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| BENEFITS |}

Speak English Please

roup benefit brokers wre starting o use new

names for benefit plans which are o modifi-

cation on the traditional fully-insured or self-

insured (Administrutive Services Only or ASO)

plan structures, As a plan sponsor, it can be con-
fusing to decode the cryptic Janguage used, Here is a guide on
how to shop for benefit plans in this new marketplace.

Benefit plan funding methods are all modifications of either
{ully-insured or self-insured plans. All structures fall under one
of two buckets. Tim Witchell, president of employee benefits of
HUB Intemational, says “First, you have employers who grit
their tecth and accept that they're obliged to pay higher costs
to maintain the same fully-insured program. Second, you have
employers seeking ways to mitigate those cost increases by
gravitating towards defined contribution arrangements (ASO).
All of these new structures are on the spectrum of fully-insured
or self-insured and the employer decides what their appetite is
on that spectrum.”

When choosing 10 self-insure, it is critical that the size of
the group is no less than 100 employees. Otherwise, the risk of
deficits does not justify the cost savings since the smaller the
company, the more volatile the spending behaviour, “A pure
ASO plan on a group smaller than 50 employees could legit-
imately bankrupt a company,” says Keisha Annius, & benefits
consultant for the Beneplan Co-operitive.

Self-insurance can cither be done through insurance com-
panies or third-party administrators (TPAs). These TPAs are
not brokers, but rather claims management companies that
pay claims, administer billings, and forward payments to the
carrier(s) 1 question.

Internal Controis

Their fees are lower than insurance companies. However,
they don’t have as many internal controls to protect plans.
For example, due 10 the Privacy Act, a claims processor is not
allowed to disclose the details of the claims to the employer,
They are not ullowed to know information on specific employee
expenditures for fear they might dismiss an employee who is
costing a lot on the plan. Therefore, the following very unusual
business practice exists. A company is hired to spend an
employer's money (on health claims), but they are legally not
allowed 10 tell their client exactly how they spent their money.
Some companies get nervous with this and choose 1o pay more
1o be with an insurance company since they have more internal
controls and processes.

Aside from being offered fully-insured or self-insured plans.
plan sponsors are hombarded with a number of different ways
to market benefit structures.

Lee Vardy, a benefits consultant with Dan Lawrie Insurance
Brokers Ltd, says that choice is 4 good thing for the market.
“Many employers have begun to realize that there are alterna
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tives to traditional, fully-insured beaefit plans. Creative solu-
tions such as ASO, co-operutive programs, and healthcare
spending accounts have grown in popularity due 1o their finan-
cial transparency and sustainable premium savings."

One example is a benefit co-operative which is member-
owned structure registered with Revenue Canada and run by a
public charter document. Employers, as member-owners, pool
their risk and group buying power together to reduce fees and
risk. This approach is a hybrid in that there is a refund if health,
dental. or life insurance premiums were higher than claims,
yet deficits are forgiven if claims were higher than premiums.
Another way of looking at this structure is that every member-
owner has a fully-insured plan, but the entire co-operative is i
self-insured entity. Claims are outsourced 10 an insurance com-
pany. Rates, premiums, and refunds are sudited by a third party.




Some plans are a pure hybrid of fully-
insured and self-insured. They self-insure

the first few thousand dollars of claims,

(e, $3.000) and then insure the rest above

|
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Making Sense Of Plan Language

that amount. The cost for stop-loss insur-
ance becomes very expensive. Another
i\:':ya ?:‘I:('?Qh.ng :;l l[i'uzs st.nu.mr‘x is lhfu T = o G
E y-insured plan with a very large e m.“" 025 ibk ‘w""m'"’ ME"""‘“;'? i
deductible of $3,000 to the employer. | plan deficits.
Self-insured offshoots ire another pos- =
sibility. They include retention account- cosTt EXPENSIVE Low
ing. This structure is pure self-insurance, The average Target Loss Ratlo | Fees to pay claims can run
except for the fact that deficits and sur- I8 75%, meaning the mark-up is | between 7% to 18% of the cost
pluses are smoothed over the year and | 33% on the cost of claims. of ciaims.
added w monthly premiums, instead of PREMIUM FREQUENT DEPENDS
being distributed or charged in a one-time INCREASES Iy Xy
i — s St e | Sy W b
Some employers prefer pure health in the first year, and then signifi- | lower renewsl rates and vice
spending  accounts  where  they  give cantly i rates in following | versa
employees & lump sum (eg, $2000) for years.
the yedr for drug. paramedical . and dental REFUNDS NONE YES
costs. The rest of the plan, including hos-
pitul, out-of-country coverage, life insur- "m‘;“;:mm'"” :,.mz far "'“;:c:m
company. employer.
HIDDEN FEES FREQUENT SOMETIMES
Incurred  But  Not Reported | Hidden fees can inciude stop-
Reserves (IBNRs), Commissions, | loss, risk charges, commissions,
Margins, Inflation, Trand, and usy- | and charges to print booklets or
alfy hidden. Fees are natoriously | reports.
padded.
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ance, and so on, is purchased as separate
full nsurance, Health spending sccounts
must alwiys be funded by employer dollars
for tax efficiency reasons, This is because
asking an employee to pay a contribution
towards a health spending account is ask-
ing them to use their after-tax dollars for
something where an employer can use pre-
tax dollurs. Further, the employee has o
pay fees which are built into the cast — so
you might have an employee contributing
$100 of after-tux dollars to get $90 in bene-
fits {after fees). However, if the employer
pays for all of it, the emplover can write it
Off a5 an expense and the employee is able
1o obtain $100 in benefits

If an employer wants an employee 1o
contribute towards the plan, it is always
preferable (o ask them to pay for the
tong-term disability, life insurance, and/
or core insurance. It is far more valuable
from a 1ax perspective,

Pay-as-you-go
The pay-as-you-go funding method
simply invoices the employer for the
amount of cluims incurred every month,

mstead of providing one steady monthly
premium., uand doing a year-end recon-
ciliation. This could lull an employer
into @ rut as rates would never increase,
Thus, if the administrative cost of the
plan is increased, an employer would not
receive a clear flag indicating so.

“The biggest misconception is that
insurance companies  subsidize your
coverage and that health and dental
benefits are pure insurance, They are not
nsurince. Health and dental coverage do
not meet the criteri of insurance, which
by definition is coverage for unforeseen
and catastrophic events, It is just a cash
flow arrangement for health and dental
says Annius. BPm

Yafa Sakkejha (s o
benefits consultant
at the Beneplan
Co-operative.
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We refund unused health
premiums so that you can
grow your bottom line

Last year we refunded $907,444
to our cooperative members

The Beneplan Cooperative refunds your company’s unused premiums in good years,
and absorbs 100% of deficits in bad years. We provide insurance and group benefits
to small and medium sized businesses at the lowest possible rates in Canada.

Request a quote before August 1, 2012

and receive a 2 night mid-week stay at w.l Benepl an Inc

a 5-bedroom Blue Mountain Chalet.

1-800-387-1670 Press o0 | Twitter @Beneplan




