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Presenter
Presentation Notes
Will talk about 3 factors converging to create unprecedented turmoil and uncertainty in the industry today and creating a lot of pain for our clients



Will talk about three increasingly common ways that employers are trying to rein in their benefits costs



And will discuss some creative solutions that you can offer to help to ease this pain for your clients
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Presentation Notes
It’s never been easy for an employer to balance his desire to offer a quality benefits plan with the need to maintain profitability and viability as a business. 



Today, more than ever, employers are struggling with their benefits plans, and they’re not content to simply get another renewal with another rate increase. 



Face it, in any given state there are a limited number of medical carriers offering a limited number of plan design options. 



So how do you separate yourself from the pack? Offer something more than a renewal … offer a solution.



First let’s look at the convergence of factors that is causing the Perfect Storm.


 Three times the rate of inflation
e Paying more for less
e “obscene profits”
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Employers and employees have been facing health care costs that continue to rise at three times the rate of inflation. 



We’ve seen year after year of double-digit health insurance premium increases, and this is leaving employers and employees alike to feel that they are paying more for less. 



And of course the prevailing attitude is that health insurance companies are making “obscene profits” when in reality they operate at a profit margin far less than most industries and far less than the public is led to believe.



 The end result of all of this is that employers and employees have lost faith in the health insurance system and are looking for new solutions.


“Consultants will be asked to provide a
greater menu of options in problem-solution,
with a focus on risk and volatility
management...”

Employee Benefit News, November 2009, “Adjusting the Game Plan” by Lydell C. Bridgford
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In the November 2009 issue of Employee Benefit News we read that.. “(read).” 



In other words, brokers are being asked to bring new and creative solutions to the table, instead of just shopping rates on the medical renewal. 


e Uncertainty causes fear
« Gaps?
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As a result of the continuing double-digit medical cost increases, our Government has decided to try to fix things for us. 



Health Care Reform is on the front page of the papers, it’s on the 6:00 news, all the talk shows…it’s everywhere.



 And for all of the discussion, all we know now is that it’s likely that there will be SOME kind of action taken toward the process of Health Care Reform. 



Nobody knows what form this will eventually take, and this uncertainty is causing a lot of fear among our employer clients. 



And while we don’t know what the end result of any legislation will be, I can say this with certainty: There will be gaps. 


“*Any health care reform scenario will
undoubtedly leave some gaps exposed. And
voluntary carriers are likely to move quickly to
offer products which fill those gaps, wherever
they ultimately surface.”

Employee Benefit News, October 2009, staff report, quoting Ron Neyer, LIMRA Senior Analyst
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Employee Benefit News states… (read quote)



Carriers are positioning themselves now to be able to react to whatever legislation may pass. 


e Enhanced need for education
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In addition to the gaps that will inevitably exist after any health care reform is passed, a big byproduct of legislative action will be an increased need for education.



 We in the industry are keeping up with the legislative ping pong as it changes day by day. 



But most employers have their hands full just trying to run their businesses. Most can’t afford to have lobbyists keeping tabs on the votes, and most can’t afford to have consulting firms writing daily reports to update them.



 What they DO have is YOU, and they’re going to have to rely heavily on you to help walk them through the legislative and regulatory changes. 


« SHRM survey: Sixty percent stated that the
recession has caused them to scale back or
hold steady on paid employee benefits.
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So, we’ve had double-digit health care cost increases, and now we’re wrestling with legislative and regulatory changes, and all of this is on top of a major recession.



I’m not hearing this referred to as an “economic slowdown” or “downturn” any more.



 It’s widely recognized as a full-fledged recession. And it’s hitting employers hard. 



 A recent SHRM survey found that (read)


« SHRM president: “a reduction in some
benefits is required to survive the economic
Crisis.”
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In fact, the SRHM president said that reducing benefits isn’t just a strategy to cope, it’s REQUIRED TO SURVIVE the economic crisis. 



That’s strong language. 


 43% more likely to cut back on employee
benefits

* 65% considering more aggressive steps to
slash insurance costs

Survey conducted by Accelerant Research
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And business owners are looking for ways to cut expenses. 



According to a survey by Accelerant Research,  (read)


Employees are worried about...
e Basic medical care: 13%

« Death of a wage earner: 19%

« Emergency room visit: 19%

o Serious illness: 28%
 Disability: 35%

Benefits Selling Magazine, September 2009

= e g
T e R = —


Presenter
Presentation Notes
Of course the recession didn’t just hit business owners. Employees are struggling to find ways to stretch their paychecks further. 



Many have gone from two paychecks to one – many have had their hours cut, even those with fairly substantial incomes are seeing their annual bonus slashed or eliminated. 



It’s everywhere. And employees are worried. 



