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In December 2004, Congress passed the Veterans Benefits 
Improvement Act of 2004. One element of this Act increases the 
period for which an employee called to active duty may continue 
health coverage under the employer’s plan from 18 months to 24 
months. This coverage is similar to COBRA, in that the employer 
may charge 102% of the premium (under USERRA, however, 
the employer may, for the first month, only charge 100% of the 
active employee rate). This extension applies only to elections for 
USERRA coverage made on or after December 10, 2004, so it will 
not affect the plan’s duties to employees who departed for active 
duty prior to that date.

This change makes USERRA coverage more favorable than 
COBRA because COBRA coverage would end after just 18 
months. Note also that summary plan descriptions that currently 
reflect an 18-month USERRA coverage period should be amend-
ed to reflect the new 24-month coverage period. 

In addition, employers must also provide employees with 
a notice of their rights and duties under USERRA. The Labor 
Department is preparing a model notice that will be issued by 
March 2005. An employer should post this notice where it cus-
tomarily posts other employee-related notices

Group long-term disability (LTD) coverage represents a valu-
able benefit offering for employees. However, for high-wage earn-
ers, there is a danger that the group LTD plan will not replace an 
adequate percentage of an employee’s compensation. Disability 
buy-up coverage can supplement the group LTD plan and pro-
vide executives and other high-wage earners with a more secure 
income replacement level.

A group LTD plan sets limits on the percentage of an 
employee’s pre-disability income it replaces, typically 60%-70%. 
Additionally, a group LTD plan will specify a monthly maximum 
benefit. This monthly benefit cap will vary depending on the 
terms of the policy, but frequently is as low as $5,000 a month. 
It doesn’t take an extraordinarily high income for this kind of 
cap to limit the disability benefit to below the plan’s desired 
income replacement level: Once an employee’s earnings exceed 
$100,000 annually, the disability benefit would fall short of the 
60% replacement level.

Senior-level managers and executives with higher incomes 
will have even less protection. Even with a higher monthly ben-
efit cap, such as $10,000 a month, many of these employees 
are likely to see their disability benefits fail to adequately protect 
them. Consider the executive who earns $250,000 annually. A 
$10,000 monthly cap on benefits—while more generous than 
many group LTD policies provide—would result in this executive 
having less than half (48%) of his/her income protected in the 
event of a disability.
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THE OSHA LOG ADVANTAGE AT TOBIAS.  YES, CLIENTS WHO PURCHASE A WORKERS COMPENSATION 
PLAN DESIGNED BY TOBIAS, AUTOMATICALLY QUALIFY FOR INTERNET BASED OSHA LOGS FOR EVERY 
LOCATION.
JOIN THE MANY CLIENTS ALREADY UTILIZING INTERNET CLAIMS ENTRY,  LOOKUP AND RECEIVE THE 
BONUS OF INTERNET BASED OSHA LOGS.
CALL US FOR AN OVERVIEW.



“Information contained in this newsletter about product offerings, services, or benefits is illustrative and general in description, and is not intended to be relied on as complete information. While every attempt is made to 
ensure the accuracy of the information provided, we do not warranty the accuracy of the information. Therefore, information should be relied upon only when coordinated with professional tax and legal advice.”

Though the percentage of the U.S. population who smokes 
cigarettes has declined substantially since the early 1960s, about 
one-quarter of American adults continue to smoke.  According 
to figures from the Centers for Disease Control and Prevention 
(CDC), in 2002, just over 22 percent of U.S. adults age 18 and 
older smoked cigarettes.

The potential hazards of smoking are well publicized.  
Cigarette smoking is the leading cause of preventable death in 
the U.S., responsible for one in five deaths, according to the CDC.  
Smoking is linked to a number of diseases that may lead to pre-
mature death or disability:  various types of cancer, cardiovascu-
lar disease, emphysema and chronic bronchitis, low-birth weight 
babies, and addiction.  Additionally, cigarette smokers expose 
those around them to the hazards of secondhand smoke.

In certain workplaces, the combination of smoking and expo-
sure to certain substances can exacerbate the risk.  Cigarette 
smoking can transform existing chemicals found in certain work-
places into harmful ones, increase exposure to toxic chemicals, 
and add to the biological effects of other chemicals, according to 
a Surgeon General report cited by the CDC.

