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Aflac receives flack from one reader,
EBA plans to investigate further

debate has officially begun ~ be more accurately described
over Aflac’s place among as “a product looking for a .
employee benefit advisers. market” — using (generally)

A letter last month, from inexperienced representatives A recent EBA QuickPoll found advisers are

Amy Harris of Aflac, asserted that working a rolodex. split on whether they plan to mine retire-
Aflac reps and independent brokers I agree that Aflac is a suc- ment benefits for opportunities during the
can partner together to advance both cessful company. It has been recession. Read more on how advisers may
their businesses. Harris says Aflac reps ~ built on products specifically be able to take advantage of the economic
are not in competition with advisers, designed for a low medical situation on page 16 of this issue.
as was stated in the opening lines of loss ratio, high margins and
“Benefits Binge” from the May 2008 high commissions — regard- Do you plan to revisit clients’ retirement
issue of EBA. less of whether their policy- plans in light of the economic downturn?

This letter is from a reader who holders need or understand
disagrees with Harris’ depiction of what they bought.
Aflac reps and advisers operating in — B. Taylor
harmony. Platinum Benefit Solutions

I'm sorry I missed Adviser’s com-
ments about Aflac representatives The strong opinions don't stop

there and we want to learn more

from May 2008. ) about the Aflac/adviser dynamic.
From my experience, Aflac Rumor has it Aflac is launching a
representatives would not qualify broker relations initiative. So, next

month EBA will be asking experts
. ) 4 from both sides about whether or
equipped to help clients find a solu- not the two entities can (or already

tion. Rather, Aflac’s approach would do) play nice in the sandbox.

as “benefit advisers.” They are ill

H Yes No I Maybe

>> Got a hankering for more? Find it on the Raw Bar

Visit Employee Benefit Adviser's Raw Bar online at eba.podhoster.com. It's
where you'll find daily interviews with leading benefits professionals.

There's been a flurry of requlatory tweaks and updates on HSAs as
of late. It's tough keeping all the updates straight. Listen in as John
Graham of Segal walks through what's been released and what it
means for workers and their employers.

One good thing about an economic downturn is that it causes employ-
ers to look more closely at their retirement plans. Alison Borland talks about
what employers should be doing and how advisers can help.

Research from Eastbridge shows the voluntary benefits market grew about 7% last
year. Listen in as Bonnie Brazzell talks about the big winners as well as who might be on
the losing end as the economy continues to plague consumers.

Go online today to hear what these experts, and dozens of others, have to say about
your business.
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F
Robert Whiddon
Editor-In-Chief

IT IS HARD
TO TELL
people what
they may
not want

to hear. It

is also

your job.

Lead or get out
of the way

It's hard to be the bearer of bad news, but it’s often the right
thing to do and it’s frequently a step in the right direction
toward earning a client’s trust and respect.

I know firsthand how hard it is. You won'’t find me bark-
ing at my readers. I'm accommodating — in interviews, at
meetings, everywhere generally. Still part of my mission as
ajournalist is occasionally to tell people hard truths, even if
they don’t want to hear them, face them or do anything about
them. I say don’t shoot the messenger and duck. At least 'm
assured in the knowledge that I've fulfilled my responsibility
as areporter. You need to do the same thing.

At arecent dinner event with some local benefits types
I was struck by one broker’s admission that he didn’t think it
was his place to tell employers what to do to get ready for their
group health insurance renewal.

I put him on the spot. We'd gone around the table and
the employers were hemming and hawing about how they
thought renewals we're going to be a bit higher this year, but
hopefully not drastically higher. No one had a game plan. No
one sounded like a leader. I know employers spend a lot of
time on renewals. They regularly apologize to me for missing
an interview because one renewal meeting went long and the
next was starting early.

I was surprised when they didn’t have much to say. Surely
the broker would have the marching orders, the list of exer-
cises all employers need to do to be fit and ready for renewal
time. Nope. Nothing. Sheepishness.

I getit. Alot of brokers tip-toe around their clients. Out
of sight, out of mind. That’s born out of the fact that too many
brokers lift the phone only to pitch a product. Well, guess
what? That's not how to earn a client’s respect.

You can’t always be the buddy. Employers want business
solutions. Buddies don’t meet budgets and they don’t keep
employees from walking out the door. Theyre paying you to
give them good — albeit sometimes painful — advice. Do that.

There is a fight for legitimacy going on in your busi-
ness, in my business, in all businesses. You don’t have a lot of
“hand” in your client relationships. You need to get some of it
or someone else will.
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Tax break on an IRA-to-HSA rollover
may have little impact on enrollment

n an effort to spur funding of health
savings accounts, the Internal Revenue is not included in the worker’s gross in-
Service recently issued guidance on come and is not subject to the additional
boosting HSA balances with money tax. As a general rule, IRA and Roth IRA
from individual retirement ac- holders are subject to a 10%

The distribution from the IRA account

ANEW IRS
MEASURE

focuses on counts. income tax penalty for pre-
H SA fundin g Individuals covered by a mature withdrawals before
methods. high-deducible health plan age591/2.
It won’t that also own a traditional or The money will have
necessaril g Roth IRA can make a one-time to go directly from the IRA
increase IRA-to-HSA funding transfer trustee to the HSA trustee. If
artici p ation without facing federal income the individual ceases HDHP
Eut it ma ’ taxes or penalties. The transfer coverage within a one-year
h | mg amount, however, cannot ex- period of the transfer, then
ceed the individual’s maximum Cara Woodson Welch e or she no longer receives
reetljieseos e d the individual’ i h h long i

the tax break.
The guidance states that

HSA contribution limit.
In Notice 2008-51, which

implements provisions under the Health
Opportunity Patient Empowerment Act of
2006, the IRS outlines 10 scenarios on how

the rules would apply.

For example, a 57-year-old worker

with a maximum annual HSA contri-
bution of $3,800 and an IRA account

balance of $13,550 could transfer

$3,800 from the IRA to the HSA.

10 EmployeeBenefitAdviser September 2008

employers are not responsible for notify-
ing the IRS whether an employee remains
an eligible individual during the testing
period.

“This particular guidance does not actu-
ally encourage employers and employees
to participate in an IRA or HSA, because
it’s basically aimed at individuals who
are already in those accounts,” says Cara
Woodson Welch, director of public policy
at WorldatWork, an HR association based
in Arizona.

Most public policy initiatives try to
encourage employers to offer IRAs and
HSAs and for employees to take advan-
tage of those accounts, explains Woodson
Welch, who works out of the association’s
Washington, D.C. office.

The IRS guidance is more of a funding
measure than one promoting increased
enrollment in HSAs. Woodson Welch says
workers are typically saving through a
401(k), as opposed to also having an IRA



or Roth IRA. “The guidance is pretty
restrictive in terms of the number of
people who own both an HSA and
IRA,” she adds.

NOT FORLMSTRIBUTION

savings account without facing a tax
penalty,” says Donahue. “It’s really a
tax issue for the employee.”

The new funding

Two recent reports by
the U.S. Government Ac-
countability Office suggest
the same.

GAO found that only
10% of households own a
traditional or Roth IRA and
participate in 401 (k) plans.
In 2007, nearly 33% of all
households held traditional
IRASs, 15% owned Roth IRAs

D Patrick Donahue

mechanism, however,
may offer some financial
relief for workers without
retiree health benefits,
says Donahue, whose or-
ganization employs 15,000
benefit-eligible workers,
but does not offer retiree
medical coverage.

The tax exemption
on the transfer, coupled

and about 8% participated
in employer-sponsored IRAs.

On the HSA side, the agency
reports the number of Americans cov-
ered by HSA-eligible plans increased
significantly between September
2004 and January 2007 — from about
438,000 to approximately 4.5 million.
However, HSA-eligible plan coverage
still represents only about 2% of indi-
viduals with private health insurance
in 2006.

