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BGAs’ ROLE IN  
       BENEFIT  Beyond arranging life insurance 

for individuals, BGAs develop 
benefit packages for employees 
of small businesses. Although 
almost anything could be offered, 
certain insurance types are the 
most likely inclusions. 

Health Insurance

W
hile many unknowns re-
main as implementation 
of the federal Patient 
Protection and Afford-

able Care Act (PPACA) continues, it 
is already affecting health insurance 
plans. Requiring 100 percent preven-
tive care coverage with no co-pay re-
flects a benefit many carriers were 

already providing. Because PPACA 
prohibits excluding pre-existing con-
ditions for children under 19, many 
carriers no longer offer child only cov-
erage. “In many states there are no 
carriers offering child only policies,” 
noted Chad Blankenburg, Manager, 
Group Sales, at The Cason Group. 

Blair Farwell, President of Re-
source Brokerage, suspects some 
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middle income families might actu-
ally benefit financially if their em-
ployers dropped company sponsored 
health plans because federal subsi-
dies for health insurance PPACA pro-
vides starting in 2014 could outpace 
employers’ health plan contribu-
tions. “Clearly employers struggling 
to make ends meet or barely able fi-
nancially to offer benefits, will, I 

suspect, implode their plans guilt 
free because so many people will be 
eligible for subsidies,” he said. 

For companies with 50 or more 
employees, the penalty for failing 
to offer company sponsored health 
insurance is $2,000 per employee 
annually, minus the first 30 em-
ployees, if any employee receives 
the federal subsidy. This could be 

much less than health coverage’s 
cost. For such businesses that do 
provide insurance, if any employ-
ee gets the subsidy, the compa-
ny must pay $3,000 per subsidized 
employee, or $2,000 per employ-
ee, minus the first 30, whichever 
is less. 

The problem for employers in 
deciding whether to offer a compa-

ny plan arises when looking at to-
tal household incomes. Farwell said 
losing the employer contribution 
could result in “an exceptionally 
unpleasant experience” for fami-
lies with incomes approaching 400 
percent of the federal poverty level 
(FPL) or if the firm has made high 
contributions for single employees 
and workers’ dependents. 

EMPLOYEE  
PACKAGES PLANNING IN 

UNCERTAINTY
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“The FPLs are set for single peo-
ple in such a way that it is fairly dif-
ficult to qualify for a subsidy for a 
normal, skilled, single person,” he 
pointed out. “Thus losing the em-
ployer contribution could be dev-
astating to their overall take home 
pay unless the employer goes back 
and makes an adjustment.” 

Farwell thinks companies with 
higher earning employees like law-
yers, engineers, and CPAs will con-
tinue to offer health benefits because 
their household incomes will be too 
large to qualify for subsidies. “I think 
those employers will simply keep their 
plans,” he said. “But in the ‘blue/grey 
collar’ groups where household in-
comes are within the 134 to 250 per-
cent FPL range, there could be huge 
benefits for both employers and em-
ployees to abandon their plans.” 

Required changes in underwriting 
standards starting in 2014 for indi-
vidual coverage and businesses with 
50 or fewer employees will be major, 
Blankenburg said. Policy prices can 
be based only on broad age bands, 
whether the insured smokes or not, 
and geographic region. “Before you 
could ask the question but not rate 
on it,” he said. “Now you can charge 
more for smokers. But there are no 
health questions, no excluding pre-
existing conditions. There’s no shar-
ing of risk. The person gets sick, they 
can sign up. They can drop the cov-
erage after they get healthy again.”

Employers have already sought 
savings on health insurance as pre-
miums have increased while business 

slowed during the economic down-
turn. Part of that increase could be 
attributed to a required 3.75 percent 
charge mandated by PPACA to help 
fund the exchanges which is being 
added as policies are renewed. 

To get adequate participation, 
Blankenburg said most carriers re-
quire employers to pay at least 50 
percent of the employee only premi-
um. Farwell estimates employers are 
paying 70 to 80 percent of that cost 
and zero to 50 percent for depen-
dents. These percentages depend on 
the industry, the group size, and the 
difficulty of replacing employees. 

