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EXECUTIVE SUMMARY

I. INTRODUCTION

In view of the rising cost of health care and the
potential for controlling these increases through
healthier employee lifestyles, the 1991 General Assembly
passed House Joint Resolution (HJR) 345 (see Appendix
A). HJR 345 directed the Department of Personnel and
Training (DPT) to evaluate the feasibility and potential
cost benefits of providing risk-rated health insurance
for all state employees and retirees.

As health insurance companies, employers, and others
search for a means to control health care costs, one
group of health care expenses which has received
increasing attention are those associated with illnesses
or accidents which the patient could have prevented.
studies have shown that a significant portion of health
care costs could have been avoided if persons exhibited
healthier lifestyles.

"Healthy" lifestyles typically describe persons who:

o do not smoke or abuse alcohol;
o exercise regularly:
o maintain appropriate body weight, cholesterol,

and blood pressure levels; and
o exhibit safe driving habits (e.g. wear safety

belts and do not drink alcohol and drive).

To respond to the issues presented in HJR 345, DPT
employed three major study methods. DPT surveyed other
states, local governments, and private employers;
reviewed the current literature pertaining to risk-rated
health insurance; and estimated the potential cost
benefits of risk-rated health insurance.

II. FINDINGS

A. Overview of Risk-Rated Health Insurance

1. Description and Objectives of Risk-Rated Health
Insurance (see page II-I)
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o Risk-rated health insurance attempts to
control costs by encouraging healthy or
preventive behaviors, and penalizing
unhealthy or risky behaviors.

o The encouragement is provided by adjusting an
individual's premium or level of benefit
reimbursement according to one's lifestyle.
Thus, persons with unhealthy lifestyles are
charged a higher premium or receive lower
benefit reimbursements than those persons
with healthy lifestyles.

2. Types of Risk-Rated Health Insurance (see page
11-2)

o There are two critical components of a risk
rated health insurance program:

the lifestyle behaviors (e.g. smoking,
alcohol abuse, failing to exercise, etc.)
used to determine which employees are
considered to be "at risk"; and

the means by which an incentive or
disincentive is used to encourage
employees to adopt healthier lifestyles.

o Risk-rated health insurance programs
typically address one or a combination of the
following lifestyle behaviors: smoking, diet
and exercise, and automobile driving habits.

o Employers must decide whether an incentive or
a disincentive will be used to encourage
healthy lifestyles (or discourage unhealthy
lifestyles). The three basic approaches are:
premium reductions, benefit enhancements, and
financial disincentives.

3. Advantages and Disadvantages of Risk-Rated
Health Insurance (see page 11-3)

o The principal advantage of risk-rated health
insurance is that risk-rating provides an
incentive for employees to become healthier.
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o By improving employees' health, risk-
rating should help control health care costs.
(However, because risk-rating is such a new
concept, further research is necessary to
develop accurate estimates of the savings.)

o The primary disadvantages of risk-rated
health insurance are:

Risk-rating contradicts a basic concept of
traditional group insurance pricing, that
of spreading the risk equally among all
group members.

Some employees classified as being "non
healthy" will view the program as
"punishment" for not being a healthier
person.

Some health conditions, such as obesity,
high cholesterol, and high blood pressure
may be beyond the employee's control.
Thus, an employee may not be able to
change the physiological condition. Risk
rating may lead to charges of illegal
discrimination.

Risk-rated health insurance programs,
particularly the more complex designs,
will incur administrative costs.

B. other Employers' Use of Risk-Rated Health Insurance

1. Recent Employer Surveys (see page III-I)

o A 1990 survey conducted by a national
benefits consulting firm found that only four
of the 910 employers responding had
implemented a risk-rated health insurance
program.

o Johnson & Johnson Health Management Inc.
reports that only 1 to 2% of major united
states corporations currently use financial
incentives in their employee health benefits
plans.
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2. The Department of Personnel and Training's
Survey of Employers (see page 111-1)

o The Department of Personnel and Training
(OPT) sent surveys to all other states, 42
local governments, and 41 private employers
to determine what types of risk-rated health
insurance are being utilized by other
employers.

o None of the private employers who responded
to the survey have implemented any form of
risk-rated health insurance. Only five of
the government respondents (four states and
one local government) reported that they had
instituted a risk-rating program.

o Two states, Kansas and Colorado, . currently
charge smokers a higher premium than non
smokers. Oregon has decided to institute a
similar program in 1993.

o The state of Utah and Ventura County,
California provide financial incentives to
employees who achieve and/or maintain healthy
lifestyles.

o Those employers responding to the survey who
have not implemented a risk-rated health
insurance program indicated that the primary
reasons for not instituting such a program
were administrative costs, union and labor
group concerns about the fairness of risk
rated health insurance, and concerns about
potential charges of illegal discrimination.

C. Potential Cost Benefits of Risk-Rated Health
Insurance for state Employees and Retirees

-1. General (see page IV-l)

o The potential cost benefits of four risk
rated program designs were estimated. These
estimates should be used only as a very
general guide to savings which may be
obtained from any risk-rated program that the
Commonwealth might implement.
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o William M. Mercer, Inc. (Mercer), DPT's
actuary and benefits consultant, provided
actuarial estimates of the potential cost
savings of the four risk-rated health
insurance program designs.

2. Estimated Cost Savings of Four Risk-Rated Health
Insurance Programs (see page IV-I)

o Design #1: Premium Differential for Smokers
and Non-Smokers

Under this design, state employees and
retirees would pay a higher premium if
they or anyone covered under their health
benefits policy smoke tobacco products.
The premium differential would be an
incentive for smokers to quit smoking.

Mercer estimated that by increasing the
number of non-smokers, the Commonwealth's
medical claims could be reduced by
approximately $540,000 during the five
year period 1991-1995.

o Design #2: Benefit Differential For Insured
Who Causes An Alcohol-Related Automobile
Crash

Under this design, state employees and
retirees (or any covered dependent)
injured as a result of an automobile crash
that they caused while under the influence
of alcohol will have to pay 10% more out
of-pocket for medical services related to
those injuries.

Assuming that a 10% benefit penalty could
reduce alcohol-related crashes by 5%,
Mercer estimates that this program could
save approximately $680,000 per year in
medical claims paid by the Commonwealth.

o Design #3: Benefit Differential For Insured
Who Is Not Wearing A Seat Belt At The Time Of
An Automobile Crash

Under this design, there would be a
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5% penalty (maximum of $1,000) imposed on
the benefit payments made on behalf of
state employees, retirees, and their
dependents who utilize their medical
benefits as a result of an automobile
crash in which the injured person(s) was
not wearing a seat belt.

Assuming that a 5% benefit penalty would
increase seat belt usage, Mercer estimates
that this program could save approximately
$1.3 million in medical claims payments
per year.

o Design #4: Offering Financial Incentives To
Employees And Retirees To Lower Their Health
Risks

Under this design, an incentive (e.g. cash
award, or premium rebate) would be
provided to employees and retirees who
maintain or achieve healthy lifestyles
(i.e. appropriate weight, cholesterol and
blood pressure levels, and proper amount
of exercise). An incentive also would be
provided to encourage covered dependents
to maintain/achieve healthy lifestyles.

Assuming that financial incentives would
increase the number of healthy employees,
retirees, and dependents, Mercer estimated
that the potential savings for the period
1991-1995 could range from $1.2 million to
$3.7 million.

A critical component of this type of
program is the amount of the incentive.
The greater the incentive provided, the
more likely the medical claims savings
will approach $3.7 million. However, the
net savings of the program would be
reduced according to the amount of cash
incentives provided.
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III. CONCLUSIONS AND RECOMMENDATIONS

A. Conclusions (see page V-I)

1. Based on the advice of the Office of the
Attorney General, a risk-rated health insurance
program should be limited to factors which are
largely unrelated to the issue of disability,
such as smoking/non-smoking.

2. While a risk-rated health insurance program
which attempts to reduce smoking likely would
not violate the Americans with Disabilities Act,
smokers and various interest groups likely will
oppose such a program.

3. While there are significant cost savings
associated with Design #2 and Design #3, DPT
concludes that because of the negative reaction
that would result from reducing a person's
health benefits at the very time the benefits
are of critical importance, neither of these
alternatives should be implemented at this time.

4. Due to the administrative costs (e.g. medical
testing, record-keeping, etc.) of implementing
Design #4, the uncertainty of the cost savings
of this type of program, and the potential for
the program to be viewed as discriminatory, DPT
concludes that this type of risk-rated health
insurance should not be implemented at this
time.

B. Recommendations (see page V-2)

1. Should the Commonwealth decide to implement
risk-rated health insurance for state employees
and retirees, the program recommended would be
Design #1. Thus, the Commonwealth would charge
smokers a higher premium than that charged to
non-smokers. The premium differential should be
revenue neutral.

2. If Design #1 is adopted, Section 2.1-20.1 of the
Code of virginia should be amended to allow
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premium payments to be required from all
smokers.

