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PerspectiveS

Consumer-Directed Health Plans and the Current State of Consumerism
Consumer-directed health plans (CDHPs) have caught the attention, if not the serious consideration or implementation, of most of this country’s health care payers as they continue to be buffeted by the relentless upward spiral of health care costs. With traditional managed care losing its effectiveness as a cost control mechanism and serious debate still to be decided at the state and federal levels, employers and insurers are frantically searching for a new way out of their health care cost and quality dilemma.
Although there are almost as many definitions as there are opinions about them, CDHPs generally include three components: a health insurance plan with a high deductible; an accompanying tax-advantage account; and decision-support tools to assist the consumer in assessing health care cost, quality and available treatment options. 
As these components continue to attract health care consumers, employers are finding more and more reasons to offer some form of CDHPs at their workplace. CDHP enrollment has increased 25 percent in the last year with 12.5 million enrolled with either an HRA or HSA-eligible account through BlueCross BlueShield Association, according to a 2008 survey by the American Association of Preferred Provider Organizations. This growth is mainly driven by those using Health Savings Accounts due to their availability at the workplace (See Figure 1). 

Figure 1 – CDHP Uptake for Consumers with a Choice of a CDHP Product
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 Sources: 2005, 2007 & 2008 BCBSA CDHP Member Experience Surveys
The Rise of Health Care Consumerism

How Did We Get Here?

Health plan costs per employee rose by 6.3 percent in 2008 – the annual cost increases leveled off at about 6 percent in 2005 and have remained there ever since, according to the 2008 Kaiser Employee Health Benefits Survey. Employers are projecting a similar increase in 2009. This is more than double the cost of living increases over the same period. Clearly, the cumulative active health care costs are increasing at such a rate that it is widening the affordability gap between earnings and health care costs. (Figure 2).
Figure 2
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 Sources: Towers Perrin 2007 Health Care Cost Survey and Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 2006
The numbers speak loud and clear that traditional cost containment measures such as discounts from providers, utilization controls and increased deductibles and employee premium contributions have not only failed to rein in cost increases, but have done little to improve the efficiency and effectiveness of the health care system. In 2000, the average annual premium for a single beneficiary was $2,424. In 2005, that number rose to $4,024 – and in 2008 to $4,704, according to the 2008 Kaiser Employee Health Benefits Survey. Many employee benefits consultants are also optimistic that CDHPs will continue to see a steady growth and could even become part of the health reform efforts according to a 2008 survey conducted by AISHealth (Figure 3).
Figure 3 – With Democrats in Control of the White House and Congress, CDH will...
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True Costs Are Hidden
While health care costs continue to rise sharply, employees are well-insulated from the true costs of care. Even though employees are contributing more in absolute dollars for their health care, their share of the costs has actually decreased significantly over the past 30 years. In 1970, employees’ out-of-pocket share of total health care expenditures was 35 percent. In 2003, that share was down to an astounding 12 percent, and up to only 15 percent in 2007. As of 2009, the out-of-pocket share is up to 22 percent – still well below the expenditure in 1970, according to the 2009 Towers Perrin Health Care Cost Survey. Even as employees bemoan shrinking medical plan benefits, the reality is that they are paying a significantly smaller share of the total cost of care. 
What Does Health Care Consumerism Mean Today?

In the broadest sense, health care consumerism has always been about empowering health care consumers to be more successful in selecting cost-effective, appropriate care. It is increasingly more about encouraging people to become more accountable, knowledgeable and engaged about their health care. More specifically it is about assisting employees in:

· Becoming an active participant in their health care decision-making rather than remaining a passive partner

· Spending their health care dollars wisely by seeking care from providers who are cost-efficient and provide quality care
· Taking charge of their health by understanding their conditions and treatment options, and changing their behavior to eliminate unnecessary health risks
The Continued Case for Employee Engagement 

Beyond understanding the cost of health care, most consumers are not engaged in taking charge of their health. An obvious example is the growing prevalence of obesity in the U.S. According to the Centers for Disease Control and Prevention (CDC), more than 34 percent of U.S. adults aged 20 years or older – over 72 million people – are obese.
Employee behavior and lifestyle are significant factors in health status, and ultimately, the cost of health care – more so than genetics, the environment, or access to care. The CDC estimates that 50 percent of an individual’s health status is a direct result of behaviors (Figure 4).
Figure 4
	Consumer-directed health plans, 2003-2005: Percent of employers offering program

