
As trusted business advisors, we consult with employers to align their total rewards 
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We are proud to present you with this report and hope 
you will find the content to be meaningful and relevant to 
your business planning. At Gallagher, we are continually 
thinking ahead to find new and exciting ways to bring 
our customers value. The enclosed articles are written 
by our key practice area specialists and demonstrate 
the breadth of our expertise. When it comes to 
effectively managing through change, we will help you 
best navigate the many challenges and find the right 
solutions.

The intent of this document is to provide you with general information regarding the 
status of, and/or potential concerns related to, your current employee benefits 
environment. It does not necessarily fully address all of your specific issues. It 
should not be construed as, nor is it intended to provide, legal advice. Questions 
regarding specific issues should be addressed by your general counsel or an 
attorney who specializes in this practice area.
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Discover Your Roadmap to Organizational Success & 
Sustainability
Contributed by Bill Ziebell, Executive Vice President, North Central Region, Gallagher Benefit Services

When it comes to successfully navigating through today’s changing environment, having the right 
guidance is more important than ever before. There are many challenges to consider. High-performing 
organizations have long recognized that they cannot address benefits in isolation from other rewards. 
This is especially true now, with healthcare reform forcing organizations to more comprehensively assess 
their total rewards strategy.

In this new and rapidly changing environment, Gallagher Benefit Services 
(Gallagher) has never been busier. More and more employers are 
discovering that their longtime broker doesn’t possess the resources, tools 
or knowledge to help them plan for today’s new reality. We are seeing 
challenging questions and interesting ideas from employers of all kinds. 
Frankly, it is a very exciting time to be in this business.

Competitive organizations are realizing that healthcare reform isn’t a medical 
insurance decision, but one component of a larger total rewards conversation. 
Core health insurance is one form of compensation that employers use to 
attract and retain employees. Prior to PPACA, there was no law that required an 
employer to provide medical insurance, but most midsized and larger employers did because it helped 
them to attract the talent they needed to compete.

At Gallagher, we work with our clients to first understand their workforce, the culture, who is considered 
top talent within the organization, and what benefits are valued and which are not. Better alignment 
means more efficiency and an overall more cost-effective spend on your most valued assets.

Ultimately, it isn’t enough now to work with a really good insurance broker. High-performing 
organizations need strategic consulting partners that take a holistic approach to solving today’s 
challenges, helping them get more from every dollar they spend. We offer:

 �An integrated approach, assessing both the legislative and 
financial impact of healthcare reform as well as 
alignment with workforce needs.

 �A team of specialists that work together, creating 
comprehensive solutions—our wellness, retirement, 
compensation, health and welfare, compliance and 
analytical experts collaborate on behalf of our 
clients, ensuring all recommendations are aligned 
to their specific culture, mission, vision and 
organizational goals.

 �Accountability—Early in our consulting relationship, 
we develop a plan outlining key deliverables and 
service expectations; we will proactively think 
ahead to make sure our clients are prepared for future 
success and sustainability.

Throughout this report, our practice area leaders share their 
insight and subject-matter expertise. Together, we can help guide 
you toward the right path in 2013 and beyond. 

Total rewards is 

everything an employer 

does to attract and 

retain their workforce. 
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It’s Far More Than Just a “Pay vs. Play” Decision
Contributed by Keith Friede, Area Vice President, Training and Organization Development

With the employer-shared responsibility requirements going into effect in 2014 for employers with more 
than 50 full-time equivalent employees, much has been written and discussed about the “assessable 
payment” provisions—often referred to as the “pay or play” provisions. Many employers are looking at 
the situation assuming they have just these two options. This approach limits your organization’s options 
and could result in missing an opportunity to best meet organizational objectives. 

First let’s look at the “pay” scenario. Simply dropping coverage and sending everyone to the public 
exchange in many cases would result in a significant reduction in employees’ purchasing power. For the 
employees of many midsized and larger organizations, total costs, including (even subsidized) 
premiums and out-of-pocket (uninsured) expenses with plans purchased through public exchanges 
would be far higher than what they’re experiencing currently. For employees earning over 400% of the 
federal poverty level (many of whom are your key employees), there would be no exchange subsidies at 
all. Increasing compensation (and grossing it up for income taxes) in order to make employees “whole” 
to maintain labor competitiveness, plus paying the assessable payments, would generally result in 
significantly higher total expenses for the employer.

Under a “play” scenario in which the employer continues its current arrangement, the employer will incur 
an assessable payment if an employee working 30 hours or more per week purchases coverage through 
a public exchange with a federal subsidy. This would occur if the employee contribution for employee-
only coverage exceeds 9.5% of the employee’s income. As an example, if this contribution is $150 per 
month, every employee making about $19,000 or more would likely be in an affordability “safe harbor” 
and would not trigger an assessable payment (“penalty”) by the employer.

