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Healthy Investments
Employers Strategize 
to Control Health Care Costs

With various lawsuits challenging 
health care reform now making 
their way through the court 

system, Florida companies are uncertain 
how the health care reform saga will 
end. Regardless of the outcome, many 
employers are more concerned about a 
continuing reality: ever-increasing health 
care costs.

The 2011 Towers Watson/National 
Business Group on Health Employer 
Survey found that total health care costs 
are expected to reach $11,176 per active 
employee in 2011, compared to $10,387 
in 2010 — a 7.6 percent increase. What’s 
more, most employers don’t see anything 
in health care reform to mitigate the trend.

“While not rising at the double-digit 
rates we saw earlier in the decade, health 
care cost increases are still trending 
significantly above the level of inflation,” 
said Bill Sharon, senior benefits consultant 
at Towers Watson in Tampa, Fla. The global 
professional services company offers 
solutions in the areas of employee benefits, 
talent management, rewards, and risk and 
capital management. 

“Slowing the rate of health care cost 
increases is a high priority for employers,” 
Sharon says. “The good news is there 
are a number of very effective health 
care strategies to slow the rate of cost 
increases.” In fact, companies with the 
most effective health care programs 
spend $2,000 less in health care costs per 
employee per year, according to the 2011 
Towers Watson/NBGH Employer Survey.

Traditional strategies that simply 
pass the cost increase to employees 
may decrease companies’ ability to 
attract and retain talent. Towers Watson 
consultants are finding that employers 
are increasingly more interested in finding 
ways to bend the health care cost curve 
without reducing benefits and without 
increasing employee contributions. One 
way employers are accomplishing this goal 
is by expanding their use of plan design 
incentives that encourage plan members 
to become more engaged consumers of 
health care services. Many employers are 
looking to account-based health plans 
(ABHPs). Today, 53 percent of companies 
have an ABHP in place, and another 13 

“A number of studies over the last 
20 years have shown that, if done 
comprehensively and aggressively, wellness 
programs can generate high member 
participation and a return on investment 
in excess of three to one,” Sharon says. “A 
well-designed wellness program can save 
the employer direct costs through reduced 
medical claims, as well as decreased 
absenteeism and improved productivity.”

A third key area involves taking a closer 
look at health plan discount arrangements 
with participating physicians, hospitals and 
pharmaceutical vendors. Network discounts 
vary from one plan vendor to another, and 
Towers Watson helps employers identify 
whether they are getting the best discounts 
available.

The administrative fees charged by health 
plans and pharmacy benefit managers 
(PBMs) offer a fourth area of opportunity 
for controlling costs. Towers Watson 
consultants help clients find competitive 
rates for administrative services for both 
PBMs and medical plan vendors.  

For more information, contact Bill Sharon, 
senior consultant, Towers Watson, at  
bill.sharon@towerswatson.com or  
(813) 287-7304.

percent of respondents plan to offer one in 
2012 — a 27 percent increase, according to 
the same survey.

“This approach encourages employees to 
select the appropriate health care service 
based on cost and quality,” Sharon says. 

Growing recognition of the connection 
among lifestyle choices, preventable chronic 
conditions and high health care costs are 
resulting in more employer-sponsored 
wellness programs. Employers are finding 
that if they can help improve the health 
of their employees, they can improve their 
quality of life and reduce health care costs 
at the same time. Wellness initiatives may 
include weight management programs, 
smoking cessation support, online health 
assessments and biometric screenings 
(including checks for blood pressure, 
cholesterol and body mass index). 

Not only are more employers offering 
more comprehensive wellness programs, but 
they’re moving aggressively to encourage 
participation in these programs through 
targeted employee communication 
campaigns and more aggressive use of 
financial incentives such as employee 
premium reductions and contributions to 
health reimbursement accounts and health 
savings accounts.

Total employee/employer health care costs
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Companies anticipate that employees’ out-of-pocket 
expenses (other than premium contributions) will 
represent 16% of total allowed charges in 2011, 
compared with 17% in 2010 and 18% in 2009. This 
slight decline in out-of-pocket costs is unexpected. 
However, as we discuss later on, this fi nding could 
refl ect employers’ reluctance to make more 
signifi cant plan design changes in the current 
economic environment and given the uncertainty 
around health care reform.

Premium equivalent rates are based on the costs of 
plans and can be used to compare the relative costs 
of different plan types. Today, preferred provider 
organization (PPO) and point of service (POS) are the 
most expensive plan types. These plans cost the 
average employee almost $200 more than a typical 
health maintenance organization (HMO) plan for 
single-only coverage and more than $750 more for 
family coverage (Figure 8). This could refl ect the fact 
that since fewer companies offer HMO-type plans, 
the HMO plans that are still in place have lower 
costs.* The cost of ABHP coverage is considerably 
more affordable than either PPO/POS plan or 
HMO plan coverage in 2011. ABHP employee-only 
coverage is about $900 lower than coverage in 
other plan types. ABHP rates for family coverage 
are $2,885 below median PPO/POS plan costs and 
$2,118 lower than average HMO plan costs.

Retirees, who pay a considerably larger share of 
coverage costs, face even greater affordability 
issues. Retirees not yet eligible for Medicare pay 
nearly $4,100 per year for single-only coverage and 
$10,200 per year for family coverage. As a result 
of these costs, absent some other form of subsidy, 
some employees may fi nd it diffi cult to retire and 
secure affordable coverage (Figure 9). On another 
front, Medicare benefi ts help cover some of the 
costs for retirees age 65 and over. Medicare-eligible 
retirees pay more than $2,000 for single-only 
coverage and $5,200 for family coverage.

Figure 6. Annual health care costs

Total PEPY Costs Net PEPY Costs

Percentile 2010 2011* 2010 2011*

Mean  $10,387  $11,176  $8,008  $8,516

10th  $6,656  $6,943  $5,160  $5,424

25th  $8,167  $8,725  $6,618  $6,998

50th  $9,990  $10,531  $7,992  $8,425

75th  $11,714  $12,268  $9,371  $9,990

90th  $12,150  $13,036  $10,800  $11,435

Note: Costs include medical and drug claims for active employees. Total per-employee per-year (PEPY) costs (or gross 
costs) include both employer and employee shares. Net PEPY costs are less employee contributions.

*Expected

Figure 8. Annual premiums for employee-only and family coverage for 2011

Employee-Only Family
PPO and POS plans  $5,532  $16,361

HMO plans  $5,333  $15,594

ABHPs (including account contributions)  $4,603  $13,476

Note: Data show medians, including the 2% administration fee. 

Figure 9. Annual premiums for retiree-only and family coverage for 2011

Annual Total Premiums Retiree Premium Share

Retiree-
Only Family

Retiree-
Only Family

Retirees under age 65  $8,031  $19,275  51%  53%

Retirees age 65 and older  $4,507  $11,000  46%  48%

 $6,245 Employer paid

 $1,834 Employee paid

 $8,516 Employer paid

 $2,660 Employee paid

77%
$6,245

23%
$1,834

24%
$2,660

76%
$8,516

Figure 7. Total employee/employer health care costs 

2006 Total Cost = $8,079 2011 Total Cost = $11,176

*Forty-eight percent of companies offer an HMO plan in 2011, compared with 93% that offer a PPO/POS plan. 

Source: 2011 Towers Watson/National Business Group on Health Employer Survey


