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All State Employee Health Benefits 
Include Health Management Programs
Yet the Use of and Level of Commitment to  
Incentive-Based Strategies Differ

Traditionally, many states, like other plan sponsors, have managed the persistently  
high and rising cost of health coverage by sharing the burden with employees through 
deductibles, copayments and premium contributions. Increasingly, states are using 
health management programs as another cost-management strategy. Many wellness 
and health promotion initiatives focus on behavior change over a number of years.  
The fact that public employees tend to remain with their employers for many years, 
often for the remainder of their careers, presents an excellent opportunity that may  
not exist for plan sponsors that serve other industries.

Some states recognize that wellness and health management programs can achieve 
the dual goals of improving health and managing costs only if they are used. Those 
states are providing financial incentives to encourage participation.

Segal Consulting’s 2018 State Employee Health Benefits Study presents an overview 
of states’ wellness and health management programs. Key findings include:

yy All states provide wellness programs and services, with a majority having branded 
their programs.

yy Many states are using strategies in those programs that align incentives with  
desired behaviors.

yy Efficient utilization and cost-management programs are being promoted through 
various measures, such as on-site clinics, narrow provider networks, transparency 
tools and telemedicine.

Plan sponsors can benefit from comparing their own health management programs  
to those being used by state employee health plans. The comparison can provide 
insights into strategies that might increase engagement in wellness services,  
promote healthy behaviors, improve efficiency and manage costs.

About the Study

Segal’s 2018 State Employee 
Health Benefits Study is based 
on a review conducted in the 
fourth quarter of 2017 of the 
websites for the 50 states and 
the District of Columbia. For 
simplicity, the study refers to 
all of the entities as states.

This report focuses on 
features that promote 
engagement in wellness and 
health management programs, 
as well as incentives to promote 
efficient utilization and manage 
costs. It reflects incentivized 
offerings to employees, 
dependents and retirees as  
of January 1, 2018, including 
plans with July 1, 2017 
effective dates.

Several case studies are 
included to provide additional 
information about and insights 
into public sector wellness and 
health management programs.

For information on cost-sharing 
provisions (e.g., deductibles and 
copayments) in health benefit 
plans for state employees, see 
our 2017 study.

http://www2.segalco.com/l/49392/2017-07-14/5www9q/49392/105831/summer_2017_State_Health_Benefits.pdf
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1  Karen Pollitz and Matthew Rae, “Workplace Wellness Programs Characteristics and Requirements.” Issue Brief. (The Henry J. Kaiser 
Family Foundation, May 19, 2016). https://www.kff.org/private-insurance/issue-brief/workplace-wellness-programs-characteristics-and-
requirements (accessed December 6, 2018).

2  Centers for Disease Control and Prevention’s Division of Population Health, National Center for Chronic Disease Prevention and Health 
Promotion Childhood Obesity Facts, page last updated: January 29, 2018 (accessed October 18, 2018).

 Segal Observations   It is the norm for a plan sponsor to focus investments and strategic initiatives 
on employees. However, it is also important to manage health risks and costs for employees’ 
dependents, who are covered by the same plan.

Increasingly, plan sponsors are providing wellness and health management services to all plan 
participants, employees and dependents alike. In 2016, the Kaiser Family Foundation reported that 
65 percent of large firms covered dependents in their wellness programs as of 2013.1 We would 
anticipate that figure to have grown in the subsequent five years. Public sector plan sponsors tend  
to lag large private sectors employers and plans, leading to the expectation that state plans will 
expand coverage to families over the next few years.

With the rise in childhood obesity,2 there is an increasing opportunity for plan sponsors to have an 
impact on behaviors that affect health and wellbeing. Wellness programs offer lifestyle education  
and coaching in nutrition and encourage an active lifestyle. Additionally, family-wide participation  
and engagement lead to a healthier household and an environment that reinforces healthy activities 
and behaviors within the family.

* This data refers to any wellness program offered by states.

Source: Segal Consulting, 2018

States Focus Wellness Program Services on Employees;  
Some also Provide Access to Dependents
The study found all states provide wellness programs and services to employees. Many states also 
make the programs available to employees’ spouses. Few states cover employees’ children.

Dependent Coverage in Wellness Programs for State Employees* Is Considerably 
More Common for Spouses than for Children

Spouses
Covered?

Children
Covered?

55% Yes

45% No

18% Yes

82% No

https://www.kff.org/private-insurance/issue-brief/workplace-wellness-programs-characteristics-and-requirements
https://www.kff.org/private-insurance/issue-brief/workplace-wellness-programs-characteristics-and-requirements
https://www.cdc.gov/healthyschools/obesity/facts.htm
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3  2017 Employer Health Benefits Survey. (The Henry J. Kaiser Family Foundation, 2017). https://www.kff.org/health-costs/report/2017-
employer-health-benefits-survey/ (accessed December 6, 2018). The survey defines large employers as those with 5,000 or more employees.

*  This data represents the percentage of states offering incentives for each activity.
**  Biometric screenings collect data on a member’s height, weight, BMI, cholesterol, blood pressure and other basic health related information.

***  These programs are for eligible members who have a covered chronic condition, such as diabetes or asthma.
****  Examples include blood pressure, cholesterol and/or body mass index (BMI) within targeted norms for age/gender.

 Segal Observations   States typically promote and provide incentives for a number of wellness 
activities. However, rather than promote or require a large number of activities, states tend to choose 
a few on which to focus their promotional efforts. This is a prudent approach when first implementing an 
incentivized program. As a program matures, it is expected that the sponsor will add additional activities.