3. To assist employees and their families in
lowering their health risks, the CommonHealth
wellness program should continue to be promoted
and expanded as necessary to provide wellness
activities, medical screenings, and other
effective interventions.
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I. INTRODUCTION

A. Purpose of study

In view of the rising cost of health care and the
potential for controlling these increases through
healthier employee lifestyles, the 1991 General
Assembly passed House Joint Resolution (HJR) 345
(see Appendix A). HJR 345 directed the Department

.of Personnel and Training (DPT) to evaluate the
feasibility and potential cost benefits of
providing risk-rated health insurance for all state
employees and retirees.

B. Background

In the united states, the total amount spent on
health care in 1990 was estimated to be $671
billion, approximately 12% of the nation's gross
national product. Health care expenses are
increasing at twice the rate of general inflation.
In Virginia, the Commonwealth has increased the
amount it spends on employee health insurance from
$121.8 million in fiscal year (FY) 1988, to $228.9
million in FY 1991, an increase of $107.1 million.

As health insurance companies, employers, and
others search for a means to control health care
costs, one group of health care expenses which has
received increasing attention are those associated
with illnesses or accidents which the patient could
have prevented. Studies have shown that a
significant portion of health care costs could have
been avoided if persons exhibited healthier
lifestyles.

"Healthy" lifestyles typically describe persons
who:

o do not smoke or abuse alcohol;

o exercise regularly;

o maintain appropriate body weight,
cholesterol, and blood pressure levels; and
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o exhibit safe driving habits (e.g. wear
safety belts and do not drink alcohol and
drive) .

There are numerous methods of defining and
measuring "preventable" health care costs. Thus,
depending on the definitions and measurements used,
there are widely varying estimates of the amount of
money that could be saved if individuals maintained
healthier lifestyles.

A recent study conducted by the Johnson & Johnson
Company concluded that 15 to 25 percent of the
health care costs incurred by their employees is
due to preventable illnesses.

Claims data for Commonwealth of Virginia employees
indicate that 30% of the hospital inpatient
expenses ($25.5 million) incurred in 1990 were
"lifestyle-related" claims (e.g. accidents, alcohol
consumption, and other preventable illnesses or
disorders).

The National Association of Insurance Commissioners
(NAIC) estimated that as much as 60 to 70% of
health care claims stem from accidents or illnesses
that could have been prevented.

There are many other estimates of preventable or
lifestyle-related claims expenditures. However,
the "bottom line" conclusion is the same:
increasing the number of employees who maintain
healthy lifestyles reduces medical claims costs.

c. study Methods

To respond to the issues presented in HJR 345, OPT
employed three major study methods.

1. A survey of other states, local
governments, and private employers was
conducted to obtain information regarding
the use of risk-rated health insurance by
other employers.

2. A comprehensive review of the current
literature pertaining to risk-rated health
insurance was conducted to obtain
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information regarding the prevalence of
risk-rated health insurance among other
employers, the advantages and disadvantages
of risk-rating, and the impact of this
approach in controlling health care costs.

3. William M. Mercer, Inc. (Mercer), DPT's
independent benefits consultant and
actuary, provided estimates of the
potential cost benefits of risk-rated
health insurance.
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II. OVERVIEW OF RISK-RATED HEALTH INSURANCE

A. Description and Objectives

One recent initiative that some employers have
implemented to increase the number of employees who
maintain healthy lifestyles is "risk-rated health
insurance." Risk-rating individuals' health
insurance premiums attempts to control costs by
encouraging healthy or preventive behaviors, and
penalizing unhealthy or risky behaviors. The
encouragement is provided by adjusting an
individual's premium or level of benefit
reimbursement according to one's lifestyle. Thus,
persons with. unhealthy lifestyles are charged a
higher premium or receive lower benefit
reimbursements than those persons with healthy
lifestyles.

Rather than basing health insurance premiums on the
claims experience of the entire group, risk-rated
health insurance establishes premiums, in part, on
modifiable lifestyle behaviors (i.e. those over
which the individual is in control and can change)
thought to place the individual at risk for illness
or injury. Risk-rated health insurance adjusts an
individual's premium such that costs are shifted
away from those with health-promoting lifestyles to
those with health-damaging lifestyles. For
employers, the result is healthier employees and
lower health care costs.

The objectives of risk-rated health insurance are
to:

o motivate employees, by means of financial
incentive, to adopt healthier lifestyles;

o redistribute the expected costs of health
care such that those employees expected to
use the benefits the most pay a larger share
of the total cost; and

o control the overall cost of health care.
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B. Types of Risk-Rated Health Insurance

There are two critical components of a risk-rated
health insurance program:

o the lifestyle behaviors (e.g. smoking,
alcohol abuse, failing to exercise, etc.)
used to determine which employees are
considered to be "at risk"; and

o the means by which an incentive or
disincentive is used to encourage employees
to adopt healthier lifestyles.

1. Lifestyle Behaviors

Based on DPT's review of the current literature
regarding risk-rated health insurance and
information obtained from other employers, risk
rated health insurance programs typically
address one or a combination of the following
lifestyle behaviors.

a. Smoking: Persons who smoke tobacco products
pay a higher premium than non-smokers.

b. Diet and exercise: Employees who, through
proper diet and exercise, maintain
appropriate body weight, cholesterol, and
blood pressure, and consume moderate amounts
of alcohol pay a lower premium or receive
some other incentive.

c. Safe driving habits: Employees involved in
an automobile crash who are not wearing a
seat belt, or who are under the influence of
alcohol at the time of the crash receive
lower benefit reimbursements than those
wearing safety belts, and not under the
influence of alcohol.

2. Program Incentives/Disincentives

In addition to selecting which lifestyle
behaviors to encourage, an employer must decide
whether an incentive or a disincentive will be
used to encourage healthy lifestyles (or
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discourage unhealthy lifestyles). There are
three basic approaches.

a. Premium Reductions Incentive: In this type
of risk-rating, employees who engage ~n

healthy lifestyles pay a lower health care
premium than those employees who do not
maintain healthy lifestyles. Some employers
provide a premium "rebate" at the end of the
year to employees who achieve certain health
related objectives (e.g. reduced body weight
or blood pressure). For example, Southern
California Edison's "Good Health Rebate"
program provides a $10 rebate on monthly
premiums to all employees whose score on a
battery of tests (cholesterol, weight, blood
pressure, smoking habits, and blood sugar
level) falls within an acceptable range.

b. Benefit Enhancement Incentive: Employees who
engage in healthy lifestyles receive a higher
level of health insurance benefits than the
standard benefit package. For example, The
Adolph Coors Company reduces the health
insurance co-payment required of employees
from 15% to 10%, for employees who achieve a
satisfactory score on the company's health
risk appraisal (measure of various health
indicators).

c. Financial Disincentive: In this type of
risk-rated health insurance, employees who do
not maintain healthy lifestyles pay a
financial penalty or receive lower benefit
reimbursements. For example, the state of
Kansas charges employees who smoke a $10
monthly premium surcharge. To avoid the
surcharge, employees must sign a form
verifying non-use of any tobacco product.

C. Advantages and Disadvantages of Risk-Rated Health
Insurance

While the advantages and disadvantages of risk
rated health insurance depend largely on the type
of program implemented, the following paragraphs
summarize the key issues that must be considered.
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1. Advantages

The principal advantages of risk-rated health
insurance include:

o Risk-rating provides an incentive for
employees to become healthier. If the
program is successful, employees also
become more productive, and have less
absenteeism from work.

a Employees who are expected to incur the
greatest health care costs pay a greater
share of the overall cost of health
insurance.

o By improving employees' health, risk
rating should help control health care
costs. (However, because risk-rating is
such a new concept, and few employers
have implemented this type of program,
further research is necessary to develop
accurate estimates of the savings.)

2. Disadvantages

The primary disadvantages of risk-rated health
insurance include:

o Risk-rating contradicts a basic concept
of traditional group insurance pricing,
that of spreading the risk equally among
all group members.

o Regardless of whether an incentive or
disincentive is used to get employees to
engage in healthier lifestyles, some of
the employees classified as being "non
healthy" will view the program as
"punishment" for not being a healthier
person.

o Some health conditions, such as obesity,
high cholesterol, and high blood pressure
may be beyond the employee's control.
Thus, an employee may not be able to
change the physiological condition,
regardless of the incentive or
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disincentive to do so. There may be
hereditary and environmental factors that
affect an employee's ability to adopt and
maintain healthy lifestyles. Thus, risk
rating may lead to charges of illegal
discrimination.

a If incentives are used, overall costs for
the employer (e.g. the Commonwealth)
likely would increase in the short term,
not decrease. By providing an incentive
(e.g. premium rebate or discount) to
healthy employees, premium income is
reduced. Because the cost savings that
may result from risk-rating are not
realized immediately, (improved
lifestyles generate savings in the long
term, not short term), the Commonwealth
would have to increase the amount· of
income it contributes to the health
insurance program to make up the lost
income received from employees who earn
the premium rebate.

o A risk-rated health insurance program
will require administrative costs.
Programs with simple designs, such as a
premium differential for smokers, are
relatively simple, and are not costly to
administer. However, the more
complicated designs, such as
administering a battery of medical tests
(e.g. blood pressure, cholesterol, body
weight, alcohol use) to determine which
employees receive incentives or
disincentives, can be costly.
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III. OTHER EMPLOYERS' USE OF RISK-RATED HEALTH INSURANCE

A. Recent Employer Surveys

A 1990 survey conducted by Hewitt and Associates (a
national benefits consulting firm) found that only
four of the 910 employers responding had implemented
a risk-rated health insurance program. Only 7% of
the respondents said they were considering
implementing this type of program.

