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About the report

14th annual study on health care
trends and the actions employers
are taking

Report focuses on companies
that have maintained cost trends
at or below the median over the
last four years — “consistent
performers”

489 companies providing
benefits to more than 8 million
individuals

Collectively respondents spend
more than $56 billion in health
care expenditures each year

Survey conducted from
November 2008 to January 2009

W’Vatson Wyatt

Worldwide

The Keys to Continued
Success: Lessons
Learned From Consistent
Performers
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Key findings

Cost increases held steady at 6 percent in 2008

— Best performers have two-year median cost increase of 0.5 percent,
compared with 10.5 percent for poor performers

— Differential between best and poor performers has expanded

Consistent performers — those who have maintained health care cost
Increases at or below the median during the last four years - achieve
significant sustained cost savings by implementing programs that
iIncorporate:

— Appropriate financial incentives
— Effective information delivery
— Metrics and evidence
— Quality care delivered efficiently
— Maximizing health and productivity
Both CDHP adoption and enrollment rates are increasing

— 51 percent of companies now have a CDHP in place, and 43
percent of these companies have at least 20 percent of their
employees enrolled

Higher enroliment rates in CDHPs are strongly linked to lower health
care cost trends
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Health care costs are expected to remain at 6 percent in

2009, still nearly twice the rate of inflation

Median health care cost increases

1999-2009* Health care cost

increases are holding

W CPU | steady at 6 percent.

18% Health care cost increases

14.7%
15%

13.0%
12% 0 10.6%
9.7% 10.3% o
9% | 750 8.5% g.0%
6.0% 6.0% 6.0%

6%
o ./.W
0%

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009-IL

Note: Medians.

*A company’s medical benefit expenses for insured plans include the premium paid by the company and for self-insured plans include all medical and drug claims paid
by the plan, company contributions to medical accounts (FSA/HRA/HSA) and costs of administration minus employee premium contributions. The annual change in
costs is based on costs for active employees after plan and contribution changes.

T Estimated
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The cost of coverage for CDHPs is considerably lower

than that of PPO/POS plans or HMOs for 2009

Plan costs in 2009

COBRA PREMIUMS FOR
EMPLOYEE-ONLY AND FAMILY EMPLOYEE-ONLY FAMILY
COVERAGE
PPO and POS plans $4.,800 $13,906
HMO plans $4,800 $14,110
The cost of
coverage for CDHPs $3,948 $11,760
CDHPs is

considerably lower
than that of
PPO/POS plans or
HMOs for 2009.
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Despite today’s economy, companies are staying with

current strategies and not making contingency plans...

Actions organizations are taking
regarding their health care programs,
given the recent events in the

economy
HAVE
ALREADY Egiiﬂz NO ACTION
;é$IIEONNI ACTION EXPECTED
Delay/cancel planned 0 0 0
_ changes in plan design G e S
Companies are not - = E
delaying changes to Delay/cancel planne 504 8% 86%
their plans and have not program offerings
made contingency plans Develop contingency plan 0 0 0
for midyear changes. for midyear changes 1% Le slevd
Increasesﬁr;rﬁ)rl](;yee cost 34% 230 A4%
Revarr;?rzteezlih care 30% 30% A1%
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... and remain positive about ability to offer benefits for next

10 years; however, confidence has waned from last year

Confidence that benefits will be offered by employers
for the next decade

B Trend
Confidence

73% 18%

629 15%
59% ° ’

12%
43%

9%

Annual Cost Trend

_ 6%

3%

0%
2003 2005 2007 2008

Note: Trends based on responses of “very confident.”
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Employers support account-based health reform