“When we started our
HSA program in Janu-
ary 2008, we men-

with the fact that HSAs
permit participants to accumulate
tax-free savings to pay for medical
expenditures, may mitigate health care
expenses for some retirees.

“Owners of HSAs can use funds
from the account to pay for Medicare
premiums, Medicare supplement
premiums and health insurance pre-
miums between the time an individual
retires and the time he or she is eligible
for Medicare,” explains Donahue

The policy sounds great “as long
as brokers and HSA custodians are
willing to administer
the transfer,” observes
Lynne Hammer-

tioned to our workers
that they could trans-
fer IRA funds into an
HSA,” says Patrick C.
Donahue, vice presi-
dent of compensation
and benefits at Saint
Barnabas Health Care

The policy
sounds great
aslongas
brokers and
HSA custodians
are willing to
administer the
transfer.

schmidt, assistant
vice president and
manager of health
and welfare benefits
at Wyommissin, Pa.-
based Sovereign Bank.
“As with any of
these programs, I

System.

For its 2009 open
enrollment period, the New Jersey-
based health care provider, which is a
private employer, will include informa-
tion about the IRA-to-HSA distribution
in its printed materials on HSAs.

“The material will basically say ‘for
those of you who have an existing IRA
you can transfer funds to your health

12 EmployeeBenefitAdviser | September 2008

guess there is always

room for fraud, but
I still like the idea” of the rollover, she
adds. The bank, which employs about
12,000 workers, is gearing up for an
aggressive HSA communication cam-
paign for its next open enrollment.

“I'm sure we will include this

information in our communications,”
asserts Hammerschmidt. EBA
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Chronic conditions reach tipping point,
afflict more than half of Americans

BY LEAH CARLSON SHEPHERD

or the first time, a majority of

insured Americans are being

treated for a chronic medical

condition, according to a new
report from Medco, a pharmacy benefit
management company.

In 2007, 51% of insured Americans
were taking prescription drugs to treat
atleast one chronic health problem.
Many of these patients are on multiple
medications. One-fifth of the popula-
tion used three or more chronic drug
treatments last year, contributing to
soaring medical costs and raising con-
cerns about the health of the nation.

“It appears that we have now
reached the tipping point where treat-
ing chronic diseases and conditions
is more common than not,” says Dr.
Robert Epstein, Medco’s chief medical
officer. “This data does paint a pretty
unhealthy picture of America. But
there is a silver lining. It does show that
people are receiving treatment, which
can prevent more serious health prob-
lems down the road.”

However, Steve Raetzman, a health
care consultant with Watson Wyatt,
comments, “[Employers] should be
alarmed, and it’s only going to get
worse because ... we're all getting older.
That’s why a getting a [better] primary
care system is important.”

He counsels employers to get more
people with chronic conditions to
participate in programs to help them
manage their chronic conditions.

Overall, Medco expects drug utilization
growth of 2% to 3% this year and the
same amount in 2009 and 2010. Like-
wise, it expects drug prices to increase
by 4% to 6% this year and the same

amount over the next two years.

The relatively low 2% drug trend in
2007 is attributed mainly to generics
use and mail-order pharmacies, Medco
researchers assert.

Patent expirations, expected con-
versions to over-the-counter status and
new drug approvals are expected to be
key drivers of future drug costs, accord-
ing to the study.

Drugs with U.S. sales of almost $24
billion could lose patent protection in
the next three years, opening the door
for lower-cost generics. Treatments for
cancer, infections and central nervous
system disorders are the leading areas
of drug development.

Diabetes drugs are the top driver of
drug inflation now, recently surpassing
lipid-lowering drugs.

Meanwhile, treatments for neu-
rological problems, mental health and
pain were the top therapeutic catego-
ries contributing to drug spending
in 2007, followed by cardiovascular
problems and gastroenterology.

Declines for lipid-lowering drugs,
antidepressants and nonnarcotic pain
relievers moderate the trend.

Treatments for high cholesterol
and high blood pressure were the most
commonly used medications overall,
with more than 20% of Americans on
antihypertensives and almost 14% on
cholesterol-lowering drugs. These also
were among the top four medications
taken by men ages 20 to 44, whose use
of cholesterol-lowering drugs surged
more than 80% in seven years.

“Younger people are increasingly
being treated for heart-disease-related
conditions, such as high cholesterol

14 EmployeeBenefitAdviser | September 2008

and hypertension,” observes Epstein.
“There’s no doubt that rising rates of
obesity are having a major impact on
our health. These chronic conditions
are incredibly costly for the nation and
will become exponentially so if we're
seeing these problems show up at a
younger and younger age.”

Medco identified narcotic pain
relievers, anticoagulant and antiplate-
let drugs, and medications used to treat
attention deficit hyperactivity disorder
as therapeutic classes to watch for
rapid spending growth. In contrast,
antihyperintensives, ulcer and heart-
burn drugs, antibiotics and allergy
drugs showed relatively slow growth in
spending last year.

In the specialty drug category, the
top therapeutic areas included auto-
immune conditions (26% of specialty
drug spending), multiple sclerosis
(17.4%), cancer (17.3%) and growth
hormone deficiency (6.1%). Overall,
specialty drugs account for 11% of total
drug spending. Medco does not expect
generic equivalents to become avail-
able for most of those drugs.

While senior citizens unsurpris-
ingly show the highest prevalence
of chronic medication use, younger
adults are quickly catching up. Nota-
bly, 48% of women ages 20 to 44 are
being treated for a chronic condition,
compared to one-third of men their
age. Antidepressants are the most
commonly used medication among
this group, with 16% of women ages 20
to 44 taking them. This demographic
group also claimed the sharpest in-
creases in the number of patients on
chronic medications, rising more than
20% between 2001 and 2007, the study
indicates. EBA
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BY MOLLY BERNHART

Tough times have employers looking
to improve retirement benefits

AN ECONOMIC
DOWNTURN
may be the
erfect time
or advisers to
focus on their
retirement
business

t may be difficult to see the silver lining

of arecession, but the truth is that bad

economic times provide many opportu-

nities for employee benefit advisers.

“When the market’s up it’s easy to not

look backwards, but when it’s down it’s a
good time to look at the plans,” says Neil
Netoskie, retirement plan adviser for
Compass Bank.

A new Hewitt study shows that com-
panies are more actively managing their
retirement plans this year and focusing on
reducing retirement plan risk. Experts agree
economic uncertainty reinforces this trend.

“Employers and employees are both
feeling a crunch across the board. With gas
prices going up and the general economy it
is creating quite a bit of pressure,” says Ali-
son Borland, defined contribution consult-
ing practice leader at Hewitt Associates.

Employers are trying to reduce fees and
cut admin costs, but — at this point —they
are not reducing benefits.

“[W]ere not seeing employers cut
back on their match,” says Borland.

Matches are not going up across
the board either, according to Hewitt’s
research. Just 12% of employers plan to
add to or increase the company match this
year, and a fraction of that (2%) plan to
reduce or eliminate the company match.
Employers have limits as to where they're
willing to cut costs and the match appears
to be safe, meaning enrollment will remain
attractive to employees.

One way employers are cracking down on
costs is by taking another look at fees.
“Employers are making sure that what

16 EmployeeBenefitAdviser | September 2008

they've got is the best they can have. A lot of
clients don't pay attention to what they're
paying out in fees,” says Netoskie.

As an adviser, Netoskie uses fee disclo-
sure as a way to attract and retain clients.
He recently won a new plan by showing the
sponsor what they were actually getting from
their adviser for how much they were pay-
ing. This mid-sized plan’s fees topped what
Netoskie makes servicing his largest plan.

“I'told them, ‘What you're paying in
total fees is way more than what I ask for,
and I'll show you, from my books, a plan
that’s equivalent to yours. And I'll show you
what I'm making in terms of compensa-
tion,” says Netoskie.