Here is where it is important to take a sophisticated, analytical look at additional total rewards mix 
options, such as:

 �Subsidizing the health plan less (requiring a higher employee contribution) and paying somewhat 
higher compensation.

 �Subsidizing the health plan more (requiring a lower employee contribution) and limiting cash 
compensation increases.

 �Reducing the actuarial value of the health plan (resulting in lower premiums and greater out-of-pocket 
expenses) while paying somewhat higher compensation and either maintaining the employer subsidy 
or lowering it.

PPACA Requirements
PPACA requires employers with more than 50 full-time equivalent employees to offer health coverage to 95% or more of 
their employees working 30 hours or more per week, or be faced with a potential assessable payment. This has created a 
challenge for employers who employ seasonal employees, variable hour employees, temporary employees, those who 
might have high turnover, those positions for which compensation is based on work outcomes (rather than hours), and 
those who have not traditionally offered health coverage to their lower paid workforce. It is critical that employers review their 
workforce to determine who might gain eligibility for health coverage, if a 30-hour eligibility standard represents a change 
from current practice. This is important even when it is difficult to determine whether they meet the 30-hour threshold. 

Regulations permit employers to use a period of time to determine eligibility for employees for whom it may not be clear 
whether they will work 30 hours or more per week, but the rules surrounding this determination are complex, and eligibility 
will be based on work hours that occur during 2013 for most employers. Thus, it is critical to focus on how PPACA 
requirements might impact the employer both financially and from a human resources perspective, particularly if the 
employer discovers that it might have a significantly greater workforce eligible for benefits in 2014.
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With each of these possibilities, there are an infinite variety of combinations. Key considerations include:

 �How will this impact total health plan enrollment? How many employees will enroll in your plan, and 
how many will choose other options such as a spouse’s employer’s plan, governmental insurance, a 
public exchange, or no insurance at all?

 �How will these adjustments in enrollment impact total employer subsidies, FICA taxes, your 
organization’s income taxes, assessable payments, and PCORI and reinsurance fees?

 �How will the adjustments in enrollment impact the risk profile, and therefore the actuarial cost trend of 
your health plan?

Ultimately, your goal must be to gain competitive advantage by designing and implementing the optimum 
overall employer value proposition—one that most cost-effectively attracts, retains and engages the 
employees you need to be successful. This will require that you look beyond the two options of what you’re 
doing now and dropping coverage entirely, to find the best combination of rewards. This may be one of the 
most important strategic decisions you make in this and every succeeding year.

Case Study – Impact of Healthcare Reform
OVERVIEW
A client asked Gallagher to help 
determine how they should respond to 
the new healthcare reform provisions. 
The company needed to decide how to 
deal with the new benefit eligibility 
requirement, as it had the potential to 
add approximately 200 additional 
employees to the company’s benefit 
plan. The client’s main concerns were 
both short- and long-term cost control, 
as well as creating a strategy that met 
the needs of employees across their 
varying demographics. 

ANALYSIS PERFORMED 
 �Benefits legal compliance review

 �Benefits operational assessment

 �Compensation and benefits 
benchmarking study

 �Financial modeling of 2014 options

 �Workforce evaluation

KEY DECISIONS
Decision 1: Determine status of 
people working more than 30 hours per 
week, but not currently benefits eligible.

Decision 2: Pay-or-play analysis.

Options:

1. Continue with current arrangement.

2. Stop offering benefits altogether and 
provide salary replacement for those 
currently enrolled.

3. Offer current benefits to all full-time 
employees, including those who 
become eligible as a result of the 
new full-time definition.

4. Offer “required minimum” health plan:

•	Reduce actuarial plan value to 60% 
(minimum required value under the 
law).

•	Reduce employer contribution to 
50% (minimum allowed by carrier—
composite across all tiers).

•	Provide salary adjustment for those 
enrolled.

5. Develop a scaled-down offering with 
a new “base” option featuring a 
Health Savings Account (HSA) and a 
new“buy-up” option equivalent to the 
current base plan in which most 
employees are enrolled—combine 
with salary gross up for corporate 
office staff to compensate for the 
higher cost of the plan.

RECOMMENDATIONS/RESULTS
Based on our strategic discussions 
with management, we recommended 
option five as the best approach to 
meet the client’s needs.

 �We noted that in the current offering, 
73% of the employees opted for the 
cheaper plan. Thus, we made a new 
“buy-up” plan close in value to the  
current “base plan” (currently at 76%).

 �The new “base” plan would be at 
65% value, but it would include a 
modest contribution to the 
employee’s HSA. The base plan is 
designed to be “affordable” with 
the employee contribution portion 
at less than 9.5% of the lowest 
salary.

 �To ease the transition, we 
recommended adding in a pay 
increase for the currently enrolled 
corporate staff equal to the 
difference between what the 
employer is spending on their 
benefits now and what it will be in 
this reduced scenario.

