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The Opportunity




. Health care cost — roller coaster view
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Source: Mercer’s National Survey of Employer-Sponsored Health Plans;
Bureau of Labor Statistics, Consumer Price Index, U.S. City Average of Annual Inflation (April to April) 1988-2008;
Bureau of Labor Statistics, Seasonally Adjusted Data from the Current Employment Statistics Survey (April to April) 1988-2008.



. Health care costs — stair step view
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Causes for rising health care costs

= Aging workforce = Growing uninsured population
= Technological advances = Legislative pressures
= Specialty meds = Provider financing issues

(i.e., malpractice costs)

Inadequate consumer skills
= Lack of necessary providers

Flat or reduced employee
contributions = Medical errors

= Consolidation of health systems
and carriers




Additional health care cost issues

Recession

» |ncreased cost and use of benefits

Change in workforce demographics

Added stress

Investment portfolio losses

Attempts to negotiate increases (providers to carriers to employers)

Health care reform

= Definitely coming

= Form and impact yet to be determined




. Employer strategies for controlling costs

Basic strateqgies Advanced strategies
= Recurring services = Ad hoc activities
— Plan design — Maintain healthy workforce
— Employee contributions — Encourage behavior change
— Funding/financing — Focus on high cost population
— Manage vendors — Achieve best price for
goods/services
« Result —one time reduction in * Result — “bends” the trend line
costs

Mercer



. Impact of employer strategies
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The Case for Wellness




. Why wellness as an advanced strategy?

Reduce health

care costs
Create a culture Improve

of health recruitment

Be an employer It’s the right Reduce turnover/

of choice thing to do improve retention

Reduce lost
Improve moral

work time
Improve

productivity




The case for wellness — health care costs
The need for behavior change

Individual lifestyle determines 50% of health status
and 60-75% of health costs
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. The case for wellness — health’s impact on business

= Chronic disease incidence in U.S. is estimated at 44.8 per 100
= People with chronic illness cost 3.5 times as much as others

= |ndirect “lost productivity” costs (absence, replacement, overtime) 3-4x higher
than medical

= People with chronic disease make up less than 20% of an employer’s population
but can account for 40 - 60% of total health care costs

= On average, 50% of people with chronic diseases do not comply with their
treatment plan

= Those with risk factors (obesity, smoking, inactivity and depression) can cost
10% to 70% more than those not at risk

Bottom line — high risk employees cost more and are less productive



Best Practice Characteristics




The Challenge?
Employee engagement ... changing minds and behaviors

Old Thinking New Thinking

Insurance for when | get sick Moving toward health
whether I’'m well or sick...

Health care is my
responsibility with support
from the Company’s health

program

Health care is the
Company’s
responsibility Involved and
Informed




Best practice characteristics
Needed elements

= Comprehensive program design

= Integrated incentives

= Integrated, comprehensive communication plan
= Strong senior management support

= Dedicated onsite staff

= Multiple program modalities (phone, mail, online)
= Population-based awareness building activities

=  Biometric health screenings

= Vendor integration

Reference: Terry PE, Seaverson ELD, Grossmeier J, Anderson DR. Association between Nine Quality Components and
Superior Worksite Health Management Program Results. Journal of Occupational and Environmental Medicine,
2008;50:633-641



Best practices study
Engagement rates
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Reference: Terry PE, Seaverson ELD, Grossmeier J, Anderson DR. Association between Nine Quality Components and Superior Worksite
Health Management Program Results. Journal of Occupational and Environmental Medicine, 2008;50:633-641
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Best practice characteristics
Vendor management

= |dentify organization that best aligns with your goals

Establish/review performance metrics

Periodic meetings with vendors
— review participation/performance
— discuss issues and resolutions

Establish/review standard reports

ROl/cost savings methodology validation



Measurement and Evaluation



http://select.mercer.com/blurb/85115/t/y2-cj0xMTcmbD0yMDYwNzAmbT0yMDcyMjEmZj0z-ZD0xNTUyMzIx/

Measurement and evaluation point of view
Current state

Lack of consistency around the methods and assumptions used to
— project and/or estimate the savings
— evaluate the program savings after-the-fact

No standards on defining program costs

— Most only include vendor fees

— Some direct costs are included

— Indirect costs (especially program incentives) are often omitted

Employers’ skepticism is increasing as to the value proposition

Lack of peer-reviewed research is contributing to skepticism



Measurement and evaluation point of view
Overview

= Program components and design have significant impact on outcomes

= The choice of evaluation method can drastically impact observed
program results

= Savings Is just one area of program outcomes
= Minimum evaluation standards should be met by vendors

= Supporting documentation and reporting are necessary throughout
program development

= QOperational and clinical metrics must also be included

= Powerful impact of culture



Measurement and evaluation
Approaches

= Prospective
= Current status

= Retrospective



Measurement and evaluation
Prospective

= Estimates potential cost avoidance associated with wellness plans

= Needed data inputs
— Total active employees
— Total employees enrolled in the medical plan(s)
— Average base salary including bonus/incentive pay
— Current PEPY medical and Rx cost
— Current annual direct cost of absence (STD and LTD plan costs)
— Current annual cost of incidental absences (unplanned paid days off)
— Sites with 900-1,800 and over 1,800 employees
— Expected annual medical and absence trend over the next 5 years