Two targeted activities most commonly used by state plans are more widely used by large private 
sector employers: 74 percent of those employers use biometric screening and 69 percent use 
health-risk assessments.3

Source: Segal Consulting, 2018

States Promote an Array of Health-Promotion Activities
All states provide at least one incentivized wellness activity. They typically promote and provide 
incentives for a targeted set of activities.

States Incentivize Targeted Activities*

65%

45%

10%

37%

41%

35%

39%

Outcome-Based Metrics****

Primary Care Physician Visit

Disease Management Program***

Tobacco-Cessation Program

Lifestyle Education

Biometric Screening**

Health-Risk Assessment

https://www.kff.org/health-costs/report/2017-employer-health-benefits-survey/
https://www.kff.org/health-costs/report/2017-employer-health-benefits-survey/
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4  Both HSAs and HRAs are usually offered with high-deductible health plans (HDHPs). HSAs can be funded by employees or employers,  
but employees own them. Employers “fund” HRAs and own them. For more details, see Segal’s comparative chart.

The promise of better health is often not enough to 
encourage most members to use wellness programs and 

services. Plans that incorporate appropriate incentives 
can experience increased member engagement and 

overall improvement in member health.

Richard Ward, FSA, FCA, MAAA 
Senior Vice President,

Public Sector Health Practice Leader

The Incentive Favored by the Most States Is Cash
States tie completion of required wellness activities with a range of incentives. Cash or gift cards  
are the incentives offered by the most state plans.

Compared to large, private sector employers, a much smaller percentage of states are using 
contributions to Health Savings Accounts (HSAs) or Health Reimbursement Arrangements  
(HRAs)4 as wellness incentives.

The Most Common Incentive to Participate in Wellness Programs Is Cash or its 
Equivalent: Gift Cards

*  Large employers are defined as those with 5,000 or more employees.
**  This data reflects gift cards, merchandise or raffle entries.

***  Examples include providing a lower deductible or waiving office visit copays as an incentive for completing the required activities.
****  This data includes cash.

Source: Segal Consulting, 2018 State Employee Health Benefits Study and 2017 Employer Health Benefits Survey. (The Henry J. Kaiser 
Family Foundation, 2017). https://www.kff.org/health-costs/report/2017-employer-health-benefits-survey/ (accessed December 6, 2018).

43%

27%

22%

8%

50%**

46%

N/A

40%****

44%**

49%

N/A

33%****

HSA or HRA Contribution

Plan Design***

Premium Reduction

Cash or Gift Card

Percentage of States Comparative Data: Percentage of 
Large, Private Sector Employers

Health-Risk
Assessment

Biometric
Screening

http://www2.segalco.com/PS-fsa-hra-hsa-chart
https://www.kff.org/health-costs/report/2017-employer-health-benefits-survey/
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4  Employee Benefit Research Institute, “Financial Incentives, Workplace Wellness Program Participation, and Utilization of Health Care 
Services and Spending.” Issue Brief #417 (August 26, 2015).

 Segal Observations   States generally have lower employee premiums and have fewer employees 
enrolled in account-based plans than comparable private sector employers. The result is that 
premium reductions and HSA/HRA-based incentives are less viable options for states.

The use of gift cards may need to be reviewed as these are typically taxable incentives. States, and 
sponsors of other public sector plans, may want to consider alternatives. Premium, plan design and 
HSA/HRA-based rewards generally result in greater levels of engagement. However, the magnitude 
of the incentive is what ultimately influences behavior.5

There are three main ways in which employers allow employees to earn wellness incentives:

yy Per Activity — In this design, specific incentives are tied to participation in individual wellness 
activities. For example, a $100 gift card is provided for completing a health-risk assessment 
independent of whether other activities are completed or not.

yy Points System — As the name suggests, employees earn points for each wellness activity that 
they then redeem for incentives. The points can vary by activity. In some cases, a specific threshold 
(e.g., 100 points) must be achieved to receive a premium reduction, HSA/HRA deposit/credit or 
lower deductible. Members have flexibility in meeting the program requirements, as not all activities 
are required to be completed and members may customize their participation.

yy All-or-Nothing — This design provides incentives only to employees who participate in every 
wellness activity offered. Incentives are provided only when all required activities are completed. 
For example, completing two of three required activities results in non-compliance and, therefore, 
no incentive.

Federal laws and regulations aim to safeguard 
employees from unfair practices. Plans and employers 
must balance these requirements against the need to 

engage members in programs and practices that 
promote improved health and well-being.

Kathryn Bakich, JD 
Senior Vice President,

National Health Compliance Practice Leader

https://www.ebri.org/health/publications/issue-briefs/content/financial-incentives-workplace-wellness-program-participation-and-utilization-of-health-care-services-and-spending-3263
https://www.ebri.org/health/publications/issue-briefs/content/financial-incentives-workplace-wellness-program-participation-and-utilization-of-health-care-services-and-spending-3263
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The Most Common Way Incentives Are Earned Is on an All-or-Nothing Basis*

 Segal Observations   Programs that use a points system or provide incentives on a per-activity 
basis provide members additional flexibility in how incentives are earned. However, that presents a 
communications challenge for the plan because it generally requires explaining a more complicated 
program so that members will understand it. Points-based programs are also more complex to administer.

Conversely, an all-or-nothing approach, where members are required to complete a set list of 
required activities, provides a more focused requirement that can be more readily communicated  
and understood by the membership. 

Plans need to consider the pros and cons of each approach. Generally, states favor the more direct 
all-or-nothing approach to determining program compliance.

* This data represents the percentage of states offering each way to earn incentives.

Source: Segal Consulting, 2018

MA Plan
Offered?

43% All-or-Nothing

36% Points System

21% Per Activity
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Several years ago, a state determined it was time to transition from “the old way” to a modernized program promoting 
health and wellness. Historically, employees were provided three plan choices that were all very similar in value and 
premium. In other words, options without a meaningful choice. Additionally, wellness and health management programs 
were offered, but on a voluntary basis. As a result, participation was quite low (about 10 percent).

