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In this eighth issue of the
McGraw Wentworth Benefit
Advisor for 2005, we provide
our annual examination of
trends in health plan cost and
management.  The good news
for most employers is that
health care cost increases are
cooling.  These reductions are
primarily as a result of cost
shifting measures that orga-
nizations have taken over the
last several years.

This Advisor will discuss the
current status of health plan
cost drivers and tactics em-
ployers can consider to re-
duce their increases to meet
their budget targets.

We welcome your comments
and suggestions regarding
this issue of our technical
bulletin. For more informa-
tion on this  Benefit Advisor,
please contact your Account
Manager or visit the McGraw
Wentworth web site at
www.mcgrawwentworth.com.
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At first glance the news from Mercer’s
National Survey of Employee Sponsored
Benefit Plans seems promising.  Not
since 1999 has the annual percentage
increase in cost of employer-provided
health plans been so small.  The in-
crease was only 7.5%.  Employers, per-
haps optimistically, are expecting the
increases for 2006
to be even smaller.

Does this mean
your annual re-
view of the em-
ployee medical
plan will be, for
once, a manage-
able experience?
Probably not.  The
increases reflect
the expected increase after the em-
ployer had already made changes to
reduce health plan costs.  The survey
results simply show that employers
are becoming more aggressive in their
tactics to rein in medical plan costs.

This Benefits Advisor discusses the
trends affecting employer-sponsored
medical benefits.  While plan cost in-
creases are slowing down, many prob-
lems in the health care system still
exist.  Consumerism continues to be a
hot topic among plan sponsors as a
way to involve an employee meaning-
fully in controlling health plan costs.

This Advisor discusses these issues and
other trends gaining traction in man-
aging health plan costs.

Medical Plan Costs
Still an Issue

With health plan cost increasing on
average 7.5%, the annual cost of
medical benefits is still substantial.
For 2004 average PPO plan cost was
$6,095 for each employee.  Even with

a slower rate of
increase, employ-
ers need to take
action to control
this sizable ex-
pense.

Factors that con-
tribute to rising
health care costs
include:

Health of the General Popula-
tion:  The health of the popula-
tion as a whole and, more
important, the health of your
employees and their dependents
have a significant impact on
your health plan cost.

Average Age:  The
workforce in the United
States is aging.  It is well-
documented that the older
the individual, the higher
the annual medical expenses.
Health care cost rises
significantly between the
ages of 45 and 69.

In general, employers are
limited in the steps they can
take to control an aging
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population.  Understand-
ing your organization’s
demographics will help
determine whether your
plan needs to be con-
cerned with higher cost as
a result of older workers.
These rising costs affect
organizations with higher
average ages and low
turnover rates.

Obesity is Still a Prob-
lem:  A statistical error
caused the Centers for
Disease Control and
Prevention to overstate
the impact obesity may
have on the nation in the
coming
years.  Last
year, the
major story
was that
obesity
would
overtake
smoking as
the most
prevalent,
preventable cause of death
within the next two years.
The estimated number of
deaths attributed to
obesity fell when the error
was corrected.

However, this correction
doesn’t mean obesity is
any less of a concern for
health plans.  Health plan
costs for overweight and
obese individuals are
higher.  A Centers for
Disease Control and
Prevention study revealed

health care expenses for
overweight and obese
people were on average
37% higher than expenses
for people of normal
weight.

The impact of obesity on
overall health is pervasive.
Obesity contributes to the
development and severity
of high blood pressure,
diabetes, and many other
chronic conditions.
Nationally, the overweight
and obesity rates have
been on the rise annually
since the ’70s.  This
gradual increase means a

higher
percentage
of your
employees
will move
into the
overweight
or obese
category
every year,

and that increase will
affect your health plan
cost.

Chronic Conditions
Increase Cost:  Chronic
conditions are moderate to
severe medical conditions
that require continuing
treatment.  Diabetes, high
cholesterol and many back
problems are often chronic
conditions.  Treatment for
chronic conditions can be
costly.  Often cost and
health care claims indicate
how well a patient follows

the prescribed treatment
plan.  Costs for patients
who follow prescribed
treatment plans can be a
third of the costs for
patients who do not follow
treatment plans.

