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Consumer-Driven Health Plans

Americans think health care, both for doctors and medicine, comes at a cost that is cheaper than getting a haircut. A mechanism has to be implemented that brings the employee back into the game as an informed and knowledgeable consumer.

T
he reality of the marketplace is that health insurance premiums are now in their fourth straight year of double- digit increases. Last year, Hewitt & Associates forecast that businesses could expect 10-15% premium increases for the next five years.

     We have seen dramatic changes in the marketplace over the last several years during our involvement with the National Association of Alternative Benefit Consultants (NAABC). Even five years ago, the prevailing attitude was: “Who needs alternative health-care funding methods when we have managed care?” Managed care was like a ticking time bomb. It was systematically flawed in that it tried to control costs from the top down. Doctors in some states were being paid six-figure annual bonuses for not treating people, and inside the bowels of insurance companies, Admini-strative clerks were telling skilled surgeons what they could and couldn’t do with their patients. This top-down ap-proach was much the same as how the old Soviet Union tried to control its economy. 
It didn’t work!

     We are beginning to see consumer driven health plans (CDHP’s) take hold. The major impetus has been the movement of both insurance companies and large employers into this arena. Aetna, Humana, Cigna, and other leading insurers have started implementing these plans with their own employees first, as well as offering these products to consumers. Bonnie Hancock, Humana’s human resources director for its 15,000 employees, made the bold statement at the public release of its CDHP in Houston, that HMO’s are dead (and this from the second largest HMO carrier in the country). Mainline firms such as Levi Strauss and Forbes Magazine are moving in this direction. It is estimated over 1.5 million employees of large-group employers have switched to this CDHP format in the last two years. There are projections for significant growth in CDHP’s over the next decade.
     If the big players are moving in this direction, we need to ask why. It’s a simple, bottom-line answer: They have been able to offer their employees quality health benefits, but at better cost efficiency. How do they achieve this better cost efficiency? They introduce consumer incentives and rewards into the equation.
     The best way to illustrate this is by picturing what would happen if auto insurance would have become an employer-sponsored benefit, and that it not only covered the costs of accident repair and liability, but also covered fuel consumption, maintenance and non-accident related repairs. Gas prices would go up. Who cares, the boss is paying for it. Mechanics would do more and charge more. There would be a cost explosion in auto insurance. For the last 30 years, that’s how we have been providing health care benefits. The base-level user doesn’t know or care what it costs. Americans think health care, both for doctors and medicine, comes at a cost that is cheaper than a haircut. A 
mechanism has to be implemented that brings the employee back into the game as an informed and knowledgeable consumer. Consumer Driven Health Plans do just that.

     As these plans have come to the marketplace, there are some important variations. We see three major classifications. One plan design gives more cost-saving leverage to the employer. The second type of basic plan design provides savings to the employee. The third gives the savings to the insurance company with the promise of lower rate increases at renewal. What determines which is best for your com-pany? Does your agent or human resources department know? What you don’t know could end up costing your company.
     What’s the bottom line? Our experience in the Illinois market is that about 90% of the time a company can save, on average, $1,000 per employee per year without reducing benefits, by utilizing a CDHP strategy.

     Americaneagle.com, a Chicago-based web site development company, implemented a CDHP almost two years ago. Founder Norb Svanascini said, “Many years ago, I was in the insurance business. So having past experi-ence with health insurance programs, I developed a clear sense of what I wanted to start with. First and foremost, I didn’t want a plan that pays the employee 100% first dollar coverage. What I mean is, through the first $1,000-$2,000 of medical expenses, they should pay a small percentage of the bill (in the 15-30% range), with the difference paid by the employer. This elimi-nates a lot of unnecessary doctor visits that are abused by unlimited coverage plans. The CDHP gave me the flexibility to design and build the program that fit the demographics of my company.

     “Having a younger employee pool, because of the business I am in, I designed a plan where I fund 70% of the first $1,500 of medical expenses with the em-ployee paying 30% (this in-cludes prescriptions). After this, the insurance plan covers 100%.
     “We explained to our employees our philosophy behind the plan and as usual, there were a few that weren’t totally happy. But overall, they realized that it would bring costs down for the company, and that in today’s economy, it would help ensure job security.
    “Not only did the plan save us a lot of money (27% less than our former plan), but we took the savings and created a fund that was mostly returned to the employees in the form of bonuses. Since it wasn’t directly tied to the health plan, we could reward our most-competent help.
     “Amazingly enough, we have not had anywhere near the nor-mal renewal increases as the industry as a whole (we were able to switch insurance com-panies at our last renewal and keep our same plan design and administrator, but lower our insurance by 10%). Overall, I can’t think of one negative area that we have encountered with this program.”