The new strategy’s primary objective was to increase utilization of wellness and health management programs. 
Employees had been very sensitive to changes in plan provisions and premium levels. Therefore, a combination of 
premium and plan design incentives was determined as the best way to communicate changes to the membership 
and to motivate them.

The State designed two plans, with about 7 percent difference in actuarial value. The richer plan came with a  
$75 lower premium for employee-only coverage. However, in order to be eligible for the richer, lower-cost plan, 
employees and their spouses were required to complete certain activities.

 

The State also invested in a comprehensive communications and education campaign. It contracted with a specialist 
vendor to administer the requirements of the program and provide wellness and health management services.

The result was about 75 percent engagement and compliance (meaning 75 percent of employees and spouses 
completed the required activities) in the first year, which has held steady over the ensuing years. Also, the plan’s 
annual health trend has remained at 4 to 5 percent, as members’ health has benefited from increased engagement 
in wellness programs and services.

* Employee-only/family

How Plan Design Can Be Used as a Wellness and Health Management Incentive

Activities Required to Be Eligible Richer Plan Design

First-Year Requirements:

yy Health-Risk Assessment

yy Biometric Screening

Additional Requirements in Subsequent Years:

yy Participate in Disease Management, if Applicable

yy Participate in Case Management, if Applicable

yy Complete Minimum Amount of Lifestyle Education 

yy Premiums Reduced $75/$150*

yy Deductible Reduced $300/$600*

yy Office-Visit Copayments Reduced $10

yy Out-of-Pocket Maximum Reduced $1,000/$2,000*
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6  Girija Syamlal, MBBS, Brian A. King, PhD and Jacek M. Mazurek, MD, “Tobacco Use Among Working Adults — United States, 2014–2016.” 
Morbidity and Mortality Weekly Report, 66 (42);1130–1135 (October 27, 2017).

Tobacco-Cessation Programs:  
The Foundation of Wellness Programs
One of the first wellness initiatives that employers tend to focus on is tobacco cessation because 
early studies reported on the health benefits of a tobacco-free lifestyle, for the individual as well as 
the rest of his or her family. Additionally, society in general has become less accepting of tobacco 
use, particularly in public. Employers in all industries introduced tobacco-cessation programs and 
provide incentives to use these programs to align their values accordingly. The Affordable Care 
Act mandates that non-grandfathered health plans provide tobacco-cessation programs that 
include both access to medication and education programs.

A Majority of State Tobacco-Cessation Programs Use a Separate Vendor,  
Yet Relatively Few Offer Employees Incentives to Participate

 Segal Observations   Although many states have a separate vendor that specializes in tobacco-
cessation programs, relatively few continue to provide an incentive to use these services. Put another 
way, states recognize the benefits of providing best-in-class services, but have adopted a voluntary 
approach rather than requiring participation.

Overall, tobacco use has declined over the last several years, which is likely due to a combination  
of these employer-sponsored programs and changing societal norms. In fact, according to the  
latest National Health Interview Survey, 19 percent of employees in public administration use 
tobacco products.6

Source: Segal Consulting, 2018

Separate
Vendor?

Incentive
Offered?

59% Yes

41% No

29% Yes

71% No

https://www.cdc.gov/mmwr/volumes/66/wr/mm6642a2.htm
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*  This data represents the percentage of employees in public administration who use each tobacco product. The total exceeds the 19 percent 
who use tobacco products every day or some days (cited in the text above) because 3.6 percent use two or more tobacco products.

**  This rate represents a decrease from 14.4 percent during the 2004–2012 period, according to the National Health Interview Survey.
***  Other combustible tobacco products are cigars, cigarillos or smoking tobacco in a regular pipe, water pipe or hookah.

****  Smokeless tobacco products are chewing tobacco, snuff, dip, snus or dissolvable tobacco.

Source: Girija Syamlal, MBBS, Brian A. King, PhD and Jacek M. Mazurek, MD, “Tobacco Use Among Working Adults — United States, 2014–2016.” 
Centers for Disease Control and Prevention Morbidity and Mortality Weekly Report, 66 (42); pages 1130–1135 (October 27, 2017) and,  
for the statistic cited in the second footnote, Girija Syamlal, Jacek M. Mazurek, Scott A. Hendricks and Ahmed Jamal, “Cigarette Smoking 
Trends Among U.S. Working Adult by Industry and Occupation: Findings From the 2004–2012 National Health Interview Survey.” Nicotine  
& Tobacco Research, Volume 17, Issue 5, 1 May 2015, pages 599–606, https://doi.org/10.1093/ntr/ntu185.

Smoking Is the Number 1 Tobacco Use in Public Administration*

Cigarette Smoking by Adults* Has Decreased Over the Past Decade

* Note that this data is for all adults, not just workers in public administration.

Source: Ahmed Jamal, MBBS; Brian A. King, PhD; Linda J. Neff, PhD; Jennifer Whitmill, MPH; Stephen D. Babb, MPH; Corinne M. Graffunder, 
DrPH, “Current Cigarette Smoking Among Adults — United States, 2005–2015.” Centers for Disease Control and Prevention Morbidity and 
Mortality Weekly, November 11, 2016, 65 (44): pages 1205–1211.

