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Statewide Health Care Insurance Plan Task Force

Self-Insurance

Sdf-insuring is one of severd ways employers can fund medica benefit plans. In order to understand self-insuring, it is helpful to
understand the features and differences between fully insured funding arrangements and sdf-insured funding. We have dso included
minimum premium funding which is acombingtion of fully and sf-insured.

Features of Each Funding Arrangement

Fully Insured

Self-Insured

Minimum Premium

the insurance company guarantees dl
benefits

the insurance company retains the
reserves (i.e., the esimate of clam
dollars that have been incurred but not
yet paid)

premium paid includes “ retention,”
which includes premium taxes and
profit

after the end of the servicing year, if
thereisaaurplusit belongsto the
insurance company (e.g., when
premiums exceed claims)

the insurance company isliable for any
clam deficits (eg., when clams
exceed premiums)

clamsincurred prior to termination of
acontract, but paid after termination
are the respongibility of the insurance
company

agreements are in theform of a
contract

there are no guarantees, except for
those offered by stop loss protection
the reserves would be held and
maintained by the employer

interest earned on the reserves is kept
by the employer

adminigrative fees charged would
exclude premium taxes

after the end of asarvicing yesr, if
there isa surplus it would be returned
to the employer

the employer or its stop loss provider
would be ligble for any clam deficits
camsincurred prior to termination of
acontract, but paid after termination
would be the respongibility of the
employer or its stop loss provider

an agreement with aclams
adminidrator or a network provider is
an agreement only to perform
adminigtrative services or access to
providers and discounts

provides cash flow benefits to the
employer, but limits overdl liability
the insurance company setsa
predetermined amount per month for
the employer to put in abank account
from which benefits are paid

this amount is usudly set as 110-120
percent of expected clams

benefits paid up to thisamount are the
regpongibility of the employer

deficits or benefits paid beyond the
amount are the respongility of the
Insurance company

the employer pays an additiona fee or
“risk charge’ for the insurance
company to pay the deficits

annud deficits are typicdly carried
forward to be recouped by the
insurance company from future
surpluses

interest charges may accrue on deficits
and can be passed on to the employer
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Fully Insured

Self-Insured

Minimum Premium

= when the contract is terminated, any
surpluses or deficits are the
respongbility of the insurance
company

= when the contract isterminated, any
clam surpluses or deficits are the
respongbility of the employer

= the insurance company may mandate
the stop loss coverage levels

= premium taxes are paid on any
employer payments made directly to
the insurance company

= when the contract is terminated, any
clam deficits (beyond the pre-
determined liability amount) are the
responsbility of the insurance
company, but surpluses would be
returned the employer after afind
accounting of cdlaims and expensesis

completed

Advantages and Disadvantages
It isimportant to consider the advantages and disadvantages for each of the types of funding.

Fully Insured

Self-Insured

Minimum Premium

Advantages

» ey to determine monthly amounts
due and payable

= dl risk isassumed by the insurance
company

= ay deficits are the respongbility of
the insurance company; however, they
are generdly reflected in renewds

» the assets of the employer are
protected from legd action againgt the

Advantages

= dimination of premium tax

= |ower cost of operation (i.e., fees
charged by cdlams adminigtrators are
generdly lower than those of an
insurance company)

» insurance company profit margin and
risk charges are diminated

= the employer can determine the
reserve levels

Advantages

» easy to determine monthly amounts
due and payable

= risk is shared between the insurance
company and the employer

= employer isonly responsible for
claims cost up to the predetermined
trigger point

= the mgority of premium taxes
eiminated
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Fully Insured

Self-Insured

Minimum Premium

insurance company
= dl clam cogts are the respongbility of
the insurance company

= return on investment for reserves (i.e,
interest earned belongsto the
employer)

= any surpluses are kept by the employer

= control and flexibility of plan design

= reporting on cost and utilization
readily available

= mandatory benefits can be avoided

» gop losslevels and associated risk
tolerance are determined by the
employer

Disadvantages

= any surpluses between premiums and
clams are kept by the insurance
company

= the insurance company controlsthe
plan design

» insurance companies must comply
with state regulations regarding
mandatory benefits

= theinsurance company determinesthe
types of utilization and disease
management programs to be utilized
(if any)

» premium tax and retentionare
included in the employer pad
premiums

= theinsurance company determines and
controls the reserves

Disadvantages

= employer assumes the responsibility
for claim costs up to the stop loss
coverage leve

= monthly cash flow fluctuates due to
clam cog fluctugtions

= assets may be exposed to any liability
created by legd action againg the
sf-funded plan

Disadvantages

= employer pays additiond feesto offset
“risk” passed to the insurance
company

» Sop loss coverage levels may be
mandated by the insurance company

» deficits are carried forward to be
recouped by insurance company in
future years

* interest on the deficits can be accrued
and passed on to the employer

= typicdly, employer assumesligbility
created by legd action againg the plan
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Who Selects Self-Insurance?

Sdf-insurance generaly apped s to large employers that can tolerate the fluctuations in monthly claims paid, can spread the risk of
large clams amongst alarger group of employees without adverse effects, and are looking for away to exert some control on thelr
clams cogt. Minimum premium funding generdly appedls to medium size employers who are willing to take some damsrisk and are
interested in the cash flow control this type of funding alows. In addition, large employers who are lessrisk tolerant may choose
minimum premium funding.

Legislation and Regulation of Self-Insured Plans

The Employee Retirement Income Security Act (ERISA) governs self-insured hedth care plans. Under ERISA, a slf-insured hedth
plan is exempt from Sate regulation and mandated benefits. However, they are not exempt from federal mandates. The Department of
Labor has enacted new regulations affecting ERISA plans regarding the claims and gppedls process. These new regulations give
private-sector employees the right to have their claims resolved more quickly and provide more time to gpped decisions when the
hedlth plan refuses coverage. In addition, there are requirements regarding the disclosure of certain itemsin the summary plan
documents (SPDs). These include, but are not limited to, cost-sharing provisons, annud or lifetime limits on benefits, and any
provisions requiring pre-authorization or utilization review as a condition to obtaining a benefit or service under the plan. At thistime,
the new regulaions are scheduled to be effective January 1, 2002.

Successes of Self-funded Plans

There are avariety of success stories regarding salf-funded medica plans. The success stories generdly have some commondlities.
They are:
= congtant monitoring and assessmert of costs and utilization,
= willingness to make changes when needed (e.g., implementation of disease management programs, plan design modifications,
etc),
= drong utilization and case management programs are in place,
= sdection of “best of breed” providers (i.e., when the rdative value of qudity and cost are optimized), and
= targeted contracting with networks or providers for deep discounts.
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