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Providing both good and affordable health care  
    benefits to employees may be getting more  
       difficult—but it’s not impossible. Some options  
          available to plan sponsors for controlling costs  
           can also result in better care.

Both proponents and detractors of the Patient Pro-
tection and Affordable Care Act (ACA) are cau-
tiously looking at ways to optimize value—provid-
ing the best possible health and welfare benefits at 

the lowest possible cost. The challenge is complicated but, 
for plan sponsors with the right information and a clearly 
defined strategy, not insurmountable.

Delivering participant value requires more than cost-
containment strategies that simply cut benefits. It requires 
programs that provide better quality and more cost-effec-
tive care. According to a recent International Foundation 
of Employee Benefit Plans survey,1 plan sponsors remain 
committed to providing health insurance coverage. But with 
continually rising health care costs, some plan sponsors are 
looking into strategies like giving participants incentives to 
use high-performance networks or retiree exchanges that 
were unthinkable not long ago.

However, the outlook is not necessarily dire. Plan sponsors 
have options to achieve better quality and cost-effectiveness 

for participants and plan sponsors. They should thought-
fully review the ideas presented here and determine which 
programs make the most sense for their situation, keeping in 
mind that the best way to manage cost and quality is through 
a combination of programs and initiatives.

Effectively managing costs and participant value can be 
approached through these six categories:

 1. Administration
 2. Benefits
 3. Eligibility
 4. Networks
 5. Programs
 6. Provider payments.

Administration
Administrative cost-containment strategies focus primar-

ily on completing a series of audits. Audits are a cost-effective 
tool to find savings. Plan sponsors should consider the follow-
ing audits:
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Delivering 
Participant Value 
in an ACA World

Medical Claim Payment
This postpayment audit can determine whether claim 

payments were accurate by reviewing for duplicate pay-
ments, input errors, coordination of benefits, cost-sharing 
provisions, eligibility and usual and customary charges. Au-
dits can also readjust claims in accordance with the plan of 
benefits, required authorizations and third-party liability.

Pharmacy Claim Payments

This audit reviews and monitors how the pharmacy benefit 
manager (PBM) is performing compared with contractual terms. 

The use of pharmacy audits is growing due to the sophistication of 
the pricing and contractual terms of pharmaceutical programs, plus 

the savings returned due to audit results.

Large Case Management

This audit considers best practices in large case management, which relates 
to managing the health care of participants with high-cost medical conditions. 
Large case management reviews are receiving increased attention due to the 

ACA requirement to remove annual and lifetime benefit maximums. Implement-
ing large case management best practices helps members with high-cost medical 
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conditions by coordinating care with a focus on improving 
the quality of care (often at lower costs for the participant 
and/or plan sponsor).

Dependent Eligibility

This audit validates the eligibility status of dependents 
through the verification of birth certificates, adoption pa-
pers and marriage/divorce records. According to the audit 
firm HMS, “4%-6% of covered dependents are actually in-
eligible for coverage.” This is significant, and these audits 
are receiving increased attention because of potential sav-
ings on claim payments and ACA fees, which are paid on a 
per person basis.

Out-of-Network (OON) Negotiation Service and Claim-
Editing Software

The services and vendors for these two programs often 
go hand in hand. OON negotiation services work to negoti-
ate with OON providers prior to payment of the claim. The 
vendor typically receives a contingent payment based on a 
percentage of savings, which generally is defined as the dif-
ference between the billed and negotiated amount. 

Claim-editing software looks for duplicate payments, un-
bundling of billing codes and input errors. The program runs 
on a real-time basis before any payments are made. Claim-

editing programs differ from medical claim audits, which are 
retrospective reviews of claims.

Stop-Loss

By providing a list of all cost-containment and medical 
management programs to a stop-loss vendor, a plan can 
show the work being done to manage costs. Stop-loss ven-
dors have exhibited a willingness to drop renewal increases 
or to offer better rates when advised of current or planned 
programs that support cost savings.

