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March 30, 2012

Higher insurance costs loom for employees who fail to
meet health goals
By ADAM BELZ

Businesses are turning up the heat on their least healthy employees, using rewards and penalties to
push them to lose weight and quit smoking.

Companies desperate to cut the cost of health insurance — which has risen 145 percent in Iowa on
average since 1999 — are moving toward rewarding and punishing employees based on how healthy
they are, or whether they meet wellness goals. That’s a shift from rewarding employees for
participating in wellness programs, benefits experts say.

Health insurance surcharges for smokers are nothing new, but firms are beginning to reward workers
who get good scores on biometric screenings or meet goals for exercise and healthful eating. The flip
side of these rewards is that the employees who don’t score well and don’t meet the goals are
penalized.

At RDG Engineering and Design in Des Moines, which has 100 employees, workers can earn points
over the course of the year by running in road races, eating healthfully, going to the dentist, or getting
wellness education, among other things.

RDG rewards those who earn enough points by waiving their $50 per month contribution to health
insurance, said Davis Sanders, a principal at the firm. Those who don’t get enough points must
continue to pay their $50 per month.

About 90 percent of RDG’s workers are participating, and average employee health scores are
improving.

“If you choose not to participate, it’s no different than before; you pay $50 for your insurance,”
Sanders said. RDG covers the rest of the premium.

Companies bend over backward to talk about rewards instead of penalties, but the distinction
between carrots and sticks can be fuzzy.

Paul Fronstin, a researcher at the Employee Benefits Research Institute, said employers have talked
about imposing more penalties and incentives tied directly to employee health metrics, but only
recently have they started doing it.

While only 10 percent of companies used biometric outcomes to reward or penalize employees in
2012, that number will jump to 23 percent in 2013, according to a survey by Towers Watson, a global
consulting firm.

“You hear about it,” Fronstin said. “There’s talk about it, about companies doing this, but nobody’s
saying who it is.”

Lee Dukes, president of Principal Wellness Co. in Indianapolis, a division of Principal Financial Group,
said up to 35 percent of his company’s clients are doing it, compared with fewer than 5 percent five
years ago. The firm has 200 clients across the country.

“Just doing a screening and an assessment’s not enough,” Dukes said.

One way companies are assessing employees, and determining rewards and penalties through the
cost of their health insurance, is by measuring their risk of heart disease, stroke and diabetes.
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If employees meet any three of the five risk criteria — waist size, triglycerides, cholesterol, blood
pressure and fasting glucose levels — they end up paying more than their colleagues who don’t show
the same risk indicators, Dukes said.

“They can still earn the incentive by being engaged with a health care professional,” Dukes said.

The problem with these scoring criteria is they start workers down a slippery slope, said Mark
Cooper, president of the South Central Iowa Federation of Labor.

“Yeah, it’s three criteria, but here in another two years it could be two criteria, and then it could be
‘I’m sorry, but if you have one criteria, then you’re going to have to pay more for your insurance,’ ” he
said. “We weren’t even looking at this 10 years ago, and look where we’re at now.”

Cooper said as long as companies tie incentives and penalties directly to lifestyle decisions, he finds
them tolerable.

When rewards are tied to factors outside a worker’s control, he objects.

“Genetics come into play, too,” Cooper said. “Now you’re penalizing somebody just because they
have bad genes, and that’s the luck of the draw.”

At Wellmark, the company’s only explicit penalty is tied to lifestyle. Smokers pay a surcharge on
health insurance of $10 per pay period. (Employees of Gannett, The Des Moines Register’s parent
company, also pay a smoker’s surcharge.) But most of Wellmark’s incentives are based on
participation in wellness programs.

Wellmark workers get $500 toward their health insurance for completing a health assessment,
another $500 for improving their results (or maintaining good results) in a biometric screening, and
$100 each for participating in up to seven wellness programs such as completing a stair challenge,
taking nutrition classes, drinking more water, or visiting a fitness center.

“If they don’t do the programs, they’re certainly paying more for their coverage,” said Natalie
Bachman, Wellmark’s director of compensation and benefits.

David Lind, who runs a health benefits research firm in Clive called David P. Lind Benchmark, said
larger employers are more likely to be self-insured, so they are better able to track which employees
make the most expensive claims and can therefore isolate the medical conditions they want to
eliminate.

“The larger the employer, the more likely they are to apply some of the ‘mandates’ on employees,”
Lind wrote in an email.

Federal rules for wellness programs under the Health Insurance Portability and Accountability Act,
known as HIPAA, allow companies to offer rewards based on participation in programs. But when a
plan reward requires that a worker satisfy a health standard, the rules get more complicated.

HIPAA puts caps on rewards for meeting health standards or goals, requires that all workers must
have the chance to qualify for each reward each year, and prohibits rules that set goals that would be
unreasonable for some employees — unless they’re given another way to qualify for the incentive.

“ ‘Reasonable’ is sort of a fuzzy word there,” said Dukes, of Principal Wellness.

Lind agreed: Businesses have to be careful not to violate the rules.
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