	
	2003
	2004
	2005

	All employers
	<1%
	1%
	2%

	Small employers (10-49)
	<1%
	1%
	2%

	Large employers (500 +)
	1%
	4%
	5%

	Jumbo employers (20,000+)
	9%
	12%
	22%


Source: Mercer National Survey of Employer-sponsored Health Plans, 2005
Employers, who pay the majority of their employees’ health care costs, have an enormous stake in engaging their employees in their own health care, from the lifestyle decisions they make to the health care they seek out. Studies have shown that behaviors can be modified through the use of workplace wellness programs. Employees will seek appropriate, cost-effective care if they are motivated, engaged and accountable. And HSA-participating employees tend to be more engaged in health and wellness, most likely due to the nature of the incentive-based programs (See Figure 5).
Figure 5
Participation in Health or Wellness Programs
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CDHPs – The Current Picture of Healthy Growth
All the publicity surrounding CDHPs has had a definite effect on the market. Currently, CDHPs represent an ever-increasing portion of the health insurance market. According a 2008 Mercer survey there has been a sharp increase in the number of large employers offering CDHPs in 2008 – from 14 percent to 20 percent of employers with 500 or more employees. CDHPs are most common among the very largest employers (20,000 or more employees), where they are offered by 45 percent of employers. This is up from 41 percent in 2007 and shows a steady growth trend. Growth has been substantially slower among small employers: a Mercer survey found that only 9 percent of employers with 10-499 employees offer a CDHP, but this is up from 7 percent in 2007. This size employer is more likely to offer other high-deductible plans without a health-savings account feature (Figure 6).
Figure 6
	CDHP offered in:
	Very likely to offer in 2009

	
	2006
	2007
	2008
	

	Small employers
	5%
	7%
	9%
	14%

	Large employers
	11%
	14%
	20%
	25%

	Jumbo employers
	37%
	41%
	45%
	45%


Source: Mercer National Survey of Employer-Sponsored Health Plans, 2008
Total enrollment in CDHPs reached 7 percent of all covered employees in 2008, up from 5 percent in 2007. The employers’ overall cost per employee will continue to drop as employees shift from more expensive plans to less expensive ones (i.e., higher deductible plans). Overall, the migration to higher-deductible CDHPs is helping to hold down benefit costs.  

HSA vs. HRA

Most employers offer CDHPs in conjunction with a health care account. These accounts take two forms: a health savings account (HSA), which is opened by the employee and can be funded by both the employer and the employee; or a health reimbursement arrangement (HRA), which is owned and funded by only the employer.
Both HSAs and HRAs are tax-advantaged. For HRAs, employer contributions do not have to be included in the employee’s gross salary. For HSAs, the amount the employee contributes is tax-deductible and interest earned in the account is not taxable. Unspent funds in both types of accounts can be rolled over from year to year. Most employers do not make HRA accounts portable; however, individuals participating in HSAs may retain their accounts if they leave their employers. Figure 7 identifies the key features of HSAs and HRAs.
Figure 7
	Comparison of HRA-Based and HSA-Eligible Plans and Account Features for 2009 

	
	HRA Based Plans
	HSA-Eligible Plans

	High-deductible plan features

	Deductible requirements
	No requirements, but most employers pair HRAs with high-deductible plans
	Minimum of $1,150 ($1,200*) for single and $2,300 ($2,400*) for family coverage; to be adjusted for inflation in future years

	Maximum out-of-pocket limits(1)
	IRS does not specify a maximum out-of-pocket limit
	Maximum of $5,800 ($5,950*) for single and $11,600 ($11,900*) for family coverage; to be adjusted for inflation in future years

	Account features

	Portability
	No requirements, but most employers do not make accounts portable
	Accounts are fully portable, so individuals retain the accounts if they leave their employers

	Ownership
	Employer-owned
	Individual-owned

	Who may contribute
	Employers only
	Employers, individuals, and family members

	Annual contribution limits
	No requirements; employers typically determine contribution amounts
	Contributions allowed up to $3,000 ($3,050*) for single or $5,950 ($6,150*) for family coverage; to be adjusted for inflation in future years 

	Unspent funds
	May roll over from year to year; some employers limit the maximum amount that may accumulate
	May roll over from year to year without limit

	Definition of qualified medical expenses
	As specified by IRS(2)
	As specified by IRS(2) however, payment for health insurance premiums is restricted to long-term care coverage, certain continuation coverage, coverage while receiving unemployment benefits, and coverage after age 65 (except Medigap)(3)

	Tax treatment
	Withdrawals for qualified medical expenses are exempt from federal income taxes; employer contributions to account are excluded from gross income by employers and are not treated as taxable income to employees
	Subject to income tax; additional 10 percent penalty assessed for nonmedical withdrawals before age 65

	Non-medical withdrawals
	Not allowed—all withdrawals must be for documented medical expenses 
	Subject to income tax; additional 10 percent penalty assessed for non-medical withdrawals before age 65

	(1) Premiums and services not covered by the insurance plan do not count toward the out-of-pocket maximum. 