 �While the resulting cost increase is 
still substantial (14%–22%, 
depending on enrollment), the 
company considered making this 
onetime commitment to lay a 
foundation for a sustainable future 
strategy. This means that 
aggressive cost controls would be 
necessary to maintain expense 
levels in future years.

CONCLUSION
The company now has a clear plan to 
move ahead of competitors by 
executing a more strategically 
focused approach and 
communicating effectively. 
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Have you completed cost 
projections to identify the 

possible outcomes tied to 
penalties, subsidies and 

funding levels?

Exchange Overview
Contributed by Lisa Carlson, JD, Area Senior Vice President, Compliance Counsel

When it comes to choosing the right approach to healthcare reform compliance, the “exchange” 
concept is gaining much attention. There is confusion regarding different exchange options— there is a 
significant difference between governmental and private exchange offerings. When considering whether 
to use an exchange, it is important to first understand whether you are looking at a governmental or 
private exchange. 

Governmental Exchanges
A governmental exchange is the state or federal government marketplace where an individual or small 
employer can purchase health insurance. An individual may apply for a premium subsidy from the 
government when purchasing coverage from a state or federal exchange, but may not pay premium on 
a pretax basis. A large employer cannot currently purchase coverage from a governmental exchange. As 
of March 2013, 18 states have elected to establish a state-based exchange, seven states have elected 
to participate in a state partnership exchange with the federal government, and 26 states have elected to 
take no action, thus relying on the federally facilitated exchange. In the Midwest, other than the state of 
Minnesota, which is establishing a state-based exchange, states are either creating a state partnership 
exchange (Illinois, Iowa, Michigan) or are relying on a federally facilitated exchange (Wisconsin, Missouri, 
Indiana, Ohio).

Only small employers (50 to 100 employees, depending on the state) may purchase coverage on the 
governmental exchange. If a large employer does not offer health insurance, an individual may purchase 
individual coverage from a governmental exchange and may be entitled to a premium subsidy from 
the government if that individual has a household income equal to or less than 400% of the federal 
poverty level.
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Private Exchanges
A private exchange is a commercial marketplace where an employer can offer health plan choices to its 
employees, generally using a defined contribution approach. Employees are given a multitude of options 
through the private exchange, with systems that will help employees make the most appropriate 
elections. Employers will allocate a certain dollar amount to be used by employees to offset the cost of 
whatever healthcare plan they elect through the exchange. The employee’s cost of coverage can be 
paid on a pretax basis through a cafeteria plan, and employer contributions are deductible to the 
employer. An employee is not eligible for a premium subsidy from the government through a private 
exchange. Private exchange options can be set up on either a self-funded or fully insured basis.

The decision to use a private exchange or to address how employees might access the governmental 
exchange will require employers to review design strategies that are in compliance with healthcare 
reform legislation and regulation. Today’s complex environment requires organizations to work with 
consulting partners that can offer high-level, strategic compliance decision support. Our team of attorneys 
and compliance specialists offer insight and guidance when it comes to selecting the best path forward. 

Employee Engagement Is the Key to Total Rewards
Contributed by Lori Kleiman, SPHR, National Practice Leader, HR Consulting, and Kevie Mikus, SPHR, Area Vice 
President, HR Consulting

Human capital strategy will take on new dimensions in the next 18 months as organizations struggle to 
define their total rewards packages in light of the new requirements established by PPACA. While 
healthcare is always a critical part of the offering to employees, employers must now evaluate how the 
overall total rewards packages will attract, engage and retain their top talent. An organization’s 
Employee Value Proposition (EVP) is a deliberate approach for integrating the monetary and 
nonmonetary return provided to employees in exchange for their time, talents, efforts and results. 

A health insurance program alone will likely not set an organization apart as an employer of choice; total 
compensation, work-life programs and professional development within the context of both the industry 
and geographic region must likewise be examined. Other factors organizations must consider include 
unprecedented challenges of changing workforce demographics, a more competitive business 
environment, tremendous advances in technology and the emergence 
of new business opportunities. 

Employees have greater access to information and job opportunities 
than ever before, and use that information to make decisions about their 
current organization. In 2011, a Towers Watson survey indicated that 
59% of employers had difficulty in attracting critical talent. There has 
never been a time where the case to retain top talent is more important.

Employers of choice stay connected to the needs of their workforce, and 
spend energy ensuring that their workforce strategy is aligned with their 
team. According to a Deloitte survey, employees are most concerned 
about the following:

 �Ability to afford retirement

 �Future of employment security

 �Ability to earn additional rewards

 �Investment performance of retirement plan

 �Affordability of health benefits

An organization’s Employee Value 

Proposition (EVP) is a deliberate 

approach for integrating the monetary 

and nonmonetary return provided to 

employees in exchange for their time, 

talents, efforts and results. 
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This list demonstrates that employees look to their employer to provide a safe and secure environment 
for their current and future financial needs. Once the basic needs are met, employees can focus on 
organizational growth and their personal development.