Johnson & Johnson Health Management Inc. reports
that while only 1 to 2% of major United States
corporations currently use financial incentives in
their employee health benefits plans, the percentage
is expected to rise to more than 50 percent by 1995.

B. The Department of Personnel and Training's Survey of
Employers

1. Employers Which Use Risk-rating

The Department of Personnel and Training (OPT)
sent surveys to all other states, 42 local
governments, and 41 private employers to
determine what types of risk-rated health
insurance are being utilized by other employers.
The survey included local governments and private
employers in and out of Virginia. (A listing of
the employers included in the survey is attached
at Appendix B.)

A total of 90 surveys were returned for a
response rate of 68%. Thirty-seven states, 29
local governments, and 24 private employers
responded. None of the private employers who
responded to the survey have implemented any form
of risk-rated health insurance. Only five of the
government respondents (four states and one local
government) reported that they had instituted a
risk-rating program. These five respondents
were:

o Kansas: As previously noted, the state of
Kansas charges smokers an additional $10
per month in health insurance premiums.
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o Colorado: The state of Colorado offers a
$6 per month discount for employees who do
not smoke.

o Oregon: Effective January I, 1993, oregon
plans to implement premium discounts for
employees who do not smoke. The amount of
the discount is not known at this time.

a utah: In Utah, employees and retirees who
minimize their use of health insurance
benefits earn rebates at the end of the
year. For example, employees with family
coverage can earn up to $240 in premium
rebates. Utah employees and retirees also
can earn premium rebates by participating
in approved fitness events, losing weight,
reducing blood pressure, or lowering
cholesterol.

utah is the only employer responding to
the survey which includes retirees in its
risk-rating program.

o County of Ventura, California: In Ventura
County, employees can enroll in the
county's "Reach out for Wellness Program."
The wellness program offers a variety of
wellness activities such as medical
screenings, nutrition classes, weight
management, and smoking cessation. The
county rewards employees for achieving
and/or maintaining healthy lifestyles,
inclUding lowering blood pressure and
cholesterol levels, losing weight, and
exercising.

Employees earn "wellness points ll depending
on their achievements (e.g. maintaining
healthy lifestyles or reducing health
risks). Employees who earn 75-99 points
receive a $200 cash bonus, and employees
who earn 100 or more points receive a $300
cash bonus.
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2. Employers' Reasons For Not Implementing a Risk-Rated
Health Insurance Program

Those employers responding to the survey who have
not implemented a risk-rated health insurance
program offered the following reasons for not
instituting such a program:

o risk-rated health insurance requires
extensive administrative oversight and
cost, particularly with the more complex
programs;

o unions and other labor groups have
expressed concern about the fairness of
risk-rated health insurance; and

o a risk-rated health insurance program may
be viewed as illegally discriminating
against certain employees who are
physically or otherwise unable to change
certain health conditions.
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IV. POTENTIAL COST BENEFITS OF RISK-RATED HEALTH INSURANCE
FOR STATE EMPLOYEES AND RETIREES

A. General

There is limited information available on the
potential cost-savings of risk-rated health
insurance. Because there are so few programs
currently in placeJ and because these programs
have been implemented only in recent years, the
long-term impact of risk-rated health insurance
has not been quantified. Even with the
information that is available, it is difficult to
make direct comparisons among different employer
groups due to numerous variables (e.g. benefit
levels, employer contributions, and employee
demographics) that impact the utilization and cost
of an employer's health benefits program.

In estimating the potential cost benefits of risk
rated health insurance, DPT used four different
risk-rated program designs. These estimates
should be used only as a very general guide to
savings which may be obtained from any risk-rated
program which the Commonwealth might implement
because:

o there are other types of risk-rated health
insurance programs that could be
implemented;

o the parameters (e.g. premium and benefit
differentials) of the programs could be
modified in many ways; and

o the-assumptions (e.g. number of employees
who quit smoking, or level of participation
in programs to reduce weight and
cholesterol) used to estimate the potential
savings could vary widely.

B. Estimated Savings of Four Risk-Rated Health
Insurance Programs

William M. Mercer, Inc. (Mercer), DPT's actuary
and benefits consultant, provided actuarial
estimates of the potential cost savings of four
risk-rated health insurance program designs. Due
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to the complex methodologies that were utilized by
Mercer to estimate the cost-savings, only the
critical components and assumptions of the
methodologies are described here. A complete
description of the various methodologies is
presented in Appendix c.

1. Design #1: Premium Differentials for Smokers
and Non-Smokers

a. Description

Under this design, state employees and
retirees would pay a higher premium if they
or anyone covered under their health
benefits policy smoke tobacco products. The
key assumption of this program is that the
premium differential will serve as an
incentive for smokers to quit smoking.
(Mercer's complete methodology is presented
on page C-l of Appendix c.)

b. Estimated Savings

Mercer utilized Commonwealth of Virginia
demographic data and statistics pUblished by
the American Lung Association, the Health
Care Financing Administration, and the
United states Department of Health and Human
Services in estimating the potential savings
of this program.

Because the positive effects of smoking
cessation occur over time rather than
immediately, Mercer calculated an estimate
of the savings that may be realized over a
five year time period (1991-1995). Mercer
assumed that a premium differential would
increase the number of persons who try to
quit smoking each year from the national
norm of 17% to a rate of 21% for state
employees and retirees. Also, it was
assumed that the percentage of persons who
try to quit smoking, and are successful,
would increase from the national norm of 9%
to a rate of 15% for state employees and
retirees. Finally, Mercer assumed that the
premium differential would be either $5.00
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or $10.00 per month. (Mercer indicated that
the potential medical claim savings would be
the same with either a $5.00 or $10.00
differential.)

Based on these assumptions, Mercer estimates
that this program could reduce the
Commonwealth's medical claims by
approximately $540,000 during the five year
period 1991-1995. In the first year of the
program, it is estimated that 196 smokers
will quit smoking r producing savings of
approximately $11,600. However, as more
smokers continue to quit, the savings
increase during the next several years. By
1995, it is estimated that 1,000 smokers
will have quit, producing savings for 1995
estimated at $263,000.

While no specific estimate of the savings
beyond 1995 was calculated, Mercer indicated
that annual savings for the next several
years likely would approximate the 1995
estimate of $263,000. (Actual future
savings would depend on numerous variables,
including continued smoking cessation,
medical cost inflation, etc.)

In addition to medical claims savings, the
total amount of program savings depends in
large part on how the premium differential
is implemented. There are three ways to
establish a premium differential:

o Revenue Neutral: If the premium
differential is calculated to be
"revenue neutral" to the program (i.e.
the differential would be calculated
such that total premium income is not
affected), the only program savings
would be the medical claims savings.
These savings would result in lower
premiums for future years. In this
scenario, non-smokers would pay an
amount somewhat less than the
actuarially determined premium, and
smokers would pay a somewhat greater
amount such- that the net effect on
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total premium income would be
negligible.

o Premium Discount: If the differential
is calculated such that smokers paid
the normal, actuarially determined
premium for health insurance, and non
smokers were given a true premium
"discount" below the actuarially
determined amount, the health
insurance program would lose a
significant amount of income. The
lost income from the discount would
have to be paid by the Commonwealth in
order to have sufficient funds to pay
claims.

o Premium surcharge: If the
differential is calculated such that
non-smokers pay the normal,
actuarially determined premium for
health insurance, and smokers paid an
additional npremium surcharge," the
total program savings would increase
substantially. These additional
premium dollars would be used to help
offset future premium increases for
the entire health insurance program.

- If smokers paid a $5 monthly
surcharge, Mercer estimates
that approximately $2.5 million
in additional premium income
would be generated each year.

- A $10 monthly surcharge would
generate approximately $4.8
million in additional premium
income each year.

c. Discussion

A smoker/non-smoker risk-rated health
insurance program would require additional
administrative oversight to manage the
program. currently, the state's health
insurance program does not keep any records
pertaining to employees' smoking habits.

IV-4



This type of risk-rated health insurance
program would require such record keeping.
The state of Kansas requires employees to
sign a form each year which states that they
will not use tobacco products for the entire
year. A similar process could be used in
Virginia. Verifying that employees do not
smoke can be somewhat problematic. However,
officials from Kansas indicated that peer
pressure among employees has been effective
in maintaining the integrity of the program.
Verifying retirees' and dependents' smoking
habits would be much more difficult.

To require all smokers to pay a portion of
their insurance premium, the Code of
Virginia would have to be amended. Section
2.1-~O.1 of the Code of Virginia states that
the Commonwealth will pay 100% of the cost
of employees' coverage under the statewide
health benefits plan. As such, employees
enrolled in employee-only coverage under the
Blue Cross and Blue Shield of virginia
(BCBSVA) Basic health benefits plan pay
nothing for their health insurance.
Requiring all smokers to pay a portion of
their insurance premium will necessitate
amending the Code.

