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Historical Perspective: Dependent Enroliment

Empl oyers have used the nhonor
War Il when group health insurance was introduced

Employees have been allowed to add dependents to
company benefit plans without proof of relationship or
substantiation

Number of ineligible dependents is consistent across
Industry, geography, and employer size

Few employers have sufficient controls to prevent
Ineligible dependents at date of hire, upon a life event
change or during OE

Today, HR resources are limited and collection of proof
extremely resource intensive
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Economic Forces Driving Cost Control Alternatives

Reduced tax revenues for public employers and a 50%
drop in profitability for private companies requires
attention to spend and aggressive intervention

National economic and political environment is driving
financial challenges

Health care cost projected to rise 7% to 11% in 2009
without significant intervention*

*Aon trend survey 2008
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What is an Ineligible Dependent?

Anyone who does not meet the definition of an eligible
dependent as clearly defined I

A dependent who never met the definition or, at some
point, met the definition and now no longer does
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Why do Employers Have Ineligible Dependents?

Changes in internal eligibility processes that do not
Incorporate and allow for tracking of dependent
eligibility

Ambiguous dependent eligibility plan definitions and

Inconsistent tracking between the company and health
plan carriers

Poor employee understanding of eligibility requirements
Acquisitions and divestitures

Shortage of HR resources to effectively monitor internal
process around all dependent enrolilment opportunities
In health plans
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Why do Employers Have Ineligible Dependents?

Examples:
Divorced spouses

Grandchildren or other extended family dependents
under no legal guardianship

Unmarried partners with no recognized relationship
under the plan

Married children

Children not residing with the participant in a
parent/child relationship

Children of domestic partners with no legal relationship
Over-age dependents (not disabled or full-time students)
Step-children following divorce of the biological parent
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Why Conduct a Dependent Eligibility Audit?

Impact Area Key Insights

AOn average, 5% to 10% of dependen
Reductioniin health plan are ineligible for benefits

dependents A80% children and 20% spouses/domestic partners

AThe average cost for a dependent covered by a health plan is
approximately $3,400 per person, with the average annual family
cost of $13,476

AROI average can range from 10:1 to 25:1 and higher

Managing

healthCarecosts

AEmployers have a fiduciary duty to monitor plan operations and
Eiduciany to ensure that plan funds are only authorized for those
responsipIlities employees who are eligible for coverage by the health plans

AERISA and Sarbanes-Oxley requirements
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Why Conduct a Dependent Eligibility Audit?

ERISA Compliance
The NExclusive Benefito Ru

ERISA mandates that plan sponsors

Nmanage plans for thef|excl:
partici pants an-dGectomnefji ci ar
401(a)(2).

Source: Department of Labor Compliance Guide
http://www.dol.gov/compliance/guide/erisa.htm
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Why Conduct a Dependent Eligibility Audit?

ERISA Fiduciary Liability

ERISA section 404(a)(1)(A) provides, in part, that:

NA fiduciary shall discharge nh
solely in the interest of the participants and their

beneficiaries and (A) for the exclusive purpose of

(1) providing benefits to participants and their

beneficiaries; and (ii) defraying reasonable
expenses of administering the

Source: Department of Labor Compliance Guide
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Why Conduct a Dependent Eligibility Audit?

Sarbanes-Oxley Compliance

Implications for financial controls
and anti-fraud provisions under

Sarbanes- Oxley.

Source: Sarbanes-Oxley Compliance Guidelines
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Why Conduct a Dependent Eligibility Audit?

Business Proposition
Contribution to Plan Management Strategy

Immediately contributes to the management of
healthcare costs and risk compliance in a manner that is
comprehensive, business-oriented and innovative

Produces results which are easily measured and
generate an exceptional ROI

Compliments existing and future strategies to contain
healthcare costs

Provides guaranteed savings throughout the benefit cost
structure of medical, prescription drug, dental and vision
plans
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Dependent Audit Delivery Models

DOCUMENT MODEL

AFFIDAVIT MODEL

Approach is extremely effective and
requires documentation from employees

Approach is effective and
easily administered

Requires 12 to 16 weeks to complete the
outreach campaign

Requires 10 to 12 weeks to complete the
outreach campaign

Considered best practice

Substantiation is not required

Campaign requires all employees to
provide proofof dependent S
(e.g., marriage certificate, birth certificate)

Campaign requires employee to reassess
0 elmibilitygfi tHeir dependgnts and self-
declare ineligible dependents

Significant savings achieved i virtually
100% accurate eliminating ineligible
dependents

(

Plan savings are usually 5% to 10%
reduction in dependent spend

Savings achieved i high probability of
ineligible dependents remaining on the
health plan

Plan savings are usually 3% to 5%
reduction in dependent spend




Qutsource vs. In-House

Outsource Approach

Engage Subject Matter Experts to oversee Audit
Identify problem areas for focus

Insulate employer

Promote/maintain employee goodwill

Utilize technology and call center support

In-house Approach

Conduct on the employerds own ti met

Internal resources and time required to coordinate verification
review process very limited or not available

Assistance with employee questions can be resource intensive
and requires robust technology support

Generally labor intensive
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Key Vendor Selection Factors

How long has the vendor been providing employee benefits
management assistance and Auditing services to employers?

