
Human resources departments
are accustomed to being
buried in an avalanche of

annual benefit enrollment forms
and plan documents. Business
fluctuations aside, this scenario
rarely gets better, and in today’s
highly regulated business envi-
ronment, it’s only getting worse.
Unfortunately, this means valu-
able HR resources are diverted
almost daily to address benefits
transactions, plan questions and
required reports instead of focus-
ing on more strategic (and, from 
a career development standpoint,
potentially more interesting!) 
initiatives. 

As a result, many organizations
have chosen to selectively out-
source their benefits administra-
tion function to a trusted provider
that can leverage its investment in
technology, people, and processes
to manage all aspects of the bene-
fit enrollment and administration
processes. In doing so, these
savvy organizations have also out-
sourced a huge headache: the
ever-escalating risks associated
with complex compliance regula-
tions, such as HIPAA, Sarbanes-
Oxley, and whatever else might be
looming on the horizon. While
the initial force for outsourcing is

usually interested in saving time
and money, as well as improving
service delivery, organizations are
rapidly learning that it is out-
sourcing that can mitigate the
risks associated with the benefits
administration process.

The concept of mitigating risk
through outsourcing isn’t a new
one. For example, in the financial
services industry, managing risk
through outsourcing is common-
place. Financial institutions know
that the increasingly global nature
of their businesses, as well as the
high volume of time sensitive
transactions, repeatedly open the
door to risk. Basel, an internation-
al committee of banking supervi-
sory authorities and central banks,
which is drafting new rules for
capital requirements at banks,
provides a solid definition of risk
as the loss resulting from inade-
quate or failed internal processes,
people and systems. Such losses
are monetary in nature, whether
direct monetary losses or fines
resulting from compliance viola-
tions. Therefore, rather than to
attempt to monitor and comply
with a growing list of regulations,
banks have learned that outsourc-
ing is an important part of their
risk management framework.

Human Resources needs to take
a page from the lessons learned by
the financial services sector.
While each organization is the
best judge of what functions they
should either selectively or entire-
ly outsource to properly manage
risk, to effectively make such a
decision, here are several of the
questions worth considering:

• Does your company already
have an enterprise risk man-
agement program in place
and, if so, how does HR fit
into that plan?

• If HR is responsible for miti-
gating organizational risk on
a department level, who
owns the accountability for
this program? 

• What are the points of expo-
sure created by your benefits
administration program?
Wherever possible, quantify
the probable damages if even
one violation occurs in a 
calendar year.

• In addition to processes, what
are the potential risks that
could result from your tech-
nology-based solutions? From
your staff’s knowledge or lack
of knowledge of the latest 
regulations?

• What are you giving up in
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order to attempt to manage
benefits administration-relat-
ed risks internally? Seek to
quantify this in terms of costs
as well as other resources.

• What quality control meas-
ures are in place to manage
integrity of third-party vendor
data, and can you quantify
the exposure, for example,
associated with incorrect eli-
gibility and coverage? 

As you can see, managing the
risks associated with benefits
administration can be enormously
complex and far-reaching. Even if
you assembled a risk management
committee today to start to over-
see this function, within a short
time, that committee would wind
up spending night and day just to
keep up with ever-changing rules
and regulations. Additionally,
since your business decision-mak-
ers expect access to information to
quickly identify risk with drill-
down capabilities, it’s the rare
organization that can effectively 

commit the resources to compre-
hensively run such a program in-
house and meet such executive
information requests.

That’s not to say that there
aren’t some naysayers that say
that outsourcing benefits adminis-
tration has inherent risks. The
confusion is that most of these
risks (often hyped by the media)
resulted from offshoring or similar
multi-faceted outsourcing trends.
By making sure you’re working
with a well-established out-
sourced benefits administration
provider – one that is also willing
to map risk to service level agree-
ments – the probability of such an
issue is vastly diminished.

Mitigating your benefits admin-
istration risks by outsourcing
delivers a multitude of desirable
results: cost savings, operational
improvements, new HR services,
scalability and expertise. And at
the end of the day, it’ll deliver
something else: a good night’s
sleep knowing your compliance
issues are covered!
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