Implementing this program likely will
generate negative reactions from smokers and
various interest groups. Even if the
premium differential is implemented as a
"premium discount" for non-smokers, smokers
may insist that they are being treated
unfairly.

2. Design #2: Benefit Differential for Insured
Who Causes An Alcohol-Related Automobile Crash

a. Description

Under this alternative, state employees and
retirees (or any covered dependent) injured
as a result of an automobile crash that they
caused while under the influence of alcohol
will have to pay 10% more out-of-pocket
(i.e. more than they ordinarily would have
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under their health insurance plan) for
medical services related to those injuries.
Under this design, the penalty would be
applied only if the employee, retiree, or
covered dependent (driver) caused the crash.
Employees, retirees, or covered dependents
involved in crashes caused by the other
driver would not be penalized. Also, the
health benefits used by passengers involved
in any alcohol-related crash would not be
affected.

b. Estimated savings

Mercer utilized statistics regarding the
incidence of alcohol-related crashes
produced by the National Highway Traffic
Safety 4dministration (NHTSA) to estimate
the potential savings of this program.
Mercer assumed that a 10% benefit penalty
would reduce alcohol-related crashes by 5%.
(Mercer's complete methodology is presented
on page C-7 of Appendix C.)

Based on the above assumptions, Mercer
estimates that this program could save
approximately $680,000 per year. This
estimate includes the savings that would be
generated by reducing the number of alcohol
related crashes by 5% (avoidance of medical
claims), and by applying the 10% penalty in
the appropriate instances (reduction in
benefit reimbursements).

c. Discussion

Effective procedures would have to be
established by the Commonwealth's health
benefits program administrator (BCBSVA) to
obtain complete information from police
accident reports and hospital data to
confirm the cause of the accident and
whether alcohol was involved in the crash
(i.e. driver was found to be under the
influence of alcohol). These additional
tasks performed by BCBSVA likely would
increase the administrative fee that the
Commonwealth pays to BCBSVA to administer
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the health benefits program.

Reducing an employee's benefits at the very
time the benefits are of critical importance
likely will generate negative reactions by
employees affected by this program. Even
though driving under the influence of
alcohol is unlawful, requiring an employee
to pay up to 10% of his/her medical bills
may be viewed negatively.

3. Design #3: Benefit Differential for Insured
Who Is Not Wearing A Seat Belt At The Time Of
An Automobile Crash

a. Description

Under this alternative, there would be a
5% penalty (maximum of $1,000) imposed on
the benefit payments made on behalf of state
employees, retirees, and their dependents
who utilize their medical benefits as a
result of an automobile crash in which the
injured person(s) was not wearing a seat
belt. (The 5% penalty would apply to any
covered person not wearing a seat belt.)

b. Estimated Savings

Mercer utilized statistics regarding
automobile crashes and the use of seat belts
pUblished by NHTSA and the Journal of the
American Medical Association (JAMA). Based
on JAMA statistics, Mercer assumed that a 5%
benefit penalty would increase seat belt
usage by state employees and their
depenQents, thus, reducing the medical costs
associated with automobile crashes by 8%.
(Mercer's complete methodology is presented
on page C-9 of Appendix C.)

Based on the above assumptions, Mercer
estimates that this program could save
approximately $1.3 million in medical claims
payments per year. This estimate includes
the savings that would be generated by an 8%
reduction in medical costs due to an assumed
10% reduction in injuries, and the
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application of the 5% penalty in those
instances when seat belts were not used.

c. Discussion

The same issues and concerns associated with
Design #2 apply to this design. However,
non-use of seat belts generally is not
considered as "reckless" as driving while
under the influence of alcohol. Thus,
employees, retirees, and dependents whose
benefits are reduced as a result of not
wearing a seat belt also are likely to
complain.

4. Design #4: Offering Financial or other
Incentives To Employees And Retirees To Lower
Their Health Risks

a. Description

Under this design, an incentive (e.g. cash
award, or premium rebate) would be provided
to employees and retirees who maintain
healthy lifestyles (i.e. appropriate weight,
cholesterol and blood pressure levels, and
proper amount of exercise) and employees and
retirees who achieve healthy lifestyles by
reducing their health risks (exercising,
losing weight, reducing high blood pressure,
or reducing cholesterol levels).

Incentives would also be provided to
encourage covered dependents to maintain
and/or achieve healthy lifestyles. By
increasing the number of persons who reduce
their health risks, the amount of money
spent on medical claims could be reduced.

b. Estimated Savings

Mercer analyzed demographic statistics on
employees, retirees, and covered dependents,
and reviewed other information (including
medical claims, JAMA health statistics, and
other actuarial analyses), to project the
amount of potential savings that would be
generated if employees, retirees, and their
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covered dependents reduced their health
risks ..

Mercer calculated a range of estimated
savings that could be generated depending on
the number of persons who reduced their
health risks. First, Mercer estimated the
number of employees, retirees, and
dependents in four "high risk" categories:
little or no exercise, high blood pressure,
obesity, and high cholesterol. Then, a
range of estimated savings was calculated
based on an assumed percentage of persons
who would improve their health such that
they would no longer be included in the high
risk category.

I

The "low" range savings was based on the
assumption that, each year, 1% of the high
risk persons would be removed from the high
risk groups. The "middle" and "high" range
savings estimates assume that, each year,
the percentage of persons removed from the
high risk categories would be 2% and 3%,
respectively. (Mercer's complete
methodology is presented on page C-11 of
Appendix e.)

Based on these assumptions, Mercer estimated
the potential savings for the period
1991-1995 to be approximately $1.2 million
for the "low" range savings; $2.5 million
for the "middle" range savings; and $3.7
million for the Ithigh" range savings.
Savings would continue to accrue beyond
1995. However, due to the number of
variables and unpredictability of health
care costs, savings estimates beyond 1995
were not calculated.

A critical component of this type of program
is the incentive or award offered to
employees, retirees, and their covered
dependents to maintain their healthy
lifestyles and/or lower their health risks.
Obviously, the greater the incentive
provided, the more likely the medical claims
savings will apprbach the "high" range
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estimate of $3.7 million. However, if cash
incentives are provided, the net savings of
the program would be reduced according to
the amount of cash incentives provided.

As an alternative to cash incentives,
another way of increasing the number of
"healthy" persons is to maintain and promote
a wellness program with no monetary
incentives or disincentives. DPT currently
administers a comprehensive wellness program
for employees and their families. The
program, called tlCommonHealth," includes
smoking cessation classes, exercise classes,
stress management education, nutrition
education, medical screenings (cholesterol,
blood pressure, etc.) and other
interventions to help employees and their
covered dependents reduce their health
risks.

CommonHealth has been successful, and has
grown significantly over the last few years
to meet an increasing demand for health
promotion services. While CommonHealth is
advertised and promoted in state agencies,
participation in the program likely would
increase if additional promotional efforts
were made. However, any further promotion
of the program would require additional
funding.

In sum, there are significant savings that
could be realized if employees, retirees,
and their covered dependents lowered their
health risks. However, determining the
appropriate type and amount of incentive to
maximize program savings is a difficult
issue to resolve. Once historical
information is available from other similar
programs, a more accurate assessment of the
potential cost savings of this type of risk
rated health insurance can be calculated.

c. Discussion

This type of program would require extensive
administrative costs. A significant amount
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of medical testing and record keeping would
be necessary to track each individual's
progress in losing weight, reducing
cholesterol levels, etc. These
administrative functions would have to be
performed through contracted services, or
additional staff would have to be hired.

Another aspect of this design that may be
difficult to administer is the process of
providing incentives for employees who are
enrolled in a family membership. For
instance, if two covered members of the
employee's family maintained healthy
lifestyles, and two other covered members
did not maintain healthy lifestyles, would
the employee qualify for an incentive? Many
administrative issues would have to be
examined, and detailed program regulations
would have to be developed prior to
implementing this type of program.

As noted earlier in section II of this
report, it may not be possible for some
persons to exercise, lose weight, or
maintain proper blood pressure and
cholesterol levels. Some ·persons may have
medical conditions, or possess hereditary
traits that preclude them from lowering
their health risks. Thus, this type of
program may cause these persons to claim
that the program illegally discriminates
against them.

DPT sought the advice of the Office of the
Attorney General (OAG) regarding whether
such a program would be in violation of any
law, particUlarly the Americans with
Disabilities Act. The OAG advised DPT that
such a program could be implemented as long
as the risk-rating is done in accordance
with accepted principles of insurance risk
classification, and such risk-rating is not
a subterfuge for discrimination against the
disabled. As such, a risk-rated health
insurance program must address risk factors
which, in fact, are related to higher
medical costs. Programs which differentiate
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among employees based upon factors that are
unrelated to higher medical costs could be
viewed as illegal discrimination.
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v. CONCLUSIONS AND RECOMMENDATIONS

Risk-rated health insurance is a very new concept in
the health insurance industry. As such, few employers
have implemented this type of health insurance program.
The primary reasons why risk-rated health insurance has
not gained widespread acceptance among employers are
concerns that the program may be viewed as
discriminatory, and the additional administrative costs
associated with this type of health insurance.
However, given the ever-increasing cost of health care,
the number of employers utilizing some form of risk
rated health insurance is expected to increase during
the next several years.

