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Is a PrIvate exchange 
strategy rIght for 
your organIzatIon?
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The employer-sponsored benefits land-
scape is changing rapidly, and private ex-
changes are a key part of this transforma-
tion; nearly half of surveyed employers 

have or plan to consider implementing a private 
exchange by 2018.1 Through a private exchange, 
employers have an opportunity to provide em-
ployees with more choice, flexibility and transpar-
ency while potentially reducing the employer’s 
administrative burden and promoting new ways 
to manage cost.

However, a private exchange is one of many 
pathways an employer could follow to enable or 
support its benefits strategy. As such, private ex-
changes should be considered carefully in light of 
each organization’s goals and benefits strategy.

Employers interested in exploring a private 
exchange strategy need to understand the private 
exchange landscape, the various options available 
and the benefits they may offer, how to determine 
if a private exchange strategy is appropriate and, 
if so, how to select the right private exchange 
partner.

Private Exchanges— 
What Employers need to know

What Is a Private Exchange?

Private exchanges come in many shapes. Some 
define a private exchange as an insurance market-
place where multiple carriers compete for enroll-
ment. Others define it as a technology solution for 
implementing defined contribution, where an em-
ployer sets a dollar amount and employees shop 
for benefits within that limit. At its core, a private 
exchange is simply an online marketplace that al-
lows people to shop for and enroll in health insur-
ance and other benefits. Currently, more than 180 
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groups that operate some variation on this theme call them-
selves a private exchange, making it increasingly difficult for 
employers to decide which model (if any) is best for their 
unique circumstances.

Many private exchanges are able to enhance the employee 
shopping and enrollment experience through an expanded 
choice of products and plan designs as well as improved tech-
nology and decision support. Some also add value by actively 
driving competition among insurance carriers and through 
collective purchasing, integrated wellness and health man-
agement programs, health care price transparency tools and 
innovative provider network options.

Table I highlights the wide spectrum of private exchange 
options available today and how they differ in terms of own-
ership structure, model and value proposition.

Private exchange models and how they add value are 
evolving rapidly, driven primarily by employer demands, in-
creased understanding of consumer behavior and improve-
ments in technology.

Potential Benefits 
Employers cite three reasons for implementing a private 

exchange2:
 1. To reduce total health care costs
 2. To provide consumer choice
 3. To reduce administrative burden.
Table  II outlines the potential benefits of a private ex-

change based on these three priorities. Importantly, benefits 
will depend on the private exchange selected in addition to 
the product, network, health management and contribution 
designs offered.

Can a Private Exchange Really Save Money?

There are three ways a private exchange strategy may 
impact costs (either a reduction or increase) (see Table III):

 1. Direct costs that can serve as key points of differentia-
tion for a private exchange

 2. Indirect costs that may not be specifically attributable 
to but may be influenced by a private exchange

 3. Other costs that are potentially important points of 

TABLE I
Spectrum of Private Exchange options
                   ownership Model Value proposition

Technology
•  Technology companies that focus on the 

platform (storefront). Exchange sponsor 
(e.g., an insurer, employer, association, 
broker or consultant) has flexibility in car-
riers, products and networks offered.

Pure Play
•  Independent companies that offer the full 

spectrum of private exchange products 
and services in addition to the technology 
platform. 

Broker/Consultant
•  Exchange run by employee benefits bro-

kers/consultants, typically in partnership 
with a technology company. May offer a 
variety of products, services and carriers. 
Differ in flexibility and cost-management 
capabilities. 

Carrier
•  Exchange managed and marketed by sin-

gle carriers that offer their own product 
and plan options, typically in partnership 
with a technology company.

Single vs. multicarrier
Insured vs. self-funded
Group vs. individual
Actives vs. retirees
Full-time vs. part-time

Scope/quality/flexibility of carrier, product 
and network offerings
Pricing/fees/financial impact
Cost-management approach:
•  Carrier/network selection and options
•  Health management/wellness 
•  Collaborative purchasing.

