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SELF-INSURANCE AND HEALTH BENEFITS: AN
AFFORDABLE OPTION FOR SMALL BUSINESS?

THURSDAY, NOVEMBER 14, 2013

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
SUBCOMMITTEE ON HEALTH AND TECHNOLOGY,
Washington, DC.

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room
2360, Rayburn House Office Building. Hon. Chris Collins [chair-
man of the subcommittee] presiding.

Present: Representatives Collins, Coffman, Luetkemeyer,
Huelskamp, Hahn, and Schrader.

Chairman COLLINS. Good morning. I want to thank everyone
for being with us today, and we want to take a look, I think it is
very appropriate, at the trend of smaller companies now exploring
self-insurance as a very viable option to provide their employees
with healthcare coverage. I appreciate all of our witnesses taking
time out of their business schedules to be with us today.

Just last week, President Obama apologized to the 4.8 million
Americans who had their insurance policies canceled since this
healthcare act was enacted. This includes 137,000 people in my
area of Western New York. And while I appreciate the president’s
apology, these cancelations represent just one of the many broken
promises and severe problems plaguing the rollout of his signature
legislation.

The list of issues with this implementation is staggering—the
bumbling of the healthcare.gov website; the 30-hour per week defi-
nition of full-time employment; the medical device tax; the health
insurance tax; the cancelation of policies; and of large concern to
those of us who serve on this Committee, small businesses facing
significant increases in the cost of their healthcare plans, upwards
of 55-60 percent in some cases.

These are not issues that the president and the administration
will be able to resolve anytime soon. So as the confusion continues,
small businesses and the people they employ continue to be left in
the dark about what January 1, 2014, will mean to them, their
healthcare needs, and the cost.

The subject of today’s hearing is certainly not a magic elixir that
can solve all of these problems for every small business, but it
could be available option. Amid all of this confusion, small firms
need as many options as they can find to keep their businesses
moving forward and make money so they can invest in the growth
of their companies.
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In a self-insured situation, an employer can choose to assume all
or a portion of the cost and the risks associated with sponsoring a
healthcare plan. Under this arrangement, the employer forecasts
how much it is likely to spend on health benefits—it is usually an
actuarial calculation—and then decides whether or not it makes
practical or economic sense for that employer to pay these costs out
of pocket or to purchase a fully-insured product. Traditionally,
small businesses have not utilized the option to self-insure. Accord-
ing to the Kaiser Foundation, only about 16 percent of employees
at small firms are currently covered by a self-insured policy, as op-
posed to nearly 83 percent of employees at large firms. But with
the onslaught of regulations, cost increases, and uncertainty sur-
rounding fully-insured plans as a result of the president’s
healthcare law, more small businesses may choose to explore self-
insurance as a manner of providing competitive benefit packages
for their employees. Some small business owners may find that a
self-insured policy would be cheaper as it may offer them greater
flexibility in designing the health coverage they want to provide for
their employees.

With that said, there are some potential disadvantages as well,
such as an instance of higher than expected employee claims and
additional administrative costs that could discourage smaller firms
from utilizing the self-insured plans. We are not here today to ad-
vocate one method over the other, but rather we are here to exam-
ine if self-insurance is a viable for some businesses. When we say
if, it really is, but that is what we are going to cover today. And
so we ought to continue to preserve that option for small busi-
nesses, especially considering the uncertainty surrounding the
fully-insured marketplaces Obamacare continues to be imple-
mented.

Again, I want to thank everyone for being here today. I look for-
ward to the testimony. And before we do that I want to yield to
Ranking Member Hahn for her opening statement.

Ms. HAHN. Thank you, Mr. Chairman. I am pleased that we are
holding this hearing today.

The Affordable Care Act introduced many substantial changes to
health care, and these reforms will improve access to and adequacy
of coverage, allowing young people to stay on their parents’ insur-
ance, expanding Medicaid, and not denying coverage as a result of
a preexisting condition. California knows how to do things right.
We have already had 59,000 enrollees in Covered California, so we
are ahead of the nation in terms of having our website working and
people actually going online and getting good plans, affordable
plans, so we are very proud of what we are doing in California.