Benefits

High-Deductible Health Plan (HDHP)  
and Cost/Quality Transparency

Plan sponsors are beginning to understand the vast cost and 
quality variation that exists in health care. HDHPs are designed 
to mitigate the effects of poor quality and high-cost care by en-
couraging consumers to make value-conscious, informed deci-
sions. These plans have the potential to generate real savings; 
however, the ability to capture savings is highly dependent on 
plan design, consumer engagement and incentives. 

To make informed decisions, consumers must have easy 
access to cost and quality information. There has been a re-
cent rise in the use of cost and quality transparency tools for 
members’ use. Medical carriers offer many of these tools. 

HDHPs are gaining popularity in the single employer 
plan environment, but adoption among multiemployer plans 
is less common.

Value-Based Benefit Design

Value-based benefit plans are designed to both remove 
barriers to high-value health services and encourage care 
from the most cost-effective service providers. An example 
is offering plan participants a lower copay for procedures 
performed at outpatient facilities (compared with a hospital 
that may offer the same service but at a higher cost). Another 
example is offering an incentive to use a center of excellence 
(COE). Facilities earn the COE designation when they have 
met certain cost and quality outcomes.

Value-based benefit designs can also be used to promote 
wellness activities. Plans can offer incentives for completion 
of a specific activity such as a health risk assessment, biomet-
ric testing and adherence to medication or chronic condition 
management.

learn more >>
Education
25th Annual Health Benefits Conference & Expo
January 25-27, 2016, Clearwater Beach, Florida
Visit hbce.com for more information.
Trustees and Administrators Institutes
February 15-17, 2016, Lake Buena Vista (Orlando), Florida
Visit www.ifebp.org/trusteesadministrators for more infor-
mation.
Specialty Drug Costs: What’s an Employer to Do?
On-Demand Presentation. International Foundation.  
May 28, 2015.
Visit www.ifebp.org/books.asp?15NEEBC4ODP for more 
information.

From the Bookstore
Self-Funding Health Benefit Plans
John C. Garner, CEBS. International Foundation. 2015.
Visit www.ifebp.org/SelfFunding for more details.
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Outpatient Preauthorization
Plans may want to expand preau-

thorization to include a targeted list of 
outpatient procedures, including sur-
gical procedures and diagnostic imag-
ing. Many health care procedures have 
shifted to outpatient treatment; howev-
er, the costs for these procedures vary 
and can be expensive. 

With preauthorizations in place, case 
managers would receive early identifica-
tion and be able to intervene quickly to 
coordinate care. The case manager’s goal 
is to have the patient receive high-quali-
ty, cost-effective care and ensure that the 
treatment is necessary.

Private Insurance Exchanges—
Retirees and Actives

Private insurance exchanges often 
are viewed as outsourcing health ben-
efits or as a defined contribution ap-
proach for health coverage whereby a 
plan sponsor contributes a set dollar 
amount for an employee to purchase 
coverage. If the employee chooses 
coverage that costs more than the 
plan sponsor contribution, he or she 
is responsible for the difference. Third 
parties such as brokers, consultants or 
carriers have developed privately run 
insurance exchanges and set up cover-
age offerings. Often, the plan sponsor 
subsidizes premium costs. 

Exchange options, including pri-
vately run exchanges, may provide op-
portunities for the more cost-effective 
redesign of both Medicare-eligible and 
early retiree medical programs. Cover-
age for early retirees in the public ex-
change marketplace may be less costly 
than privately sponsored coverage for 
both the retiree and the plan sponsor 
due to age-related underwriting re-
strictions for these plans. 

Medicare exchanges are increasingly 
popular for Medicare-eligible retir-
ees and may also be less expensive for 
retirees and the plan. Exchanges give 
Medicare-eligible and early retirees the 
opportunity to select plans that are best 
suited to their health care needs and fi-
nancial situation.

Retiree-Only Plans

Plan sponsors that offer retiree cov-
erage may want to consider offering 
a “retiree-only” plan. These plans are 
separate from active plans in terms of 
documentation, funding, benefits, ac-
counting, reporting, disclosure and 
administration. Plan sponsors are 
adopting retiree-only plans to take 
advantage of exemptions from certain 
ACA requirements; this can provide 
opportunities for savings if plan de-
signs are adjusted to exclude the re-
quired changes. 