Initiatives and not much else

VERY SOMEWHAT NOT VERY SUPPN(SI;IQ—TIVE
SUPPORTIVE | SUPPORTIVE | SUPPORTIVE

AT ALL
Account-based plans — emphasis on individual responsibility
through health savings accounts, high-deductible plans and similar 34.3% 33.9% 17.4% 14.5%
financial incentives
Status quo — continue with current system without any fundamental 0 0 0 0
changes in how health insurance is financed 7.0% 38.5% 35.9% 18.7%
Private insurance — promote the private insurance market as an
alternative to employment-based plans, allowing individual market 9.1% 35.4% 28.1% 27.4%
plans to compete across state lines
Individual mandate — all individuals above a minimum income level
would be required to obtain health insurance coverage or pay a tax 7.6% 28.6% 33.9% 30.0%
penalty
Pay-or-play mandate — employers provide either a minimum health
care package or make contributions toward an individually 6.9% 29.1% 33.7% 30.3%
purchased plan
ERISA preemption — amend Employee Retirement Income Security 0 0 0 0
Act or allow ERISA waivers permitting state health care reforms 8.4% 16.1% 29.0% 46.5%
Tax policy/refund credits — eliminate the exclusion of employer
premium contributions from employee taxable income for 2.8% 9.5% 35.1% 52.6%
refundable credits to individuals

8
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With new administration instituting changes, companies

are paying closer attention to health care reform

The reform proposals are having 11%
no influence

We are monitoring reform proposals

We are refraining from making major
changes but are proceeding with [#l 6%
minor changes 2%

We are putting all future changes 0;%’
on hold |9%

0% 20%

2009
2008

Watson Wyatt
Worldwide

35%

40%

83%
62%

60% 80% 100%
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CDHP adoption is growing, though at a slower pace

than last year

Adoption of CDHPs

60%

50%

40% 33%

20% 11%

10% 204 5%
0%

2002 2003 2004 2005 2006 2007

Note: (*)indicates planned for 2010.

Watson Wyatt
Worldwide

2008 2009 2010

CDHP adoption
continues to rise.
Today, 51 percent
of companies have

+90p | @ CDHP in place — a

nearly 9 percent
increase over last
year. This has
slowed from the
previous 20 percent
year-over-year
increase.
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CDHP enrollment rates are on the rise

50%

’ 43.0%

38.8%
40% 35.1%
0

20%
10%
0%

2006 2007 2008 2009*

Median CDHP enrollment B Percentage of companies Percentage of companies
with enrollment over 20% with 100% enrollment
Note: 2006 is based on the 12th annual NBGH/WW survey; 2007 is based on the 13th annual survey. (*) Estimated.
Watson Wyatt 11
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CDHPs with health savings accounts are the most

popular account-based plans

3%
: 21%
20%
9% .
. 4%
25%
. 8%
Contribute fund to an HSA 25%
15%
. 1%
HDHP with no account 8%
9%
3%
Total replacement CDHP to at 6%
least one employee group -0/?%
0% 5% 10% 15% 20% 25% 30% 35%
Note: Percentages based on all companies — with or without a CDHP. Planned for 2010

2009
W 2008
W 2007

Watson Wyatt 12
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Companies offer significantly lower premium costs for

employees enrolled in CDHPs

100%
80%
More than 50% less
30% to 50% less
o B 20%to 30% less
B 10%to 20% less
B O0to 10% less
40% _
B No difference
0 to 10% greater
0
20% More than 10% greater
0%

2006%* 2007 2008

Note: Companies were only given an option of 30 percent or more in 2006.
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Median Two-Year Trend

Higher CDHP enroliment is linked to lower median trend

Non-CDHP

2007

Watson Wyatt
Worldwide

Less than 10%

2008

10%-20%

20%-50%

j:\hr"\00025\09\proj\2009NBGH_OaklandCnty.ppt

50%o0r more

Enrollment Rates

14

Copyright © Watson Wyatt Worldwide. All rights reserved.



Steadily increasing CDHP enrollment lowers cost trends

FOR COMPANIES WITH UNDER 10% OR MORE LESS THAN 10%
50% ENROLLMENT IN 2007 INCREASE INCREASE
(C;I'E))gizegorg)llment change 3.6% 5 6%
é%ggzegorg)llment change 2 8% 5 9%
Elzli))g?Fizegorg)llment change 3.9% 6.0%

ALL OTHER COMPANIES

CDHP with enrollment 50% or
higher in 2007

4.4%

No CDHP in 2007

Note: Based on two-year trend.

Watson Wyatt

Worldwide

6.1%
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The gap between best and poor performers widens

Median trends for best, average and
poor performers

16%

12%

10.0%
8%
8.0% M
—= Poor performers

0,
4% 6.2% 58% m Average performers

Best performers

0%
2004/05 2005/06 2006/07 2007/08 2008/09
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Consistent performers have outpaced other companies

INn containing costs over the last four years...