The small businesses exchanges will offer opportunities for small
businesses to provide quality health insurance to their employees.
At the same time, self-insurance or self-funding could be an option
for small businesses to offer insurance coverage at low prices or
with greater flexibility. Though this option is not for everyone, it
could reduce the cost of coverage for small businesses willing to
take on that challenge. While self-funding has traditionally been
more common among larger employers than small ones, there is
growing interest in this method of insurance. However, it is still



3

unclear just how many companies have already self-insured in re-
sponse to the law or are planning to do so.

With the opportunity to minimize risk but still offer comprehen-
sive coverage, small entities have expressed an interest in learning
more about self-insuring. Today’s hearing will allow us to learn
more about how self-insurance works for small firms and what fac-
tors they must consider before deciding to move in this direction.
We will also hear from witnesses about the benefits and pitfalls of
self-funding for employers and what role health reform plays in
these decisions. While this option holds promise for small firms, ex-
perts have indicated it could prevent much needed consumer pro-
tections from applying to workers in small entities. For that rea-
son, we will also discuss how self-insurance could affect these com-
panies’ hardworking employees. As we examine this very important
insurance alternative, we are looking for feedback to see how it will
impact small employers and how we can ensure a broad range of
insurance vehicles.

I thank all the witnesses for being here today, and I look forward
to your comments. Thank you, and I yield back.

Chairman COLLINS. Thank you.

To begin with, if Committee members do have an opening state-
ment, I ask that they be submitted for the record. And I would like
to take a moment to explain the timing lights that are in front of
you. You each have five minutes to deliver your testimony. The
light starts out as green. When you have one minute remaining,
the light turns yellow. And finally, at the end of your five minutes
it will turn red. I would ask that you try as you can to adhere to
that time limit.

Our first witness today is Michael Ferguson, president and CEO
of the Self-Insurance Institute of America. Welcome. He has been
with the association for more than 18 years, and in his current role
he provides executive management leadership as well as serving as
the federal lobbyist for the association. Mr. Ferguson has signifi-
cant expertise on self-insurance matters related to group health
plans, workers’ compensation programs, and captive insurance
companies, and operates his own blog which includes original re-
porting and commentary regarding legislative or regulatory devel-
opments affecting the self-insurance industry. Prior to joining SIIA,
he was a corporate communications specialist for Rockwell Inter-
national at the company’s world headquarters. Mr. Ferguson
earned his bachelor’s degree in political science from California
State University, Long Beach. Thank you for being here, Mr. Fer-
guson.

STATEMENTS OF MICHAEL W. FERGUSON, PRESIDENT AND
CEO, SELF-INSURANCE INSTITUTE OF AMERICA, INC.; ROBIN
P. FRICK, COMBINED BENEFITS ADMINISTRATORS, INC.;
THOMAS FARIA, PRESIDENT, SHEFFIELD PHARMA-
CEUTICALS; LINDA J. BLUMBERG, SENIOR FELLOW, THE
URBAN INSTITUTE.

STATEMENT OF MICHAEL W. FERGUSON

Mr. FERGUSON. Well, good morning, Chairman Collins, Rank-
ing Member Hahn, members of the Committee. I am pleased to
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have an invitation to come and join you this morning. I think this
is a very important and timely topic, and I am hoping to add some
value to the hearing today.

The couple areas that I am going to hit on in my oral comments
today is talk briefly about what self-insurance is and how it differs
from traditional insurance, who self-insures, the ACA and self-in-
surance trends, the advantages and disadvantages of self-insur-
ance, and talk about the federal regulation of self-insured plans. So
the trick will be to do that all within five minutes. So let me get
right into it.

Real briefly here, if you are ready to talk about the differential
between self-insurance and fully-insured, if you are an employer
and you want to provide group coverage to your employees, you
really have one of two options. You can do a traditional insurance
plan where you pay a premium to an insurance carrier, and that
carrier in exchange for a premium basically takes the risk and pro-
vides coverage to your employees. The alternative is, as an em-
ployer, you can say, well, instead of paying an insurance company
to provide coverage for my workforce, I am going to self-insure. In
other words, I am going to pay the claims out of my own operating
expenses or trust that I set up to pay the claims. So instead of
transferring that obligation to an insurance company, the self-in-
sured organization basically takes that obligation onto itself and
pays the claims as they are incurred. So that is the differential be-
tween the fully-insured and the self-insured environment.