Eligibility

Requirements for Eligibility

Whether or not changes are made, 
it is worth considering a review of the 
plan’s requirements for benefit eligibil-
ity. With options now available through 
public exchanges, many low-paid em-
ployees may qualify for subsidies on a 
public exchange that could potentially 
offer cost-effective options for both the 
member and the plan.

Reviewing eligibility requirements is 
especially important for retiree medical 
eligibility. Plan sponsors are revisiting 
age and service requirements for retiree 
coverage.

Spouse or Dependent Contributions

Reviewing spouse or dependent 
contributions for benefit coverage, es-

pecially when the dependent has other 
coverage available, is a recent trend.

networks

High-Quality, Narrow Provider 
Networks

These networks include providers 
that are selected based on efficiency 
and quality. Medical carriers developed 
these networks and have reported sig-
nificant cost and quality gains, such 
as improved patient outcomes, fewer 
hospital admissions, fewer unnecessary 
emergency room visits, lower read-
mission rates and progress in diabetes 
treatment.

Specialty Networks

Other types of networks to consider:
•	 Preferred provider organization 

(PPO) wrap networks, which are 
used as a second tier to fill in gaps 
from a primary network to receive 
discounts for what would have 
been considered out-of-network, 
higher cost services 

•	 End-stage renal disease (ESRD) 
networks, which accept negoti-
ated rates for dialysis treatments 
and do not balance bill partici-
pants.

Programs

Decision Support, Second Opinion 
and Patient Advocacy

Decision support is a collaborative 
process between a patient and his or 
her provider or an outside professional 
service to make health care decisions 
together. These decisions take into ac-
count the best scientific evidence avail-
able as well as the patient’s values and 
preferences.
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Second opinion is a process of seek-
ing another doctor’s opinion about a 
diagnosis or treatment options. It either 
confirms the initial diagnosis or treat-
ment plan by the primary physician 
or offers an alternative diagnosis and 
treatment approach.

Patient advocacy is a specialized ser-
vice that covers patient representation 
and the support and education of pa-
tients.

Technology

Private equity and venture capital 
firms are making significant invest-
ments in new technologies to help 
eliminate inefficiencies in health care. 
For example, mobile applications, so-
cial communities and online games are 
being developed to improve wellness. 
Members are engaged via mobile devic-
es including personal trackers, biomet-
ric tracking, diaries and journals. Social 
media is also being used to encourage 
healthy behaviors through the use of 
peer competition and communication.

Telemedicine is also on the rise. 
These programs supplement the par-
ticipant’s primary care physician (PCP) 
relationship when the PCP is unavail-
able. In a recent Harris Poll, 64% of con-
sumers reported a willingness to have 
a video visit with a doctor. In addition 
to being convenient, telemedicine vis-
its generally cost less than emergency 
room or physician office visits. 

Technology has become more prev-
alent in administrative tasks such as 
scheduling appointments, communi-
cating reminders, requesting referrals 
and reviewing lab results. 

Pharmacy Programs 

A number of programs should be 
explored to assist with cost contain-
ment for both the plan and partici-
pants. This is especially true given that 
many professionals in the industry are 
projecting double-digit pharmacy cost 
increases in the near future. Examples 
of these programs include:

•	 Reducing/eliminating gaps in 

care that occur when patients 
don’t comply with prescribed 
treatment courses

•	 Step therapy, which is the practice 
of beginning medication for a 
medical condition with the most 
cost-effective drug therapy and 
progressing to other more costly 
or risky therapies only if necessary

•	 Waste reduction (for example, 
providing only a portion of an 
expensive prescription until pa-
tient tolerance is determined)

•	 Narcotics management
•	 Pharmacy medical management, 

including prior authorizations
•	 Formulary management, includ-

ing generic drug incentives.

