Chapter 5-COSTING EAPs AND WORKSITE HEALTH-PROMOTION PROGRAMS, ATTITUDES AND WORK-LIFE PROGRAMS

Ex. 5.1- Ex-Ante evaluation takes place prior to the implementation of an EAP, whereas, Ex-Post evaluation measures the costs and benefits of actual program operations and impacts after the fact.


As exhibit 5.1 illustrates, there are three major problems associated with the evaluation of EAPs.  The first is the identification of all program costs and benefits.  The second is the expression of these program costs and benefits in economic terms.  The final, and perhaps most challenging, problem is the demonstration that the EAP caused changes in the outcomes of interest.

Ex. 5.2- At Sobriety Inc., the productivity-related cost of alcohol abuse may be estimated by multiplying the number of employees in each age-gender cohort (Factor A) by the proportion with alcohol abuse problems (Factor B) by the average annual earnings of the cohort (Factor C).  The costs for each cohort are then summed and multiplied by 0.2.  For the six cohorts in this exercise, the cost is as follows:

Cohort #
Factor A
Factor B
Factor C
Total Cost

1

43

.07

$24,000
= $72,240

2

59

.10

$39,000
= $230,100

3

38

.05

$48,000
= $91,200

4

41

.05

$25,000
= $51,250

5

64

.10

$39,000
= $249,600

6

34

.07

$47,000
= $111,860

Total Cost: $806,250

Productivity Loss Attributable to Substance Abuse







($806,250 x .2)







= $161,250
Ex. 5.3- Information in the exercise says that of 4,000 employees of Hulakon, Inc., 12 percent (or 480) can be expected to quit: production (250), clerical (175) and management (55).  Considering the cost of training and replacing each of these individuals, the expected cost of these terminations is as follows:

Production:
250 x $2,500
= $625,000

Clerical:
175 x $3,000
= $525,000

Management:
55 x $18,000
= $990,000

Total Expected Cost of Terminations:  $2,140,000


As a result of involvement in the EAP, the costs associated with employees who actually quit is as follows:

Production:
75 x $2,500
= $187,500

Clerical:
40 x $3,000
= $120,000

Management
12 x $18,000
= $216,000

Total Actual Cost of Terminations:  $523,500


To obtain the total actual cost of the EAP, add the following numbers:

Annual Budget ($189,000/.56)
= $225,000

Cost of Terminations


= $523,500

These sum to the total actual cost of 
   $748,500


To compute ROI:

Expected Cost:
$2,140,000

Actual Cost:

$748,500

Difference:

$1,391,500

ROI: $1,391,500/$748,500 = 1.86 or $1.86 returned for every $1 invested.

Ex. 5.4- Some key questions that should be addressed prior to retaining an EAP provider include the following.

a. How is your fee structure determined?  What services does the basic fee provide?  What is the cost of additional services beyond the basic fee?  What sort of increases might be expected after the first year or two?

b. What is the annual turnover rate among professionals employed by your firm?

c. How can you demonstrate the quality of your counseling services, and how comprehensive is your approach?  Will the EAP provide for assessment and referral only, or will it include short-term counseling as well?

d. Are you willing to tailor your EAP services to the special needs of our company?  How will you promote your program to our employees?

e. How will supervisors be trained to refer employees to your program?

f. How can troubled employees evaluate your EAP without jeopardizing their confidentiality?

g. How frequently will your firm report to our firm’s management on the use of the program by employees?

h. What are the terms for termination of the contract?

Ex. 5.5- Demonstration of a cause-and-effect relationship between wellness program expenditures and health care costs avoided is far from an exact science.  However, one study found that non-exercising employees use 60 percent more sick-time hours than their counterparts who jog, swim, bike, or engage in other forms of regular exercise each week (Gettings & Maddox, 1988).  Moreover, longitudinal research now shows that employees’ unhealthy behaviors lead to significantly higher healthcare costs over time.  Thus  a four-year study of 15,000 workers at Control Data Corporation revealed that employees with the worst lifestyle habits had the highest medical bills.  For example, people whose weekly exercise was equivalent to climbing fewer than five flights of stairs or walking less than one-half mile spent 114 percent more on healthcare claims than those who climbed at least fifteen flights of stairs or walked one and one-half miles a week.  Less surprisingly, people who smoked an average of one or more packs of cigarettes a day had 118 percent higher medical expenses than nonsmokers.  Health-care costs for obese people were 11 percent higher than those for thin ones.  Lastly, workers who routinely failed to use seat belts spent 54 percent more days in the hospital than those who usually buckled up. (James, 1987)  In summary, while it is difficult to calculate exactly the effects of wellness programs, several studies do indicate a positive link between healthy employee-lifestyle behaviors and lower healthcare costs.

Ex. 5.6- The chapter discusses a few specific objectives that may be pursued by a wellness-program.  Some successful programs have goals as narrow and specific as Pennzoil’s cancer prevention program, whereas others, such as those at Coors and Prudential have broader goals of general wellness.  The evidence indicates that these really can result in cost savings if used properly, but any investigation as to outcome goals that should be established for a specific company should include factors such as the demographics of the company.  Based on their success, cancer prevention and physical fitness are certainly outcomes that seem worthy of investigation.

With respect to cost-benefit and cost-effectiveness analyses, both focus on the 

identification of goals, costs, and benefits of a given program.  The major difference is that cost-benefit analysis expresses benefits in monetary terms, while cost-effectiveness analysis identifies the cost of producing a unit of effect within a given program.


Potential problems with both techniques include subjectivity in the choice of variable to include in the analyses (particularly with respect to general outcomes like physical fitness), subjectivity in estimating the dollar value of indirect costs and duration of program effects, and subjectivity in assigning a discount rate in order to express the present value of costs  and benefits that occur in future time periods.  To counter these potential problems, sensitivity and break-even analyses should be used in order to identify the minimum levels of dependent variables that will allow recovery of investments in wellness programs.
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