tacing an annual deduct-
ible o $6.000, he shopped the procedure and was
amazed to lean the three quotes he received (750,
$1.050 and $1.950) were scparated by nearly a 150
percent differential

Martin’s doctor later expressed surprise that he
eventually was able to bargain down the first quote
to $500, that most of his patients have insurance and
needn’t worry about thosc details. Even worse, the
doctor was prepared to refer Martin to a more costly
hospital-affiliated facility downstairs from his office
because it was convenient — completely insulated
from the cost of those services. “We don’t go to one
grocery store and find 53 per bunch of asparagus on
one shelf and $20 per bunch on another,” he said.
“There just isn’t that kind of disparity.”

A Different Approach
Kite became accustomed to sceing employees fret at

open enrollment over how health care premium in-
creases would crode their paycheck until HSAs took

before they become major claims and
by becoming medically compliant with
previously untreated chranic conditions.
These ara the good kind" of claims to
have, 25 thay are a result of the amploy-
es voriking to become heaithier and il
fesultin fewer large claims in the future.
“Employars that ara gatting involved
with COHPs and wellness programs

purely from a cost perspective and ignore.
the behavioral components necessary for
both plans to be affactve ara likaly to be
disappointed with the resuts Stafford,
said.

Negotlating Renewals Reaps Rewards
for Employers

While the inial renewal offer for al
heaith plans in the 2009 UBA Health
Plan Survey averagad 13.3 parcant,
effective carrier negotiations and plan
design changes resulted in a fnal rate.
of 7.3 percent — amounting to nearly a

50 percent rediuction, Stafford said. “The
average renewal for CDHPs is nearly 50
percent higher than al other plans, which
may not come as much of a surprise giv-
en the praviously explained data resuits
and a logical prograssion to the maan
caused by an ever-decreasing impact of
a higher deductible”. I other words, the.
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effect in 2004, moving the heath care consumerism
movement to the next level. HSAs became a promis-
ing savings vehicle for many employers (partners of
‘partnerships and 2 percent or more shareholders of
Sub “S” corporations) for whom HRAs weren’t al-
lowed under the law.

Employer Annual Funding Levels
HRA HSA

Medlan Single $1,000 5420

Average Single $1,310

Modian Family S

Average Family $2,502  $977

= The 2009 UBA Health Plan Survey found the ayerage employ-
er contribution to an HRA vias $1,310 (up from $1,208 In 2008)
for a single employee and $2,502 for a family (up from $2,.274 In

2008), The average employer contribution to an HSA was $621
{dlown rom $642 in 2008) for a single employee and $977 for a
family (down from $1,053 in 2008)

The beauty of an HRA is that the account helps.
those who have the greatest need for assistance,
which typically is about one-quarter of an employee
population that spends more than $500 in health care
ina given year and meels their deductible, Kite said.
“It’s a whole lot better paying out the full benefit to
25 percent of your employees than to put money for
cach employee into an HSA,” he added.

‘The health care consumerism movement, of course,
is modeled after the defined contribution approach to
retirement planning that emerged with the creation

shock value of a higher deductble wears.
offover time, creating a sight “catch-up™
effectin future years. I addition, insur-
ance companies have tended to give too
uch cradit hrough raducad pramiums
in the sarly years of CDHP adopion.

Altold, UBA members generated

ut $1.5 biion in aggregate savings
within the past year on behlf of their
clients, who collectively have about $16.5.
billon dolers of premium and premium
equivalents with the various carrers.

“The implication is that they ara
proving thair worth s trusted advisors
nd siratagic business pariners of their
employer clients, yearin and year out”
Stafford explained.

Integrated Strategy

“The best course of action forplan
Sponsors s to pursus an intagrated ap-
proach that's part of  long-tarm stratagy
featuring wellness and disease manage-
ment programs underpinned by a com-
prehensive educational campaign that
helps pecple become smarter health care
consumers. Only then vl amployees.
raaiiza ther full potential o ive haalhiar
‘and happier ives, and employers il
reap the banfits of higher procuctvity
and profis tied to improved health cara
outcomes.

“The key i it must be behavior-civen,
‘which reqires effective communica-
tion to employees — an area viere UBA
Member Fimns' independent advisors
axcal,”Stafford said. Daspita the cost
challenges associated with the health
care consumerism trend, he forecasts.
continued grovih for these plans.
Roughly one-th of the population is
currently enrolled in a CDHP, but he st
sees a huge potential for these plans to
‘gain marke! tracton as more insurance
carriers integrate thei wellness and dis-
ase management programs, rafine plan
designs and rely on pradictive modeling
to help manage health care costs and
qualtyfor employers of allsizes.
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of a 401(k) plan. But in an ironic twist, it could
affect an employee’s retirement contribution.

Martin, for instance, recommends to his clients that
they encourage employees to maximize their HSA
fund contributions each year before contributing
10,2 401(K) or 403(b) because, unlike those plans,
they’re not subject to FICA taxes and are not taxed
upon withdrawal if used for unreimbursed expenses
related to medical, dental and vision plans, as well
as over-the-counter drugs, long-term care insurance
and Medicare Part B and D premiums

Methodology
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