Focusing on fees could be a smart
strategy for advisers at this time. In an effort
to reduce plan fees, 29% of employers plan
to alter their fund options this year. Twenty-
nine percent of employers also plan to
reduce costs by swapping mutual funds for
institutional funds, says Hewitt.

“It’s a trend that was happening before
the economy slowed as part of risk aver-
sion. But we're seeing an increase, or at
least significant attention, in that area both
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because of new DOL regulations and the
additional awareness about high fees,”
says Borland.

Netoskie also says it's advantageous
to look at another area that’s received
publicity as of late: fiduciary responsibil-
ity. According to Hewitt, 35% of com-
panies say they are very likely to review
their 401 (k) plan governance structure or
hire a third party monitor to review their
investment options this year. Employ-
ers are nervous about the economy and
want to mitigate their risks. If advisers
can show them how to be better fiducia-
ries, employers will feel more secure.

“As they see the advantage of what I
can bring to their business, then they're
mine for along time,” says Netoskie.

The economic climate also has em-
ployers reviewing plan designs. More
than half (55%) of companies offering
a defined contribution plan intend to
review their fund operations, including
expenses and revenue sharing.

“Evaluating the plan design is still
agood idea, so not necessarily cutting
back or enriching ... simply evaluating
whether the structure of the design is
maximizing the value that employees get
from the plan,” says Borland.

Plan design changes aren't just
happening on the DC side. Among those
companies offering pension plans, 63%
say they are very likely to perform fund-
ing and accounting projections, 30%
plan to perform an asset liability study,
and 29% are very likely to assess the risks
that their pension plans are running
based on current strategies, says Hewitt.

Netoskie says the recession could be
spurring DB plans to make a comeback
for some smaller companies.

“I'm actually seeing an uptick in new
defined benefit plans for the small- to
mid-sized companies,” says Netoskie.
“You have five to 10 highly-compensated
people running the company and then
you have 20-30 people in the middle

that are making decent money and then
you have the people at the bottom who
are either part-time or have minimum
salaries or something like that.”

The stock market is volatile and
employers appreciate the predictability
of DB plans — they won't be surprised by
a downturn in the market or an upturn
in salaries. There’s significant value to
employers when they can, depending on
the age and the salary of the person, put
up to $180,000 in for an employee with a
cash balance defined benefit plan. The
requirements are less stringent and as a
qualified plan there is a tax advantage for
the company, explains Netoskie.

Arecent Mercer study found large
DB plans are also much stronger these
days. Fueled by strong assets and an
increase in discount rates, the funding
health of DB plans at S&P 500 compa-
nies increased for the second straight
year in 2007. The median funded status
rose from 89% in 2006 to 94% in 2007,
and aggregate pension assets exceeded
aggregate pension liabilities for the first
time since the end of 2001.

Adpvisers can help employers reduce
costs in their retirement plans by
cleaning out terminated employees.
Employers may not know that 30% of
participants on an average plan are
terminated employees, says Jim Lan-
genwalter, chief marketing and sales
officer of RolloverSystems. Fidelity
Investments conducted a similar study
and found 30% of participants across
all their plans were no longer with the
sponsoring companies. Advisers who
bring this to a client’s attention have
the opportunity to produce significant
savings. Having terminated employ-
ees on a plan increases costs because
it increases the total members and
decreases the average asset size of the
plan. The smaller the average account
size, the more expensive the plan.
“Because of auto-enrollment em-
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ployers are putting more people on the
plans, but there’s still turnover running
between 10% and 20% a year across the
nation. This is creating more and more
terminated accounts and more people
with small balances,” says Langenwalter.

His company helps employers man-
age terminated employees by rolling over
their old 401 (k) accounts into personal
IRA accounts. This way employers can
cut costs and still act as responsible fidu-
ciaries by keeping those people invested.
The service costs the employer and the
adviser nothing because RolloverSystems
profits from managing the IRAs that are
opened by terminated employees.

“This economy, interestingly
enough, has really kind of helped our
business,” says Langenwalter.

Although employers are watching their
bottom line costs, they are also focused
on easing employee nerves about the
economy. Hewitt has seen a slight uptick
in loans and a slight uptick in withdraw-
als. Borland says employers aren't mak-
ing those features less available. Instead,
they're focused on communication,
making sure employees fully understand
the implications of those actions.

“We're not seeing employers focus
messages specifically around the econ-
omy, but we are seeing them make sure
they have appropriate financial model-
ing tools, [such as] communications that
show if you take a withdrawal of $5000,
here’s what it means to your retirement
income,” says Borland.

Employers want to be sure employ-
ees are going through all of their options.
Advisory services are one method
of doing this. Forty-three percent of
employers currently offer online third-
party investment advisory services and
another 47% plan to offer them in 2008.
Thirty-four percent provide in-person
third-party investment advisory services,
and another 30% plan to offer the feature
in 2008, says Hewitt. EBA
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Suits aimed at recovering subprime
investment losses could shape adviser roles

BY CAROL I. BUCKMANN

nce the scope of the subprime

mortgage crisis became clear, a

number of pension and 401 (k)

plans with assets invested in
subprime mortgage obligations filed law-
suits to recover their losses. They cite a
provision of ERISA that holds fiduciaries
liable for losses resulting from a breach
of fiduciary responsibilities. Additional
lawsuits have been filed against Bear
Stearns, Countrywide and other plan
sponsors whose 401 (k) and employee
stock ownership plans were invested in
company stock. As of press time, there
have been no decisions in these cases,
but the arguments raised could lead to
changes in fiduciary rules.

Several lawsuits have been filed
against State Street Bank as manager
of intermediate and government bond
funds that held subprime mortgage obli-
gations. One suit was filed by Prudential
on behalf of some of its customers alleges
that State Street caused losses of roughly
$80 million to 165 retirement plans for
which Prudential is responsible, affect-
ing 28,000 plan participants. Prudential
indicated in a filing with the SEC that it
had already reimbursed these losses.

Another suit was filed by the New
York publishing company Unisystems,
Inc.s employee profit-sharing plan,
seeking certification as a class action rep-
resenting all ERISA plans that invested in
State Street bond funds between January
2007 and October 2007. The Unisystems
complaint requests that an independent
fiduciary manage the bond funds.

These suits might be an attempt to
preempt suits by participants against the
plan sponsors for investing with State
Street funds. They raise the same argu-
ments that would be raised as defenses
by the plan sponsor or primary adviser in

such challenges, namely that State Street
violated its obligations under ERISA by
imprudently (Prudential also alleges
“incompetently”) investing in these
funds, by deviating from the conservative
investment guidelines it was supposed
to be following without disclosing that

it was doing so, and by withholding
information about the true state of the
market until participants were unable

to withdraw from the funds because the
market had become illiquid.

State Street responded to the sub-
prime suits filed against it by establishing
areserve of $618 million, on a pretax
basis, to address its legal exposure.
However, according to a recent Bloom-
berg report, State Street’s actual exposure
approaches $8 billion. Two facts relating
to the State Street investments may help
plaintiffs make their case.

First, the complaints describe the
funds as collective trusts made available
to plans through separate accounts. As an
investment manager, State Street is auto-
matically a fiduciary and will have liability
if plaintiffs prevail. Second, because
plaintiffs allege State Street marketed the
bond funds as conservative investments,
deviating from the investment guidelines
it was supposed to be following, misrep-
resentation will be at issue.

The cases could be settled without
a clear resolution of the legal issues.

For example, most 401 (k) plans are
structured so that fiduciaries are not
responsible for losses when participants
control the investment of their accounts.
Plaintiffs will claim that this rule should
not apply because participants chose the
State Street funds because they were not
provided with information to help them
make informed investment decisions.