As well as the human cost of early death and disease, ciga-
rette smoking carries with it an economic cost, felt not only by 
the smokers themselves but by their employers, too.  Cigarette 
smoking is associated with increased absenteeism:  ASH (Action 
on Smoking and Health, a national antismoking organization) 
cites data that, on average, smokers are absent 50 percent more 
often than nonsmokers.  Smokers generate higher health and life 
insurance costs and claims.  According to the CDC, other factors 

associated with smoking that contribute to increased costs for 
employers include workers’ compensation payments and awards; 
increased incidence of accidents, fires, and property damage (plus 
higher insurance costs); and increased cleaning and maintenance 
costs.  The Employers’ Smoking Cessation Guide, published 
by PACT (a consortium of 
smoking cessation therapy 
professionals) also cites 
liability costs associated 
with exposure to tobacco 
smoke and penalties for 
noncompliance with any 
applicable community or 
state ordinances.

Given the costs associ-
ated with cigarette smok-
ing, many employers have 
taken steps to eliminate or 
discourage smoking in the 
workplace, through imple-
mentation of workplace 
smoking policies or incen-
tives for smokers to quit.  
For example, PACT reports 
that 50 percent of employ-
ees work in facilities where smoking is prohibited in their work 
areas or shared workspaces, and 80 percent work for companies 
that have some type of smoking policy.

Incentives for smokers to quit can take many forms, includ-
ing health plan designs that cover smoking cessation programs 
and workplace wellness initiatives that target smokers.  What 
types of workplace programs are most effective?  A study cited 
in Medical News Today reported that health insurance that pays 
the full cost of smoking cessation treatments can increase quit-
ting rates, compared with benefit plans that cover only part of 
the cost or provide no smoking cessation benefit at all.  Smokers 
who received full benefits for a smoking cessation program were 
one-and-one-half times more likely to successfully quit, and also 
one-and-one-half times more likely to try to quit.

The cited study was from the Cochrane Collaboration, an organi-
zation that evaluates medical research.  A previous review from that 
organization (which also sought to determine the effect of workplace 
interventions on smoking cessation) concluded that interventions 
directed toward individual smokers, such as advice from a physi-
cian, individual/group counseling, and nicotine-replacement thera-
pies, were effective in increasing the likelihood of quitting smoking.  
The authors found conflicting evidence as to whether workplace 
smoking policies increased overall quitting rates, though they did 
decrease the prevalence of smoking during the working day.

The CDC has published a booklet, Making Your Workplace Smokefree 
— A Decision Maker’s Guide, that provides suggestions for employers 
that are considering implementing policies for smoking or incentives 
for smokers to quit.  The booklet is available on the agency’s web site, 
at www.cdc.gov/tobacco/research_data/environmental/etsguide.htm.

Employees Who Smoke Add to Their Employer’s Cost of Doing Business



Though medical cost increases have slowed somewhat (aver-
aging 7.5% in 2004, down from double-digit increases in the 
preceding three years, according to a survey from Mercer Human 
Resources Consulting), this rate of increase is enough to cause 
an employer to question whether it’s getting its money’s worth 
out of its current health plan. This worry, along with the desire to 
secure quality coverage for employees, can prompt an employer 
to consider shopping around for a new health plan, or new health 
plan carrier.

An initial question to ask is how the current health plan is per-
forming. Have employees voiced concerns or complaints about 
the plan’s provider network or coverage provisions? What type of 
feedback have employees provided about the carrier’s customer 
service and promptness and accuracy of claims payment? How 
have premium costs increased, compared with the expectations 
you had when first contracting with the carrier?

Another consideration is whether the plan’s design and fea-
tures fit your long-term benefits strategies. For example, if you 
are considering moving toward a consumer-directed approach 
to health care, does the plan design support this? Does the car-
rier offer high deductible health plan (HDHP) and Health Savings 
Account (HSA) products, along with health education and deci-
sion-making support tools?

If the answers to these questions indicate that a search for 
a new plan or carrier should be undertaken, research is key to 
finding the right replacement. Among the issues to consider in 
evaluating options include the following—

• the quality and range of the provider network, including 
access to specialists and the discounts applied for network 
use;

• the presence of disease management programs for chronic 

conditions and case management programs for catastrophic 
illnesses and events, both of which can have a huge impact 
on a plan’s claims costs;

• the plan’s premium cost relative to its co-payment/co-insur-
ance/deductible levels, and how these fit with your goals for 
balancing the company’s and employees’ financial contribu-
tions to coverage;

• whether the plan has sought and received accreditation 
from any of the national health plan accreditation organiza-
tions (e.g., URAC and the National Committee for Quality 
Assurance);

• the carrier’s financial strength, record of complaints, and 
presence in your company’s market segment (e.g., small 
employer market, association/nonprofit market);

• the carrier’s reputation for customer service;

• the carrier’s use of technology for employee self-service (e.g., 
can employees check on the status of claims or find informa-
tion about plan provisions on their own? can they readily 
locate up-to-date provider lists?);

• the extent to which the carrier uses technology to simplify any 
employer administrative tasks, and to enable the employer to 
identify and understand utilization patterns and cost-drivers; 
and

• the carrier’s loss ratio, fees charged for administration, and 
fee guarantees.