(2) Qualified medical expenses include expenses intended to prevent or alleviate a mental or physical condition, including vision and dental services. Qualified medical expenses may also include certain insurance premium costs, long-term care insurance, and the costs of transportation to obtain medical care. 

(3) Medigap is private supplemental insurance available to Medicare enrollees. It helps to pay for some of Medicare’s deductibles, copayments, and coinsurance amounts, as well as some benefits Medicare does not cover.


*For 2010 Calendar Year

Source: 2006 GAO Report – Consumer-Directed Health Plans
Although many employers initially professed confusion over which type of health care account to offer with a CDHP, their preference seems to be solidifying. According to a nationwide survey by BlueCross BlueShield Association, not only are both the HSA and HRA options becoming more accessible, but the HSA option is gaining favor over the HRA. Issues such as portability, ownership and contribution flexibility can all be cited as possible reasons for this shift. Figure 8 illustrates the availability of both the HSA and HRA.

Figure 8
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Contribution Levels

In an effort to encourage employee participation and engagement, most employers contribute to their employees’ health plan accounts, although the amounts contributed vary widely. According to the 2008 Kaiser/HRET Employee Benefits Survey, workers enrolled in an HDHP/HRA receive an annual contribution from their employer of $1,249 for single coverage and $2,073 for family coverage. The average contributions to HSAs are $838 for single coverage and $1,522 for family coverage. These numbers are double those in this survey’s results for 2007. This increase may be due to a change in legislation recently passed by Congress that increased the maximum allowable annual HSA contribution, but it is important to note that contribution levels can still be adjusted by the employer annually up to the maximum allowance.  
It is also significant to note that of the employers offering an HSA-qualified HDHP, about 28 percent do not make a contribution to the HSA for single or family coverage. When those are removed from the calculation, the average annual employer HSA contributions are $1,139 and $2,067 for single and family coverage, respectively. 
CDHP challenges 

It is well understood and accepted that approximately 20 percent of employees will be responsible for 80 percent of their health plan expenditures, on average. It becomes obvious that in order to significantly impact costs, this 20 percent must become engaged health care consumers. Unfortunately, several studies indicate that this population is not completely inclined to leave their traditional plans for CDHPs, but every year, more and more do embrace CDHPs.

According to a Kaiser Family Foundation report, these individuals cited fear of high out-of-pocket costs as the reason for not embracing CDHPs. It will be incumbent on employers to effectively communicate the advantages of CDHPs to further attract this population. Employers should be especially focused on the ability of the mechanisms of any CDHP they are considering to successfully identify and manage the majority of its chronically ill population.  

Increasing success of CDHPs

What Does it Take?

In spite of external challenges, employers can go a long way in controlling their own destinies when implementing a CDHP. An employer should target three major areas to increase their chances for success:

· An effective employee communication plan

· Sufficient cost and quality information for employees

· Pre- and post-implementation surveys to assess employee understanding
Communication is Key

The continued success of a CDHP is largely dependent on clear, consistent communication. Employee reaction to the adoption of a CDHP will likely be met with both skepticism (i.e., “They are just looking to pass costs on to me during this economic downturn”) and trepidation (i.e., “How will I negotiate this new world of health care consumerism?”). In order to counteract these initial reactions and heighten the chances for continued success, employers must communicate why they are making the changes. On this note, it is important to communicate that the reason for the change has less to do with shifting costs and more to do with encouraging them to take control of their health and ownership of effective consumer decisions. It is important to continue this communication after the implementation, especially during this recession time. 
To achieve buy-in and continued enthusiasm, communication regarding health care consumerism must resemble a marketing campaign more than a typical human resources information campaign. Sufficient lead time should be incorporated into communication efforts to ensure maximum traction. A variety of communication methods should be employed and key messages should be repeated to ensure sufficient exposure and understanding. Behavioral changes take time and require a consistent and concerted educational effort. 
Identifying Tools

It is important to identify what decision-support tools continue to become available. Health care cost and quality information may be available from an insurance carrier, benefits administrator, health care coalition or other public data sources. A thorough educational campaign regarding the use of these tools is certainly advisable. Effective communication regarding the benefits of participating in a CDHP and guidance in identifying data sources must take place on an ongoing basis, not just during open enrollment. Your J. Smith Lanier & Co broker can provide you with an employee communication campaign. 
Measure to Manage

Conducting surveys of employees prior to and throughout the implementation process of introducing consumerism efforts and a CDHP makes eminent sense. Through research an employer can: 

· Refine strategies for communicating consumerism and CDHPs

· Determine how much employees understand about the reasons for rising health care costs and what it can do to impact them

· Understand what information employees want to assist them in making wise health care choices

· Determine how employees presently navigate the health care system with the information available to them

· Understand what information employees want to assist them in making wise health care choices

· Investigate how motivated employees are to modify their behavior and become active health care consumers
Having the right information regarding CDHPs will give the employer valuable assistance in designating the plan and effectively communicating it. Re-surveying employees after implementation will provide an assessment of where gaps in understanding remain, how effective the communication effort was and how plan design and communications can be modified for the future. 