Member experience:
•  Web design
•  Shopping, eligibility and enrollment 

processes
•  Decision support 
•  Member service
•  Ongoing employee engagement. 

Employer experience:
•  Web design and functionality
•  Account service
•  Communication/education support
•  Benefits administration capabilities
•  Compliance support
•  Performance guarantees.

private exchanges



april 2016 benefits magazine 35

comparison but are difficult to 
quantify and may or may not be 
specifically attributable to a pri-
vate exchange.

In a recent survey,3 99% of respond-
ing employers that had implemented 
a private exchange agreed (53%) or 
somewhat agreed (46%) that private 
exchanges contain employer health 
care costs. That said, the ability of a 
private exchange to reduce employer 
or employee costs depends on the ex-
change itself and how it is used.

In addition, some of the cost sav-
ings attributed to private exchanges 

may be possible through alternative 
pathways. For example, benefits right-
sizing (encouraging employees to pur-
chase less costly and leaner benefits 
through financial incentives and de-
cision support) does not necessarily 
require a move to a private exchange. 
Design features such as defined contri-
bution, health management and deci-
sion support can also be implemented 
without a private exchange. However, 
exchanges have been able to help ease 
the movement to high-deductible 
plans or high-performing networks 
through robust decision support tools 

and the option to purchase wrap-
around ancillary products like acci-
dent insurance. One private exchange 
vendor reported that 60% of enrollees 
were choosing high-deductible health 
plans on its platform, which is well 
above average and results in consid-
erably lower overall medical expenses 
for the employer. 

A private exchange may actually 
increase costs in some areas, such as 
through new fees or the inability to of-
fer a highly competitive local carrier 
or network option. Despite this, there 
is little doubt that a well-designed pri-

TABLE II
Potential Benefits by Employer Priority
    Manage costs and cost trend Enhance employee experience Enhance employer experience

•  Predictability and control of annual 
expenditures

•  Facilitate move to a defined contribu-
tion approach 

•  Increase employee accountability 
relative to managing health care costs

•  Increase employee choice of plan 
design, network options and/or ancil-
lary coverage

•  Educate and engage employees in 
choosing plans, using benefits wisely 
and managing their health 

•  Provide coverage options to non-
benefits-eligible or ex-employees

•  Reduce administrative burden and 
improve administrative efficiency

•  Product/program integration
•  Compliance support
•  Communication support
•  Data and reporting

TABLE III 
How Private Exchanges Can impact Costs
                Direct indirect Difficult to Quantify

•  Implementation fees
•  Technology, administrative and/or 

service fees
•  Custom networks
•  Pharmacy fees, claims costs and 

rebates
•  Stop-loss coverage (if applicable)
•  Medical, dental rate negotiations  

(if applicable)
•  Ancillary product rates (if offered)
•  Commissions
•  Consulting service bundle  

(if applicable)
•  Rate/fee guarantees (if applicable)

•   Defined contribution
•  “Buy down”/”benefits right-sizing”
•  Plan design (e.g., actuarial value 

plans offered) 
•  Network design

•  Streamlined administration (e.g., 
ability to replace other outsourced 
services such as ACA compliance/ 
reporting and positively impact inter-
nal resource requirements)

•  Health management/health and well-
being programs and tools

•  Member engagement programs and 
tools

•  Other trend/cost-management initia-
tives

private exchanges
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vate exchange strategy implemented with the right vendor 
can add significant value. Indeed, some private exchanges are 
reporting substantial cost savings. Examples of estimated or 
projected savings recently reported by four leading private 
exchanges include4:

•	 Projected savings of “up to 15%” in Year One and an 
average renewal trend approximately one-third of the 
industry average

•	 Estimated 2014 savings were approximately $750 per 
employee per year—8.5% lower than “expected spend-
ing.” Premium cost trend was projected to be less than 
half of industry average.

•	 Projected average savings of 6.5% on total health care 
spending

•	 Projected 5-15% savings for employers and a fiscal 
year 2015 health care spending increase of 1.8%, ap-

proximately one-third of the estimated increase for 
employers not using a private exchange and making no 
plan changes.