Cigarette Smokers 10.9%**

Other Combustible Tobacco Products*** 6.4%**

Smokeless Tobacco Products**** 3.8%**

E-cigarettes 2.1%**

2005 2015 Decline from 2005 to 2015

Overall 20.9% 15.1% 27.7%

Northeast 19.2% 13.5% 29.7%

Midwest 24.2% 18.7% 22.7%

South 21.8% 15.3% 29.5%

West 17.0% 12.4% 26.7%

https://www.cdc.gov/mmwr/volumes/66/wr/mm6642a2.htm
https://doi.org/10.1093/ntr/ntu185
https://www.cdc.gov/mmwr/volumes/65/wr/mm6544a2.htm
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Demonstrating Commitment
In Segal’s experience, there are several indicators of a state’s commitment to its wellness and health 
management programs:

yy Branding the program;

yy Contracting with specialty vendors;

yy Sponsoring a wellness clinic;

yy Taking advantage of health care delivery options that promote efficiency; and

yy Providing health coverage to retirees age 65 and older through Medicare Advantage (MA) plans.

Each of Segal’s five criteria for assessing an employer’s commitment to wellness is discussed in a 
subsequent section of this report.

Every state employs different combinations 
of these strategies to suit its unique needs 

and the needs of its employees and retirees.

Andrew D. Sherman
Senior Vice President,

National Director, Public Sector Market
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Branding a Program Helps Emphasize its Importance
Branding — naming a program and creating a logo for it — is evidence of a state’s long-term 
commitment to its program because it requires an investment of time, effort and resources. Branding 
provides the program an identity associated with the state’s plan. This identity, which distinguishes 
the program from those provided by vendors, can be helpful when communicating the program and 
promoting participation.

A Majority of States Have Branded Wellness Programs

Education is key to employees understanding 
the value of wellness and health management 
services. An effective communication strategy 

can drive significant levels of engagement.

Randolph B. Carter
Senior Vice President,

Segal Benz

 Segal Observations   Branding a wellness program signifies that the program is a key component 
of the overall benefits program. Moreover, it indicates to members that it is “your” program, as 
opposed to being identified with the vendor(s). This also provides a focus to all communications and 
messaging and signifies the plan’s commitment to health promotion and engagement.

Source: Segal Consulting, 2018

61%
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Some States Use Specialty Vendors
Some states contract with separate specialty vendors to provide a variety of services. Often termed 
“carve-out” or “best-in-class” contracting or purchasing, this approach seeks the very best vendor in 
the market to provide a specific service. This approach has advantages and considerations relative to 
contracting with a single vendor to provide all services on an integrated or bundled basis.

State Use of Specialty Vendors

 Segal Observations   Programs that support tobacco cessation and provide wellness and lifestyle 
education services are often contracted separately, which makes sense given the unique aspects of 
those programs and fact that they are relatively separate from core medical and pharmacy programs. 
The same applies for telemedicine, where the investment and focus on technology is often what 
separates prospective vendors.

What may be surprising, however, is the relatively low rate of separate, carved-out contracting for 
disease management services. States continue to incorporate wellness and health management 
incentives into their benefits strategies. A continued increase in overall health risk in many states’ 
covered memberships would support the need to strongly consider best-in-class contracting for 
these services.

Source: Segal Consulting, 2018

29%

25%

10%

6%

Utilization Management

Disease Management

Telemedicine

Wellness
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Separate contracts with specialty vendors (carve-
outs) for a specific service are attractive as they 
provide the plan sponsor more control, improve 
vendor accountability and reduce barriers that 
larger insurers place on the relationship. Often, 

when a plan sponsor uses the medical vendor to 
add on these services, it does not include specific 

performance guarantees. Also, hidden fees may be 
embedded in the contract.

Edward A. Kaplan
Senior Vice President,

National Health Practice Leader

National Health Practice Leader Clinics Support Enhanced 
Strategies and Promote Efficiencies
State-sponsored wellness clinics generally are established for the exclusive use of plan members, 
which can include active as well as retired employees, plus their dependents. They can be a single 
facility or spread across multiple locations.

Relatively Few States Sponsor their own Wellness Clinics; Among Those That Do, 
Multiple Locations Are Slightly More Common than a Single Facility

State-
Sponsored

Clinic
Offered?

Locations?
27% Yes

73% No

43% Single

57% Multiple

Source: Segal Consulting, 2018
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More than half of the 14 states that sponsor wellness clinics (nine) use a specialty vendor to manage 
the clinics.

A Staff Physician Is the Most Common Special Feature of State-Sponsored Clinics*

* Percentages shown represent the prevalence among state-sponsored clinics.

Source: Segal Consulting, 2018

Dependents Are Much More Likely than Retirees to Be Provided Access to  
State-Sponsored Clinics

 Segal Observations   State-sponsored clinics promote more efficient utilization. Office visits in  
the community in a retail setting are brought in-house. Additionally, clinic staff can promote higher 
generic utilization, refer to higher-quality providers, provide in-person education and health coaching 
and support specific strategies and initiatives. They are increasingly being used as flagships for 
programs that have a wellness-focused strategy.

Source: Segal Consulting, 2018

Accessible to
Dependents?

Accessible to
Retirees?

71% Yes

29% No

43% Yes

57% No

50%

21%

21%

14%

Weekend Hours

Evening Hours

Pharmacy

Physician on Staff
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A plan serving a number of public employers recently implemented a Wellness Center (or clinic) so the Plan could 
have more direct input on the care and health coaching its members receive. The response and results have both 
been very favorable. Nearly half (48 percent) of all eligible members visited the Wellness Center in the last year, with 
70 percent having multiple visits.

Segal used SHAPE, our health cost data mining technology, to assess the performance over two years of the 
wellness center. The most interesting findings of the analysis are summarized below.

The fact that those receiving care at the center had a higher health risk score than those that did not (shown in the 
first row of the table) is an important indicator of the opportunity for the potential impact the wellness center can have.

In the second year of the center’s operation, the estimated savings were $89 PMPM ($1,068 annually) for each 
member who had at least one visit to the wellness center.

