IS It

It's quite surprising the number of plan sponsors thac
still provide employees with some form of a privately
insured short-term disability (STD) benefit when the fed-
eral government offers a comparable program in the form
of the Employment Insurance (El) program for sickness
and diﬂhilil‘r. D‘l‘ﬁlﬂ.iﬂti&n.i foot a considerable amount
of the bill for this government benefit, and they are also
contributing to a large El surplus,

The miniscule rate reductions for the EI program over
the last couple of years do not change the fact that the El
fund’s surplus is increasing at a high rate. The surplus has
been increasing by $6 billion to $7 billion dollars for the
last few years and it's now estimared to be in excess of
$35.9 billion (as of March 31, 2001).

The bulging surplus is built on employers’ hard-earned
money in the form of El contributions. To make marters
worse, organizations cannot opt out of the El program.
Given the premiums employers pay for their private STD
programs and the increasing use of this benefit, it only

makes sense to question whether it is prudent for organi- |

zations to offer a private STD benefir today.

El benefits are a form of worker protection which
originated in the 19305 and carly 19405 to help offser
the high levels of unemployment. The benefit was
intended to run as a stand-alone insurance plan with no
surpluses or deficits.

Ower the past 60 years, the plan has evolved to reflect |

society’s changing needs. According to the latest Employ-
ment Insurance Act (1996), EI pays an individual who is
out of work for either of two reasons: lack of work and
being disabled due 10 an accident or sickness. At-work
accidents and sickness are covered by the Workplace Safe-
ty & Insurance Board.

Under the accident and sickness disability portion of
the program—the portion which acts as an STD bene-
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Organizations make a
significant investment in
Canada’s employment
INSUrance program,
which has a benefit that
covers disability. Given
this, it's time to reassess
plan sponsors’ short-term
disability strategies.

to a maximum of $413 per week. Payments begin after
two weeks and continue until the individual recovers for a
maximum of 15 weeks. The program allows employers
who choose to opt out of this government program to
feceive a com benefit on 2 private basis.

Private plans—many of which are paid for and admin-
istered by employers—rake on liability for accident and
sickness disabilities and save Ottawa money. It only
makes sense that employers that assume this role should
be allowed to pay a lower El premium, otherwise there is
less incentive to offer this rype of insurance to workers.

Each year in December, Otawa notifies employers of
the new El rates for organizations and their employees for
the ensuing year. Employers are required to pay 1.4 time
the amount an employee pays unless the organization has
been permitted to opt out of the program. An employer
who is allowed to opt out would have to pay 1.27 times
what an employee contributes towards the fund. This
translates into a2 9.2% savings.

Unul 1993, the El fund was in a deficit position pay-

fit—an employec is cligible for 55% of his or her pay up | ing more than it was accumulating in premiums. The



Dwindling El savings
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lulhhwng yedr marked 4 winaiound. o 1994, the fund
g:nrr:ttd its firse :.urplu.i—ﬁl.:!ﬂ billion. This was a
direct result of three government actions: continuous
premium increases; a reduction in the credic {or savings)
given to employers who opted our of the program and
provided their own accident and sickness disability pro-
gram; and the tightening of eligibility rulex.

In seven short years this surplus reached $35.9 billion.
The EI premium has jumped from $2.25 per $100 of
insurable carnings in 1973 1o 33.15 woday—marking a
1 25% increase over the past 28 years. During the same
period, the savings that the government passed on o
employers for providing their own privately insred STD
benefic dropped from 28.6% o 9.2% of the premium.
This 67.8% reduction in savings has put a lot more
moncy in the El caffers. Reductions in the credic o
employers were based on the government’s need for more
funds rather than on acruarial calculations,

Scvere cutbacks in the El benefit began in 1993,
Ihey included refusing wo provide benelits for those
whao quit their jobs or who were fired for misconduct,
along with reducing the benefi level to 55% from 60%.
These cutbacks helped lay the foundation for surplus
accumulation.

Given the new El reality and employers” inability o
drop out of paying El premiums, what can an organi-
zation do to stop any further contribution 1o the
$35.9-billion surplus? There are several options which

[y [y a0 | must be wighl:d carefully to ensure corporate objec-
S0t Dt s By 100 11 ooy 1 Cmm tives are met.
History of El surplus and deficits
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Foi soimie cmiployerns, lewung Bl whe e of anpluyoes
STD claims may be the simplest and most cost effective
solution. This option must be considered carcfully
though, 1o ensure that it does not breach any collective
bargaining agreements.

To help ease the exit from providing ST programs,
Cheawa allows employers wo set up supplementary disabil-
ity programs on a self-insured basis. These plans—known
as Supplementary Unemployment Benefies (SUB)—allow
an employer to pay the first two weeks of disability, which
are not covered under the El program. They also allow an
employer 1o wop up the 55% the El program pays up w
95% of carnings. SUB programs can be used by any orga-
nization that wants to give employees more adequate pro-
tection than the El plan provides.

For others who enjoy an execllent disability claims his-
tory, the right move may be to leave STD privatcly
insured as long as the cost of this private insurance is less
than the savings available from El. Unfortunately, these
instances may be few and far between roday.

Employers need o assess all the pros and cons of pro-
viding STD bencfits to employces as opposed 1o having
workers rely on the EI plan. A $413 maximum weckly
benefit does not begin ve meet an executive’s needs. A pni-
vate disability program will provide far bewer service than

LY EACTEICT pugianth, i El I:H,::u..'l'lu aig Always tas
able while a private plan may not be.

Another considerable drawback of the EI plan is thar
pays the maximum 15-weck sickness benefiv once only,
Benefits are not available for a second unrelated disabiliey. A
privare plan would pay the sume number of weeks tor each
disability. [n addition, a new entrant w0 the worklorce may
not be eligible for the full 15 weeks as he or she must work
a minimum of 910 hours o receive the benefit. Under a
private plan, the full benefic is available immediately.

Under the El program, the rate is ser by the govern.
ment based on Canada-wide statistics, whereas a private
plan’s cost will largely reflect an ongantzation’s claims expe-
rience. This may or may not be an advantage o employ-
ers, depending on the volume of daims incurred.

Owerall, 1:m|:|-h‘:}-'r_'rj necd o evaluate cheir t,'n1|}|t:}'q,*:,':..
needs as well as cheir organizational goals and challenges in
the context of the STD program. Then they can decide
whether a plan sponsor benefit is still worth the value that
the organization invests in it, to both the employer and plan
members. IF not, an appropriate exit straregy is necessary (o
maintain a good employee/employer relationship. BC
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