While managing cost, enhancing employee choice and the 
overall employee experience, and reducing an employer’s ad-
ministrative burden clearly are the most important reasons 
employers consider private exchanges, whether a private ex-
change strategy and/or specific private exchange partner is 
right for a particular employer may depend on a number of 
other factors. These include cultural fit; potential employee 
disruption; desire and ability to maintain control over prod-
ucts, plan designs, health plans/carriers, networks and data; 
and the importance of integration and consistency across all 
locations and employee populations.

Determining if a Private Exchange Strategy  
Is Appropriate (or not) 

The decision to implement a private exchange strategy is 
complex. If the decision is yes, choosing the right fit among 
the 180-plus private exchanges may be even more complicated. 

Making a Go/No-Go Decision

For an organization to align its goals with the correct so-
lution, it should:

•	 Identify its employee benefits goals, objectives and pri-
orities

•	 Assess the current situation (i.e., how does the employ-
er’s current strategy support the above?)

•	 Review and compare potential pathways, including but 
not limited to a private exchange strategy

•	 Make a go/no-go decision based on a private exchange 
strategy’s anticipated ability to help the employer ad-
dress its challenges and meet its goals and objectives.

Answering the following more specific questions is an im-
portant first step in the decision-making process:

•	 What is the organization looking to accomplish with 
its employee benefits offerings, and how might a pri-
vate exchange fit?

•	 What are the major benefits challenges? What do em-
ployees like/dislike about and want from benefits of-
ferings, and how might moving to a private exchange 
help?

•	 What steps has the organization taken recently to ad-
dress the above, and how confident is the organization 
that these steps are/are not working?

learn more 
Education
overview of Exchanges
Visit www.ifebp.org/elearning for more information.
Certificate in Health Plan Navigation
Visit www.ifebp.org/HealthPlanNavigation for more infor-
mation.

From the Bookstore
2016 Healthcare Reform Facts
Alson R. Martin, J.D., ll.M. national Underwriter. 2016.
Visit www.ifebp.org/books.asp?9061 for more details.
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takeaways
•   A private exchange can provide employees more choice, flex-

ibility and transparency; reduce the employer’s administrative 
burden; and reduce employer costs.

•   With more than 180 groups operating a private exchange, find-
ing the right model for a particular organization can be complex.

•   Some cost-saving techniques, such as defined contribution, 
health management and decision support, can be implemented 
without an exchange, and employees can be encouraged to 
purchase less costly and leaner benefits.

•   Factors such as cultural fit, potential employee disruption, and 
desire and ability to maintain control over products, plan designs, 
health plans/carriers, networks and data determine whether 
an exchange strategy or specific exchange is appropriate for an 
organization.
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•	 How important are managing 
costs and predictability, expand-
ing employee choice, enhancing 
the member experience and re-
ducing administrative burden? 
Which are the organization’s pri-
orities?

•	 How open to change are the or-
ganization and its employees?

•	 What pathways are available to 
help the organization meet its 
objectives, and which is the best 
potential pathway given its situa-
tion?

Private Exchange Evaluation/
Selection Process

If an employer decides that imple-
menting a private exchange makes 
sense, the evaluation and selection pro-
cess can begin. At the core of this pro-
cess is a request for proposal (RFP).

The expected time frame for a thor-
ough private exchange evaluation and 
selection process will differ by em-
ployer, but a reasonable rule of thumb 
is approximately 18 weeks. Ideally, this 
process will be completed and a part-
ner selected six months prior to the 
first plan effective date to help ensure 
a smooth transition and implementa-
tion.

Step 1: Discovery

•	 Define goals, objectives, success 
measures and RFP requirements 
(e.g., eligibility, geography, plans 
of choice, funding, contractual, 
performance guarantees).

•	 Develop selection criteria (see 
the sidebar for potential criteria) 
and weightings based on em-
ployer-specific objectives.