Opportunities for BGAs
In working with businesses to deter-
mine the most fiscally prudent health 
plan for everyone involved, Farwell 
said it is desirable for brokers to get in-
formation on the household financial 
situations of “wide swaths of employ-
ee populations.” “I think BGAs could 
work on behalf of employees and em-
ployers to craft a comprehensive win-
win situation where employees on the 
lower end of the spectrum pay far less 
in premiums by utilizing the subsidies 
when they qualify, getting a high-
er contribution than the employer is 
giving them, and thus paying less out 
of pocket for the plan,” he noted. “If 
a broker is able to attain the ‘big pic-
ture’ in these populations I believe 
the broker could easily craft a com-
prehensive plan employee by employ-
ee taking into account subsidies and 
redeploying savings from ‘the aggre-
gate savings’ in the form of a salary 

increase to those who are negatively 
affected because their household in-
come is too great to qualify for a sub-
sidy in the event the plan is disband-
ed. The end effect would be that the 
broker could come up with a program 
that would make all employees better 
off and the employer better off at the 
same time!”

The analysis required to develop 
plans like this will depend on a high-
ly skilled broker, a significant time in-
vestment, and across the board em-
ployee buy-in demonstrated by their 
willingness to provide the need-
ed household financial information, 
along with assurances the informa-
tion is accurate, Farwell explained. 
“Nobody knows if this model is possi-
ble, but if the employees understand 
WHY they need to provide this infor-
mation, and if the broker provides the 
employees with confidentiality state-
ments, it may work,” he said. The time 
commitment and tools used in inter-
views and calculations will proba-
bly require a separate consulting fee 
to justify the research or could result 
in self-serve software development if 
the industry goes that direction. 

It is too soon to know how em-
ployers will react to PPACA’s specifi-
cations. Some may look at possible 
savings for both the company and em-
ployees like Farwell describes, while 
some will keep their current plans be-
cause doing so is easy or appropriate 
for their employee population. Others 
will risk marooning their employees by 
dropping their plans. Farwell doesn’t 
think the size of the employee group 
has much impact on this decision be-
cause the fines set in PPACA for em-
ployers are too low to have much eco-
nomic impact to offset the financial 
benefit of disbanding existing plans. 
“If there is a high employer contribu-
tion to the group health plan, and the 
household incomes fall in the low end 
of the range, I believe with the intro-
duction of subsidies, the savings from 
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dropping plans could very well offset 
any tax penalties,” he said. 

In the individual market provid-
ed by the exchanges, where employ-
ees dropped due to discontinuation 
of company plans will end up, little is 
yet known. At least in the first year, 
Farwell does not think it will be like 
the existing Medicare supplement 
market where several carriers offer 
plans with identical benefits. That’s 
because PPACA uses the nebulous 
term “actuarial equivalent,” which 
means “there is no set standard and 
carriers will present their own ‘best 
priced option’ to meet the defini-
tion,” he said. That’s because every 
company wants a lowest cost poli-
cy to be near the top if people can 
sort by price.  No one knows wheth-
er carriers will introduce only one or 
multiple plans for the same classi-
fications within each numerical ac-
tuarial equivalent. Other variables 
include drug cards, physician and 
hospital networks, PPOs, HMOs, and 
Rx formulary listings. “Such a system 
could create a real opportunity for 
individuals to reach out to brokers to 
help explain what it all means and 
help them find the best plan for their 
needs,” Farwell pointed out. 

Unintended Consequences 
While PPACA has the laudable goal 
of universal health coverage, the 
way the law is written is problem-
atic. “The government has said peo-
ple must have health insurance,” 
Blankenburg said. “The products to 
be offered must contain certain es-
sential benefits and it’s a pretty rich 
mix. I would liken it to if the gov-
ernment said, ‘OK, everybody has to 
have life insurance, but you can’t 
rate based on age, gender, health 
conditions, or lifestyles or anything 
much, and you have to take every-
body.’ The potential claims under 
PPACA are billions of dollars and the 
carriers can’t adjust for the risk. 

“What’s going to happen is, be-
cause carriers don’t know what the 
risk is, the rates will be set arbitrari-
ly high for some insureds,” Blanken-
burg continued. “Insurance compa-
nies have to be profitable. They really 
wanted the individual mandate. Since 
the penalties are toothless, there is 
no reason for young, healthy people 
to sign up. If you need to get cov-
erage and wouldn’t be penalized in 
terms of cost, you can make an ar-
gument that it’s not imprudent to go 
without health insurance until you get 
sick. The price is going to skyrocket, 
which is another disincentive for buy-
ing it. There are incentives from sub-
sidies, but it’s hard to say if those will 
be a compelling factor for folks to buy 
because we don’t know what the price 
of the product will be. Many people 
think what ultimately will happen is 
that everybody will have a base lev-
el of coverage like Medicare. People 
won’t like that and will buy supple-
ments. There will be a robust market 
for supplements through employers or 
for help paying co-insurance.” 