In addition, class action certification
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in the Unisystems suit requires a finding
of commonality of claims. Recently, a
federal appeals court in another case
refused to certify a class action involving
401 (k) accounts invested by participant
election, partly because they had differ-
ent investment histories. The same argu-
ment could be raised that each plan (and
perhaps each plan account) that sought
to be included in the Unisystems class
has a separate investment history.

Another class of lawsuits has been
filed against subprime mortgage lenders,
including Countrywide and Bear Stearns,
by participants whose plan accounts
plummeted in value as a result of sub-
prime losses. These suits are reminiscent
of the Enron cases. Plaintiffs claim com-
pany stock was an imprudent invest-
ment and should have been removed.

However, the vast majority of
decisions in this area held this not to be
the case. The decisions say that, if the
plan explicitly requires investment in
company stock, fiduciaries are entitled
to a presumption that the investment is
prudent. This presumption is difficult
to overcome, although plaintiffs could
prevail if the decline of the company ap-
pears to be irreversible.

According to a complaint filed
against Bear Stearns and others, de-
fendants knew that Bear Stearns stock
was overvalued and that there would be
inevitable losses from overexposure to
subprime mortgages when information
about the market became public.

It will be interesting to see whether
the Bear Stearns case leads to new clarifi-
cations of the responsibility to supervise
fiduciaries and the duties of prudence
and loyalty. EBA

Carol I. Buckmann is an attorney in the New
York office of Osler, Hoskin & Harcourt LLP
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Advisers dabbling in executive comp
should be aware of “Golden coffins”

IT’S BEEN SAID
that advisers
must speak
the language
of human
resources, not
just employee
enefits, in
order to get the
attention of the
HR executive.
But is there
a shortcut to
bending the
CEQ’s ear?

s employers struggle to con-
tain benefit costs in a weak
economy, executive benefits are
generating more buzz. Advis-
ers may shift their focus to new territory,

as employers try to strike a
balance between creating an
enticing executive benefit
package and pillaging the
benefits budget.

Employee Benefit Advis-
er's Dan McKeever recently
interviewed Bruce R. Ellig,
an independent consul-
tant and the author of The
Complete Guide to Executive
Compensation. An expert on
HR strategies and executive

compensation, Ellig served as a corporate
VP of Pfizer from 1985 until his retirement

from the company in 1996.

You've said executive death benefits, or ““golden
coffin” packages, are drawing a lot of attention

because they are not pay-for-
performance. Does the current
economic downturn contribute to
that attention? Does it cast those
lavish benefits in a more unflatter-
ing light?

To the extent that there’s a
growing spread between how
executives are paid vis-a-vis
how other employees are being
treated, it obviously brings
attention to executive pay. In
the old days, when employees
had good-paying jobs and
relatively good security as far
as continuing those jobs, there
really was very little attention
to what executives were get-
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ting. But when executives start getting, for
example, additional pay as an incentive
for terminating employees, needless to
say, this does not bode very well with the
workforce.

What should HR professionals and
advisers know about executive
compensation?

They should be very
knowledgeable. The one area
that the HR people are miss-
ing the boat on is they are not
sufficiently knowledgeable on
executive compensation. Now
here’s a real shocker: What

D Bruce R. Ellig

area in HR do the top execu-
tives have the most interest in?
Executive compensation!

So if you can talk knowledgeably
about executive comp, the SEC rules, 409A
requirements and what is coming down on
FASB, you're going to have people listening
to you.
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Why might an HR professional lack that
expertise? And why might advisers want to
become an expert and then help educate
them in this area?

The exception here is the top 100,
250 Fortune [companies] — they're
very knowledgeable, the top people.
But if you drift down further, I think in
many cases individuals are so caught
up in the transactional aspects of HR
that they say, “I don’t have time to do all
that.” Well, you've got to find time.

The second thing is, it’s not the
most interesting, stimulating area.
But you have to know it ... If you talk
about having a seat at the table, yes,

you've got to be a business partner,
but everybody that has a seat at the
table is a business partner. The ques-
tion is what's your area or specialty
that you bring to that table? The HR
head should be a business partner and
an employee champion. Part of that
employee champion is [saying] to the
CEO privately, “This may not go over
well with our people when they see that
you are going to get a death benefit of
$50 million, and we are in the midst
of doing some downsizing. Maybe we
ought to talk about that a little bit.”
Now, that requires a little chutz-
pah. But ... you better have it!

Will recent SEC proxy disclosure rules, which
force companies to more clearly disclose
executive compensation, help HR profes-
sionals who are interested in displaying that
chutzpah?

Absolutely. When you get to the
management discussion and analysis
section, that is a golden opportunity
for the HR function to get in there and
help draft it. SEC does not want attor-
neys writing it. The attorneys are great,
but they’re very difficult to understand.
So, get it back in the common language
and be specific, be direct, and people
[will] say, “Yes, OK, I understand how
we're getting there.” EBA

Funeral services fit in a grim economic climate

Funeral concierge services may sound dour, but they could serve as the proverbial silver
lining for advisers who know how to frame the product correctly. With food prices, gas
prices, foreclosures and general credit issues, employees have a lot to be worried about.
Marcy Foster, director of HR for Arlington County, Va. has added four financial advisers
to her HR staff this year to help support the needs of employees and she also expanded

the internal employee assistance staff.
“Everyone is stressed about the economy,” says Foster.
Employers say products that offer financial and emotional assistance have an enormous
value right now, that’s why it may be time for funeral services — among others — to shine.
“Unlike a lot of things, death does not take a holiday,” says Mark Duffey, CEO and president of Everest fu-
neral planning services. “Especially in the economic times that we're facing now, people need all the help they

can get.”

With 24/7 call centers and online planning tools Duffey says they could be viewed as a highly-specialized
EAP provider. Most of the time, being a “highly-specialized” and almost boutique product would be a disadvan-
tage in a time when employers and employees have fewer expendable dollars. But a non-insurance voluntary
trend is afoot to secure the place of such products next to voluntary mainstays.

“There’s a big move to package services together, so it’s a one and one is three type offering, where some
non-traditional types of services, like funeral advisory services, are combined with [traditional ] benefits,” says

Duffey.

Recently his company combined their service with a group life product from ING. This move could help
non-insurance services transcend the physical and digital limits of what employers can offer in their payroll

deductions, as well.

Core voluntary products are often a broker’s initial foray in the voluntary market. Then, during re-enroll-
ments, the more unique services like legal insurance, pet insurance or funeral planning come in the second

and third offerings.

“Most [clients] are looking for some permanent life or some short-term disability. They tend to opt for
something that would be a definite need if something were to happen in their life,” says David Sherman, re-
gional director at EOl Service Company, a Santa Ana, Calif.-based benefits company.

As non-insurance voluntary products become integrated into more traditional voluntary offerings, more

unique products will get a boost to the top of the list with voluntary staples.
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Tough economic climate presents
opportunities for voluntary benefit sales

BY BRUCE SHUTAN

espite a difficult economic

and employment climate,

voluntary benefits present

brokers and advisers with a
teachable moment for their employer
clients.

Marty Traynor, vice president of
Mutual of Omaha’s Voluntary Benefit
Solutions, believes plan sponsorship
offers a revealing look into how em-
ployers respond to these conditions.
While the knee-jerk reaction among
many employers is that they need
to hold off on adding such coverage
until business improves, worksite
marketers know in their hearts and
minds that just the opposite is true.

“What better time to help save
your people some money and offer
alternative coverages to meet the
need for greater financial security?”
he asks, noting in the period imme-
diately following a stormy economy
employers might consider a higher
level of employee voluntary or subsi-
dized coverage.

Rising health care costs continue
to drive interest in voluntary benefits.
Consider, for example, how the aver-
age cost of health benefits was $1.92
per employee per hour in the private
sector as of March 2008 compared
with $1.41 in 2003, according to Eliza-
beth Halkos, vice president of sales
and marketing for Purchasing Power,
who says the more than 30% increase
over the past five years was signifi-
cant enough for corporate America to
take notice.