Health does not operate in
a void and poor manage-
ment of one condition can
create other medical
conditions.  For example,
when diabetes is not
properly managed,
diabetics are at a greater
risk for coronary artery
disease, hypertension,
kidney problems, blind-
ness, limb amputations,
and other complications.
A diabetic that follows the
treatment regime, making
dietary changes, taking
medication regularly and
engaging in regular
exercise is less likely to
have complications.

Treatment for chronic
conditions accounts for
almost 80% of medical
expenses in the United
States.

Pharmacy Arena is a Mixed
Bag:  Prescription drug
expenses have been a front
page story for the last five
years.  Pharmacy benefits are
one area where employers have
been aggressively managing
costs.

Rising prescription drug costs
continue to outpace rising
physician and hospital costs
but the rate of increase has
been gradually decreasing over
the last two years.  The good
news on the pharmacy side is
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changes in the marketplace
are bringing drug costs down.
The loss of FDA approval for
the blockbuster medications
Vioxx and Bextra and con-
cerns about long term health
effects of these types of
medications has reduced the
use of COX II inhibitors.  In
addition, many of the brand
name medications on top 10
usage lists will soon lose
patent protection.

The not so good news in
pharmacy is many specialty
medications, almost custom
designed to treat specific
medical conditions, are being
developed and approved.
These medications are usually
injectible and often very
expensive.  Employers will
need to determine whether
their plans should cover these
treatments and the most cost
effective way to pay for them.

Provider Practice Patterns
and Effectiveness:  One of
the hot topics being discussed
across the country is the
quality of care and its overall
impact on costs.  Provider
practice patterns and effec-
tiveness do affect cost.
Providers that establish
relationships with their
patients and encourage
appropriate follow up care
and preventive screenings are
generally more effective.

Provider practice patterns and
quality of care are being
analyzed to determine
whether steering patients to
quality providers will decrease
health care costs.

Medicare Part D:  Medicare
Part D will affect employer
cost.  Employers will benefit
directly if they sponsor a
retiree health plan.  But even

if an employer does not
sponsor a retiree plan,
Medicare Part D will probably
impact the pharmacy market-
place on a whole.  The
potential impact could occur
in many areas.  Vendors will
bid aggressively for the
opportunity to become a PDP
sponsor.  If vendors lose
revenue as a result of aggres-
sive
Medicare
discount-
ing, they
may seek
to increase
profits in
the private
sector.
Medicare
requires
Prescrip-
tion Drug Plan contracts to be
transparent, and CMS can also
audit plan results.  Because of
these requirements, pharmacy
benefit managers may offer
more transparency, and may
be more willing to participate
in plan audits.

As an employer, you have little
control over several cost drivers,
for example, aging employees or the
Medicare Part D effect on your dis-
count arrangements with your phar-
macy benefit manager.  However,
you can certainly decrease some
costs by focusing on improving
your employees’ health or helping
them manage their chronic condi-
tions.

Although employees are getting the
message regarding the rising cost
of health care, taking accountabil-
ity for those rising costs is another
matter.  Employees do not want to
consider the impact their own
lifestyle decisions have on their
health care costs.  To reduce health
plan costs, continue to help your

employees understand the impact
lifestyle has on health and help them
break poor habits.

Trends also show employees’ don’t
realize health plan costs affect over-
all profits.  In a 2004 Towers Perrin
survey, 43% of employees disagreed
with the statement “Rising health
care costs impact my employer’s
ability to succeed as a business.”

Employees need
to understand
that the health
plan in many
cases is a signifi-
cant expense and
rising costs do
impact business
profitability.  The
case with GM has
been well docu-
mented in South-

eastern Michigan.  GM needs to add
$1,500 to the purchase price of each
vehicle just to cover health care
costs.

This year employers are looking at
a wide range of strategies to help
manage health care costs.  Some or-
ganizations are jumping on the con-
sumer driven health plan band-
wagon and implementing high de-
ductible health plan options.  Other
organizations are focusing their ef-
forts on improving health and ef-
fectively managing chronic condi-
tions.  Other organizations are fo-
cusing on eligibility and contribu-
tion strategies to drive enrollment
into the most cost effective plans
and reduce the number of  individu-
als covered by their plan.

