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Healthcare Costs

When annual open enrollment and medical renewal for health insurance occur,
many companies look inward to see how they can save money on their premiums.
This month’s newsletter helps you decipher the costs behind the premiums and

ways that individuals can save money.

The price quote that employers see when
setting up or renewing health insurance
plans can often seem like a random
number. Insurance companies put an
amazing amount of research into their
premiums, though, with influences coming
from the individual company’s
demographics as well as habits of society
at large. Here, we will explore the main
components of health insurance.

Premium costs come from two main sources:
1. The company’s demographics
2. Medical Cost Trends

This comes from the actual employees and
family members on the health plan; the
higher the utilization (a company with a lot of
sick people), the higher the premium. Many
factors are taken into consideration.

Past and present health conditions
Age/Gender

Group Size

Area where employees reside
Industry in which employees work
Risk (high claims)

*Please note that employees’ health conditions
are confidential and it is illegal to discriminate
against employees on the basis of any of these
factors.

National trends in medical costs greatly
affect insurance costs as well. Insurance
companies look at several areas to predict
costs for the next year to set the premium
costs.
e Medical cost inflation

Utilization

Copay amounts (when copays stay
the same, the premium increases to
offset the cost)

Government (a shift, for example,
from Medicare to private sector
coverage)
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Surprisingly, growth in health insurance
premiums has been declining since 2003
according to PricewaterhouseCoopers’
Health Research Institute. This deceleration
saves everyone money since it keeps
premium costs from rising too quickly.
Among the reasons for the slow growth:
Less spending on prescription
drugs. Acceptance of generic drugs is a
huge factor in controlling costs, as are
mail order usage and more prescription
drugs available over the counter.

More transparency in pricing. Doctors
and hospitals are being held more
accountable for itemizing charges on
their bills, allowing patients to become
consumers.

Cost sharing with employees.
Employers are sharing premium costs
with employees by using copays, higher
deductibles, and HRAs and HSAs.

Focus on total health. Cancer and
disease prevention is being aided by
reduction in tobacco use, screenings,
and more effective treatment, but sed-
entary lifestyles pose an increasing risk.
Wellness programs are helping employ-
ees to be more active and healthy.

Advances in technology. Better
medical technology aids in diagnosis
and treatment, but this refers more to
the electronic connectivity between
health systems. Providers, hospitals,
and vendors are beefing up their IT
systems and thus their efficiency.
Widespread adoption of electronic
medical records, for example, is
estimated to save $162 billion per year
by improving health care management,

and reducing medical errors, death
rates, and employee sick days.
Source: PricewaterhouseCoopers’ “Behind the

Numbers: Healthcare Cost Trends for 2008.”
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