
Controlling Renewal Rates Within Group Health

It’s no secret that small businesses pay more per month in health insurance (per capita) than 
a larger firm.  The coverage for both plans are identical, so why the different premiums?  The 
answer is simple, traditional SHOP plans (Affordable Healthcare Act compliant – ACA) 
penalize the employer for the risk that their employees may bring.  From the insurer’s 
perspective, it’s all about the numbers and controlling costs.  They look at how many 
employees are paying into the plan compared to the amount that they may pay out with 
accidental or health-related claims.  If they are in the red with this ratio, they raise the 
premiums to offset the risk; whereas if they are in the black, premiums are only adjusted 
based on any age changes of the employees.  Naturally, larger employers (50 plus 
employees) will have more premium coming in the door and are better poised to offset any 
claims there may be.  

Most small business employers are forced to change plans each and every year to try and 
side-step the increasing renewal rates; and this is especially true for those that have under 30 
employees.  For small businesses that continue to offer group health plans, employees are 
forced into daunting changes each year to reflect the new plans parameters.  Participants are 
often forced to change doctors and operate under the different rules and restrictions of the 
new plans.  The reality of mantaining a small business group plan is undermining the 
expectations of the employer offering the benefits, but this doesn’t have to be the case.

Small business employers now have the power to reverse this ongoing phenomenon of 
increasing renewal rates and stabilize their future premiums.  They can do this through a 
recent change in regulation that eliminated the mandated tax penalty for all individuals that did 
not have ACA compatible coverage.  All of this changed in January of 2019 when the IRS 
removed the tax mandated penalty with the ACA (reduced the penalty to $0).  This change 
allowed the small business employee to be labeled as an individual/family on the application, 
exempting them from SHOP legacy issues when labeled as an employee.  All businesses with 
less than 50 employees have the option to set up their benefits this way.  Since the 
employees are written as individuals, they have less regulations and more freedom with their 
coverage.  They can take advantage of year-round enrollment, lower out-of-pocket limits, and 
better priced premiums, just to name a few.  This is a win-win for both the employer and the 
employees.

Make no mistake about it, without these changes to offset renewal rate increases the defeatist 
mindset employees have towards group health plans are likely to continue.  As with any 
Government regulation that enters back into the open-private market, there are outside-the-
box solutions that will surface to coincide with business interests.  Besides, given the arrival of 
a global pandemic, how can these legacy issues like unpredictable renewal rates continue?  