“The real issue is the cost of care,” 
Blankenburg stressed. “Health care in 
this country is extremely expensive. 
Somebody’s got to pay for it. We spend 
most of the health care dollars in the 
first year of life and the last year of 
life. Until we address that, we’ll nev-
er bend the cost curve. Beyond that, 
we don’t take very good care of our-

selves. Americans get fatter everyday. 
However, there are some incentives in 
the law for employers to put in mea-
surable wellness initiatives.” 

Life Insurance
Group term life insurance plans are 
frequently offered employee ben-
efits. Farwell recommends employ-
ers pay 100 percent of premiums for 
policies with values up to $50,000 
which are “incredibly cost effective 
because it is guaranteed issue, not 
underwritten, and has affordable 
premiums.” His firm always suggests 
these plans in company benefit pack-
ages because, for many people, this 
is their only life insurance. 

“Another ‘value added’ benefit 
we suggest is splitting the life ben-
efit between standalone and volun-
tary benefits for the group,” Farwell 
said. “For example, if the employer 
currently has $50,000 in coverage, we 
have the employer pay for $40,000 of 
the standard group life insurance and 
$10,000 of coverage on the voluntary 
plan.” The reasoning is often carriers 
tie the guaranteed issue amounts or 
factors to the participation rate of 
employees. If 100 percent participate 
on the voluntary plan, many carriers 
will allow more insurance on a guar-
anteed issue basis than they would 
on the typical 30 to 40 percent par-
ticipation. This gives employees who 
want additional coverage another op-
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portunity to buy it voluntarily and is 
particularly helpful for those uninsur-
able outside the group. “Although it 
takes a little accounting time to setup 
initially, for those that need the cov-
erage, this is an extremely easy way 
to give employees an additional much 
needed benefit without much cost to 
the employer,” he said. 

“Another angle we suggest is any-
time you move the group plan, you 
should inquire whether employees 
can convert their group policy to an 
individual policy,” Farwell said.  Al-
though carriers may not be con-
tractually required to extend the 
coverage when the group contract 
terminates, many carriers welcome 
the opportunity to continue policies 
on an individual basis. “We have seen 
uninsurable people amass a nice col-
lection of group converted policies 
they have converted to individual, 
fully portable policies as the group 

moves between carriers, while still 
purchasing the maximum allowed 
at the new carrier on a GI basis,” he 
said. Although most of these conver-
sion policies are age rated/graded 
premium policies, the premiums are 
still very affordable considering the 
person’s uninsurability.

Other Possible Benefits
Dental coverage is popular with em-
ployees, Farwell said, because it is 
frequently used. It protects employ-
ees from having to discuss fees with 
dentists because they have already 
been negotiated. Also popular are vi-
sion coverage and allowing employees 
to deduct child care expenses from 
their income through an employer 
sponsored Section 125. Blankenburg 
said some businesses offer accident, 
critical illness, and cancer plans. 

Short and long term disability 
insurance (DI) plans are not usual-
ly offered in benefit packages, but 
Farwell said they are invaluable to 
the employer. “When you do not 
have those coverages in force and 
the employee calls in and claims 
he is sick or has an extended ill-
ness, employers really have no cred-
ible way to know when the person 
is fit to come back to work and they 
are limited in what questions they 
can ask,” he said. Disability insur-
ance carriers provide case manag-
ers to monitor these situations and 
know when or whether employees 
can return. These policies antici-
pate the problem of seriously ill em-
ployees who must stop working and 
lose their group health coverage. Al-

though they will be moved to CO-
BRA, they will have some income to 
cover its cost. 

Blankenburg focused on the ben-
efit to the employee, saying, “After 
health and life, DI is most important, 
especially for those in the prime 
working years. It’s a pretty high like-
lihood that people will have at least 
a short term disability event. That 
would cover maternity as well. Many 
people at many income levels can’t 
go a month without a paycheck.” 

“Probably the most important 
benefits are the executive carve 
out multi-life products for C corpo-
rations where you write fully porta-
ble individual policies for long term 
care (LTC) and DI,” noted Farwell. LTC 
is fully tax deductible to the corpo-
ration while not taxed as income to 
the employee. Some carriers even of-
fer simplified underwriting and em-
ployers can fully discriminate, he 
said. For executives, particular-
ly those early in their careers, of-
ten their most valuable asset is their 
future earnings, so they understand 
the value of DI protection. He recom-
mends taking advantage of the time 
spent with top management discuss-
ing group benefits to bring up these 
executive plans. 
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