How Are Employers
Managing Costs?

Hewitt recently released the results
of its 2005 Health Care Expectations:
Future Strategy and Direction Survey.
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The results offer a glimpse into the
strategies organizations are consid-
ering or implementing in an at-
tempt to manage health care cost.

The Hewitt study indicates employ-
ers were expecting a 12% increase
in health plan cost for 2005, but
could only absorb an 8% increase.
Organizations are evaluating a host
of options to reduce the trend to
the manageable 8%.  The findings
indicate:

Interest in consumer driven
health plans continues to
grow.  In the Hewitt survey,
employers indicated they
expected consumer driven
arrange-
ments to be
less
expensive
than PPO
and HMO
plans.

The survey
indicates
during the
last five
years employer costs have
increased over 76% and
employee plan cost has
doubled.  Employers say they
have reached the point where
their employees understand
containing health care cost is
a shared problem.  Employers
are interested in giving their
employees the tools they need
to better manage their health
care decisions.

The study shows a marked
increase in the use of condi-
tion management programs.
Condition management
programs include disease
management programs and
wellness initiatives.  In 2005,
83% of companies indicated
they offer some type of
condition management
program which is a 10%
increase from 2004.  Programs

addressing weight management
are very popular with 56% of
organizations offering specific
weight management initiatives.

Organizations are increasing
efforts to force transparency.
The transparency efforts are
not limited to pharmacy
programs.  Organizations want
transparency in cost and
quality data.  Employers are
reviewing HEDIS data and
Leapfrog patient safety
standards to encourage quality
and improve clinical outcomes.

Contribution strategies vary.
On average, employees are
paying 22% of the premium

cost for
employee only
and 26% of the
cost for
dependent
coverage.
Interestingly,
the Hewitt
study indicates
21% of em-
ployers will tie
contributions

to employee income in 2005.

Employers are also encouraging
dependents to enroll in other
available health plans.  Twenty
four percent provide flex
credits to employees whose
dependents opt out of the
plan.  Seven percent require
employees to pay additional
contributions to cover a spouse
eligible for another health
plan.  Eight percent do not
allow a spouse to enroll in
their plan if other health plan
coverage is available.

Prescription drug benefits have
changed over the last five
years.  Of employers surveyed:

Seventy-seven percent have
implemented a three-tier
prescription drug copay
structure.

Forty-five percent have
coinsurance applicable in
some area of their
prescription drug plan.

Twenty seven percent use
step therapy protocols.

Twenty five percent
require employees to use
available generic drugs.

Twenty two percent
require employees to use
mail order for mainte-
nance medications.

Sixteen percent use a
reverse copay structure.

Employers are looking at many
strategies to help control cost.  The
strategies fall into three basic cat-
egories:

Cost-shifting or cost reduction

Improving health status

Improving buying habits

Cost-Shifting or Cost
Reduction

Strategies to shift or reduce costs
are popular with many organiza-
tions.  Employers can effectively
measure savings with these strate-
gies because the plan is shifting
cost to its participants.  Certainly,
it is easier to measure these sav-
ings than it is to measure savings
from investments made to improve
health or improve buying habits.

Plan Design Changes –
Changes to plan design
include offering different plan
options, increasing copays,
adding deductibles and
decreasing coinsurance levels.
These changes can have a
great financial impact.  Not
only do plan participants pay
more of the cost, they also

Continued on Page 5
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tend to seek care less often.
Typically, plans will see a drop
in use as they increase the
participant’s cost at point of
service.

Network Options:  Organiza-
tions can also investigate the
network options that decrease
costs.  These options are
expanding as vendors and
carriers offer less expensive
alternatives:

Less Restrictive HMO
Options:  Employers may
want to reconsider HMOs.
Although employees have
not embraced a gatekeeper
approach to managing
health care in the past,
many HMOs are now
offering open access
products to allow employ-
ees more control in
managing their health care
within the HMO network.