According to Benefits Selling Magazine, (read)


More voluntary options emerging
* Pre-paid legal

e Purchasing plans

e Pet insurance

 Employees need agents to help them
evaluate their options
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And yet, during this time when employees are trying to stretch a paycheck further, we’ve got a number of non-traditional plans being sold through payroll deduction.



 I call these “boutique” products, things like pre-paid legal, computer purchasing plans, and pet insurance.



 In other words, they’re things that deal with WANTS instead of NEEDS. 



And again, that makes the role of the agent more important, as employees need a trusted advisor to help them to evaluate their options and to help them allocate their payroll deductions wisely.



 Here’s an example. Ken Stallings, head of Group Sales for VPI, a carrier selling pet insurance, states in Employee Benefit Adviser magazine,

 “Some of those premiums are fairly expensive. You take $65 or $70 a month premium that you’re paying for the dog or cat, it gets pretty expensive.”  


| he Perfect Stc m:
Re ession hits, 2Mpio
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* “Brokers report that programs such as pet
Insurance or pre-paid legal assistance are
losing favor as employees, like their
employers, try to maximize their return on the
money that they spend on their benefits.”

Vaughan Reale, president, Advantage Benefit Planning. Employee Benefit Adviser, September 2009
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Here’s what I mean (read)    It’s critical that we as agents help to educate and inform our clients so that they can make wise decisions, and those decisions are getting much more complicated. 



So let’s recap – the Perfect Storm has hit.



 Double-digit health care cost increases. 



Health Care Reform uncertainty.



Recession. 



That’s creating a lot of pain. 


_Where there is pain; - -_|

there is Gpportunity

e SHRM study: Number One concern of k
employers is rising health care costs

2008 SHRM Workplace Forecast Study
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But where there is pain, there is opportunity. 



According to SHRM, the number one concern of employers is rising health care costs. So what can you do to address that concern?



An agent becomes a valuable adviser when he or she reduces a client’s pain.



This pain becomes even more personal in small businesses where the employer knows each employee by name. 



If agents can’t address the employer’s number one concern, the employer will look for an adviser who can.



So let’s look at three increasingly common scenarios and talk about  how voluntary benefits can help provide solutions for your client’s pain.


Scenario One: I - l!

S
Risk shifting on Major Medicz

=

e Eliminate co-pays
* Increase deductibles
| * Increase employee contributions
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Scenario Number One: We’ve been seeing this happen increasingly over the past several years.



 Employers are tinkering with their medical plans in an effort to control costs. 



They can eliminate co-pays, increase deductibles and coinsurance, and increase employee contributions. 



All of these moves shift more of the risk to the employee. 



And while any of these measures will help to control the employer’s cost, how these moves affect employee morale can be a problem. 



And employees are not generally financially able to absorb much more of the risk.


- Smp—

Solutions

Medical supplements (“gap” coverage)
Accident plans

Critical lliness plans
Flexible Spending Accounts
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There are several voluntary products that we see being used to help to soften the blow as employers shift more risk to the employees. First, we see a lot of employers using medical supplements, commonly called Gap coverage, to help to cover some of the out of pocket medical costs. A number of carriers offer gap plans, which may cover inpatient expenses, outpatient expenses, and doctors office visits. Often these are structured in such a way that they only cover the employee’s true out of pocket cost, paying off the major medical plan’s EOB. While these plans can be offered on a voluntary basis, we often see instances where the employer can raise deductibles and coinsurance, and pay for a supplemental plan to cover some of the gap, and still reduce his costs.



Secondly, employers are looking to Accident plans to help to cover some medical expenses when an employee or his family member has medical expenses due to an accident. Some twenty years ago these plans were prevalent, and they fell out of favor about ten years ago. But with deductibles and out of pocket costs rising, these accident plans are making a resurgence. If I have a $20 emergency room copay, and my son breaks a leg playing soccer, I don’t have a financial event worth insuring. But when I have a $2000 copay and 30% coinsurance after that, an emergency room visit becomes a financial event that could be worth insuring, and accident plans can provide a safety net for that.



For the same reasons, we’re seeing employers offering critical illness plans alongside high deductible medical plans. That way, if an employee suffers from a critical illness such as heart attack, cancer, stroke, organ transplant, and such, there will be a pot of money to help to offset the high cost of treating these illnesses. And critical illness plans, especially if offered on a group chassis, can be very inexpensive.



Finally, let me remind you of the impact of a flexible spending account. Employees participating in a high-deductible heath plan can choose to set aside pre-tax dollars to help to pay for routine and predictable out of pocket costs. 