Wellness Clinics Help Manage Health Risks and Costs

Clinic Users Compared to Other Employees Difference

Are Less Healthy:

Average health risk score:* 1.09 Average health risk score: 0.91 19%

Had Better Compliance with Preventive Screenings:

Breast Cancer: 60% Breast Cancer: 36% 24 ppts*

Colorectal Cancer: 46% Colorectal Cancer: 30% 16 ppts

Cervical Cancer: 38% Cervical Cancer: 27% 11 ppts

Prostate Cancer: 39% Prostate Cancer: 38% 1 ppt

Visited the ER at a Lower Rate:

154 Visits per 1,000 Members 212 Visits per 1,000 Members 27%

Had Lower Inpatient Claims:

PMPM** Average: $95.47 PMPM Average: $107.31 11%

Had Lower Rx Claims:

PMPM Average: $127.55 PMPM Average: $153.41 17%

*** The Plan’s risk score was determined by a review of each member’s claims data and considers services utilized, drugs prescribed and diagnoses.

*** Percentage point(s)

*** Per member per month
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Promoting More Efficient Utilization
Efficiency can be defined as high-quality and appropriate care in a lower-cost setting.

More than Half of States Cover Telemedicine

*  Tiered networks typically include a sub-network of providers that have been determined to provide high-quality care, resulting in overall 
lower costs of care. Members often have a lower cost share for utilizing these providers. 

**  Centers of excellence focus on providing exceptional outcomes by concentrating medical expertise in a single location.
***  Reference-based pricing sets a maximum amount that the plan will cover for certain services.

Source: Segal Consulting, 2018

 Segal Observations   Plans are increasingly incorporating a number of these measures to provide 
access to quality care at more competitive costs. For example:
yy Telemedicine may replace some office visits for basic needs. 
yy A higher-cost surgeon may be more cost-effective in the long run by producing better outcomes, 
reducing post-surgery complications and readmissions. 
yy Travel benefits may provide access to higher quality providers and introduce a new competitive 
element in a local health care market.

55%

41%

8%

4%

18%

33%

14%

20%

Reference-Based Pricing***

Travel Benefit

Transparency Tools for Rx Coverage

Tiered Network for Prescription Drug (Rx) Coverage

Centers of Excellence**

Transparency Tools for Medical Coverage

Tiered Network* for Medical Coverage

Provide Telemedicine
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Although one-third of states have transparency tools for medical coverage, only a handful — four  
(8 percent of all states) — offer employees an incentive to use them. Moreover, none of the states 
that have transparency tools for prescription drug coverage offer an incentive for their use.

A higher percentage of large, private sector employers (74 percent) provide telemedicine compared 
to state plans. However, a higher percentage of state plans offer a tiered network for medical coverage 
than do large, private sector employers (31 percent).7

A younger and increasingly diverse workforce 
likely expects online, and on-demand, services. 

Telemedicine provides this convenience, as well as 
additional access to care.

Sadhna Paralkar, MD, MPH, MBA
Senior Vice President,

National Medical Director

As members see what they pay increase, they are 
likely to use pharmacy transparency tools, which 

provide them with the ability to review options, 
comparing both quality and cost.

Nick Taylor, RPh
Vice President,

National Pharmacy Practice Leader – 
Consulting Services

7  2017 Employer Health Benefits Survey. (The Henry J. Kaiser Family Foundation, 2017). https://www.kff.org/health-costs/report/2017-
employer-health-benefits-survey/ (accessed December 6, 2018). As noted earlier, the survey defines large employers as those with  
5,000 or more employees.

8  See page 17 of Segal’s 2017 State Employee Health Benefits Study for data on state employees’ average copayments for prescription drugs.

 Segal Observations   Transparency tools provide members with access to cost (and sometimes 
quality) data as never before. With the rise of high-deductible health plans, the difference in cost 
between providers is more directly borne by the member. Costs between providers for some 
procedures can be thousands of dollars. As members become increasingly responsible for more  
of the cost of their own health care, the value and utilization of these tools is expected to increase.

Many state plans have low out-of-pocket costs for most generics and brand drugs.8 When members 
have relatively low out-of-pocket costs, the value and incentive to use transparency tools is limited. 

https://www.kff.org/health-costs/report/2017-employer-health-benefits-survey/
https://www.kff.org/health-costs/report/2017-employer-health-benefits-survey/
http://www2.segalco.com/l/49392/2017-07-14/5www9q/49392/105831/summer_2017_State_Health_Benefits.pdf
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State Retirees’ Access to Wellness Programs Varies  
by Medicare Eligibility
Among states that offer health coverage to retirees, early retirees (those under age 65 who are  
not yet eligible for Medicare) are more likely than Medicare-eligible retirees to have access to 
wellness programs.

A Majority of States Offer Wellness Programs to Retirees, Regardless of Age

Early Retirees
Covered?

Medicare-
Eligible
Retirees

Covered?

92% Yes

8% No

69% Yes

31% No

Source: Segal Consulting, 2018

For retired employees, health plans may pay secondary to Medicare. Since Medicare pays first 
(and generally covers the majority of costs), any savings from wellness or health management 
investments would first reduce Medicare’s expenses. With most of the savings going to Medicare, 
the majority of plans have not traditionally provided wellness and health management benefits to 
Medicare-eligible retirees. 

All MA plans include wellness and health management programs and benefits as an integrated 
program. MA plans receive subsidies from the federal government to offset the costs of coverage. 
These subsidies are largely unaffected by the impact of a successful wellness program. Therefore, 
the plan benefits from the return on this investment. 

Providing MA plans, particularly if on a full-replacement basis, is consistent with a commitment to a 
benefits strategy that emphasizes value.