Performance Based
Networks:  National
carriers have been launch-
ing performance based
networks throughout the
country.  Humana has
plans to launch one in
Michigan this year.  In
some cases performance
based networks are simply
limited scope networks
offering deeper discounts.
In other cases, these
networks select providers
based on quality and
effectiveness.  Performance
based networks are new to
the market so there are no
independent studies to
support their effectiveness.
In some areas of the
country, these types of
networks are facing legal
challenges from providers.

Contributions – Organizations
are considering more creative
contribution strategies.

Employers are looking to
reduce the covered lives on
their plans.  Therefore, they are
increasing contributions for
plan coverage and specifically,
increasing contributions to
cover dependents on the plan.
Spousal surcharges or complete
exclusions when a spouse has
other group health coverage
available are becoming more
popular.

With the popularity of con-
sumer driven health plans
growing, contribution strate-
gies become an important
factor to consider.  A consumer
driven health plan can become
significantly more expensive
than
anticipated
if it is not
properly
priced.
Many
organiza-
tions are
requiring
little or no
contribu-
tion to elect a consumer driven
health plan.  With this strat-
egy, however, your organiza-
tion may add covered partici-
pants, because employees who
had previously waived health
plan coverage may elect
coverage under a plan when the
contributions are minimal.

Also, in self-funded arrange-
ments, low utilizers will
gravitate to a lower cost CDHP.
Because they make very few
claims under either plan, they
may decide to move to a CDHP
for $300 a year rather than pay
$1,200 for a traditional plan.
From an employer’s standpoint,
not only does the plan not save
any money on claim cost for a
low utilizer, but it will also
lose contribution income.

Pricing benefit plans that offer
a CDHP along with more
comprehensive health plan
options must be done care-
fully.  If the contributions are
set too low for a CDHP, the
organization may lose sub-
stantial contribution revenues
that will have a significant
impact on net plan costs.

Improving Health Status

Plan results often confirm the gen-
eral rule that 20% of the popula-
tion generates 80% of the plan cost.
Study after study confirms most ex-
penses under a health plan are in-
curred to treat chronic health con-

ditions.  It makes
sense because in-
dividuals manag-
ing chronic con-
ditions seek care
regularly.

Improving the
health of plan
participants and
their lifestyle
choices should

have a number of positive effects,
including reduced absenteeism,
higher productivity and reduced
plan utilization:

Wellness Initiatives –
Wellness plans and initiatives
offer programs and resources
to help plan participants
improve their lifestyles.
Wellness plans aim to prevent
disease when participants’
lifestyle choices may put them
at risk.  The primary goal of
wellness initiatives is to
motivate the 30 to 40% of a
plan’s participants with low or
moderate health risks that
could benefit from structured
health management programs.



Volume Eight, Issue Eight August 2005, Page 6

Structured coaching programs
would include weight loss
management, smoking
cessation, stress management,
exercise programs, and
nutritional courses.

Many organizations are
offering attractive incentives
to individuals to participate in
wellness events.  Some plans
are lowering health plan
contributions for those who
participate
and others
are offering
a higher
level
benefit
plan to
those who
participate.

Disease
Manage-
ment Programs – Disease
management programs target
medical conditions with
treatment regimes proven to
reduce the severity of the
disease.  These programs are
designed to help individuals
follow a prescribed treatment
plan for their condition.
Proper treatment does not
always mean finding the right
physician, it also involves
following the prescribed
treatment protocol.

Disease management programs
target specific conditions and
employers will select the
programs they need.  Knowing
what chronic conditions drive
your plan cost is important.

Chronic conditions can vary
greatly depending on age,
gender, and lifestyle.  Employ-
ers should find a vendor who
offers programs best suited to
their employees.  These
conditions usually can be
identified through analyzing
health plan and prescription
claim data.

Insurance carriers have
invested significantly in

disease manage-
ment initiatives
in the last five
years.  Insurers
who bear the
risk for plan
performance
have a vested
interest in
making sure
plan partici-

pants manage their conditions
properly.  Many insurers have
reaped significant benefits
from their disease management
initiatives.

Improving Buying Habits

Improving buying habits is typically
associated with consumer driven
health plans.  The interest in con-
sumer driven health plans has in-
creased significantly nationwide,
and it’s catching on in Southeastern
Michigan as well.  The 2005 McGraw
Wentworth Southeast Michigan Mid
Market survey indicates that while
only 5% of employers offered a con-
sumer driven arrangement in 2005,

19% are considering implementing
one for 2006.