Flexible SpE‘ndlng Account
Improved

 Over-the-Counter medications (set to go
away in 2011)

» Grace period
e Debit Cards
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Today, with the IRS allowing over the counter medications to qualify for flex dollars, it’s easier for employees to allocate dollars into flex accounts. If they end up with a little money leftover in their account at the end of the year, it’s easy to go to the drug store and spend $100 or so on Claritin, bandaids, tylenol, contact lens solution, you name it. Plus, if you set a flex plan up with a grace period, the employee will have an additional several months to continue to incur expenses and get reimbursement after the plan year ends. And flex debit cards make the whole process really easy. The advances in flexible spending accounts over recent years have made these much more friendly for employees and  employers alike. And remember, for every dollar that an employee contributes into a flexible spending account, the employer will save 7.65 cents. These tax savings can then be used to help to cover some of the employer’s share of the cost of core benefits. 




Scenario Two; -' .

™
Reducing traditional core ber

o Group life

 Only 41% of adult Americans have
Individual life insurance*

e Solution: voluntary life *

Trends in Life Insurance Ownership Among US Individuals, LIMRA International (2006)
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The second scenario that we’re seeing is that employers who are struggling to pay for the major medical plan are eliminating many of the other traditionally employer-paid core benefits, such as group life insurance. 

Only 41% of adult Americans have individual life insurance. Many rely solely on group life insurance, which leaves them vulnerable if they lose a job, or if their employer eliminates this benefit. And we’re seeing a lot of employers eliminating employer-paid group life insurance. 

The solution? Voluntary life insurance specially designed for the worksite.

There are a number of carriers offering voluntary life plans designed for the workplace. Some are built on group chassis while others are individual.

 Whole life sales are increasing as people become more risk-averse, however, term life policies may be more appealing from a cost standpoint. 

Many plans offer simplified or guaranteed issue and many also offer coverage for spouse and children. 

These newer options are simple to enroll and easy to qualify for, and allow the employee to customize the amount of coverage to fit their needs. And, the employee foots the entire cost.
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e Short- and Long-Term Disability
e Solution: voluntary plans

e Case study: “One employer who replaced >
an employer-paid disability plan with a
voluntary disability plan saw 90%
participation and realized a tax savings of
$20,000 to $30,000 which it was able to
reinvest into the health care plan.”

Employee Benefit Adviser, September 2009, “The Vast Potential of Voluntary Benefits”, Kristine Palmieri
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Another traditionally employer-paid benefit, disability insurance, is frequently being discontinued today as employers struggle to fund the major medical plan. Again, the solution is voluntary disability. Many carriers offer either short or long term, and a few offer both. Some are offered on a group chassis and some are individual. Voluntary plans can often mean group pricing, simplified or guaranteed issue, and choice of benefit amounts. 



The recession has heightened worker’s awareness of the need to protect their income. It’s no longer so easy to get a second mortgage or extra credit cards to help you through a period of income loss. We’re seeing that voluntary disability plans are extremely well received today.




Should You Pre-tax Disability
Premiums?

 “Pay me now or pay me later”
e DI benefits are taxed when:
— Employer pays the premium, or
— Employee pre-taxes under Section 125

| » DI benefits are tax free when:

— Employee uses after-tax dollars to pay the
premium
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If the employer pays for the DI, the benefits are taxable to the employee. Voluntary plans can be sold under a Section 125, resulting in tax savings to the employer. While I would normally prefer to keep DI outside of Section 125, so that the benefits would be received tax-free, in the instance of an employer replacing an employer-paid plan with a voluntary plan, it many make sense to pre-tax the premiums. 




Scenario m

Reducing traditional core benetfit

e Dental and vision
e Solution: voluntary plans

e Solution: discount plans coupled with
Flexible Spending Accounts
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Two additional traditionally employer paid core benefits that are on the chopping block are dental and vision plans.

 Dental is one of the most frequently requested benefits being offered today. 

Dental is a high-utilization, low-risk benefit. Most dental plans have annual maximums ranging from $1000 to $1500 per person per year. 



When an employer decides to cease paying for a group dental plan, one option is to replace that with an individual voluntary plan.

As employees are given the responsibility of making more benefit decisions, we as agents need to provide them guidance in spending their benefit dollars.

 It many not be wise to leave a large risk such as loss of income unprotected while covering a small risk with dental and vision plans. 



A second option would be to consider using discount plans coupled with flexible spending accounts.

 For only $10-$12 a month, a person can buy a discount plan that provides both dental and vision discounts, and can even incorporate additional discounts and services as well. 


T——

—

e “Combining discount cards with high-deductible
health plans and health savings accounts (HSAS)
can be a great option for employers looking for
opportunities to lower premiums. This blend of
Insurance plans and HSAs can lead to savings in "
other areas, as well, so watch for extensions to -
these insurance models....Many savings cards also
Include discounts on a variety of services, such as
dental, vision, hearing, complimentary and
alternative medicine, and prescriptions.”