Most States with Wellness Programs for Medicare-Eligible Retirees Offer Coverage 
through Medicare Advantage Plans

Source: Segal Consulting, 2018

MA Plan
Offered?

Full
Replacement

MA Plan

86% Yes

14% No

10% Yes

90% No
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 Segal Observations   Plan design incentives are far less common for retirees than for actives. 
Younger state retirees who are not yet eligible for Medicare have access to health coverage, which 
means states have them “forever.” That wellness coverage is better than what MA plans provide: 
periodic wellness.

Access to wellness and health management 
services is critical to managing retiree health 
and costs. Medicare Advantage plans provide 

these services in a way traditional Medicare 
Supplement plans do not.

Mary Kirby, FSA, MAAA, FCA
Senior Vice President, 

Consulting Actuary and
National Retiree Health Leader

A state retiree plan with approximately 120,000 Medicare-eligible members was in a tough 
financial situation. The State was challenged to fund its budgeted priorities in part because 
costs were high: more than $400 PMPM. Moreover, the State’s health trend was in the 
double-digits.

Rather than cut benefits or increase retiree premiums, the State decided to explore converting 
from the traditional practice — paying secondary to Medicare for medical benefits and filing for 
the Retiree Drug Subsidy (RDS) — to a full MA program including prescription drug coverage. 
The State issued a request for proposals (RFP) for Medicare Advantage Prescription Drug Plan 
(MAPD)-PPO, MAPD-HMO and Medicare Supplement options. Comparing MA- and Medicare 
Supplement-based options in the same RFP would provide a level playing field for assessing  
all options. 

The State decided to implement a national MA-PPO option available to all retirees, plus MA-HMO 
options in some select counties to provide retirees with a second lower-cost option, all with 
benefits at least as generous as the legacy plan. The MAPD-HMO premium was about $150, 
and the MAPD-PPO premium was about $200 PMPM.

This resulted in about $350M in annual savings to the State. Aggregate costs were reduced 
from about $620M to about $270M.

The subsidies provided to MA plans from the Centers for Medicare & Medicaid Services 
contribute to the savings, but the fact that the State’s members are in a plan that manages 
costs is a more significant factor.

Wellness Programs for Medicare-Eligible Retirees: Quantifying the Savings
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Why Wellness and Health Management Programs Succeed in 
the Public Sector
In general, public sector plan sponsors see a greater need for wellness and health management 
programs than private sector employers. One reason why is that public sector plan participants tend 
to be older. According to the latest Current Population Survey, about 76 percent of government 
workers were age 35 and older in 2016, compared with about 64 percent of private wage and  
salary workers.9

Another reason is that public sector employees tend to be less healthy than private sector employees. 
According to Truven Health Analytics™ (part of the IBM Watson Health™ business that focuses on 
health plan data), “[T]he health risk of public sector employees and their dependents is 19.5 percent 
higher than private sector workers and their dependents.” And, “Public employees are…far more 
likely to be diagnosed with chronic conditions such as diabetes (48 percent more), hypertension  
(59 percent more), and coronary artery disease (46 percent more), and suffer higher rates of asthma, 
obesity and depression.”10 Moreover, incomes tend to be lower in the public sector.11 That may be a 
contributing factor to public sector employees’ poorer health. Research has established the correlation 
between higher income and better health.12

The need in the public sector is great, but so is the opportunity for these programs to have a real 
impact. Because it can take years to see the benefits of an effective wellness programs, public 
sector employers have an advantage over their counterparts in the private sector because the job 
tenure of their employees is typically longer.

With the financial impact potentially requiring a few years to be measurable, many programs focus on 
measuring the impact on other health and clinical metrics, such as changes in BMI, blood glucose 
levels in diabetics and hospital readmissions. This approach is often referred to as measuring the 
value on investment and is based on the belief that positive changes in key metrics are an indication 
of improved health risk and there will be a, potentially later, corresponding financial impact.

9 Current Population Survey, Table 18b, Bureau of Labor Statistics 
10 Health Risk in the Public Sector Employee Population: Costs and Solutions, Truven Health Analytics (April 2013).
11  Alicia H. Munnell, Jean-Pierre Aubry, Josh Hurwitz, and Laura Quinby. “Comparing Compensation: State-Local Versus 

Private Sector Workers.” Issue Brief, Center for State and Local Government Excellence. (September 2011).
12  Steven H. Woolf, Laudan Aron, Lisa Dubay, Sarah M. Simon, Emily Zimmerman, and Kim X. Lux, How Are Income and 

Wealth Linked to Health and Longevity? The Urban Institute and Virginia Commonwealth University. (April 2015).

https://www.bls.gov/cps/cpsaat18b.pdf
http://img.en25.com/Web/TruvenHealthAnalytics/PublicVSPrivateWP_WEB.pdf
http://crr.bc.edu/wp-content/uploads/2011/09/slp_20.pdf
http://crr.bc.edu/wp-content/uploads/2011/09/slp_20.pdf
https://www.urban.org/sites/default/files/publication/49116/2000178-How-are-Income-and-Wealth-Linked-to-Health-and-Longevity.pdf
https://www.urban.org/sites/default/files/publication/49116/2000178-How-are-Income-and-Wealth-Linked-to-Health-and-Longevity.pdf
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The Median Job Tenure for Public Sector Employees Is More Than Double that of 
Private Sector Employees, but Tenure Is Lower for State Employees than for Federal 
and Local Employees

Source: Craig Copeland, “Employee Tenure Trends, 1983–2016,” EBRI Employee Benefit Research Institute Notes, Figure 12, Employee 
Benefit Research Institute (September 20, 2017)

Source: Current Population Survey, Table 5, Bureau of Labor Statistics (2016)

Moreover, employees with very long service are more common in the public sector than the  
private sector.