Trends for consistent performers vs.
median of all companies, 2005-2008

10%
8%
6%
4%
2%

0%
2005 2006 2007 2008

Median of all companies Consistent performers
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...and have exceeded all other companies in five key

areas

Key drivers of best and consistent

performers

Appropriate financial incentives
Effective information delivery
Quality care delivered efficiently
Maximizing health and productivity

Metrics and evidence

Watson Wyatt
Worldwide

Consistent performers use
financial incentives much more
than do poor performers.

31%
18%
29%
15%
27%
19%
18%
13%
11%
8%
0% 5% 10% 15% 20% 25% 30% 35%

Consistent performers vs. poor performers
Best performers vs. poor performers
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Employers are using financial incentives to encourage

participation in wellness programs

Offer incentives for participation in smoking 41%
cessation program 40%
T 42%
: o 33%
Provide coverage for use of retail clinics 28%
. _ _ _ - EEQ
Offer incentives for completion of biometric . 30%
screenings 24%

B 219

Offer incentives for participation in disease 29%

management program

Reduce pharmacy copays or coinsurance for those 20%

0,
with chronic conditions (e.g. diabetes) 16%
. . o . 14%
Offer incentives to maintain a 8%
personal health record 3%
I . . P 19%
Significantly increase employee premium 26%
contributions 25%
— _ I 7%
Significantly increase employee copays or 15%
coinsurance 15%
0% 10% 20% 30% 40% 50%

Note: Based on programs in place in 2009.

B Consistent performers

Best performers
Watson Wyatt P § . 19
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Health and productivity — all companies

Offer health risk appraisals

Offer smoking cessation program

Offer programs that support emotional
health of employees

Offer health coach

Incent participation in health engagement activities

Offer lifestyle behavior change programs
purchased separately through specialty vendors

Integrate health management programs
into one vendor

Integrate health care, disability, work/family,

employee assistance program and other health-
related benefits

Note: Based on programs in place in 2009.

Watson Wyatt
Worldwide

0% 50% 100%

B Consistent performers

Best performers 20
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Effective information delivery — all companies

Offer Web-based programs to help enrollees
— 85%

reduce lifestyle risk factors or manage health 81%
conditions 68%
Provide education on health care costs and Ways _8?03/2/0
to help manage those costs 59%
: : A 82%
Provide tools that will help consumers manage 72%
their own health and health care 64%
; . U
Actively manage vendor-prepared 6707/01/0
communication/education on health care costs 58%
. . . TR 68
Encourage plans and providers to provide patients 62%
with access to online medical information 41%
: o : . 55%
Senior leadership visibly supporting the 47%
importance of a healthy work environment 37%
: . . . . 50%
Provide personalized reminders of need and timing 45%
for obtaining preventive procedures 26%
_ _ _ . 33%
Integrate multiple vendors to improve the delivery 31%
of information to members 22%

0% 50% 100%

B Consistent performers

Best performers 21
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Health metrics — all companies

R 2%

Currently use metrics on health risk appraisals 59%
52%
Require plans to provide complete extracts of claims [ N R /)
data 39%
40%
— 499
Implement data warehouse 36%
36%
Use independent estimates of savings and return on 304%
investment ﬁ%ﬁ

Base decisions on health management program [ /%

C 29%

participation 20%
_ A 369
Use metrics on health outcomes 25%
16%
. _ _ A 30%
Base decisions on health risk appraisals 33%
19%
0% 25% 50% 75%

Note: Based on programs in place in 2009.

B Consistent performers

Best performers 22
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Quality of care — all companies

Improve case management for serious conditions 10, S7%
0
: o : - Y 629
Provide employees with information on provider 55% 62%
and/or hospital quality 46%
53
Use centers of excellence for treatments other than 490/?3@
transplants 32%
——— 21
Offer provider quality comparison tools 37%
35%
A 2390
Offer high-performance network(s) 24%
14%
A 30%
Use provider-quality metrics 24%
p q y 220
: : : : A 239%
Steer to PCP at times of interaction with health 2204
management programs 19%
0% 25% 50% 75%

Note: Based on programs in place in 2009.