Jaime Delgado, a spokesman
for the voluntary benefits industry
resource Voluntary.com, reports that
in light of current economic condi-

tions, employers that
are now thinking about
having their employees
shoulder more financial
responsibility for their
own benefits have ex-
pressed greater interest
in these products.

“This, in turn, has
placed pressure on
brokers and advisers to
provide insight on how
this can be done with
the least amount of dis-
ruption while offering
voluntary benefit en-
hancements to ease the
pain created by changes
to the existing portfo-
lios,” he says. Voluntary.
com’s parent company
also owns Employee
Benefit Adviser.

Employers that em-
brace these products
can provide simple and easy access

to a broad menu of employee ben-
efit choices beyond subsidized core
coverage. They also can deliver the
advantage of group insurance under-
writing and leverage consumer buy-
ing power without incurring any costs
other than a minimal administrative
fee associated with setting up payroll
deduction.

Voluntary products help recruit
and retain top talent, as well as gar-
ner corporate goodwill, by providing
benefit bargains to satisfy the varied
needs of an increasingly diverse labor

pool. Whereas Traynor says baby
boomers often are interested in criti-

cal-illness or long-term care cover-
age, single-parent households might
find greater value in life insurance to
protect their children. Young people
increasingly realize the importance of
protecting their income stream in the
event that they become disabled.

“By offering a portfolio of volun-
tary benefits, an employer can satisfy
very different employee segments
without saying one size fits all,”
Traynor says.

Mutual of Omaha has found that

employeebenefitadviser.com 27
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while basic coverages such as term
life and disability arguably might not
be the sexiest products on the mar-
ket, they still resonate most with plan
participants.

Traynor says there’s no beating
their convenience and value com-
pared with the individual

the relationship they have with their
employer.”

The objective of these prod-
ucts is that they enhance the lives
of employees, help save time, ben-
efit families or lead to workforce
advancement. More than 60% of

purchases made by em-

market, while also provid-
ing meaningful financial
protection. “Basic family
protection is one of the
number one things em-
ployees value,” he says. But
while term life is Mutual
of Omaha’s top seller in
terms of absolute dollars,
both short- and long-term
disability policies are the

D Elizabeth Halkos

ployees who Purchasing
Power serves are com-
puters, many of which
are laptops given the
increasing importance
of mobility and depen-
dents needing them for
school. Other popu-

lar products include
consumer electron-

ics (roughly 30%) that

carrier’s fastest-growing
lines.

Still, the market continues to
expand beyond traditional boundar-
ies. The difference between basic
insurance coverage and the comput-
ers, electronics and home appliances
Purchasing Power specializes in is
that Halkos says these noninsurance
products are a tangible reminder of
the employer goodwill they generate.

include popular gaming
systems such as the Nintendo Wii,
which resonate with employees who
have children, as well as washers and
dryers (the remaining 10%).

Halkos says brokers and advisers are
looking to reinvigorate benefit offer-
ings with new and exciting products

By offering a portfolio of voluntary
benefits, an employer can satisfy very
different employee segments without

saying one size fits all.

Acknowledging that the emerg-
ing employee-purchasing program
category competes with traditional
products for what she calls “em-
ployee mindshare,” she notes that
her company is the sole player in
the worksite market that serves this
program niche, adding that voluntary
benefits generally “help promote the
message that a company cares about
its workers. They actually get to take
something home that’s a reminder of

to help improve employee relation-
ships. She notes that MetLife’s 6th an-
nual Employee Benefits Trend Study
showed 44% of the 1,380 full-time
employees polled were interested in
being offered a wider array of volun-
tary benefits compared with 31% last
year.

Producers are drawn to Purchas-
ing Power’s consistently high program
participation rates. Part of that is
driven by high customer satisfac-
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Company:
Mutual of Omaha Insurance Company

Headquarters:
Mutual of Omaha Plaza
Omaha, Neb. 68175

Contact Information:

Marty Traynor

Vice President, Voluntary Benefits
402-351-2839 (phone)
402-351-6666 (fax)
www.mutualofomaha.com

Products/Services:

Voluntary and employer-based benefits:
term life, short-term disability
long-term disability, dental, and AD&D

Scope of Business:

Voluntary benefits sales at Mutual of
Omaha were about $48.5 million in
2007 and 2008 is on track to exceed
$65 million. This significant growth

is possible through the relationships
we have built with partner employee
benefit brokers and our dedication to
cost-effective voluntary products, ser-
vices and technology that will provide
enduring value for their clients.

Approach:

For nearly 100 years, Mutual of Omaha
has been a dependable provider and
administrator of group benefit plans. To-
day, it has one of the most recognizable
names in the insurance industry and

is the company of choice for more than
16,500 employer clients nationwide.
Mutual of Omaha offers a comprehen-
sive portfolio of insurance products,
which includes group and voluntary life,
accidental death and dismemberment,
disability and dental.

Mutual of Omaha has sales and
service offices nationwide, ready to
provide the expertise, leadership and
solutions that encourage positive
relationships between businesses and
their employees. The sound financial
strength and stability of Mutual of
Omaha and its affiliate companies is
evident in the industry ratings the
organization has earned.
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tion, with a more than 60% reorder
rate from one year to the next, and
another is that they’re easy to admin-
ister.

“What this means is that they're
able to offer to their clients products
that are of a high quality,

believes attempts to create such
multiple-peril benefit packages will
continue to be made in the worksite
market. Distribution is centered on
having sales professionals in Mutual
of Omaha’s group offices act as trusted
advisers for their brokers

value and impact, while
also serving to distin-
guish their services in a
competitive market,” she
says, noting how brokers
and advisers are often
astonished by the 5% to
10% year-over-year level
of participation in this

beyond answering ques-
tions about product or
price information.

Looking ahead,
Traynor is excited about
the possibility of one day
developing for the work-
site market the same type
of model that Amazon.

program. [> Marty Traynor com has so successfully
Seeking to distin- used to make recommen-
guish itself from dations based on
competitors in . . urchasing his-
P Whether it’s the price = P 8

the eyes of bro-
kers and advisers,

of gas or the cost of
a hamburger, there

tory or similarly
appropriate met-

Mutual of Omaha . - rics for benefits
offers what it will alWﬂYS be price purchasers.

calls a “Pre- comparisons and

ferred Choice” dpeo e will need to

program that ecide how to spend When amortized
incorporates into their money most with the help of
group short-term effective]y' payroll deduc-
disability cover- tion, the price of
age traditional voluntary benefits

elements from competing
individual-market policy
lines such as portability,
resulting in a blended
package that’s unique in
the marketplace.

In addition, premi-
ums have been set up in
a way that doesn’t require
employers to administer
as many rate changes and keeps their
costs minimal, while offering plan
participants discounts of 25% to 50%
compared with individual policies.

On the life insurance side, the
carrier provides a terminal-illness
benefit rider that allows policyholders
to accelerate their death benefits and
improve their quality of life. Traynor

is much cheaper than, say,
gasoline. The trouble is

that few people think twice
about filling up their tank
versus shoring up their
financial future or ear-
marking limited dollars for
big-ticket purchases. A com-
munication and educational
challenge awaits brokers
and advisers who seek to turn around
this perverse cost equation for their
clients.

Since Purchasing Power customers
have an entire year to pay off their bills
through the ease and convenience of
payroll deduction, they needn’t worry
about incurring any additional ongoing
expenses beyond that period as they
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PURCHASING POWER

Headquarters:
695 Pylant Street
Atlanta, Ga. 30306

Contact Information:

Elizabeth Halkos

Vice President, Sales and Marketing
sales@purchasingpower.com
www.PurchasingPower.com

Products/Services:

Purchasing Power is an employee ben-
efit that helps individuals buy comput-
ers, electronics and home appliances
through the ease of payroll deduction.