The Percentage of Public Sector Employees with at Least 25 Years of Tenure in 2016 
Was Almost Twice that of Private Sector Employees

 Segal Observations   A contributing factor here is typical long careers in the public sector workers. 
Public employees often devote their entire careers to one employer. In essence, today’s public sector 
employee is tomorrow’s public sector retiree. The creates a unique opportunity for public employers 
and plans to invest in wellness and health management strategies, which can often have a longer 
return on investment.

Public Sector 9.6%

Private Sector 5.5%

Private SectorAll Public SectorFederalLocalState

5.8

3.7

8.3 8.8
7.7

Median Years of Tenure with Current Employer, 2016

https://www.ebri.org/content/employee-tenure-trends-1983-2016
https://www.bls.gov/news.release/pdf/tenure.pdf
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13  Centers for Disease Control and Prevention’s Division of Population Health, National Center for Chronic Disease Prevention and Health 
Promotion’s About Chronic Diseases page last updated: November 19, 2018 (accessed January 22, 2019).

14  Examples of these measurements include A1C levels (the percentage of hemoglobin, the part of red blood cells that carries oxygen, that is 
coated with sugar, an indicator of diabetes), cholesterol levels, BMI and blood pressure.

15  Such measures focus on the use of wellness programs, preventive services and hospitalizations.
16  Financial measurements of return on investment can be made on an aggregate or per-member basis.

Effective Design and Management of a  
Wellness-Focused Strategy
Several costly chronic diseases and conditions — arthritis, cancer, heart disease, obesity, stroke  
and type 2 diabetes — are preventable because they are caused, in part, by one or more unhealthy 
behaviors: drinking too much alcohol, physical inactivity, poor nutrition and tobacco use.13

A data-based approach can support a more effective program by:

yy Identifying the most prevalent diseases and conditions, as well as the associated costs and overall 
care compliance;

yy Reviewing the effectiveness of programs and activities that can address the opportunities 
identified in the data;

yy Determining most appropriate metrics and vendor-performance guarantees; and

yy Measuring the progress and performance of all aspects of the program — clinical and biometric,14 
utilization,15 and financial.16 

Data analytics can uncover key findings 
to help design and manage an effective 

wellness-focused strategy.

Eileen Flick
Senior Vice President,

Director of Health Technical Services

https://www.cdc.gov/chronicdisease/about/index.htm
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The most effective health management strategies generally follow a four-step process, which is 
described here using data from a public sector plan.

Step 1: Data Analysis
An initial review of that plan’s data found high rates of asthma, diabetes, hyperlipidemia, hypertension 
and heart disease, with many of these patients exhibiting significant gaps in their care. Some of the 
results are summarized in the following table.

*  This metric reflects the last 12 reported months.
**  Prevalence is the percent of the Plan Sponsor’s population that has each disease.

Compared to the overall PMPM cost of $250 for the entire membership, the combination of higher 
costs, significant prevalence and gaps in care compliance indicated there is an opportunity to have  
a positive impact on health risk and costs with incentivized engagement.

Disease

Clinical 
Compliance 

Metric* Prevalence**

Care 
Compliance 

Rate PMPM

Asthma Inhaled corticosteroids or 
leukotriene inhibitors

6% 83% $316

Diabetes

At least two hemoglobin  
A1C tests

6% 66% $348

Annual screening test  
for diabetic nephropathy

6% 51% $348

Annual screening test  
for diabetic retinopathy

6% 22% $348

Hyperlipidemia An LDL cholesterol test 7% 56% $423

Hypertension

Serum potassium,  
if on anti-hypertensives

10% 2% $469

Annual physician visit 10% 95% $469

Serum creatinine 10% 1% $469
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Step 2: Program Design
The Plan determined that members would benefit from more time with their physicians. Therefore, for 
completing a health-risk assessment, biometric screenings and selecting a primary care physician 
(PCP), the Plan waived copayments for PCP visits and provided a small premium reduction.

Additionally, in advance of an upcoming RFP, performance measures were developed to align the 
vendors’ priorities with the Plan’s needs. Those measures included a mix of penalties and rewards for 
such items as:

yy Completion of a health-risk assessment;

yy Completion of biometric screenings;

yy Reduction in hospital readmissions;

yy Reduction in diabetics with A1C levels of 8 or higher;

yy Reductions in BMI; and

yy Reductions in average cholesterol levels.

Step 3: Market, Communicate and Enroll
The RFP process was extremely competitive, and the Plan had a number of strong proposals from 
which to choose. Ultimately, the Plan selected multiple vendors to provide members with additional 
choice and access. Each bidder agreed to the performance guarantees and committed to supporting 
the Plan’s goal of managing both health risks and costs.

The Plan also made the important commitment to undertake an extensive member communication 
and education campaign. Plan leadership, including the Executive Director, conducted a “road show” 
presenting the new program at several dozen in-person meetings. That helped to ensure members 
understood the requirements and benefits, as evidenced by the fact that approximately 50 percent of 
the membership earned the copayment waiver in the program’s first year.

Step 4: Measure and Manage
It is important to measure the impact of any strategic initiative. A health management approach is no 
different. Establishing clear metrics to measure the program’s impact (such as those in Step 2) is 
recommended. After data becomes available and it is possible to assess the initial impact, it is 
essential to assess whether additional changes are necessary. This Plan discovered there was a 
noticeable positive impact on health risk for members with chronic conditions, as shown by the data 
in the graph at the top of the next page.
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Improved Health for Members who Were Engaged*

*  Members who have completed the required activities and earned the associated incentives are classified as engaged.
**  The Plan’s risk score was determined by a review of each member’s claims data and considers services utilized, drugs prescribed and diagnoses.