Is the vendor SAS 70 Type Il certified?

What are the data security process and procedures for
archiving and managing confidential documents in a secure
environment?

Does the vendor use (PMI) Certified Project Manager
Methodology to manage the project?

What services are outsourced? Use of outside vendors may
Increase data security risks

Does the vendor have a call center and what are the hours?

What options are available to assist employees with English as
second language?

AON
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Key Audit Success Factors

Get executive management buy-in upfront (critical in
messaging to EES)

Communicate effectively to employees

Reasons for the Audit (may reduce # of layoffs and adverse impact to
benefits levels/offerings, premium increases)

Importance of the Audit to the company/plan sponsor and employee

Identity of Audit vendor and data security processes utilized by that
vendor, e.g., HIPAA

Audit work steps and the role of the call center to address employee
guestions/concerns

Allow adequate time for employees to digest what is required of
them and gather the necessary documents

Offer alternative coverage options to ineligible dependents who
are terminated from coverage after the Audit (typically not
COBRA-eligible)

Use a third party to conduct the Audit - reduces confidentiality

concerns Aw
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Offering Amnesty to Employees*

Opportunity for employees to voluntarily self-declare ineligible
dependents without penalty

Conduct prior to Audit

Conduct in conjunction with OE

Conduct in conjunction with Audit

Promotes employee goodwill and encourages response when
no penalty attached

Employees who claim ineligible dependents are typically not
trying to 0beainstdadh theysy st e mo

Lack a clear understanding of the eligibility rules

Experience life changes such as divorce or graduation of child and fail to
notify HR

*When offering an A—fnneet‘)yﬁe_ri G6denal &mp
obtaining legal guidance regarding how to address the issue of employees who

have been determined to be fraudulent.
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The Win for Employees

Fair and equitable to all
Mitigates premium increases for eligible beneficiaries
May reduce need for employee layoffs

Can reduce the need for additional benefit reductions to
beneficiaries
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19



Fees and Return on Investment Projections

Fee Arrangements

Flat fee for Audit
Risk sharing
Contingency and Percentage of Savings Options
Plan Savings
Vary depending on existing procedures in place
Actual dependent spend incurred annually

Average annual spend is $3,400 per dependent minus employee
contribution

ARApples to Appl eso

Households vs. Dependents
All inclusive (e.g., call center, materials, postage, fulfillment)

AON
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Best-in-Class Solution Offerings
Call center must have capabilities to assist employees
when English is a second language

Weekly conference calls with Audit project manager are a
best practice

Imaging and archiving of documents online for 7 years
and readily available to clients upon request

Variety of methods for submission of documents - some
employees prefer document submission through a Web
site

Employer should insist on actuarial projections of
expected savings from the dependent Audit

100% call recording and online QA monitoring of CSRs
measured against documented SLAS
AON
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Ineligible Dependent Prevention Plan

Evaluate existing plan definitions around eligibility and amend as
appropriate to clarify plan communications to employees

Refine plan operations to prevent enroliment of ineligible dependents
from the start of the Audit and going forward
Require employees to provide documentation to substantiate the
eligibility of dependents during these opportunities in which
employees could otherwise indiscriminately enroll ineligible
dependents:

New Hires

Status Changes

Annual Enrollment

Employment Status Changes
Continue ongoing assessments or DEV Audits to verify eligibility of
existing dependents who will likely become ineligible, e.g., students,
spouse/child of divorce

Establish clear, internal operational responsibility and accountability for

ongoing collection of proof and document substantiation, A
employee inquiries and coordination with carriers ON
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Dependent Eligibility Verification Audit Process

Audit Process | Steps For Effective Results

A Include in communications strategy all

Step 1: Develop Communication Strategy SERSILIERElEs, G, JnlEn
and Materials

representatives and other parties or
organizations necessary to support the
initiative with employees and the community

A Identify dependents in Step 1 to be audited,

mai |l fA-bpadseotification t
_ _ whose dependents will be audited, e.g.,
Step 2. Deploy Communication Strategy newsl etter, email blast,

standard channels of communication with
employees)
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