Connecting your team to the organizational goal is critical to having an engaged team. Employees in the 
21st century want to feel that they are connected to a group, and the work they do has a meaningful 
impact. Employees today consider this an essential part of the total reward strategy. Leaders can 
encourage this engagement with these steps:

 �Know them – Understand your workforce and what motivates them.

 �Grow them – Foster learning and provide meaningful career paths.

 �Inspire them – Cultivate a culture of pride and caring.

 �Involve them – Provide transparent communication and encourage input at all levels.

 �Reward them – Recognize results and optimize the rewards available.

In the challenging economic times of 2013, the same Towers Watson survey tells us that employees are 
still focused on job security and base pay, similar to the Deloitte survey above. Career development and 
promotion opportunity follow closely behind, along with healthcare benefits. 

An organization’s strength in the market will be highly influenced by the vitality of its total rewards 
approach. PPACA is the impetus for forward thinking about your organization’s long-term EVP. Now is 
the time to ensure you have the appropriate strategy ready for your key players to succeed. Don’t let 
your competition get ahead of you. 

2013 Financial Trends: Challenges & Opportunities 
Associated with Healthcare Reform
Contributed by John Edgerton, Area Vice President, Underwriting

While the Supreme Court’s decision to uphold PPACA provided some certainty to employers, there still 
remains much uncertainty around the cost implications of the law. The only real certainty is that, at least 
in the short run, it will probably cost most organizations more money to provide total rewards to their 
employees. In the short run, the law didn’t do anything to reduce the 10% trends that are still seen in 
some markets, and actually added some substantial fees. The Patient-Centered Outcomes Research 
Institute Fee and Transitional Reinsurance Fee will impact all organizations and may add from 1% to 2% 
to the cost of medical programs. Additionally, fully insured medical plans may see additional fees of 1% 
to 3%. These two fees alone could potentially add 5% to some organizations costs in 2014.

2014 may present additional cost challenges on top of the fees. Almost all organizations have a group of 
individuals who are eligible for benefits but have waived coverage, and the organization doesn’t know 
why the coverage was waived. Is it because they are on their spouse’s plan or perhaps they simply can’t 
afford the contributions? Understanding why those employees have not enrolled in the plan should be 
an immediate goal of every organization because there may be significant financial liability. This liability 
exists because the employees may abide by the individual mandate and join the plan, adding significant 
cost to the organization.

There may also be a group of employees who will be newly eligible for coverage. Given the requirement 
that eligibility will be set at 30 work hours per week, defining what percent of newly eligible employees 
will enroll is a key factor in determining the cost impact of this change.
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Begin With The End In Mind
Contributed by Dean J. Clune, AIF, PRP, Area Senior Vice President, Registered Representative

With the demographics of our society changing and healthcare costs continuing to climb, a new 
approach to employee benefits strategy is emerging. Employees view benefits, which include retirement 
plan(s), among the top reasons for taking or keeping a job. Thus, many employers are understandably 
concerned about being able to recruit and retain top talent when faced with the need to control benefit 
costs over the long-term. Employers should begin managing with the end in mind. 

Employers need to develop a benefit strategy that effectively balances both cost containment and 
attractiveness to a targeted workforce. Although we have been talking about the baby boomers for the 
last 20 years, it seems that overnight, vendors, advisors, and plan sponsors realized that 10,000 
Americans will turn 65 every day for the next 18 years. Sadly, this group of Americans, once seen as 
such a positive part of the fabric of the workplace, may quickly be seen as becoming a burden. In 
addition, current personal retirement savings statistics show that the workforce is poorly prepared for 
retirement. Not only is the makeup of the U.S. workforce changing, so are the trends in how employees 
view and use benefits plans. Therefore, what is needed is an effective strategy based on 1) an 
understanding of how a company’s specific workforce demographics affect benefit needs, and 2) how 
to structure benefit programs to best address those needs. 

The challenge for most plan sponsors within the retirement industry is the narrow focus of their financial 
advisor on analysis and monitoring of investments. Plan sponsors have paid for investment advice and 
nothing else for years. Advisors are not commonly trained to understand retirement readiness 
consulting. They may understand the math, but they aren’t necessarily prepared to help a company 

The decisions an employer will 

have to make in 2014 are not easy. 

A bad decision can result in a 

multimillion dollar cost impact.  

It is critical that this analysis be 

done immediately, so that any 

potential changes can be vetted 

and implemented thoughtfully. 

