Disabling premiums

Sponsors offering short term disability plans
have, until recently, enjoyed hefty Ul savings.
Ottawa’s change of heart has prompted many
to explore other, less painful, alternatives

fits, short term disability pro-

grams hold an allure to both
recipient and sponsor. To the former
they represent security, while the lat-
ter perceives them as—at the very
least—a relatively inexpensive means
of rounding out a benefits package.
But since the early-1970s the cost of
privately insured short term disabil-
ity plans has been under growing
pressure from a most unlikely
source—the Unemployment Insur-
ance Commission (UIC).

For years, the sponsors of these ar-
rangements have been allowed by the
UIC to pay a reduced premium.
While in 1973 this reduction was
28.6 per cent of the employer's pre-
mium, it has gradually diminished to
its current level of 10.9 per cent.
(This decline is detailed in Table 1.)

Largely unnoticed over the years,
it is only recently that this costly
practice has come under fire. For ex-
ample, The Forget Commission of
Inquiry on Unemployment Insurance
suggested in its report that “the
methodology of premium reduction
should be reviewed to determine
whether, in fact, it sufficiently com-

Liiu: virtually all employee bene-

pensates employers.” In its written®

brief to the Commission, the Cana-
dian Chamber of Commerce was
more direct: “"We recommend that
there be greater differentiation in
premiums between employers who
provide sickness insurance and those
who do not.”

In the past—when savings were at
the 28.6 per cent level—it paid em-
ployers to establish privately insured
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costs were offsel by reduced Ul pre-
miums. Furthermore, these privale
arrangements tended to provide supe-
rior benefits and more efficient ser-
vice than was available through the
Ul program.

The government’s annual an-
nouncement 10 the business commu-

nity of the Ul contribution rate for
the coming 12 months has become a
painful ritual. In theory, the new tar-
ifT is supposed 1o be a function of the
program’s experience over the pre-
vious year, but a growing number of
observers believe the changing factor
simply reflects government's need for
additional revenues. It is much casier
to make such internal administrative

short term disability plans. After all, ' ;
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ter a two-

. e vale pro-
grams can be structured so as to
avoid this delay. Benefits under these
plans are usually paid from the first
day of an accident and the cighth day
of a sickness.
#The UIC pays a bencfit of 60 per
cent of weekly salary to a maximum
of $8318. A private plan can pay a
higher percentage 1o 2 more generous
maximum.
® The maximum number of weeks
payable under Ul is 15, With private
arrangements this can be extended to
26 or 52 to better suit the sponsor's
needs.
® While UIC benefits are always tax-
able, private plans ¢an be structured
to make nontaxable payments.
® The UIC provides a maximum of
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pros and cons of
Ul vs. other plans

15 weeks per disability. This means
that someonc who suffers a sccond
disability immediately following the
resolution of a ¢laim, would only be
able to collect benefits for what is left
of the 15-week allotment. A private
plan would pay 15 weeks for cach dis-
ability.

® Those who are new o the work
force, and have not contributed to Ul
for the required minimum number of
weeks, would not be eligible for bene-
fits in the event of sickness or an acci-
dent. With a private plan, these indi-
viduals would be eligible for the full
benefit.
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the Ul program, however, cosls are
pooled throughout Canada, The ex-
pericnce-ratings of individual firms
arc not considered.

Even a bricl survey of a list like
this reveals that a great deal has o be
considered in the cost-cffective de-
livery of short term disability bene-
fits. Regardless of whether a sponsor
plans on adopting a new delivery sys-
tem because of the changing cco-
nomic environment, it is only prudent
to be well-versed in the many in-
fluences at work in this arca. After
all, is there any other way of ensuring
that employees are adequately cov-
ered while the short term disability
program meets corporate needs? <%

Simon Sabat is a principal with The
Consulting House in Toronio,