•	 Select private exchange vendors 
to receive RFP.

Private Exchange Evaluation/Selection Criteria
Evaluating RFPs for a private exchange starts with weeding out bidders through an initial 
review of their ability to meet critical RFP requirements.

Selecting finalists is based on five criteria:

 1.  Competitiveness of pricing/fees; reasonableness/competitiveness of projected savings

 2.  Cost-management approach; demonstrated ability to manage short-term program and 
administrative costs 

 3.  Scope, quality and flexibility of product/plan design offerings, carriers and networks

 4.  Employee experience (may not all apply):

•  Employee-facing web design is inviting, intuitive and easy to use.

•  Shopping, eligibility, enrollment processes and decision support tools are inviting, 
intuitive and easy to use.

•  Member service is robust, highly satisfying and available through a variety of media.

•  Cost and quality transparency tools are robust and easy to use.

•  Health management/wellness approach (if applicable) is able to meet the employer’s 
and members’ needs and produces demonstrated, positive results.

•  Ongoing employee engagement and decision support is a priority, proven to be effec-
tive and able to meet the employer’s and members’ needs.

•  Enrollee satisfaction is tracked, employer reporting is readily available, and metrics 
are reasonable and appropriate.

 5.  Employer experience:

•  Employer-facing web design is inviting, intuitive and easy to use.

•  Account service is well-designed and able to meet the employer’s needs and produces 
positive results.

•  Implementation support is well-thought-out and demonstrates client commitment and 
high levels of organization and is proven to be effective.

•  Communication and education support is tailored to the employer and aligns with its 
goals.

•  Eligibility, enrollment and billing processes are effective and efficient from beginning to 
end.

•  Claims administration (if applicable) is effective and efficient; demonstrated results are 
positive.

•  Performance guarantees are competitive and demonstrate a commitment to meeting 
the client’s needs.

•  Reporting is comprehensive, readily available and up to date and provides actionable 
information.

•  Compliance support is proactive, well-researched and effectively articulated.

•  Employer satisfaction is tracked, reporting is readily available and demonstrated results 
are positive.

Comparing finalists and selecting the private exchange that best fits the organization 
includes a site visit to look more closely at:

•  Cost management

•  The scope and quality of offerings

•  Employee experience

•  Employer experience.

private exchanges
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Step 2: Data Gathering 

•	 Gather data required for the RFP. 
•	 Draft and distribute the RFP.

Step 3: Proposal Gathering

•	 Respond to questions from private exchange vendors 
on the RFP.

•	 Gather RFP responses.

Step 4: Proposal Evaluation and Finalist Selection

•	 Synthesize RFP responses and establish the top two or 
three based on selection criteria.

•	 Review findings, select finalists and schedule site visits.

Step 5: Finalist Site Visits

Step 6: Final Evaluation and Selection

•	 Make the final evaluation and selection.
•	 Notify finalists of the decision.
•	 Revisit success measures; adjust as needed.

Step 7: Prepare for Implementation

•	 Review and negotiate the contract.
•	 Develop an implementation plan.
•	 Initiate implementation.
Private exchanges, along with the employer and employee 

needs that are fueling their growth, will continue to evolve. 
Thoroughly evaluating options, having a well-thought-out 
private exchange strategy and following an organized ap-
proach to selecting the right private exchange partner will go 
a long way toward ensuring that the direction an organiza-
tion takes is right over both the short and long term for the 
organization and its employees.  

Endnotes
 1. Private Exchange Employer Survey Findings, Private Exchange Evalu-
ation Collaborative, December 2014, available at www.nebgh.org/resources 
/Draft%202014%20PEEC%20Survey%20Executive%20Summary%20vfinal 
.pdf.
 2. Ibid.
 3. Deloitte Center for Health Solutions 2015 Survey of U.S. Employers, 
available at http://www2.deloitte.com/us/en/pages/life-sciences-and-health 
-care/articles/private-health-insurance-exchanges.html.
 4. Based on a review of publicly available information (i.e., websites, 
articles).
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