On January 1, 2014, public exchanges will be available to employees. This may cause movement off 
employers’ plans. For some organizations, the migration may appear beneficial as an employer won’t 
have to pay the premium or claims for those individuals. However, if an 
employer’s plan is unaffordable (9.5% of an employee’s W-2 income) 
and an employee goes to the exchange and receives a federal subsidy, 
there will be a $3,000 penalty to the employer for each person who 
receives a subsidy on the exchange. The challenge for an organization 
will be to weigh the potential savings of people leaving their plans for 
exchanges with the associated penalties.

The decisions an employer will have to make in 2014 are not easy. A bad 
decision can result in a multimillion-dollar cost impact. It is critical that 
this analysis be done immediately, so that any potential changes can be 
vetted and implemented thoughtfully. Most best-in-class employers also 
see this as an opportunity to truly evaluate their entire employee value 
proposition. Maybe it makes sense to implement a minimum essential 
benefit plan or increase the employee contribution, allow coverage to be 
unaffordable so some lower income employees can go to the exchange 
and receive a subsidy, but provide some income replacement to the 
remaining employees. There also may be a movement to self-funding to 
avoid some of the taxes on the fully insured business. Creative ways to share risk, like cooperative 
purchasing and captive programs, will be critical to those organizations.

All of these decisions and analysis are much tougher than they were four or five years ago. In order to 
stay competitive in today’s marketplace, it is important to begin the analysis now.
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Employees view benefits, 

which include retirement 

plan(s), among the top reasons 

for taking or keeping a job. 

understand the far-reaching implications of a workforce unprepared to retire. When added to the weight 
of new regulations being piled on employers, retirement readiness often takes a back seat. 

Yet as plan sponsors work with an ever-increasing population of pre-retiree age employees, they begin 
to understand the risks associated with a workforce retiring at the job and not from the job. They feel the 
impact when 70-year-old employees continue to work rather than retire. They feel the impact during 

medical renewals when health insurance companies raise the manual 
portion of their renewal calculation due to the average age of the 
workforce creeping over 50. They feel the impact during workers 
compensation claims review when they see an increase in slip and fall 
claims and worksite deaths in those working past the age of 65.

This is clearly a problem that takes short-term planning with a long-term 
outlook. It starts by working with a retirement plan specialist equipped to 
connect the dots. Gallagher Retirement Services has been consulting for 
years on the principle that there are five simple and equal elements to a 

successful retirement plan: investments, plan governance, plan sponsor services, plan participant 
services, and plan design. All need to have processes, tools, and consulting in order for plan sponsors 
to properly prepare their workforce for retirement. At Gallagher we believe that for our clients, it all starts 
with managing with the end in mind. 

The information being provided is for the informational and educational purposes only. Opinions, views, and all other information 
expressed by information providers (“Information Providers”) represent their own views and not necessarily those of Gallagher 
Benefit Services, Inc., Gallagher Retirement Services, or NFP Securities, Inc. Information provided by Information Providers, even if 
generally applicable, cannot possibly take into account all of the various factors that may affect you, your company or your 
particular situation. For individual situations, you should seek professional advice from your attorney or accountant.

Gallagher Benefit Services, Inc. is a noninvestment firm that provides consulting services to employers regarding employee benefit 
plans. Gallagher Retirement Services is the national retirement plan services and consulting division of Gallagher Benefit Services, 
Inc. Securities offered through NFP Securities, Inc., Member FINRA/SIPC. Investment advisory services and corresponding named 
fiduciary services may also be offered through Gallagher Fiduciary Advisors, LLC, a Registered Investment Adviser. Gallagher 
Fiduciary Advisors, LLC is a single-member, limited-liability company, with Gallagher Benefit Services, Inc. as its single member. 
Not all individuals of Gallagher are registered to offer securities through NFP Securities, Inc. NFP Securities, Inc. is not affiliated 
with Gallagher Benefit Services, Inc., Gallagher Fiduciary Advisors, LLC, or the Gallagher Retirement Services division. Neither 
Gallagher Benefit Services, Inc., the Gallagher Retirement Services division, NFP Securities, Inc., or their affiliates provide 
accounting, legal, or tax advice.

Is your total rewards strategy 
designed to meet the needs of your 

unique workforce demographics?
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Executive Benefits & Total Rewards
Contributed by Jack Fischer, Area Vice President, Executive Benefits Consulting

When it comes to planning for the right mix of executive benefits, it is important to take a total rewards 
approach—assessing how an employee’s individual and corporate planning strategies, retirement 
goals, succession plans, exit strategies, and family/estate needs align. In today’s complex market, 
taking a broad view when it comes to implementing the right executive benefits strategy is increasingly 
important. Here are some key considerations when looking at your executive benefits within the context 
of total rewards:

 �Retention and bonus structure.

 �Rewards for both organizational and personal 
performance.

 �Recruitment—how to best attract and retain 
key performers.

 �Retirement—nonqualified plans are a great 
benefit for highly compensated executives 
(HCE).

 �Avoid earned income gaps.

 �Opportunities to increase and preserve wealth.