Change
in Risk
Score**

Risk
Score**

Year 1

1.010 0.983

Year 2

0.993 0.993 1.000

Year 3

0.993

Change Year 1 to Year 2

-1.6%

1.0%

Change Year 2 to Year 3

-1.4%

0.7%

Not Engaged

Engaged

Additionally, the Plan’s vendors are generally meeting their contract performance standards.

The four-step approach Segal recommends is illustrated below.

The Strategy Cycle for Incentivized Wellness and Health Management Programs

Source: Segal Consulting, 2018

Four-Step
Process

Data Analysis

• Identify most prevalent diseases

• Identify gaps in care

• Targeted utilization opportunities

STEP 1

Measure and Manage

• Measure and monitor experience

• Manage vendor’s performance

• Communicate success to 
    membership and stakeholders

• Re-evaluate and adjust 
    as necessary

STEP 4

Program Design

• Required activities address gaps 
    Identified in Step 1

• Member incentives aligned with 
    desired behaviors

• Vendor’s performance guarantees 
    support goals

• Incentives for employers/agencies

STEP 2

Market, Communicate 
and Enroll
• Market/Negotiate

• Communicate

• Enroll

• Projections

STEP 3
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Looking Ahead
Public sector budgets continue to tighten, and therefore health plans and employers are increasingly 
challenged to “do more with less.” Consequently, plans are employing strategies to manage and 
improve member health and promote efficient utilization and purchasing. These measures help 
stretch the plan’s health care budget, provide member value and minimize cost shifting.

Segal anticipates the measures presented in this study to be more widely adopted by state plans,  
as well as new initiatives being introduced. We look forward to reporting on how the market and the 
industry develop.

Compliance is an important consideration when designing wellness and health management 
programs. Navigating the layers of requirements and regulations from various jurisdictions can 
be a challenge, especially since there may be changes. 

Incentive-based wellness programs are subject to several federal laws and they must be strictly 
reviewed to assure compliance with these rules and member notice requirements.

States that have an HSA/HDHP plan must carefully assess whether a clinic may be used for those 
plan members, and may have to limit the clinic services to preventive and on-site injury services.

Plan sponsors should seek authoritative advice from their attorneys on compliance with federal 
laws and the applicable state law.

Compliance Matters
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If you have questions about the 2018 Study of State Employee Health Benefits, contact your Segal consultant or one of 
the following subject matter experts:

Questions? Contact Us.

To receive Data and other Segal publications as soon as they are available online, join our email list. Segal Consulting  
is a member of The Segal Group.

Mr. Ward has special expertise in the strategic design, 
administration and funding of public employee and 
retiree benefit plans. His experience includes all 
aspects of employee benefit programs, including 
vendor selection and management, financial 
management and reporting, evaluation of alternative 
service models, and benefits enrollment/administrative 
services. He has approximately 20 years of experience 
working with public sector employers.

Dr. Paralkar, who has more than 20 years of experience, 
leads Segal’s Medical Management Practice. She has 
specialized expertise in health care informatics, medical 
management program design, clinical operations, on-site 
clinics, benefit plan design and network management 
strategies to optimize health improvement while containing 
costs, and evaluation and implementation of disease 
management and wellness programs. She has had 
responsibility for on-site clinics and on-site wellness programs.

Sadhna Paralkar, MD, MPH, MBA 
Senior Vice President 
National Medical Director 
312.984.8520 
sparalkar@segalco.com

Mr. Sherman focuses on public sector entities and 
consults to large public sector employee benefit plans, 
and city and state health plans. He has more than  
30 years of experience working with plan sponsors  
on a wide range of employee benefit issues and 
opportunities including plan design, benefit strategies, 
funding and plan management. His consulting expertise 
includes total health management, prescription drug 
benefit plan design, retiree health benefit programs 
including Medicare and Medicare Part D, cost analysis 
and benefit program implementation.

Andrew D. Sherman 
Senior Vice President 
National Director, Public Sector Market 
202.833.6437 
asherman@segalco.com

Richard Ward, FSA, FCA, MAAA 
Senior Vice President 
Public Sector Health Practice Leader 
818.956.6714 
rward@segalco.com

https://www.segalco.com/weekly-mailings/#PublicSector
http://www.segalgroup.net/
https://www.segalco.com/contact?pid=6267#PublicSector
https://www.segalco.com/contact?pid=1743#PublicSector
https://www.segalco.com/contact?pid=7428#PublicSector
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Follow us:

Our Services for the Public Sector

Public sector entities face tough decisions. We understand those challenges as well as options for 
meeting them. Segal has insights into the spectrum of design characteristics and features of all 
types of compensation and benefit plans throughout all levels of government. We provide these 
services to our public sector clients:

yy Health plan consulting for active and retiree coverage, including pharmacy benefit management;

yy Defined benefit and defined contribution retirement plan consulting, including plan design  
and modeling;

yy Compliance consulting;

yy Benchmarking and design of total rewards that encompass financial and non-financial rewards;

yy Participant communications, including personalized statements, through Segal Benz;

yy Administration and technology consulting;

yy Investment solutions services through our SEC-registered affiliate, Segal Marco Advisors; and 

yy Insurance brokerage services for fiduciary liability insurance, fidelity bonds and cyber liability 
insurance through Segal Select Insurance Services, Inc.

Segal Consulting is a member of The Segal Group. See a list of Segal’s offices.

https://www.facebook.com/SegalConsulting/
https://www.linkedin.com/company/segal-consulting
https://twitter.com/segalco
https://www.segalbenz.com
http://www.segalrc.com/#Sponsor
http://www.segalselect.com/
http://www.segalgroup.net/
https://www.segalco.com/about-us/locations/#PublicSector