Based on the information that OPT was able to obtain
through this study, the most common type of risk-rated
health insurance program appears to be one in which
smokers pay a higher monthly health insurance premium
than non-smokers (Design #1). While this type of
program requires some record-keeping and administrative
oversight; it is much less costly to administer than
programs which require medical testing of blood
pressure; cholesterol; and body weight. Further; it is
generally accepted that smoking is harmful to one's
health. Studies have shown that the per capita claims
costs of persons who smoke are; on average; more than
18% greater than the claims costs of non-smokers.
Thus; smoking cessation is beneficial to the employee
as well as the employer.

The Office of the Attorney General advised DPT that it
may be best to limit any risk-rated health insurance
program to factors which are largely unrelated to the
issue of disability; such as smoking/non-smoking.
While a risk-rated health insurance program which
attempts to reduce smoking likely would not violate the
Americans with Disabilities Act, smokers and various
interest groups likely will oppose such a program.

There are significant cost savings associated with
Design #2 (benefit reductions for alcohol-related
automobile accidents) and Design #3 (benefit reductions
for persons in accidents not wearing seat belts).
However, DPT concludes that because of the negative
reaction that would result from reducing a person's
health benefits at the very time the benefits are of
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critical importance, neither of these alternatives
should be implemented at this time.

Due to the administrative costs (e.g. medical testing,
record-keeping, etc.) of implementing Design #4
(offering incentives to lower health risks), the
uncertainty of the cost savings of this type of
program, and the potential for the program to be viewed
as discriminatory, DPT concludes that this type of
ris~-rated health insurance should not be implemented
at this time. Moreover, the objectives of this type of
program can be pursued through more vigorous promotion
of the CommonHealth wellness program.

Based on the findings and conclusions presented in this
report, OPT offers the following:

o Should the Commonwealth decide to implement
risk-rated health insurance for state employees
and retirees, the program recommended would be
Design #1. ThUS, the Commonwealth would charge
smokers a higher premium than that charged to
non-smokers. The premium differential should
be revenue neutral.

o If Design #1 is adopted, Section 2.1-20.1 of
the Code of Virginia should be amended to allow
premium payments to be required from all
smokers.

o To assist employees and their families in
lowering their health risks, the CommonHealth
wellness program should continue to be promoted
and expanded as necessary to provide wellness
activities, medical screenings, and other
effective interventions.
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HP6227466

1991 SESSION
ENGROSSED

1 HOUSE JOINT RESOLUTION NO. 345
2 House Amendments in [ ) • January 30, 1991
3 Requesting the Department of Personnel and Training ( 16 ululer-hlke e denUJl'lstre tie !'l

4 p ....e/eet ) to evaluate the feasibility and potential cost benefits of providing risk-rated
5 health insurance for all state employees and retirees.
6
7 Patrons-Glasscock, DeBoer, Clement and Hamilton; Senators: Scott, Colgan and Holland,
8 E.M.
9

10 Referred to the Committee on Corporations, Insurance and Banking
11
12 WHEREAS, during the course of its study, the Joint Subcommittee Studying Means of
13 Reducing Preventable Death and Disability in the Commonwealth and the Feasibility of
14 Implementing a Comprehensive Prevention Plan in Virginia (HJR 179, 1990) learned that,
15 while historic public health measures have been stimulated by the need to control
16 communicable diseases, the emphasis now is on health promotion and prevention efforts;
17 and
18 WHEREAS, while the number of deaths attributable to acute infectious diseases has
19 dropped sharply, deaths due to major chronic diseases-heart disease, cancer, stroke-s-have
20 increased more than 250 percent between 1900 and 1970; and
21 WHEREAS, emerging in the medical community is the realization that death and
22 disabilities from these diseases may be reduced effectively through health promotion and
23 disease prevention; and
24 WHEREAS, in the Commonwealth, it is estimated that at least 40 percent of lives lost to
25 cardiovascular disease, cancer, liver disease, and automobile accidents in 1988 wer-:
26 directly attributable to unhealthy behaviors such as smoking, obesity, alcohol abuse, a:
27 lack of exercise; and
28 WHEREAS, spiralling health care costs and rising insurance premiums have strained
29 budgets in the public and private sectors, leaving more individuals without health care
30 coverage, and by the year 2000 health care costs are expected to comprise 15 percent of
31 the Gross National Product; and
32 WHEREAS, escalating expenditures for indigent care have challenged federal and state
33 governments to develop cost-effective alternatives which focus on disease prevention and
34 health promotion; in Virginia, the Medicaid budget now exceeds $1 billion a year; and
35 general fund appropriations for Medicaid have increased 103 percent in the last five years;
36 and
37 WHEREAS, prevention efforts have proven to be cost effective in terms of both human
38 life and have caused a reduction in lost wages and productivity, loss of tax revenue, and
39 use of health care benefits; and
40 WHEREAS, risk-rated health insurance not only provides incentives to employees and
41 employers to engage in positive health lifestyles, but also rewards such behavior with
42 reductions in health care premiums and represents a total cost savings; now, therefore, be
43 it
44 RESOLVED by the House of Delegates, the Senate concurring. That the Department of
45 Personnel and Training [ undertake a demonstration pr~ect wffiffi J will evaluate the
46 feasibility and potential cost benefits of providing risk-rated health insurance for all state
47 employees and retirees. The Department shall [ make an interim report tG the (;{weRlM

48 an4 the ~ Session Gf t!le General Assembly. Upoo completion Gf. tlHs p~ t-ke
49 Department shall ] report its findings to the Governor and General Assembly as provir'
50 in the procedures of the Division of Legislative Automated Systems for the processing
51 legislative documents.
52
53
54
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APPENDIX 12

Employers Included in DPT Survey on Risk Rating

STATES

Alabama*
Alaska*
Arizona
Arkansas*
California
Colorado*
Colorado Retirees*
Connecticut*
Delaware*
Florida*
Georgia*
Hawaii
Idaho*
Illinois*
Indiana*
Iowa*
Kansas*
Kentucky*
Louisiana
Maine*
Maryland*
Massachusetts*
Michigan
Minnesota*
Mississippi
Missouri*
Montana
Nebraska
Nevada
New Hampshire
New Jersey*
New Mexico
New York
North Carolina*
North Dakota*
Ohio
Oklahoma
oregon*
Pennsylvania*
Rhode Island
South Carolina
South Dakota*
Tennessee*

Texas Public School Retirees*
Texas, University of*
Texas*
utah*
Vermont*
Washington*
West Virginia*
Wisconsin*
wyoming*

* Surveys were received from these employers.



LOCAL GOVERNMENTS (Members of State and Local Government
Benefits Association and larger local governments in
Virginia)

Anderson, IN*
Arlington Co., VA
Atlanta, GA
Austin, TX*
Baltimore Co., MD*
Bloomington. MN
Boise, 1D
Chesterfield Co., VA*
Fairfax Co., VA*
Fresno co , , CA*
Harris Co., TX*
Henrico co . , VA*
Houston, TX Public Schools*
Indianapolis, IN*
Key west, FL*
Los Angeles Co., CA
Marion Co., IN
Mesa, AZ*
Metro Dade Co., FL
Miami Beach, FL*
Michigan Municipal League
Monterey Co., CA
New York City, NY*
Norfolk, VA*
Orange Co., CA*
Palm Beach Co., FL*
Phoenix, AZ*
Richmond, VA*
Richmond, VA Public Schools*
Sacramento Co., CA*
st. Paul, MN*
San Bernardino co., CA*
San Diego, CA*
San Diego, CA Public Schools*
Santa Barb~ra Co., CA*
Shaker Hts., OH*
Spokane, WA*
stanislaus Co., CA
Texas Municipal League*
Virgin Islands Govt. Employees
virginia Beach, VA*
Ventura co , , CA*

* Surveys were received from these employers.



PRIVATE BUSINESSES (Members of Richmond Area Business Group
on Health, and State and Local Government Benefits
Association)

A. Foster Higgins
A. H. Robins Co.*
Alexander & Alexander*
Allied-Signal, Inc.
American Filtrona Corp.*
American Tobacco co.*
Blue cross/Blue Shield of Okla.
Brown Distributing Co., Inc.*
C&P Telephone co. of Va.
Cadmus Communications Corp.
Chesapeake Corp.*
Colonial Life & Accident Insurance Co.
continental Health Promotions
Crawford Health Management Services
Crestar Bank*
E. I. DuPont*
Ethyl corp.*
Federal Reserve Bank of Richmond*
Hunton & Williams*
Infilco Degremont, Inc.*
Interhake Foods, Inc.*
James River corp.*
Johnson & Higgins of Va., Inc.
John Randolph Medical Center (Hopewell)*
Martin E. Segal Co.
MCGuire, Woods, Battle & Boothe
Media General, Inc.*
Overnite Transportation Co.*
Philip Morris, USA
Pinkerton Tobacco co.*
Reynolds Metals co.*
Signet Bank*
Southern states Cooperative, Inc.*
Tredegar Industries, Inc.*
Ukrop's Super Markets*
Universal· Leaf Tobacco Co.
Virginia Farm Bureau.
William M. Mercer, Inc.
Williams, Thatcher & Rand

* Surveys were received from these employers.