 �Accumulate funds for college.

 �Increase retirement income.

 �Reduce risk and tax liability.

 �Maximize estate holdings.

 �Minimize out-of-pocket expenses.

Ultimately, growing and retaining wealth are not conflicting ideas. They are the products of an informed 
total rewards strategy. 

Actuarial Consulting Trends: Assessing Multiemployer 
Plan Risks
Contributed by Doug Anderson, EA, ASA, MAAA, Senior Area Vice President, Actuarial & Retirement Services

With many organizations assessing how and why they offer benefits, multiemployer plan participation is 
becoming increasingly scrutinized. In a time of change and financial uncertainty, many employers are 
weighing the security of the multiemployer plan benefits against the increasing and less predictable costs.

A multiemployer plan is a plan maintained pursuant to a collective bargaining agreement to which more 
than one employer contributes. Most commonly, union employers participate in a defined benefit 
multiemployer plan arrangement to provide retirement benefits to their employees. The plan is 
administered by representatives from both labor and management and usually covers employees 
working in the same trade, but employed by different employers.

A multiemployer plan, at its best, can provide excellent benefit security for employees as it allows for 
movement from employer to employer without benefit interruption. It also provides an administratively 
cost-effective way for an employer to provide a defined benefit.

The cost to the employer to participate in the plan usually appears to be a simple fixed rate (e.g., $0.30 per 
hour worked). However, this impression of having a fixed contribution rate often does not turn out to be the 
case. Multiemployer plans carry risks to the employer that aren’t always initially apparent or effectively 
communicated. These risks have become increasingly apparent over the past decade as more and more 
multiemployer plans are facing funding deficiencies. These deficiencies are subjecting some participating 
employers to contribution rate increases. Many of these employers are questioning the benefit value 
provided for their level of contribution and are assessing their commitment to the multiemployer approach. 

An employer electing to leave a multiemployer plan may be required to pay a withdrawal liability. 
Withdrawal liability calculations are rather complex calculations and difficult for most plan sponsors to 
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understand or predict. This makes the stay or go decision very daunting. An employer must choose 
between higher ongoing contributions, or a high cost to exit the plan. Usually, these two amounts are 
roughly equal in present value. That is, if all assumptions are met, primarily the investment return 
assumption, the employer would be indifferent between the two alternatives.

Our experience providing employers with assistance on this “stay or go” decision often comes down to 
analysis of two significant risk factors:

1. Economic risks – Is it likely that the plan’s investments will meet the assumed rate of return? 
If the employer thinks that the plan’s trustees are using assumptions that are too aggressive, then it 
may be to the employer’s advantage to “lock-in” the withdrawal liability and exit the plan. For 
example, if the plan assumption is based on a 7% investment return, but the participating employer 
does not want to be subject to the risk of failing to achieve this return, then a withdrawal may be 
appropriate. If the participating employer is optimistic that the assumption is achievable, it would be 
to their advantage to stay in the plan.

2. Demographic risks – Is the contributing sponsor base declining? 
When the number or size of participating sponsors declines, it can place a disproportionate share of 
risk on the remaining contributing sponsors. Because many plans have been in place for decades, a 
plan may have many retired participants. A small portion of remaining plan sponsors would share the 
risks to fund a very large plan. This can put a contributing sponsor in a poorly leveraged position. The 
analysis of above risks can be a challenge. However, enough information is available on each 
multiemployer plan to assess trends on liabilities, assets, contributions, and benefit payments. This 
information can help determine whether a plan is relatively healthy, in a death spiral, or somewhere in 
between. For individual participating plan sponsors, the withdrawal liability can usually be obtained 
from the trustees for a reasonable cost. Once a single withdrawal liability is obtained, enough 
information exists to see how that amount may change over time.

Ultimately, when it comes to selecting the right approach to your retirement strategy, working with a 
consulting team that can analyze the potential impact from all angles, including alignment with your total 
rewards strategy is critical.

Voluntary Benefits Increasingly Popular Solution to 
Bridge Benefit Gaps
Contributed by Tim Easterwood, Voluntary Benefit Solutions, a division of Gallagher Benefit Services, Inc.

As health insurance becomes more widely available during the next few years, voluntary benefits will remain 
in demand to help employees strengthen their financial safety nets as they face more risks and costs. With 
its many complexities, PPACA will also contribute to the growing need for effective benefits communication 
and education at the worksite in regards to voluntary benefits. The need for voluntary benefits, coupled 
with effective benefits communication and education, is predicted to be stronger than ever.

Many have surmised that voluntary benefits will be minimally affected in the short-term by PPACA. The 
insurance market reforms in the legislation address comprehensive major medical insurance coverage, but 
not plans considered excepted benefits from the portability, access and renewability requirements of HIPAA.