Consumer driven plans are intended
to improve participants’ health care
purchasing decisions.  Consumer
driven plans in many cases will sig-
nificantly increase an individual’s
out-of-pocket cost (primarily by
introducing a high deductible
health plan).  Studies show that
employees who have to pay more
out of their own pockets make
fewer health care claims.  Anyone
who has to pay the full cost of an
office visit will be less inclined to
visit a physician when it is not
truly necessary.

If employees have to pay more for
health care, the plan needs to pro-
vide reliable tools to help them de-
cide when to seek care and how to
evaluate the quality and cost of
that care.  Buying health care is
not like buying consumer goods.
It is imperative to secure appropri-
ate care when necessary.  If a plan
is to improve the buying habits of
its participants, it should provide:

Accessible tools that can help
them research medical
symptoms, diseases and
treatment regimes.

Accessible reference guides
listing quality providers they
can use if treatment is
necessary.

Accessible resources disclosing
the cost of various services
from different providers.

Accessible cost information on
prescription drugs and
alternative therapeutic
options to encourage partici-
pants to use generic drugs
whenever possible.

Continued on Page 7
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Although some of these compre-
hensive tools are not yet available,
health plans recognize their impor-
tance.

Improving buying habits is impor-
tant with any plan you offer your
employees.  Even if your plan is not
a full blown consumer driven health
plan, employees will need tools to
make wise health care decisions and
to control plan costs.

What are Employers Doing?

According to the Michigan Mid-
Market Survey conducted by
McGraw Wentworth in the spring of
2005, local employers are taking
action.  For 2005, the most preva-
lent cost control strategies in-
cluded:

1. Increasing employee
contributions

2. Increasing plan deductibles

3. Increasing
prescrip-
tion
copays

4. Increasing
office
visit
copays

5. Decreas-
ing
coinsur-
ance percentages under the
plan (increasing percentage
of expense employee pays)

6. Auditing dependent eligibil-
ity

7. Changing carrier/TPA/health
plan

8. Implementing a 3-tier
prescription drug copay
design

9. Requiring available generic
rather than brand name
drugs on prescription plans

10. Adding new PPO plan options

Benefits are big news in Southeast-
ern Michigan as the auto companies
struggle with the burden of health
care costs in this difficult economy.
Employers are taking action to best
manage these costs.

Conclusion

All employers handle their health
care plans differently.  Some em-
ployers use high level benefit plans
as a recruiting tool.  Other organi-
zations offer moderate plans but
more competitive wages.  The ben-
efit plan you choose affects your
cost.  Certainly, high level benefit
plans have become impossibly ex-
pensive for most organizations.

Organizations should review their
own situations, cultures and oppor-

tunities to best
manage cost in-
creases.  What is
clear, however,
is that health
care plans need
to be reexam-
ined constantly
to measure per-
formance and to
find opportuni-
ties for savings.

The budget planning process that
was once an annual review is be-
coming a discussion that occurs all
year long in organizations across
the country.

It is also clear, this process is not
easy.  Medical benefits were never
simple, and their complexity is in-
creasing rapidly.  Keeping up to date
on trends, benchmarks and cost is-
sues could be a full time job.

Because of this increased complex-
ity, organizations must make time
to evaluate plan options and costs
properly.  If you choose a consumer
driven plan, be prepared to spend
significant time learning the details.
Your organization will also need to
launch a communication campaign
to help employees understand the
new plan design and its impact on
their health care coverage.

If you have any questions, please
contact your McGraw Wentworth
Account Director. MW
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McGraw Wentworth
3331 West Big Beaver Road, Suite 200

Troy, MI  48084
Telephone: 248-822-8000  Fax: 248-822-4131

www.mcgrawwentworth.com

Our technical bulletins are written and produced by McGraw Wentworth staff and are intended to
inform our clients and friends on general information relating to employee benefit plans.  They are
not intended to provide either legal or tax advice.  Before implementing any welfare or pension
benefit program, employers are urged to consult with their benefits advisor and/or legal counsel
for advice that is appropriate to their specific circumstances.
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