APPENDIX Q



Commonwealth of Virginia

Smoking vs Not Smoking Calculation of EstimalBd Savinos
(Actives, Early Retirees. and their spouses)

(1) Total Uvea Cowred (Commonweatth of Virginia)

(2) Commonwealth population (active employees. early
retirees, and their 8pOUees)

(3) Smoking incidence rate among US adult. over
age 19

(4) Estimated Commonwealth Smoker. (adult, over 19)

(5) EStimated CommonweaJth Non-Smoker. (adult,

over 19)

Estimated Savinas from Changes in Smoking Habits

(6) E&timated Commonwealth smokers who are successful
in quilting (due to the program)

(7) Estimated smoking related medical colts (per US

smoker) for calendar year 1990

(8) Estimated reduction factor •

(9) Estimated Savings (1990) from change. in
smoking habit••

CYl990

198.787

114.939

28%

32.183

82,758

169

$533.40

10%

$8,014

SOURCE

Estimated from 1990 Commonwealth Data

Baled on 1990 Commonwealth Data.
(as of December 1990)

American Lung A880ciation

(2) .. (3)

(2) .. {1 - (3)}

See Table 1

See Table 2

US Department of Health and Human Services

(6) • (7) • (8)

" ..

"..

A88Uming $5 Monthly Premium Differential

Assuming $10 Monthly Premium Differential

$1,858,257

$3,885,470

These estimated are based on the incidence

percentages shown below. Therefore. the proposed

8Urcharge will be levied on a Commonwealth

household with at least one smoker (EE or Spou&e).

Reduction factor • ..,med to reftect a documented reduction in the rille of developing smoking related diseases

among those individuals who are succeuful in quitting naking. 10% reflect. an aaumption that those individuals

who are succe88fu1 in quitting noking will reduce their risk of developing emoking related dieea188 by 10%

immediately. Department of Health and Human Services reports showthat 8UCC888ful quitter. will reduce their

risk of death by 50% in the next 15 year. compared to those who continue to smoke.

(10) Estimated Projected savings (1991 -1995) See Table 3

Derivation of the number of employ88S who will be charged a surcharge for smoking.

(A) Tot~

(B) Incidence of at least

ooe smoker

Single EEs

43,204

28%

EE. with Dependents

39.853

48%

TOTAL

83,057

NA

(e) Estimated num~r of 12,097 18.390 30,487

empJoyees who will be

asse888d a surcharge

(A)x (8) (Incidence rateB recsJculated 10 levyper Commonwealth oontract with allellst ons BmOIrer.)
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Commonwealth of Virginia

Smoking vs Not Smoking calculation of Estimated Savinas
(post 65 Retir98S and their spouS6S)

(1) Commonwealth Poll 85 Retiree. and Spou...

(2) Smoking Incidence rate among US adulte over

age 19

(3) Estimated Commonwealth Retired Smoker.

(4) Elltimated Commonwealth Retired Non-Smoker.

Estimated SaVing' from Chanaea In Smoking Habit.

(5) Estimated Commonwealth retired amoker. who

are IUcce..ful in quitting (due to the program)

(6) Estimated 8I1loklng related medical costs (per poll

65 retired amoker) for calendar year 18&0

(7) Estimated reduction factor •

(8) Eltlmated SaYing. (18QO)

Aauming $5 Monthly Premium Differential

A88umfng $10 Monthly Premium Differential

CY1990

15,000

28%

4,200

10,800

$108.88

10%

$235

$330.300

$880.800

SOURCE

Average 1880 enrolled (1990 Commonwealth Data)

American Lung Asaociation

(2) • (3)

{(1)· (1 - (2))

Basedon American Lung A88OCiationData

(See Table 1)

See Table 2, Section D.

US Department of Health and Human Services

Since 18&0 maritalltatu. of post 85 retirees

I. not available, it i. a..umed the IUrcharge

will be levied on a Commonwealth retiree

houeehold with at lealt one smoker.

Reduction factor 888Umed to r.neel 8 documented reduction In the rilk of developing IInoking related dieea...

among thoee individuals who are IUccellfulln quitting amaklng. 10~ r.neet. an al8Umption that tho. individual.

who are eucce..ful in quitting smoking will reduce their fiat of developing ameking related dieeaee. by 10%

immediately. Department of Health and Human S8rv;cel report. MOWthat eucce88fu1quitter. will reduce their
risk of death by SOlMllnthe next 15 year. compared to thoee who continue to smoke.

(9) Estimated Projected Saving. (1991 -1995)
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TABLE 1

Estimated Commonwealth Smokers

Estimated Commonwealth Smokerl

32,183 (aduhl, eNer 19)

Estimated Commonwealth Non-Smoker.

82,758 (adult., eNer 18)

Ba88don the American Lung A880ciation smoking incidence rate of 28CKI.

Program and Non-Program Related Smokers who try to quit. ..

Eetimated Non-Program
Program and Non-Program Only

Program
Only

Adult SMoker. who try to quit •

Adult Smoker. who do not quit

Adult Non-&noker.

TOTAL

8,758

25,425

82,758

114,938

5,832 1,128

Saeed on American Lung Aseociation data which Ilhow. that 17.5CK1 ofadult smoker. will
try to quit each year. Assuming a anti-smoldng program inftuence. 21% of smoker. to
try to quit, 8,758 will attempt to quit. Subtracting the number of Imoker. a88Umed
to haw bied quitting without the program (5,823) yield. 1,128 emoker. who

will try to quit a. a result of the program.

Reviled estimate of adult smoker. based on estimated naking habit change.
among thoee smoker. who try to quit and are actually euCC888ful (due to the
anti-emoking program).

Eltimated

Adult Smoke,. who actuaJly quit ••

due to the Commonwealth'. program

Adult Smoker. who do not quit

Adult Non-Srnoker.

TOTAL

188

32.014

82,758

114,&38

Based on an a88Umption in which 15% of tho. people who try to quit
as a reeult of the Commonwealth's antf-itmoking program are IUcce88fu1
in doing 80. (l,l28x .15) .188
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TABLE 2

HCFA COst of Smoking Estimates - 1985 Study

Estimated ANNUAL HEALTH RELATED coste of smoking (per capita US smoker)

Costa 1985 1988 1987 1988 1989 1990

ANNUAL Health (ERa) $329.48 $348.89 $388.78 $403.45 $455.89 $533.40

ANNUAL Health (FED GOVT') $62.90 $88.80 $70.40 m.02 $87.03 $101.83

ANNUAL Lost Prod. $581.05 $817.07 $850.40 $711.53 $804.03 $940.72

TOTAL $973.41 $1,033.78 $1,089.58 $1,192.00 $1,346.98 $1,575.94

The above projected costs are based on the following 888l1mptioos:

(A) HCFA commissioned a 1985 study on the estimated costs of smoking. Their

costs estimates were as follows:

Annual estimated cost of 8ntoking due to lost productivity:

Annual estimated cost of smoking due to health problems:

(Theee coste are borne by employers and individuals)

Annual estimated cost of smoking due to health problems:

(These costa are bome by Medicare and Medicaid)

(8) Per capita costa for US smoker8 were estimated by assuming that 28% of the 1985
US population smokes (1985 US poputation was approximately 239 million). This

percentage has been assumed to remain constant through 1990.

(C) The resulting health related per capita estimates were trended forward to 1990

using Commonwealth of Virginia actual historical medical trend.

(O) To i80late employer coste bome when Medicare pays primary, it has been a88Umed

that Medicare will pay 80% of the cost. Therefore, $533.40 x .2 • $106.88.

C-4
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TABLE 3

1991 1992 1993 1994 1995

Estimated Commonwealth Adult Population 117,812 120,757 123,778 128,871 130.042

Eatimated Smoking Incidence Rate 28.0% 27.4% 28.8% 26.3% 25.7%

Estimated Commonwealth Adult Smoker. 32,887 33,812 33,930 34,047 34,168

Estimated Commonwealth Program Related Smoker.

who will try to quit 1,155 1.183 1,188 1,192 1,196

Eslimated Commonwealth Program Related Smoker. 173 178 178 179 179

who will be eucceeeful in quitting

Eslimated Per capitaMedical Co8t per $851.31 $795.28 $971.08 $1,185.74 $1,447.85

Adult. US Smoker (Smoking Related
Health Cost)

E6timated Saving 8 for Commonwealth $11,280 $34,777 $16,790 $146,311 $255,847

A88Uming a $5 Premium Differential $1.928,175 $1,999.594 $2,048,435 $2,124,809 $2.241.219

Assuming a $10 Premium Differential $3,845,071 $3,964,412 $4,020,081 $4,103,306 $4,226,592

Assumptions

(A) Commonwealth Adult Population i, a88Umed to grow at an annual rate of 2.5%.

(8) Commonwealth ernoking incidence in aNUmed to decrH. reflecting population growth.

and the effecte of all Commonwealth employees who quit ernoking.