One of the key factors of PPACA in its current state is the requirement for health insurance companies to 
make their policies available on a guaranteed issue basis. This practice ensures that everyone will have 
the ability to obtain health insurance, even with a preexisting medical condition. Voluntary benefits such 
as disability insurance, cancer coverage, accident coverage and life insurance are considered excepted 
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Voluntary coverage will become 

more important as consumers look 

to bridge the gap between what 

their medical insurance plans 

provide and the actual cost of care.

Outsourcing Can Be Smart in This Complicated Market
Contributed by Mike Davis, Director of Operations

Let’s say you have 500 plus employees with multiple plans and/or carriers. As such, you know there are 
always eligibility changes to process, employee questions to answer, bills to reconcile and new 
employee orientation materials to prepare—not to mention open enrollment. Now, recent requirements 
and upcoming PPACA provisions such as the Uniform Summary of Benefits & Coverage, Form W-2 
reporting, automatic enrollment and individual mandates will add more to these administrative tasks. 
This leads to the somewhat obvious question: is it becoming increasingly more difficult to plan and 
comply with market reforms while also handling the day-to-day administration of your benefit plans?

As we look out toward 2014, the complexity of employee benefits will continue to evolve rapidly and add 
more pressures to already stretched human resource and benefit staffs. This surge will be attributed to 
increased state and federal regulations and requirements, such as PPACA, while employers strive to 
remain competitive, and attract and retain key talent. Managing these activities is key to your 
organization’s bottom line.

Outsourcing your benefits administration will enable you to perform day-to-day administrative tasks so 
you can focus more on big-picture priorities that fuel business growth. A recent study of HR and benefit 
decision makers found that 45% of midsize and 54% of large employers believe that the pressures of 
regulatory changes will drive them to outsource some or all of their benefits administration.1 

Consistently, large employers have recognized that outsourcing benefit services is more cost-efficient and 
effective than had the businesses continued to perform the outsourced services internally. A successful 

benefits under HIPAA and do not fall under this mandate. Other 
exceptions related to voluntary benefits in regards to PPACA include:

 �Voluntary coverage won’t be offered through insurance exchanges (it 
will continue to be available through the worksite).

 �Coverage mandates don’t apply to voluntary benefits; therefore, tax 
penalties will not apply.

 �Voluntary benefits are exempted from market reforms, such as 
allowing children to stay on their parent’s health insurance plans until 
they reach age 26.

 �Voluntary benefits are exempt from the Excise Tax. This tax will apply to 
“high cost” employer-sponsored health plans. 

Voluntary coverage will become more important as consumers look to bridge the gap between what 
their medical insurance plans provide and the actual cost of care. Gap plans will grow with the adoption 
of high-deductible health plans and as more Americans choose higher deductibles as health insurance 
costs increase. Accident, hospital indemnity, and critical illness coverage is predicted to gain 
momentum as more employers shift to voluntary benefits and away from “core” benefits. However, the 
potential downside for voluntary insurance carriers is the risk that cost awareness of healthcare plans 
may make consumers more averse to making additional insurance protection purchases. In many 
instances, consumers who are provided healthcare through their employer today may not be fully aware 
of the “true” cost of medical insurance. 

There is still much to be determined when it comes to PPACA and its impact on employer-sponsored 
benefits. However, signs point to significant opportunity for voluntary benefits growth in 2014 and beyond.
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Well-being Key to Effective Total Rewards Strategy & 
Enhanced Employee Engagement
Contributed by Ali Payne, M.S., Area Vice President, North Central Region Practice Leader, Wellness Consulting

Wellness continues to be an integral piece of the total rewards puzzle. Many high-performing 
organizations are moving away from singular wellness initiatives and instead taking a comprehensive 
approach based on addressing the five key elements of well-being. This approach is helping better 
address goals such as employee engagement and productivity. 

Competitive organizations are looking beyond physical well-being and are instead designing a strategy 
taking into account how elements of well-being integrate with a company’s unique workforce 
demographics. By integrating the categories listed in the following chart, organizations are realizing 
dramatically lower healthcare costs in the process. 

benefit outsourcing engagement is predicated upon an outsourcing partner staying abreast of complex 
regulatory changes, their impact on employer processes, recognizing compliance risk, understanding 
benefit changes and underlying funds, such as HRAs and HSAs, streamlining work for quick deployment 
of deliverables and a knowledge base spread over a team of committed account managers. 

A typical scope of benefit outsourcing services includes:

Enrollment & Eligibility Management

 �New hire and ongoing eligibility/enrollment processing.

 �COBRA and FSA administration.

Comprehensive HRIS Services

 �24/7 employee self-service with access to plan documents and important forms.

 �Manager self-service.

 �Applicant tracking.

 �Connectivity to payroll and data feeds to carriers/TPAs.

Benefits & Advocacy Center

 �Dedicated toll-free number and email for benefits questions.

 �Provide advocacy for HR/benefits staff and employees to resolve issues.