As your broker we can help you organize, prioritize, and evalu-
ate the information that is critical to making the best choice for 
your company. The large investment that most companies, and 
employees, make for health care, and the importance of quality 
results, makes a careful search worthwhile.

Considering Changing Health Plans? Start by Evaluating Current Plan

Furthermore, depending on the terms of the group LTD 
plan, variable compensation—which can make-up a signifi-
cant portion of an executive’s pay—may be excluded from the 
policy’s definition of compensation, making the executive even 
more underinsured.

Disability buy-up can fill this gap. Essentially, disability buy-
up layers individual disability insurance on top of the group 
LTD plan for high-wage earners. Premiums for this additional 
coverage can be employer- or employee-paid. How the premi-
ums are paid will affect the taxability of any benefits. Given 
this, and cost considerations the employer may have, the 
employer’s tax advisor should be consulted to discuss the most 
effective way to pay premiums.

The features of disability buy-up can vary depending on 
the carrier and on the particular coverage that has been nego-
tiated. For example: Which employees will be eligible for the 
coverage? To what extent will the buy-up coverage be subject 
to underwriting? How much buy-up coverage will employees 
be able to apply for? Disability buy-up usually will be portable 
for covered employees, and additional plan riders may be avail-
able (such as for cost-of-living adjustment).

Adding disability buy-up coverage can also open opportu-
nities for design flexibility and cost savings on the underlying 
group LTD plan. For example, the employer could consider 
reducing the maximum benefit cap under the group LTD plan, 
if a lower cap would provide adequate income replacement lev-
els for most employees, and still be confident that the supple-
mental coverage answers the needs of higher-wage earners.

Since disability buy-up is targeted for high-wage earners, 
adding it makes particular sense in companies with many 
employees at substantial income levels, for instance, high-tech 
firms, consulting houses, law firms, engineering businesses, 
accounting firms, and other professional services firms.

Disability buy-up can offer advantages to both a business 
and its high-level employees. Offering the coverage can posi-
tively impact employee satisfaction and retention issues, and 
can increase design flexibility and cost savings potential in 
the group LTD plan. Disability buy-up is a benefit that can be 
a valuable—and affordable—addition to a company’s benefit 
package.
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Benefit Insights

Small businesses in the United States compromise the major 
portion of our nation’s employment picture.  Many of these are 
small family businesses with no formal pension plan set up for 
the retirement of long-term employees.

While it may seem that the easiest 
thing to do would be to just simply keep an 
employee on the books after their retire-
ment, sending a monthly stipend, the fact 
is that in doing so you may be running 
afoul of federal regulations.  Why?

The government, in its wisdom, has 
decided that lower level employees must 
be protected by a system of protected fund-
ing, a method of vesting, and complicated 
reporting laws.  This can become a costly 
plan to implement, in some cases prohibi-
tively costly for the small business owner.

Paying an employee a pension in this 
manner requires that money be put aside 
in a trust.  Failure to do so opens the door 
for the authorities to levy fines and inter-
est charges against the owner.  In addi-
tion, should you establish a pattern of 
payments, and later cease the payments, 
the employee may have grounds for legal 
action against you.

So how do you reward that loyal employee that has been with 
you through thick and thin?  There are a few options.

First of all, you could pay out a large payment all at once 
and allow the employee to make his own decisions about what 
to do with the money.  The drawback to this approach is that it 
relies on the employee being financially astute enough to make 

solid decisions.  Should the employee lose 
the money in bad investments or carefree 
spending, you’re right back where you 
started.

An alternative may be the use of an 
annuity purchase on the employee’s behalf. 
This method offers several advantages. 
Because the annuity is awarded in the form 
of a bonus, it may be selectively applied to 
only key employees, avoiding the adminis-
trative problems of a qualified retirement 
plan.

Additionally, the employer has the flex-
ibility of purchasing a single lump sum 
annuity, or a series of annuities over the 
course of several years, avoiding large 
distributions that may result in a higher 
tax burden, and using a form of dollar 
cost averaging to smooth out the effects of 
changing market conditions.

Finally, this method allows the employ-
er to choose the timing and the amount of the annuity bonus, or 
even forego the purchase, should business conditions, or other 
factors not warrant its use.

Rewarding the Loyal Employee with Annuities
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