Scope of Business:

Purchasing Power is the fastest grow-
ing market leader in helping employ-
ees purchase computers and other
products through payroll deduction or
alternatively, a cash discount program
Our clients include Fortune 500 com-
panies and large government agencies

Approach:

Purchasing Power is the easy solu-

tion for employers seeking a simple to
administer program that will enhance
their benefits package. Through the use
of payroll deduction or a cash discount
program, employees have a convenient
and economical and way to purchase
high-quality, name-brand computers,
electronics and home appliances.

would buying gas every few days or
weeks.

Adds Traynor: “Whether it’s the
price of gas or the cost of a hamburger,
there will always be price comparisons
and people will need to decide how to
spend their money most effectively.
Our challenge as employee benefit
professionals is to make that case and
educate the employer as to why volun-
tary benefits are an economically great
value for their people.”

Bruce Shutan is freelance writer based in
Los Angeles, Calif.
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ON GROUP HEALTH...
Those of us who
have been in health
care for a long time
understand how
difficult it is to
move the paradigm.
Well, we've finally,

| believe, gotten to
the point where we

end user.
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Bietirement, JOHN KAHLE is
his efforts to transform the way employers
group healthebenefits. By Robert L. Whiddon
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tan age when many of his peers are either
preparing for or thoroughly enjoying
retirement, John Kahle is just beginning
what looks like his third, final and most audacious act.

Kahle is an active guy. A recent inductee to his alma
mater’s athletic hall of fame for his years as a power for-
ward, he’s also an avid tennis player. He’s big on health, on
fitness, on wellness.

He knows the value of it personally and he’s committed
to make sure his clients understand the value of it profes-
sionally. While his current to-do list may be short, it’s also
bold. Kahle is confident that with the help of his colleagues
at Intercare Insurance Solutions they can transform group
health insurance which, he concedes, is a mature and slow-
moving industry.

That is just one of the many reasons why Kahle, chief
wellness officer for Intercare, was selected from the hun-
dreds of nominations submitted to be EBA’s 2008 Employee
Benefit Adviser of the Year.

Kahle’s a key member of the Intercare team that has
propelled the firm from its spot as the 19th largest broker in
the San Diego region to the third position in just two years.
Fifty percent-plus annual revenue growth is what’s behind
that leap.

He’s been around and around the insurance business
and at this point in his career he’s settled himself at the foot
of one of the industry’s toughest obstacles — transforming
the way employers look at health care. Kahle’s trying to get
his clients to understand that the cost of good health benefits
is less like keeping the lights on at work and more like R&D.
Sure the lights have to be on, but R&D is where the next iPod
comes from. Investing in workers is how you go Google.

Yes, Kahle’s out on the philosophical promontory, but
he’s also an expert on more traditional terrain. For him it’s
all connected.

Helping self-insured clients become data-minded often
means inching them towards self-funding. Better data opens
up aworld of opportunities for focused health improvement
efforts and targeted value-based benefits offerings.

He helps employers understand the importance of
good data by also surveying employees, using health risk
appraisals to separate fact from fiction for employer and
employee alike.

An HRA program with one client revealed that while 94%
of participants self-reported their overall health as “good” or
“excellent.” The assessment showed just 28% actually were.
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On the flipside, 1% self-reported an overall health status as
“poor” or “needing improvement.” The HRA showed that
56% of respondents met the criteria for poor health. Three
percent self-reported a serious health problem while the
HRA showed 16% had one.

DATA'S DERIVATIVE

—

“The issue, really, is how do we leverage the relationship
from the employer to the employee to lower health care
costs and have better health care consumers,” according to
Kahle. Data is a means to an end. “To the extent that we can
gather information, we can help the employer to make an
informed decision of what they should be doing. That's what
the employers want. They want a strategy. They don't want
another rate: ‘Here it is. So I'm good for another year.””
Kahle’s one of a growing number of advisers trading up
the value chain — for themselves and their clients. Neither
satisfied nor suited to traditional transactional brokering,
Kahle says it’s Intercare’s goal to gather as much data as pos-
sible, transform it into information and then knead it into
knowledge. From knowledge will come action, he says.
With a clearer picture of workforce health, employers
can go about the business of improving the aggregate health
status and reap the rewards that come with such effort. That
requires communication and lots of it. Kahle and Intercare
are among the very best, most progressive and most diligent
in the industry when it comes to education — podcasts, Web
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seminars, newsletters, employee sites, surveys, e-mail blasts,
snail mailings and focus groups are all employed.

If an employee, a spouse or HR still has a question then
the company’s dedicated million-dollar call center fields it.

A VALUABLE QUEST

—_—

Considering value is central to Kahle at the moment.

“We understand the cost, but the cost and the value
are two different things. And we don’t do a very good job
of informing both the employer as well as the employee on
what the value of a benefit is,” Kahle says.

This perspective has Kahle zigging when many of his
peers are zagging on an issue like HSAs.

“My gut feeling is that if, in fact, an employee has a
$2000 deductible and that applies also to the prescription
drug side — which always is a shock to them — that the
value that is being delivered by that product is not as high
as the value that is being delivered by a much lower deduct-
ible,” he says.

Instead of employers pricing sensitive populations out
of drugs they need by raising co-pays, he says they should
move in the other direction. Don't take the $20 co-pay to $30,
take it to $10. The last thing an employer wants is a patient
skipping needed meds to save a few sawbucks, he says.

“What happens is they become claims waiting to hap-
pen,” according to Kahle. He says most, not all, of his clients
get it. It’s the other side of the industry that’s doesn't.

“Most employers that we talk to understand that if we're
going to take away some of the barriers to access, that is
we're going to lower some of the co-pays ... for certain disease
states, that’s going to cost more initially. They all get that,” he
says. “The point is will it save us more in the long run? The
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ON COMPENSATION...
We say to any of our
prospects that it will

not cost you any more
money to do business
i s than it does

L current
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rent broker is getting
X percent, that's what
we'll take as well ...
Since I've been in the
business, | can't re-
member when anyone
said, ‘You charge too
much. I'm not willing

t it.'
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problem we have is not the client. The problem we have is
finding the product within the insurance industry.”

The carrier community’s reliance on an annual renewal
cycle also contributes to the problem, according to Kahle.

“If we wanted to change the industry significantly all
we'd have to do is go to two-year rates or three-year rates.
Why we can't figure that out in our business is beyond me.
I understand about actuarial and trends and all that kind
of stuff that we all know, but why can’t we be smart enough
to figure out a two- or three-year rate?”

The rate carousel is doubly debilitating for the industry
because it drives employers to focus on costs more than value
and it pushes the universe of advisers to do the same.

“We treat our business as a commodity because the
insurance industry gives us commodity pricing. We go to
the employer and say, ‘Okay, you can move from carrier A
to carrier B for 8% less.’ Then carrier B who has it for two
years is upset when carrier C comes in.”

Business churns from one broker to the next and insur-
ance carriers pay as much attention to the novice adviser
as they do to the masters. The latter aspect of the industry
is what drove Kahle to merge his own firm — SFG Benefit
Insurance Services — with Intercare in October 2006. To
really have a shot at totally transforming the business he
knew size was as important as skill.

“The thing that speaks to carriers is volume. You have
to have volume. You can be a high quality agent and you
and do a great job but if you don’t have volume you don’t
get their ear,” Kahle says. EBA







~ Wellness
directors and
advisers show
how walking the
walk pays off,

BY LYDELL G, BRIDGEFORD

op-down buy in is consistently listed as a key com-
ponent of wellness program success by health and
productivity experts. Advocating healthy decisions
is a culture change and a challenge. So, anytime an
adviser or employer can work shoulder-to-shoulder
with employees engaged in wellness programs, they
have a better opportunity to inspire, influence and
steer behavior.