Provider Payments
New provider payment models at-

tempt to align payer, provider and 
patient incentives. This shift is aimed 
toward promoting value-based care, 
which gives health care providers in-
centives to maintain a high quality 
of care rather than a high quantity of 
patients. These are not necessarily 
activities or programs a plan sponsor 
can initiate but are included here as 
informational. These tools are being 
employed in the market to address 
structural issues in providing quality, 
cost-effective care.

Prevalent models include account-
able care organizations (ACOs), which 
are medical organizations that receive 
a set payment to provide medical ser-
vices. The payment increases with im-
proved outcomes and patient satisfac-
tion. Another provider payment model 
is patient-centered medical homes, 
which receive payment to coordinate 
care for patients who have complex 
conditions or diseases.

takeaways >>
•   Audits—of medical and pharmacy payment claims, larger case management, dependent 

eligibility and other aspects of a health plan—can result in savings.

•   Plan design can steer participants to lower cost but high-quality providers, such as out-
patient clinics for some procedures or to facilities designated as centers for excellence.

•   Requiring preauthorization for outpatient services gives case managers an opportunity 
to intervene quickly to coordinate the most effective care and ensure the treatment is 
necessary.

•   Exchange options may provide opportunities for more cost-effective redesign of both 
Medicare-eligible and early retiree medical programs.

•   Plan sponsors recently have begun requiring spouse or dependent contributions for 
benefit coverage, especially when the dependent has other coverage available.

•   Contracting with high-quality, narrow provider networks can result in significant cost and 
quality gains.

•   A number of pharmacy programs may help contain a predicted double-digit increase in 
prescription drug costs.

health care cost containment
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Case Studies With Results
Two case studies show how certain plans have imple-

mented some of the methods described above and achieved 
the desired outcomes.

Case Study #1: Medical Trend of 0% Over Five Years

A Taft-Hartley plan sponsor that implemented a num-
ber of the programs described above has had a medical cost 
trend of 0% over the past five years, which is far below aver-
age trend. For comparison, a plan with an 8% medical trend 
each year would expect to pay 47% higher medical costs after 
five years of increases. 

To achieve this, the plan sponsor was very aggressive 
in cost-containment programs and took the following ac-
tions:

•	 Offered incentives to receive independent expert sec-
ond opinions 

•	 Directed plan participants to COEs
•	 Added direct contracting for routine physical exami-

nations and a reduced rate from a local hospital 
•	 Introduced a 24-hour nurse line, disease management 

programs and a gaps-in-care program with messaging 
to members and providers

•	 Conducted dependent and prescription drug audits
•	 Upgraded vision screening and retinal scan coverage 

for disease management
•	 Implemented claim prescreening for fraud, waste and 

abuse
•	 Provided its stop-loss provider with a list of all cost-

containment programs to receive a premium reduction.

Case Study #2: Retiree Coverage Savings of Almost 50%

One plan sponsor that was committed to finding ways of 
reducing retiree health costs implemented a retiree-only plan 
for its early retirees and offered a private insurance exchange 
for Medicare-eligible retirees. The plan sponsor put these 
programs in place when the retiree health and welfare plan 
projections indicated a major financial shortfall.

The retiree-only plan saved money by taking advantage of 
the benefit exemptions under ACA:

•	 Annual and lifetime limits were maintained.
•	 Coverage of dependents up to the age of 26 was not 

required.
•	 Mandates such as coverage of preventive care and clin-

ical trials did not apply.

•	 Out-of-pocket maximums higher than those allowed 
under ACA were maintained.

•	 Summaries of benefits and coverage (SBCs) were not 
needed.

•	 Claims appeal provisions changes, such as external re-
view, were not required.

Medicare-eligible participants were moved from a de-
fined benefit plan to a defined contribution plan for medi-
cal and pharmacy benefits, using a private health benefit ex-
change. Retirees were provided with a health reimbursement 
arrangement (HRA) to subsidize the cost of premiums on 
the exchange. The retirees were then able to select plans best 
suited to their health care needs, geography and financial 
situation. The plan has saved almost 50% of retiree expenses 
year over year as result of these changes. 

Endnote

 1. 2015 Employer-Sponsored Health Care: ACA’s Impact, International 
Foundation. May 2015. See www.ifebp.org/research.
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