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Health Insurance Checkup

Labor ( Businesses that provide coverage struggle to keep costs down. 
By JaN NORMAN

The Orange County Register
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OMPANIES that provide health insurance for employees face tough choices. As the cost of health care soars, do they charge higher premiums or offer less coverage? Or both?

Health insurance is likely to get more expensive, say employers and insurance experts. Yet companies feel pressure to provide or improve health coverage as a way to attract and retain workers in a tight labor market. 

Smaller companies, especially, struggle to pay the bill.

"Small firms are less likely to offer health insurance because they are unable to afford it," says Jere Glover of the U.S. Small Business Administration.

Health-insurance costs have plagued small-business owners for years. It has been the top concern for 14 consecutive years among the 600,000 members of the National Federation of Independent Business, a Washington, D.C., lobbying group.

But premium increases are accelerating, says David Duker of California Choice, an Orange-based insurance purchasing pool for companies with 50 workers or fewer.

Prices for prescription drugs are skyrocketing, he says, because of high development costs and growing consumer demand. 

And Californians have paid lower premiums than the rest of the nation as insurers fought over market share -- a game they no longer play.

ABSORBING HIKES 

Small businesses will face health-insurance premium increases of 10 percent to 30 percent this year, reports the Mercer/Foster Higgins National Survey of Employer-sponsored Health Plans. 

Alfred Ortiz, president of Source Diversified in Aliso Viejo, says his firm's health-insurance premiums increased 25 percent this year.

Bart A. Zandbergen of Financial Management Network in Laguna Hills, who designs companies' benefit packages, says he's seeing 8 percent increases on premiums for health maintenance organizations.  For preferred provider organizations, or PPOs, premiums are 15 percent to 25 percent higher than last year. 

Many Orange County business owners are absorbing the hikes, fearful of losing workers in a market with just 2.3 percent unemployment.

MORE THAN PREMIUMS

But soaring health-care costs affect more than the annual payments.

"Many PPO plans impose a maximum number of doctor visits per year, and Blue Cross guarantees its rates for only six months for companies with less than 10 employees," says Laguna Hills insurance agent Rachel Owens.

One of her clients, Stacy Gore, president at GM Packaging in Orange, switched insurance companies when St. Joseph's Hospital dropped her carrier, PacifiCare.

"Most of my employees wanted St. Joseph's, which is close by, so we went to Blue Cross, which costs maybe 5 percent more," Gore says.

Thirty Minute Photos Etc. in Irvine pays 100 percent of coverage for its seven employees. Recently, Blue Cross increased the base rate less

 than 2 percent, but imposed a limit on the number of doctor visits, increased the deductible for tests, and added a $150 annual deductible for brand-name prescription drugs instead of generics, says co-owner Carl Berman.

"It's one thing to charge more for a brand-name drug," he says, "but why penalize people who don't have a choice of a generic?"

The main reason is high-priced television advertising for brand-name drugs, says Blue Cross spokesman Michael Chee. 

COPING WITH COSTS

Employers are coping with rising costs in different ways.

Michelle Pettit of PC Associates in Tustin kept her premiums level by accepting higher co-payments for doctor visits ($10, up from $7) and prescription drugs ($15 instead of $10).

John Sexton of Sexton Companies, a Newport Beach equipment-leasing firm, set up medical savings accounts for his employees. The firm contributes $75 a month per participant, and employees decide what medical treatment to get. 

Vengroff, Williams & Associates, Inc. in Huntington Beach is setting up a self-insurance plan because it has been unable to get satisfactory coverage for its multistate operations, says Lisa Vengroff. No one insurer had good doctor and hospital choices in every market. But separate policies for each office are more expensive because they don't qualify for large-group discounts.

Financial planner Zandbergen says companies are getting creative: "Most of my clients offer ... an HMO plan and one or more PPO options.  My client pays the (amount of) premium for the HMO. Then the employee has the choice to upgrade to a PPO, paying the difference in premium."
An option called the "benefit bank" is growing in popularity, says Zandbergen, who uses this option.  His company contributes $200 per employee. The employee chooses a medical plan, then uses any money left for a dental plan, 401-k or other benefit.
Companies with two to 50 employees can buy more choice through a purchasing pool. California Choice, a pool run by Word & Brown in Orange, offers HMOs and PPOs through nine carriers. A company's employees can pick different plans.

Blue Cross, the state's largest employer-insurance carrier, just added a defined-contribution plan. In those plans, the company pays a set amount, and the employee picks up the rest, depending on coverage.

  Cost-cutting tips

While companies with fewer than 50 employees tend to pay higher health-insurance premiums, they may be able to lower costs. Here's how: 

(Shop around. Rate increases for specific types of coverage vary among insurers. 

(Increase the deductible 

(Increase the co-payment 

(Reduce benefits 

(Reduce the percentage of the premium paid by the company. This requires employees to pay more. 

(Switch from fixed coverage to fixed-contribution plan. Company pays specific dollar amount, and employee chooses the coverage, paying the extra cost, if any. 

(Choose a point-of-service plan, an HMO-PPO hybrid. Different insurers' plans vary. 

(Buy from a small-business insurance pool such as California Choice, based in Orange, or Pacific Advantage in San Francisco. Employees can choose from a number of HMOs and PPOs, and risk is spread over larger group. 

(Self-insure for a certain level of coverage and buy insurance for catastrophic coverage only; not practical for small groups. 

(Establish flexible spending accounts that allow employees to pay for unreimbursed medical expenses with pretax dollars. 

(Switch to Medical Savings Accounts. This option will expire at the end of the year unless Congress renews it 
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