(C) 17.5% of all adult US Imokere are assumed to by to quit annually. of thOle who try,
9lMI are a88Umed to be wcce88ful. We a88Umelhe Commonwealth's program increa88.
the. percentage, to 21% and 15%, as applied to the Commonwealth·, emoking population.

(D) The per capita health related coats of an adult US emoker are 888Umed to Increaee
baled on an annual trend of 18%. Itwae aleo ......med that the per capita coat will

further incr...due to an a88Umeddecline in emoking incidence among the US
adult population.

(E) Commonweatth estimated savings were calculated by multiplying the per capita
health related emoking cost, for 8 US adult. The savings estimate include.

an implicit a.....mption that there is a poeitive cumUlative effect of continued
emoking ce888tion. Specifically, annual estimated BaYing_.laUme that a

former emoker will reduce their health related ernoking coBle by 10% during
the first year of emoking ce...tion. Costs will continue to decrea.. by
an additional 5% for each year that person continue. to not noke.

(F) Premium differential. are a88Umed to remain constant each y&u. The.. total,

renect the addition of the expected savings due to health related co8ta

and an 888Umed$5 and $10 monthly premium surcharge to be pajd by Common

wealth amokefl.

Expected Future Savings

American Lung A880ciation atudiee thow that the reverBal of health problema

which may have been related to amaking may reach a maximum level after 15 years

of amoking ce888tion. Therefore, the Commonwealth may expect continued Bavings

after 1995. however, thOle savings will probably increa.. at a decreasing rate.

Future savings will be a function of increa•• in medical technology and the general

eucce88 of emoting cessation programs. Future estimated saYings are 8Ubject to

eubstantial variability.
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TABLE3a

1881 1~ 1993 1D&4 1995

Estimated Commonwealth POIIt B5 Retirees 15,337 15,720 18,113 16,516 18,929

Estimated Smoking Inciclence Rate 28.0% 27.41M1 28.81M1 28.31M1 25.7%

Estimated Commonwe8Jth Retired Smoker. 4.294 4,402 4.417 4.432 4,448

Estimated Commonwealth Retired Smoker.

who will try to quit (program related only) 150 154 155 155 158

Estimated Commonwealth Retired Smoker. 23 23 23 23 23
who will be BUcce.fulln quitting

Estimated Per Capita Medical CoM per $130.28 $158.06 $194.22 $237.15 $289.57

Adutt, US Smoker (Reduced from Table 3
estimatel by 80% due to Medicare aa

Primary)

Estimated saving. for Commonwealth $294 $805 $1.999 $3,809 $6.661

Aeauming a $S Premium Differential $248,838 $258,889 $258,872 $281,374 $265,121

A88Uming a $10 Premium Differential $499,384 $512,473 $515,345 $518,939 $523,581

A86Umptiooa

(AJ Commonwealth Post 65 Retiree Population i, a8lUmed to grow at an annual fate of 2.5%.

(B) Previous a88Umptionl from Table 3 are still applic:a.ble.

(C) The estimated per capita medicaJ related costa have been reduced bated on the a88Umption

that Medicare will be primary. It has been aaumed that medicare will cover 80% of the

estimated health related costa due to smoking.

C-6



Commonwealth of Virginia

Drinking and Driving calculation of Estimated Savings
(Actives, Early Retirees, and their dependents)

(1) Total Uve. Covered (Commonwealth of Virginia)

(2) Probability of being inwfved in a traffic
accident (police reported) within a 12 month period.

(3) Total estimated COYered lives inYOlvedin
police reported accident. during 12 month period.

(4) The probability of sustaining a minor to .nOllI
injury given one ia in a police reported

traffic accident.

(5) Estimated number ot Commonwealth COYered live.
in police reported accident. within a 12 month
period who eullta.ined minor or .riou. Injuries.

(6) Estimated number of driver. among th088 people
estimated to have eullta.ined minor to .riou. injurie•.
The penalty i. to be impoeed on driver injuries only.

(7) Average per capita medical COlt per automobile
accident. (Nationwide average, minor to eerioul injuriel)

(8) Expected Commonwealth medical claim. cMt (during
a 12 month period) related to minor or ..riou.
injuries (driver only) 8U&tainedIn auto crash••.

(9) Percent of all US auto accidents that were
alcohol related.

(10) Percent of alcohol related accidents in which the

Commonwealth employee i. the abu.r.

(11) Expected Commonwealth medical claim. r.Jated to
auto-related alcohol u88ge (minor to .riOUI injuri••,

limiting the penalty to the Commonwealth beneficiaty
who is the abusing driver).

CY18GO

1.50%

Ul62

41.00%

1,210

831

$20,000

$18,820,000

48.58%

50.00%

$4,814,038

SOURCE or Detail of Calculation

&timated from 1880 CommonweaJlh Data

NHTSA

(1) .. (2)

NHTSA

(3) to (4)

(5) /1.3: Assuming there are
approximately 1.3 people per
vehicle.

NHTSA

(8)" (7)

NHTSA

ASSUMED

(a) to (9) • (10)

(12) Percent

(13) Coat

(14) Savings III
~ming thi. program will reduce Incidence
of OWl and alcohol related accident. by 5lMt.

(11) to (12)

Penalty on unavoided injuri•• i. allUmed

to be 10%.

(15) Total Estimated Savings seee,035

C-7
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Commonwealth of Virginia

Drinking and Driving Calculation of EstimatBd savings
(Post 65 R6tlrBBSand their SpoUS6S)

CY 1880 SOURCE or Detail of Calculation

(1) Total Uvea Covered (Commonwealth of Virginia) 15,000 Estimated from 1980 Commonwealth Data

(2) Probability of being Involved In a traffic

accident (police reported) within a 12 month period.

1.50% NHTSA

(3) Total e.umated COY8red livea involved In

police reported accidents during 12 month period.

225 (1) • (2)

(4) The probability 0' IUstaining a minor to eerious

injury given one i. in a police reported

traffic accident

41.00llti NHTSA

(5) Estimated number 0'Commonwealth covered lives
in police reported accident. within a 12 month

period who sustained minor or 88ri008 injuries.

82 (3)· (4)

(6) Eatimated number 0' drivers among thoee people
estimated to have IUltained minor to 8800USinjuries.

The penalty i8 to be lmpoeed on driver injuries only.

71 (5) /1.3; Assuming there are

approximately 1.3 people per

vehicle.

(7) Average per capita medical coet per automobile

accident. (Nationwide average, minor to 88riOU' injurie.)

$20,000 NHTSA

(8) Assumed payment reduction due to Medicare paying ••

Primary.

$4,000 (7) ·.2 (A88uming Medicare covers 80%

of the charges.)

(9) Expected Commonwealth medical claim. c08t (during

a 12 month period) related to minor or 88rioos

injuries (driver only) sustained in auto cra"'e••

$284,000 (8) • (8)

(10) Percent of all US auto accident. that were

alcohol related.

49.58% NHTSA

(11) Percent of alcohol related accidents in which the

Commonwealth employee i. the abueer.

50.00% ASSUMED

(12) Expected Commonwealth medical claims related to

auto-related alcohol uaage (minor to ..riou. injurie.,

limiting the penalty to the Commonwealth beneficiary

who ia the abUsing driver).

$70,375 (8). (10)· (11)

AssumedAvoided Injuriefl AlJBUmed Unavoided InjurieB

(13) Percent

(14) Cost

(15) Savings

A8auming this program will reduce incidence

of OWl and alcohol felated accident8 by 5%.

(12) • (13)

Penalty on unavoided injuries i8 assumed

to be 10%.

$10,204

$679.240ESTIMATEDTOTAL SAVINGS

Addition of eavings from avoided and

r"'"'"=~~=-:--:~~:--::-- --:-~ -:-:-:-:-::-::--:- ---,unavoided injuries.

(18) Total Estimated Sav;ngt

Includes Active Employees, Early Retirees. Post 65 Retirees. SpoUSBS

and Dspend8f1tS.
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Commonwealth of Virginia

Seatbelts vs No 8eatbelts Calculation of Estimated Savinos
(Activ8s. Early Retir98S, and their dBP6ndents)

(1) Total Uvea Cowred (Commonwealth of Virginia)

(2) Probability of being involved in a traffic
accident (police reported) within a 12 month period.

(3) Total estimated cowred liveslnYOlYed In
police reported accidents within a 12 month period.

(4) The probability of eu8taining a minor to 88riooa

injury given one is in a police reported
traffic accident

(S) Estimated number of Commonwealth cowred live.
in police reported accidente within a 12 month
period who 8ustained minor or eerious injuries.

(6) Average per capita medical cOlt per automobile

accident. (Nationwide average, minor to seriOU8 injuries)

(7) Expected Commonwealth medical claims cost (during

a 12 month period) related to minor or serious
injuries sustained in auto craahe•.

(8) Percent of minor to seriOUI injured auto accident
victims reporting that they were NOT wearing
seatbelts when they were injured.

(9) Expected Commonwealth medical claim. related to
seatbelt non-u8llge (minor to seriOU8injuries).