= Provides support for ultimate “go or no-go” decision



Measurement and evaluation
Prospective — actual employer example

Net Medical & Absence Costs
$248 - $243.1
$238 - $237.2
$228
$222.2
$218
= $211.7
$208 « 2
7\
$198 7N
$188 -
$178 1 1 1 1 1
Year 1 Year 2 Year 3 Year 4 Year 5
== Status Quo =@ THM - Low Effort === THM - Medium Effort === THM - High Effort




Measurement and evaluation
Current status

Health Enhancement Research Organization (HERO) scorecard
= On-line survey tool
= Compares employer practices to best practices

= Takes into account following best practice areas:
— Strategic planning
— Leadership engagement
— Program level management
— Programs
— Engagement methods
— Measurement and evaluation

= Provides status of existing programs in comparison to leading edge
plans



Measurement and evaluation
Current status — actual employer example

Strategic 45%
Planning J
. N Total
Leadership 39% Employer — 80
Engagement J National Average — 129
R Maximum - 200

Program Level

39%
Man ag ement B | m Employer
National Average

A B Maximum Points

Programs 59%
- % of maximum
Engagement 230
0
Methods
Measurement & )

36%

Evaluation

*National Average includes 20 HERO member organizations that tested Version 3.0. Member organizations range in size of population and industry.



Measure and evaluation
Retrospective — current state

= Lack of consistency around the
methods and assumptions used to

— project and/or estimate the savings

— evaluate program savings after-the-
fact

= No standards on defining program costs
— Most only include vendor fees
— Some direct costs are included

— Indirect costs (especially program
incentives) are often omitted

= Employers’ skepticism is increasing as
to the value proposition

= Lack of peer-reviewed research is
contributing to skepticism




Measure and evaluation
Retrospective — overview

= Program components and design have
significant impact on outcomes

= The choice of evaluation method can
drastically impact observed program
results

= Savings is just one area of program
outcomes

= Minimum evaluation standards should be
met by vendors

= Supporting documentation and reporting
are necessary throughout program
development

= QOperational and clinical metrics must
also be included

= Powerful impact of culture




. Best practice reporting principles

To be able to evaluate the performance of a program, it is essential to assess
the metrics that are being addressed as well as the methodology for collecting
data, analyzing and reporting of results.

Key metrics

What is being
measured

= Operational

— Participation/
engagement

— Call center statistics
— Case statistics

=  Satisfaction

= Clinical/behavioral

= Financial

Methodology

How data is
collected and analyzed

= Operational
— Participation/
engagement
= Satisfaction
= Clinical/behavioral
impact
» Financial impact

Best practice reporting
features

= Accurate

= Actionable

Timely
User-friendly

Performance

How the vendor is doing

Operational

— Participation/
engagement

= Satisfaction

» Clinical/behavioral
impact

» Financial impact



. Process metrics

= Number of members identified for a
program

= Number of members with an attempted
outreach

= Number of members reached

= Number of members agreeing to
participate

= Number of members actively engaged

= Number of members completing program

Participation # engagement



Outcome metrics
Claims-based methodology

Trend Determined by client and agreed to by vendor.
Adjusted for plan changes and demographics.

Baseline period Includes 24 months of historical data. No gaps
should exist between historical and program dates.

Identification criteria Eligible members are consistently identified
throughout the reporting period.

Eligibility criteria Eligible members are enrolled in medical plan for
up to six months of coverage

Financial outcomes Vendor’s analysis examines the impact on total
costs and NOT condition-specific costs. Savings
are based on net changes.

Exclusions Vendor provides full disclosure of individuals and
claims removed from analysis. Best in class if
vendor provides analysis with and without
excluded members




Program impact
2008 review of literature

 Reviewed 120 studies

Focused on financial impact

Rated studies on breadth of intervention and validity (internal and external)

Adjusted reported savings according to study rating

Calculated ROI and medical impact using assumptions regarding program cost, PEPM and
population extrapolations

Health Promotion Disease Employee Health
Management Management
Low High Low High Low High
Range Range Range Range Range Range
i 0
Average Savings (% Impact -, 5, 2.76% 1.01%  1.27%  3.22%  4.02%
on Medical Costs)
Average ROI 3.0:1.0 2.0:'1.0 2.5:1.0

Serxner et al. (2009) Am J Health Promotion: Art and Science



Program impact
Summary of client experience

Best Practice Programs Average Range
ROI

Program Year 1 1.0 (0.6 - 2.0)
Program Year 2 1.8 (.22 - 3.3)
Program Year 3 2.0 (1.6 - 2.6)
Years 1 - 3 Total 1.7 (.70 - 2.7)

Average Savings %

Years 1 - 3 Total 2.2% (0.9% - 3.4%)

Serxner et al. (2009) Am J Health Promotion: Art and Science



. Final points

= A comprehensive health management program needs a comprehensive
measurement and evaluation strategy.

= Measurement and evaluation is more than just ROIl. Process measures,
iIncluding participation levels and clinical impact, add confidence to the
estimated program impact used in the ROI analysis.

= There are often multiple programs being implemented. It is important to
ask if the savings methodology measures the impact of all your
iInvestments.

= |t is vital that the assumptions used in the ROl methodology be discussed
and mutually agreed upon. Trend, baseline, identification criteria and
exclusions have a major impact on projected savings.



. Final Points (continued)

= Transparent, user-friendly and actionable reporting must be
demanded. Best-in-class reporting provides information needed to
evaluate program performance and articulate the value to key
stakeholders.

= After doing the proper research and analysis, don’t hesitate to spend
some money to save some money!



MERCER

MARSH MERCER KROLL
GUY CARPENTER OLIVER WYMAN

Services provided by Mercer Health & Benefits LLC