Vendor Invoicing/Billing/Management

 �Generate and reconcile vendor invoices so all you need to do is make payment.

Employee Communication 

 �Distribution of new hire and open enrollment information.

 �Generation of open enrollment confirmation statements.

You should seek an outsourcing partner who becomes an extension of your team and helps you to 
succeed. With such an engagement, your partner will redistribute your priorities such that your human 
resource and benefit staff will be able to focus on more strategic priorities. 

1 ADP HR/Benefits Survey, December 2011
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In a 2012 survey conducted by Gallagher Benefit Services, the top five outcomes being achieved by 
wellness programs include:

1. Creating an environment that supports 
healthy behaviors

2. Improving employee health and well-being

3. Increasing employee morale

4. Reducing lifestyle health risks

5. Lowering premium costs

In order to reach these wellness goals, organizations are trying a variety of 
different tactics. However, the most successful organizations start by asking:

 �What are the key workforce demographics?
 �Do communication strategies align with workforce needs?
 �What do claims analysis reports say about consumerism?
 �What well-being initiatives would be most impactful to top talent?
 �What do employees really want? 

Vendor Summits are gaining in popularity as organizations strive to take 
a more collaborative approach to integrating wellness within the greater 
benefits strategy. The process brings together all of the vendors providing 
service to an organization and:

 �Enables all parties vested in the success of 
your benefit programs to fully understand 
organizational direction and objectives

 �Creates open lines of communications 
between vendors where there may be 
unexpressed or unused opportunities 

As employers prepare to react to PPACA, employers are realizing that “bending the healthcare trend” 
involves the right alignment of well-being, health and welfare, compensation and other benefit 
components. They are also realizing that general awareness is less of an issue, but rather the focus 
should be on creating targeted programs that meet an employer’s specific workforce composition. 

The best opportunity to impact engagement is to make it relevant and personal. A great way to start the 
fact-finding process is to conduct a well-being analysis, including an employee survey, workplace 
cultural assessment, and workforce evaluation. From there, you can work with your benefits consulting 
team to create a comprehensive, collaborative solution.

Vendor Summits are gaining in 

popularity as organizations strive 

to take a more collaborative 

approach to integrating wellness 

within the greater benefits strategy. 



Q
:\2

01
3\

G
B

S
\S

ta
te

 o
f t

he
 M

ar
ke

t\S
O

TM
_2

01
3B

.in
dd

Corporate Headquarters 
Two Pierce Place | Itasca, IL 60143 
630.773.3800 
www.gallagherbenefits.com

Does your benefit strategy align with your organization’s 
culture, vision, and mission?

Are your employees engaged?

How would you describe your organization’s value 
proposition?

How do your benefits help your organization attract and 
retain top talent?

Do you know what your employees need and want out 
of their benefit program?

Discover the value of working with Gallagher.

About Gallagher Benefit Services, Inc. 
Gallagher Benefit Services, Inc., a subsidiary of Arthur J. 
Gallagher & Co. (NYSE: AJG), is one of the leading employee 
benefits brokers and consultants in the U.S. It delivers a full range of 
employee benefits services, including benefits strategy, plan design 
and management, financial planning, actuarial, data analysis and 
benchmarking, retirement brokerage and consulting, and human 
resource services. To learn more, visit www.gallagherbenefits.com.

Our mission and shared values
 �To build the best benefit service practice with brokers 
and consultants who understand the value of building 
relationships, trust and inspiring confidence from our clients.

 �To provide superior, cost-effective benefit products and services 
that meet the ever changing needs of our current and prospective 
clients, while continuing to strive for the highest professional 
excellence in the delivery of those products and services.

 �To measurably help our clients manage and grow their business 
through our expertise and counsel in benefit services.

Gallagher Retirement Services is the national retirement plan services and consulting division of Gallagher Benefit Services, Inc. Securities offered through 
NFP Securities, Inc., Member FINRA/SIPC. Investment advisory services and corresponding named fiduciary services may also be offered through Gallagher 
Investment Consulting, LLC, a Registered Investment Adviser. Gallagher Investment Consulting, LLC is a single member, limited liability company, with Gallagher 
Benefit Services, Inc. as its single member. Not all individuals of Gallagher are registered to offer securities through NFP Securities, Inc. NFP Securities, Inc. is 
not affiliated with Gallagher Benefit Services, Inc., Gallagher Investment Consulting, LLC, or the Gallagher Retirement Services division. Neither Gallagher 
Benefit Services, Inc., the Gallagher Retirement Services division, NFP Securities, Inc., or their affiliates provide accounting, legal, or tax advice.

All information is provided for informational and educational purposes only and is not intended to provide legal, investment, tax or accounting advice and 
should not be relied upon in that regard. Your financial and tax situation may be unique and therefore you should independently consult your attorney and 
accountant regarding any legal and tax implications.
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