Bill Germanakos (pictured on page 38) was
able to do this because his personal journey to
health was well publicized at work — and nationally.
Last year, Germanakos, a medical sales representative
for Quest Diagnostics, won top prize on “The Biggest
Loser.” He lost 164 pounds — 49.1% of his body weight
— in 34 weeks, dramatically improving his health. In
April, Quest Diagnostics appointed Germanakos, who
had previously led a sales team selling new technologies,
as its director of employer wellness initiatives.

“It seems like a natural fit for me to join the compa-
ny’s health and wellness management team,” he says.

Leading Dy example
Germanakos clearly has the New Jersey-based company
following in his healthy footsteps. Quest Diagnostics
was named a Gold Award winner among the 2008 Best
Employers for Healthy Lifestyles — making a case for

the strength of a message sent by HR execs and advisers
who practice what they preach.

The company’s HealthyQuest employee wellness
program, has resulted in more than 70% of participants
achieving an assessment rating that indicates alow risk

NOT FOR DISTRIBUTION

of developing major health problems, compared to 60%
when the program began.

Programs include physical fitness, weight, and stress
management resources, tobacco cessation counsel-
ing and efforts to improve the healthful quality of food
choices at onsite cafeterias and vending machines. The
company is beginning to see a positive ROI from the
programs and employees appreciate the changes in
their lifestyle, says Fred R. Williams, director of health
benefits management at Quest Diagnostics.

Alarge part of the program’s success can be attrib-
uted to Germanakos.

“[It was] a no-brainer to have him join our team.
He is a wonderful example of what can happen when
you are faced with many high-risk health factors, and
you are able to put mind over matter to make changes
in your lifestyle,” Williams says.

Having Germanakos share his wellness story encour-
ages others to share their own, which gives wellness
participants confidence that they can make a change as
dramatic as his, whether it’s quitting smoking or losing
weight, notes Williams, adding that improving health
is a metric that the company tracks.

Unexpected payorf
Thom Mangan, president of the benefits division of Hub
International, Northeast, has found that making his per-
sonal commitment to health and wellness public has
helped make the wellness conversation with clients more
meaningful. While he’s whittling down his waistline, he’s
helping to broaden his firm’s bottom line.
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Mangan, whose goal is to lose
30 pounds, has been steadfast in his
wellness approach. He is waking up
more than an hour earlier to workout.
He’s also ordering salmon, rather than
steak, and often skipping the cocktails
when he’s out and about with clients
and prospects.

NOT FOR DISTR

“I'm going through it. I know it
can be done. And it’s not easy,” says
Mangan.

But all his hard work could be
paying off as numbers other than his
blood pressure could improve, too. He
points out that it’s easy to be sheepish
about focusing on wellness with cli-
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| don't know if participating

in wellness is critical to

0P SUCCESS In business,
ut | do know it helps if you

are practicing what you

preach,

ents and prospects, when the broker
is anything but the picture of health.
Now, Mangan has the opportunity to
frame his wellness services differently
and push clients a little more forcefully
than he has in the past.

Neil Simons, president of Rock-
ville, Md.-based Independent Benefit
Services also thinks wellness is a cru-
cial element to lowering premiums and
developing a happier, more productive
workforce. He attributes his advisory
firm’s success with implementing
wellness programs for clients to IBS’
internal wellness advocacy.

“Idon’t know if [participating in
wellness] is critical to your success in
business, but I do know it helps if you
are practicing what you preach. That’s
one of the reasons we went to con-
sumer-driven health care four years
ago, because we wanted to be the
guinea pigs and see how it works. So,
aswellness has developed we've tried
to develop more internally what we're



Achieving and
maintaining
behavior change

Motivating
participants is a
major challenge
facing worksite
wellness. But
maintaining the
healthy behav-
iors participants
learn to embrace
through the plan
is even more
difficult. Here
are some tips for
overcoming ob-
stacles that could
cause employees
to fall back on
bad behaviors
once the honey-
moon is over:

The smoking ces-
sation strategy
for a 50-year-
old who smokes
three packs of
cigarettes a day
should differ
significantly
from the treat-
ment plan for a
21-year-old who
consumes just
three cigarettes
every other day.

Employers need
to actively in-
volve workers in
determining what
will work best for
their own situ-
ation. Lifestyle
coaching pro-
grams can be an
effective way to
help people cre-

ate an individu-
alized strategy,
as coaches can
assess each indi-
vidual's specific
needs, develop

a customized
action plan, solve
problems and
prevent setbacks.
They also can
help identify the
emotional trig-
gers of unhealthy
habits.

Someone who
loses 12 pounds
with an eight-
week weight loss
program may
appear success-
ful, but does he
or she have the
skills needed for
long-term weight
management?
Participants need
to feel moti-
vated to continue
making prog-
ress, which may
include having
increased confi-
dence, experienc-
ing psychological
mood changes
and finding the
right support
network.

Matthew M.

Clark is a clinical
psychologist with
the Department

of Psychiatry and
Psychology at Mayo
Clinic in Roches-
ter, Minn., and a
medical director
for Mayo Clinic
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doing with it,” says Simons.

Although Simons doesn't believe
there’s a one-size-fits-all approach
to wellness programs, his com-
pany implements many of the best
practices they have passed on to
clients. The employees take health
risk assessments, work with a health
coach and even participate in com-
petitions.

“We have a fitness guru on
retainer that we bringin to talk to our
clients. And he comesin to our office
every Monday and takes everybody’s
blood pressure every week. He claims
that’s the most important number in
your life. And he keeps everybody
moving and thinking about fitness,”
says Simons.

This year the firm launched an
eight-week internal fitness challenge.
Independent Benefit Services broke
the budget on the prizes because
so many people made significant
differences in their health. With 35
employees they had 100% partici-
pation.

When advisers and employers
share in employees’ wellness journey
there is also the opportunity to share
additional tips and tactics on how to
accomplish health goals.

“I am making public appear-
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ances and letting people know what
Thave accomplished,” Germanakos
says. “I am trying to spread the word
and educate people about health and
wellness ... IfIwas able to do it, then
they can do the same. By no means
was it easy, but it's a worthwhile
endeavor.”

Even before going on “The Big-
gest Loser,” Germanakos had par-
ticipated in some of the health and
wellness programs offered by Quest
Diagnostics.

“I had a good understanding
of what my biometrics levels were
beforelarrived at the show’s training
facility, but I need a little bit more
motivation. That is why I signed up
for the show,” he says.

The hard work has more than
paid off — personally and profes-
sionally — not only for Germanakos,
but also for the Quest colleagues he
now leads and inspires. EBA

EBA Managing Editor Molly Bernhart
contributed to this story.

MORE (OR LESS) OF MANGAN ...

Make sure to check out £BA’s Raw Bar for
our audio updates with Mangan, the face of
our first annual broker fitness challenge.
Listen in as he talks about his wellness
journey - physical, psychological and
professional. Visit eba.podhoster.com and
search for Mangan.
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Advisers seek out new opportunities as
FSAs evolve. Written by Molly Bernhart.
lllustration by Johnathon Rosen

As consumer-driven health has become
mainstream, benefit advisers and HR exec-
utives have become well acquainted with
account-based plans. The FSA, HRA and
HSA comprise what many experts see as a
consumer-driven spectrum moving from more
employer control (FSA), to more individual
control by the employee (HSA).

HSAs tend to hog the spotlight, as the new-
est and most revolutionary of the three plans.
What’s more, FSAs may be losing some
adviser interest. In this year’s Employee
Benefit Adviser Broker Survey, only 14% of
respondents said they had the most success
selling FSAs — putting the accounts even
with HRAs and below HSAs, with 24%.

Fear not. FSAs are still useful products for
employers and card technology advances
have given them a makeover of sorts. For
advisers willing to take the FSA in a new direc-
tion there are many areas to explore.