B Consistent performers

Best performers 23
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Consistent performers are also more likely to support

HSAs in conjunction with CDHPs

Consistent performers are more likely
to offer a CDHP with an HSA and
contribute funds to an HSA.

— 50%

CDHP offerings and enrollment

Offer a CDHP 45%
46%
Percentage with enroliment —gg;g
50% or higher 7%
_ I 19%
Offer a CDHP with an HRA 19%
19%
: I 34
Offer a CDHP with an HSA 7% ’
26%
: I —— 30%t
Contribute funds to an HSA 18% ’
19%
Offer total replacement CDHP to at least one * 11%
employee group 4%
0% 10% 20% 30% 40% 50% 60%

Note: Percentages based on all companies, regardless of whether or not a CDHP

is offered, for programs in place in 2009. .
B Consistent performers

Best performers

24
ﬁi}‘?jﬁn Wyatt PO or Perfo rmers j:\hr"\00025\09\proj\2009NBGH_OaklandCnty.ppt

Copyright © Watson Wyatt Worldwide. All rights reserved.



Top challenges employers face to maintain affordable

benefit coverage

Employees’ poor health habits

Underuse of preventive services

High-cost catastrophic cases of end-of-life care

Poor employee understanding of how to use the plan
Poor information on provider costs

Higher costs due to new medical technologies

Overuse of care through employees seeking
inappropriate care

Poor information on provider quality

Changes in workforce demographics

Overuse of care through providers recommending
too many services

Poor quality or misuse of care because primary
specialty and facility care are not integrated

Watson Wyatt
Worldwide

Poor health habits are
biggest challenge by a
wide margin.

67%
42%
36%
30%
24%
21%
21%
16%
13%
12%
10%

0 10 20 30 40 50 60 70
Note: Companies were asked to identify their top three challenges. -
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Programs and strategies on the rise ...

P PERCENTAGE RATIO OF USAGE
rograms 2007 2008 2009 | POINT CHANGE

(2007 0 2009) [BESTTO|CONSISTENT
Offer personal health records 24% 37% 40% A16% 1.3 14
Offer health coach 44% 47% 56% A12% 1.1 1.2
Encourage plgns and.proylders to_ provide patients with 42% 44% 54% A12% 12 14
access to online medical information
Use_ h_ard—doll_ar return-on-investment calculations as part of 31% 34% 21% A10% 12 13
decision making
Inte_grate health care, disability, work/family, emplo_yee 19% 19% 2704 A8% 15 13
assistance program and other health-related benefits
Offer health risk appraisals 72% 83% 80% AB% 11 1.2
Use centers of excellence for other than transplants 37% 40% 44% A7% 1.3 15
Use lost workdays metrics 11% 18% 17% A6% 1.1 1.3
Implement carved-out specialty pharmacy from medical plan 41% 42% 46% A5% 1.2 11
Base decisions on health outcome metrics 10% 9% 14% A5% 14 1.8
Implement data warehouse 37% 41% 40% A% 1.2 1.3

Watson Wyatt

Worldwide
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... and on the slide are key differentiators between best

and consistent performers and poor performers

PERCENTAGE RATIO OF USAGE
Prog rams 2007 2008 2009 | POINT CHANGE oo TS 0 e o

(2007 TO 2009) ["p00Rr | TO POOR
Slgmflcar_]tly increase employee premium 2504 24% | 23% v-20 0.7 0.8
contributions
Currently use provider-quality metrics 25% 30% | 23% V-2% 1.0 1.2
Restrict eligibility 18% 20% | 16% V-2% 1.6 1.1
Pr_owae emplqyees with health care service unit 2904 230 | 20% V-2 11 11
price information
Slgnlflcantly increase employee copays or 20% 15% | 16% v-3% 1.0 1.2
coinsurance
Currently use vendors’ estimates of savings and ROl | 72% 67% | 66% V-6% 1.0 1.0

27

Watson Wyatt
Worldwide

j:\hr"\00025\09\proj\2009NBGH_OaklandCnty.ppt
Copyright © Watson Wyatt Worldwide. All rights reserved.