In Summary

As employers have run the gamut of quick fix solutions to our growing health care crisis, CDHPs offer an intriguing option for long-term improvement – so much that many health care payers across the nation either have implemented them or are seriously considering doing so. Meaningfully engaging employees to take ownership of their health and the selection of care is certainly a highly desirable goal, especially during this time of economic downturn.






Providing Insight into Today's Employee Benefits Issues











PAGE  

Figure 3





Series 1	

Lose Popularity Among Employers	Be Dismantled by Congress	Become Part of a New Health Care Strategy	Continue to See Strong, Steady Growth Among Employers	9.0000000000000024E-2	0.18000000000000002	0.33000000000000007	0.33000000000000007	



Microsoft_Office_Excel_Worksheet1.xlsx

Sheet1


			 			Series 1			Series 2			Series 3


			Lose Popularity Among Employers			9%			2.4			2


			Be Dismantled by Congress			18%			4.4			2


			Become Part of a New Health Care Strategy			33%			1.8			3


			Continue to See Strong, Steady Growth Among Employers			33%			2.8			5


						To resize chart data range, drag lower right corner of range.












Figure 3

ol

[ ——
R

pothe

P —
st s
T





Figure 8





HSA-eligible	34%*

49%*

69%*



2005	2007	2008	0.34000000000000014	0.4900000000000001	0.69000000000000039	HRA	39%**



2005	2007	2008	0.18000000000000005	0.39000000000000012	0.39000000000000012	





Microsoft_Office_Excel_Worksheet1.xlsx

Sheet1


			 			HSA-eligible			HRA			Series 3


			2005			34%			18%			2


			2007			49%			39%			2


			2008			69%			39%			3


			Category 4			4.5			2.8			5


						To resize chart data range, drag lower right corner of range.












25YIYIIY

Figure 8

Srsasizad






Figure 1

Affordability Gap





Active Health Care Costs	

1999	2001	2003	2005	2007	0.15000000000000002	0.45	0.8	1.2	1.48	Workers' Earnings	

1999	2001	2003	2005	2007	0.1	0.15000000000000002	0.2	0.25	0.33000000000000007	



Microsoft_Office_Excel_Worksheet1.xlsx

Sheet1


			 			Active Health Care Costs			Workers' Earnings			Series 3


			1999			15%			10%			2


			2001			45%			15%			2


			2003			80%			20%			3


			2005			120%			25%			5


			2007			148%			33%


			 


						To resize chart data range, drag lower right corner of range.












Figure 1






Figure 5





HSA-eligible w/ Account	





Health Screening	Exercise	Nutrition/Diet	Health Coaching	0.43000000000000005	0.25	0.21000000000000002	0.13	HSA-eligible w/o Account	



Health Screening	Exercise	Nutrition/Diet	Health Coaching	0.37000000000000005	0.19000000000000003	0.18000000000000002	0.11000000000000001	Non-CDHP	



Health Screening	Exercise	Nutrition/Diet	Health Coaching	0.30000000000000004	0.14000000000000001	0.15000000000000002	7.0000000000000021E-2	





Microsoft_Office_Excel_Worksheet1.xlsx

Sheet1


			 			HSA-eligible w/ Account			HSA-eligible w/o Account			Non-CDHP


			Health Screening			43%			37%			30%


			Exercise			25%			19%			14%


			Nutrition/Diet			21%			18%			15%


			Health Coaching			13%			11%			7%


						To resize chart data range, drag lower right corner of range.












Figure 5

2F T —
T Dt





Figure 2





HRA	



2005	2007	2008	0.21000000000000002	0.23	0.12000000000000001	HSA-eligible	

2005	2007	2008	0.17	0.25	0.25	





Microsoft_Office_Excel_Worksheet1.xlsx

Sheet1


			 			HRA			HSA- eligible			Series 3


			2005			21%			17%			2


			2007			23%			25%			2


			2008			12%			25%			3


			Category 4			4.5			2.8			5


						To resize chart data range, drag lower right corner of range.












Figure2