CYl990

188,787

1.50lMt

2,952

41lMt

1,210

$20,000

$24,200,000

$10,408,000

SOURCE or Detail of Calculation

Eatimated from 1890 CommonweaJth Oa"

NHTSA

(1) • (2)

NHTSA

(3) • (4)

NHTSA

JAMA

(7). (8)

Assumed Avoided Injuries AsIIumed UnatlOidedlnjurieB

(10) Percent

incurred in

seatbelt use.

(11) Percent

reduced medical

associated with
auto accidents

(12) Percent who

do not change

seatbelt habit.

(13) Cost

(14) Savings

::::::::::::

::,::::;
':t..:

:'::::,'

0;

:: :;::

!!}

::::,

co::::: :'::::::::,:"7:7::'0.' ::':'

::=:j::::: :::::::

;:::
.:':

:::

iii; r>!

>::
::;:::::::, ,::::-:,:::':

<:::::, l:nntl

JAMA (13% decrea88 in I8riool injuries

expected from .albelt uee. This fs baaed

on a JAJAAstudy showing an expected 13%

decrease in serious injuries in etates
that had a mandatory .albelt usage law.
The statistiC8 included in items 10 through

12 are -imbedded- in the results otthie 8tUdy
which included a population from Virginia.)

Avoided: (11) • (9); Unavoided: (12) • (9)

Penalty on unavoided injuries is a8SUmed

to be 5%. •

(15) Total Estimated Savings $1,300,000 Addition of saYing. from avoided and

unavoided injuries.

Implementation of this penalty will likely take the form of a $1000 Special Deductible.
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Commonwealth of Virginia

Seatbelts vs No 8eatbelts calculation ofEstimat9d savings
(post 65 Rstlr9BS and th9ir Spousss)

(l) Total Uvea Covered (Commonwealth of Virginia)

(2) Probability of being InvoIwd in a traffic

accident (police reported) within a 12 month period.

(3) TotaIe8timated covered live, Involved in

police reported accident. within a 12 month period.

(4) The probability of IUltaining a minor to 88riOU'

injury given one il in a police reported

traffic accident.

(5) Estimated number of Commonwealth covered live,

in police reported accidents within a '2 month
period who sustained minor or 88n008 injuries.

(6) Average per capita medical cOlt per automobile

accident. (Nationwide average, minor to 88riOU8injuries)

(7) A88Umed payment reduction due to Medicare paying a.

Primary.

(8) Expected Commonwealth medical claim. coat (during

a 12 month period) related to minor or 88riOU.

injuries sustajned In auto crashes.

(9) Percent of minor to 88riool injured auto accident

victim. reporting that they were NOT wearing

eaathelts when they were injured.

(10) Expected CommonweaJth medical claims related to
&eatbelt non-usage (minor to 88rioos injuries).

CY 1880

15,000

1.50~

225

41~

$20,000

$4,000

$388,000

$158,240

SOURCE or Detail of Calculation

Estimated from 1990 Commonwealth Data

NHTSA

(1) .. (2)

NHTSA

(3) .. (4)

NHTSA

(8) ".2 (Aa8uming Medicare covers 80%

of the charges.)

(5) .. (7)

JAN.A

(8) .. (9)

(11) Percent

incurred in
seatbelt use.

(12) Percent

reduced medical

a880Ciated with
auto accidents

(13) Percent who

do not change

seatbelt habits

(14) Cost

(15) savings

JAN.A (13% decrease in 88ri008 injuries

expected from seatbelt U88. This i8 based

on a JAMA study showing an expected 13%

decre.88 in 88riOU8injuries in states

that had a mandatory seatbelt usage law.

The atatillic. included in items 10 through

12 are"imbedded" in the result. of this study

which included a popUlation from Virginia.)

Avoided: (11) to (10); Unavoided: (13) to (10)

Penalty on unavoided injuries ia assumed

to be 5%."

(16) Total Estimated Saving. $20,000 Addition 01 savings from avoided and

unavoided injuries.

Implementation of thi, penalty will likely take the fann of a $1000 Special Deductible.

ESDMATED TOTAL SAVINGS $1,320,000

IncludBS Activ9 Employ99S, Early RBtir99S, Post 65 R9tir88S, Spousss
and Dependents.
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Commonwealth of Virginia

Lifestyle Study

INTRODUCTION

The Commonwealth of Virginia asked William M. Mercer, incorporated to evaJuatepotential medical cost
savings associated with various lifestyle related risk factors that are currently a part of ·CommonHealth-,
the State's wellness program.

Our approach begins with the assumption that the Commonwealth of Virginia's total adult (including early
retirees) population can be considered a demographically stable yet normal group. Therefore, savings
estimates are based on studies of other normal populations which show non-maternity claim cost
percentage savings relating to various risk factors. Our estimations will focus on the following lifestyle
related risk factors:

• Exercise

• Weight

• Hypertension

• Cholesterol level

Credible data showing the effect of these risk factors on maternity claims was unavailable. To the extent
that these risk factors contribute to maternity claim cost, the potential savings estimated in this report are
understated. Also, to the extent that dependents participate in CommonHealth, savings are also
understated.

METHODOLOGY

This study is based on actual Commonwealth of Virginia claim data. Our analysis of the incurred medical
claim experience shows the average 1990 monthly per employee estimate to be $232.19. Based on over
36 months of historic claim experience for this population, an annual trend of 20.7% is assumed.

To isolate non-maternity medical claims, we are assuming that approximately 8% of the Commonwealth's
medical claims are maternity related. Therefore, $213.71 (232.29 reduced by 8%), would be the non
maternity average incurred claim cost estimate for calendar year 1990. This data includes the experience
of the Commonwealth's early retirees.

Based on clinical opinions of wellness experts (Paul Berger, M.D., William M. Mercer, Incorporated; Bill
Whitmer, Wellness Systems of America, Incorporated) we have estimated the number of Commonwealth
active lives at high or low risk levels in each of the four Iffestyle related risk factors. The average 1990
incurred claim estimate is then multiplied by factors which are related to the expected claim costs of the
various risk categories. For example, individuals in the high risk exercise category tend to exhibit non
maternity claims that are 23% higher than those in the low risk category. Factors used to determine the
average claim cost for a given risk category are from a detailed study performed on a group whose
population is in excess of 40.000 lives and is comparable to that of the Commonwealth. Through the
CommonHealth Program, overall claim cost savings can likely be achieved by reducing the number of
people in the high risk categories.
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Low, mid, and high range savings estimates have been projected through 1995. The low range estimates
are made under the assumption that high risk individuals are removed from the high risk group at the rate
of 1 percentage point per year. The mid and high range estimates remove indMduals at the rates of 2
and 3 percentage points per year, respectively. A trend of 20.7% is applied in the projections.

CONCLUSION and RESULTS

It has been shown that there are inter-reletlonshlps involved in each of these risk categories. For example.
individuals who undertake a disciplined course of exercise will likely loose weight, lower their blood
pressure. and reduce their cholesterol. Given that the CommonHealth program is heavity oriented toward
exercise and assuming that a property administered exercise program will likely result in most participants
loosing weight, lowering their blood pressure, and reducing their cholesterol, it is our opinion that the
savings estimates shown in the exercise model may reasonably be viewed as a ·benchmark- savings
estimate. By a ·benchmark- it is meant that these estimates may be viewed as estimates within a range
of reasonable estimates which embody projected cost savings that may be expected through greater
participation in the CommonHeatth program.

Based on this reasoning, the table below contains low, mid, and high range estimates of non-maternity
medical claim cost projected savings that may be expected to result from participation in the
CommonHeatth program. Details showing the specific derivation of these estimates are available on
request.

lOW RANGE MID RANGE HIGH RANGE
YEAR SAVINGS SAVINGS SAVINGS

1990 -$O~ -$0- -$0-
1991 $ 46,901 $ 93,802 $ 140,703
1992 $114,351 $ 228,703 $ 343,054
1993 $209,103 $ 418,207 $ 627,310
1994 $339,882 $ 679,765 $1.019.647
1995 $517.925 $1,035,851 $1,553,776

If we assume that a $10 incentive was given to perspective CommonHealth participants, it is more likely
that the expected savings from CommonHealth would range toward the high range estimates. Assuming
that 1/3 of the Commonwealth's active population participates and receives a $10 incentive, this would
cost the Commonwealth approximately $276.000 (83,000 x 1/3 x 10). The effect of this incentive would
be to dilute the estimated savings shown above, however. continued application of an incentive could be
expected to yield savings which more closely approximate the high range savings shown above.

It is our understanding that earty and post 65 retirees are eligible to participate in this program. However,
there are several considerations which we believe would make it doubtful to expect large savings from
the post 65 retirees as a result of their participation in CommonHealth. First, we have no way of knowing
how geographically dispersed this group is. For example. if many of the Commonwealth's post 65 retirees
have moved to Florida. screening for blood pressure and cholesterol would be administratively difficult.
Secondly. since assuming Medicare will be primary for this group, claim cost savings would much smaller
relative to the rest of the population. Thirdty, from a physical standpoint, these people may have other
illnesses that would prevent their participation in CommonHealth. For these reasons. it appears that
savings from encouraging post 65 retirees to participate in CommonHealth would be negligible.
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