Financial incentives are most effective at encouraging

completion of appraisals and biometric screenings

Percentage with high program participation by incentives offered

PERCENTAGE OF COMPANIES
WITH HIGH PROGRAM
PARTICIPATION

DEFINITION OF HIGH

WSETER | oo oreen [BATRORERTE * e
Compliance with preventive care services 21% 13% 15 +50%
Completion of health risk appraisal 38% 4% 8.4 +50%
Completion of biometric screenings 70% 16% 4.3 +21%
Participation of weight management program 36% 16% 2.3 +6%
Participation in smoking cessation program 24% 12% 2.1 +6%
E?(;;(r:;?nation in disease management 2004 19% 15 +11%
(elé)l;r::p;[[ieéir?rrln(())fdztl)snsumer-engagement 49% 18% 27 +6%
Maintenance of personal health record 54% 13% 4.2 +6%

*The definition of “high program participation” roughly equals the top quartile for all companies and doesn’t denote a best practice participation level.

Watson Wyatt
Worldwide
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Many companies are using financial incentives to boost

participation in wellness programs

Percentage of companies offering financial incentives in wellness

programs

Compliance with preventive care services

Completion of health risk appraisal

Completion of biometric screenings
Participation in weight management program
Participation in smoking cessation program

Participation in disease management program
Completion of consumer-engagement education models

Maintenance of personal health record

Watson Wyatt
Worldwide

0%

30%
61%
28%
34%
40%
26%
14%
7%
25% 50% 75%
29
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Efforts by employers to promote primary care are starting

to emerge

Strategies for promoting primary care

Provide general education material to employees
and dependents

Designate in the network provider directory

Waive/reduce copays for primary care office visits

Provide steerage at times of interaction with health
management programs

Incent selection/use of primary care physician

Provide online messages to support primary care
utilization linked to Web-based decision making

Participate in community-based pilot program

Watson Wyatt

Worldwide

56% 6%
40% 1%
24% 2%
21% 4%
16% 3%
9% 5%
4% 2%
0% 2(l)% 4(;% 6(;% 8(;% 10l0%
In place now Planned for 2010
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Takeaways for employers

It's possible to stabilize health care spending, and consistent
performers are leading the way

Appropriate use of tactics in five areas drives best performance
Effective use of financial incentives

Effective information delivery

Emphasis on high-quality care

Use of data and evidence

. Maximizing health improvement

Many best-performing companies have adopted CDHPs, but for

most, this is just one component of a larger consumer-oriented
model

Increasing CDHP enroliment is key to moderating cost trends

Financial incentives drive participation in lifestyle management and
wellness Iinitiatives

akrowbdheE
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Survey of 489 large employers ...

Number of full-time employees

M 25,000+ 16%
1,000to 2,500 17%

2,500 to 5,000 21%

M 10000t0 25000 25%

B 5000t0 10,000 22%

33
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... that provide benefits to workers across the United States ...

Region where the majority of benefit-
eligible workforce is located

i 0
M Nationwide 31% Midwest 27%

Northeast 15%
M \est 13%

M south 14%

34
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... representing many industry groups

Industry groups

PERCENTAGE OF | MEDIAN TWO- MEDIAN PEPY

COMPANIES YEAR TREND FOR 2008
Finance, Insurance and Real Estate 12.7% 6.0% $6,663
General Services 5.3% 7.4% $6,028
Government 5.1% 7.3% $8,377
Health Care 13.9% 6.6% $7,502
s | aen | sem
Manufacturing 28.4% 5.1% $7,131
Utilities/Energy 8.0% 6.3% $7,789
Wholesale & Retail 12.1% 6.0% $5,651
Al 100% 6.0% $7,173

Note: Health care cost trends and PEPY costs represent total medical and pharmacy benefits expenses,
including company contributions to medical accounts and administration costs.
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Organizations with national workforces report lowest annual

cost per employee at $6,786 and lowest trend at 5.2% in 2008

PEPY costs and Companies with national

trends in 2008 workforces report
lowest annual PEPY

B 2008 Trend costs and trends.

PEPY
9 %2
=
6.0% 6% S
$7,190 $7,190 $7,173 | o,
$6,786
2%
0%
Northeast South Midwest West Nationwide Median - All

Companies

Note: Based on medians. Primary region of workforce
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