[ YOU ARE HERE ]
According to Habeeb G. Habeeb, CEO and president of
Champaign, Ill.-based Benefit Planning Consultants,
the FSA market remains healthy and is sustained by ris-
ing health care expenses. FSAs will remain a valuable
employee benefit because they allow workers to use their
pre-tax dollars to ameliorate the impact of rising deduct-
ibles, co-pays and other group insurance costs.

The average employee can save 20% to 25% in

employment taxes, Habeeb says. Employers also benefit
| from payroll tax savings.
' “Employers have to match the 7.65% FICA deduction
with their own 7.65% and send a total of 15.30% to the
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ROOM FOR
IMPROVEMENT

(Graph at right: Y axis shows rate
of employee participation by
percentage. For example, 7% of
employers have less than 5% of
employees participating.)

While employers embrace flex-
ible spending accounts, work-
ers still are cautious about
enrolling in them, according to
the IFEBP.

For instance, 90% of
employers with a Section 125
plan provide an FSA; however,
73% report that only 39% or
less of their workers use health
care FSAs.

“Although health care FSAs
are a way for employees to
have some control and save
on taxes, employee participa-
tion rates are still relatively
low," says Pat Krajnak, director
of reference and research
services at the foundation,
which studies the benefits
and compensation industry.
“Employees don't clearly
understand the advantages of
participating in a health care
FSA,” she adds.

Of the 326 foundation
members surveyed about 73%
that offer health care FSAs
indicate 39% or less of eligible
employees participate in the
program.

Twenty-one percent of
respondents indicated 20% to
29% of eligible employees par-
ticipate in the health care FSA.

Thirteen percent indicated
a participation level of 15%
t019%, and another 13%
indicated a participation level
of 30% to 39%.

Less than 5% 7%
5-9%
10-14%
15-19%
20-29%
30-39%
40-49%
50-74%
75-100%

Don't know 7%

8%

FSA
PARTICIPATION

Percentage of respondents

21%

Source: IFEBP, Felixible Benefit Plans and
FSAs Survey & Sample Series

government. By lowering the taxable wages
through pre-tax FSA deductions, employers
reduce their FICA costs,” says Habeeb.

With all these qualities, Dale Alexander,
president of Woodstock, Ga.-based Alexander
& Company and EBA’s 2007 Employee Benefit
Adviser of the year, admits his frustration that
FSAs aren’t even more popular.

“As hard as we preach that it’s a great
tax advantaged benefits tool, we just don’t
have the success rates that we should. And
I think accountants and tax professionals
are telling [employees] to do these things,
but employees just aren't pulling the trigger
on them,” says Alexander, who has seen no
uptick in FSA use in the past year.

He hasheard more talk about FSAs, how-
ever. His clients have been discussing how
FSAs fitinto the medical plan landscape, by
combining them with HSAs and HRAs but
there has been little action thus far.

Bill Houze, president of LaGrange, Ga.-
based employee benefit firm, Houze & Asso-
ciates has also heard more FSA chatter, and
for himit's gone hand-in-hand with employer
action. He says bank cards are solely respon-
sible for the renewed interest.

“When we add the bank cards, within
the next year you double the participation,”
says Houze. “The providers and retailers
are having to use bar code technology so
the claims can be adjudicated on the spot,
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which increases the efficiency and increases
the employee acceptance.”

Currently there are about 27,000 mer-
chant locations where an FSA card can
be used and experts expect that another
12,000 retailers will come on board when
pharmacies are forced to comply with IRS
rules on January 1, 2009. The IRS rulings
and the formation of inventory informa-
tion approval system technology has funda-
mentally changed the consumer experience
and could lead to greater FSA interest from
employees as more retailers (for a complete
list log on to sig-is.org) come on line.

“It’'s much simpler for the consumer
to use their FSAs. They don’t have to save
their receipts and send them in,” says Kevin
Blank, executive VP of Avon, Conn.-based
Evolution Benefits, a provider of electronic
benefit payment services. “Also, the con-
sumer doesn’t have to pay twice anymore
— once coming out of their paycheck and
another time at the cash register—and then
seek reimbursement.”

Blank says companies that use an FSA
card routinely see a 15% to 30% increase in
FSA participation.

[ ALTERNATE ROUTES ]

Card technology isn't the only way FSAs are
evolving. Advisers are using FSAs in new
ways to get the attention of employers. They



are increasingly being bundled with
HRAs. This allows the employer to
help supplement the HRA and the
plans can typically be stacked on the
same card.

Coupling a limited HRA with an
FSA means an employer can put in
a $1,000 deductible and only allows
items under the deductible to be cov-
ered. So, the employer isn't paying for
aspirin and Advil, they are only pay-
ing for things that will increase their
out of pocket exposure on the health
insurance plan, says Scott Mardis,
regional sales manager for Ameri-
Flex and president of the Greater
Philadelphia association of Health
Underwriters. Then the FSA allows
employees to save money on a pre-
taxed basis to pay for things like the
dentist, dependent day care and over
the counter items.

Blank says his company is see-
ing more seeding of FSAs, a way to
encourage employees to enroll. Houze
says sometimes the
best way to teach
an old FSA some
new tricks isn’t
by dressing it up
at all, but by mar-
keting differently.
His firm does a
lot of bid work, so

[ FSA POTHOLES ]
Debit card technology is helping advisers
overcome one FSA objection —receipts
— but there are still a few things advis-
ers need tolookout for. The number one
problem employees have with the benefit
is still the “use it or lose it” rule.
“People are inherently afraid of
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spelled out in the employee’s plan docu-
ment to comply to the latest laws and
mandate with a corresponding SPD.

Habeeb says another common FSA
pitfall is that employers try to mitigate
theirrisk by requiring repayment of any
“overspent” funds. This is a violation of
the shared risk principal.

“It’s much simpler for the

consumer to use their
FSAs. They don’t have /

to save their receipts and

send them in.”

budgeting. They’re inherently afraid
of putting $500 or $1000 into an FSA
because they think they may not use
it,” says Blank.

It's up to the adviser to communi-
cate to employees that they are already
spending $500 a year on health expens-
es, no matter how healthy they are.
They're spending it on over the counter
medicine to relieve swelling from their
workouts or ice packs, says Blank.

Kevin BLANK

An example of an employee risk is
the “use it or lose it” rule. A common
employer riskis the “overspentaccounts”
of terminated participants. Neither side
can reduce their risk, says Habeeb.

In the end, success with FSAs is
dependent upon communication and
providing the right tools. Whenever pos-
sible Houze e-mails reminders about
how much money they still need to
spend in their accounts and how much

A common FSA pitfall is that the
employer demands repayment of

they use FSAs as paoconeecs ANY -OVErspent” funds.

an add-on so that
employers select his company to
administer their other benefits.

“It's a value-added service to our
clients that puts us head and shoul-
ders above our competition. This
helps us retain and obtain clients,”
says Houze.

Blank suggests marketing FSAs
year-round, not just during enroll-
ment. Advisers, he suggests, might
want to tie a marketing campaign to
tax time. Reminding workers of FSA
relief when they are feeling squeezed
by Uncle Sam could prove effective.
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In order to get that message across
advisers have to make sure employers
and employees are setting the right
expectations about what’s covered,
what's not covered and how to best take
advantage of it.

“Don’t over-sell the benefits
of FSAs,” says Habeeb. “Encourage
employees to be conservative if they
have never been a participant before.
Provide a comprehensive list of eligible
expenses.”

Similarly, everything should be

time they have to do so.

“We give [employees] a worksheet
online, on our Web site. And we have
them map out what they’re going to
spend this year,” says Houze. “We also
give them the vehicles to spend that
money by linking to sites like drugstore.
com.We keep them updated, especially
in the last quarter, about what their bal-
anceis.”

Such strategies yield positive
results, “[W]e have very, very few for-
feitures,” Habeeb says. EBA
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