Agent Sales Journal, November 2009, “Dental Insurance: 5 Creative Trends to Watch”

e A el
e E T
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The November issue of Agent Sales Journal  (read ) 



 

Discount plans can give employees access to low-cost physician services, network discounts for doctors and hospitals, discounted prescriptions, and much more.


Scenario "Qel: - I!

¥
Employer Ceases Core Benefits

Last resort — cease major medical plan

e As of 2006, only about half of U.S. small
businesses were offering group medical
or life*

LIMRA 2006 study “Growth Potential of Small Business Markets”
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The third scenario we’re going to discuss is one that can be extremely difficult for all parties involved.

 There are times when an employer can find no better alternative and is forced to discontinue offering a major medical plan.  

Sometimes when an employer can’t afford to contribute much to the major medical plan, participation suffers, and if participation drops below a carrier’s minimum standards, the carrier may terminate the plan. 



Some employers are ceasing their medical plans due to uncertainty of what legislative mandates will become, and some are simply cutting everything possible in order to keep their doors open.



According to a LIMRA study in 2006 (read)


“‘!

Solutions

Non-traditional plans can help
e “Mini-med” plans

e Accident plans

e Critical iliness plans or cancer plans

« Discount plans

Section 125 / Flexible Spending Accounts
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Here are some possible solutions to offer to your clients who can’t or don’t offer a major medical plan. The first is commonly referred to as “mini med plans”. 

Mini-med plans are NOT major medical insurance. They are an insurance product that pays fixed indemnity amounts covering such expenses as hospital  confinement, diagnostic tests, and even doctor’s visits, preventive care, and prescriptions. 

These can be a “better than nothing” alternative to health insurance, and they can also be used in conjunction with high-deductible medical plans.



And again, you can use accident plans, critical illness plans, and discount plans to help to provide some safety net for employees who don’t have access to a major medical plan.



As a low-cost alternative to an HRA, an employer could choose to contribute dollars into an employee’s Flexible Spending Account. 


pé
Offer solutions a

 LIMRA study: nearly 7 in 10 employers
are not aware that mini-med plans exist!

Employee Benefits Balancing Act, LIMRA 2008
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Here’s an interesting statistic 

(read)

 A lot of benefits brokers aren’t informing their clients about these alternatives. 



Either they don’t understand the options, they don’t like these kinds of benefits, or they don’t have a means to communicate and enroll voluntary benefits. 



But be aware that there are a LOT of brokers who are proactively talking to their employer clients about these benefits  - and it’s likely that they are also talking to YOUR clients about these options as well.



 Remember, employers are feeling pain and they are looking for someone to ease their pain by offering creative solutions.  


Who's doing this for their clients?

o 24% of benefits brokers
surveyed said they sell
voluntary benefits
reactively

46% said they cross-sell
voluntary benefits to
their existing clients

30% actively seek
clients using voluntary
benefits

Benefits Selling Magazine, November 2009, “Playing Offense: A
Benefit Broker Update”, Gil Lowerre.
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So how may brokers are actually talking to employers about voluntary benefits? 



According to Gil Lowerre of Eastbridge Consulting, 24% of benefits brokers characterize themselves as only selling voluntary when asked by their client, or when their client is approached by another broker and offered voluntary benefits. This is being reactive, not proactive. 



46% said that they proactively cross-sell voluntary benefits to their existing groups.



30% proactively solicit voluntary benefits business and consider it to be equally important to their business plan as employer-paid coverages. 



These brokers are calling on your clients.


 “Too many businesses
have seen their
‘partners and advisers’

collect large fees while
their business issues
go unresolved.”

Employee Benefit News, November 2009, “Adjusting the Game
Plan”, Lydell C. Bridgford.
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And finally, here’s a quote from Employee Benefit News in November. (read)



Think about this -some states have made moves to require agents to disclose their commissions to the purchaser of the insurance product. 



If you’re not comfortable disclosing your fees, maybe you’re not certain that you’re providing value to your clients.  



Are you bringing them renewals, or are you working with them to find solutions to their number one concern?


“Don’t bring me a renewal—
bring me a solution!”
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You, or someone like you, will be showing your clients some creative ideas to manage their benefits costs.



 Where there is pain, there is opportunity. 



 If you can solve a business owner’s number one problem, you become a valuable business asset and an ally.



Using voluntary benefits, 

Section 125 and Flexible Spending Accounts, 

medical gap supplements, 

mini-med plans, 

and discount plans, 

you will bring your clients much more than a renewal 

– you’ll bring them choices, options, and solutions. 
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