Chairman Collins has already thrown out some statistics in
terms of the prevalence of self-insurance. Just to pick up on that
is of particular relevance to this Committee. About 16 percent of
smaller businesses self-insure. That would be defined within sort
of three to 200 band; that is reported by the Kaiser Family Founda-
tion. But what I think would be interesting for this Committee to
also add, although this is the purview of the Small Business Com-
mittee, self-insurance is not simply a business strategy that the
private sector implements. Self-insurance is also very prevalent
within many labor plans—self-insured Taft-Hartley plans that self-
insure smaller groups as well as many public sector entities, mu-
nicipalities, many of which are self-insured.

Collectively, it is estimated about 100 million Americans receive
their health benefits through various forms of self-insured plans.
So the self-insurance market is kind of an underreported business
story but it is pretty significant and it spans, again, both private
sector, as well as the labor plans, and a third area is municipali-
ties. So it is a fairly big marketplace, and so your hearing today
is particularly relevant.

So now that we have talked a little bit about what self-insurance
is, who self-insures, I want to go ahead and address one of the
questions that has sort of been raised by the Committee. Obviously,
we are here because in the context of the Affordable Care Act, what
does that mean for self-insurance? Is that influencing companies to
self-insure? If so, why that is.

Now, it is interesting. In the last year or two you hear a lot of
public comments that self-insurance is somehow a loop hole to the
ACA or this is a way to bypass the requirements under the Afford-
able Care Act. And as my testimony is going to demonstrate and
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hopefully we can get in some Q&A, I actually think that is an in-
correct observation of the marketplace and what you actually see
is companies that self-insure actually subject themselves to more
regulation collectively, not less than if they were in a fully-insured
environment. And we will get into some of that.

So the question is, well, why are companies looking at self-insur-
ance if it is not for some regulatory motivation? Well, I think the
answer if you talk to companies is that particularly in this environ-
ment where there is some uncertainty in the marketplace, there is
cost fluctuations that have been at least indirectly influenced by
the healthcare law, what you find is companies that are migrating
to self-insurance. They want to take more control of their costs.
They do not want to be subject to an insurance company or a gov-
ernment entity dictating to them what my costs are going to be,
what overages I am going to have. So by self-insuring, you are able
to take more control over your plan. To the extent that you have
decided that you want to provide benefits to your workers, a self-
insured arrangement puts you in the driver’s seat. You are the one
that controls your plan going forward, and certainly there is some
work to go that we will talk about in terms of managing the plan,
but basically, it is control. It is ownership of your plan which self-
insurance provides. So that, I think, would be our observation of
what is driving that.

There are several disadvantages to self-insurance. I would say
that not everybody is cut out for self-insurance. There is a lot of
financial and regulatory requirements that you have to adhere to,
which is detailed in my testimony, but there are also several ad-
vantages being self-insured. You can better manage your plan, cost
savings, and a variety of other things that make self-insurance an
advantage. Again, not the right choice for all organizations, but it
is a choice for some.

So with that I will go ahead and—time is short here. I will con-
clude my testimony, and look forward to answering questions from
the Committee as they arise. Thank you.

Chairman COLLINS. Yeah, no, thank you. And we will try to
cover a lot of these issues. The intent today is really to be inform-
ative to small businesses. They are in what we call the traditional
sign-up period right about now trying to figure out what they are
going to do the first of the year.

Our next witness is Robin Frick, who is responsible for key ac-
count management, compliance, and corporate operations with
Combined Benefits Administrators, an enrollment firm and third-
party administrator, or TPA, that performs insurance carrier bill-
ing, claims advocacy, and benefits management located in Madison-
ville, Louisiana. Robin is testifying on behalf of the National Asso-
ciation of Health Underwriters. She has been an active member of
the organization for several years and has served on the boards of
both the local New Orleans chapter and the Louisiana state chap-
ter in several different positions. In 2011, she was accepted onto
the National AHU Legislative Council, which provides legislative
advice, communication, and policy positions to the membership,
Congress, and the administration. Robin received her associate’s
degree from Emory University in Atlanta, her bachelor’s degree
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from Louisiana State University, and is certified in transplant con-
tract management.
Thank you for being here. You can begin your testimony.

STATEMENT OF ROBIN P. FRICK

Ms. FRICK. Good morning, and thank you.

My name is Robin Frick, and I am licensed professional health
insurance agent from Slidell, Louisiana. I would like to thank the
Committee for inviting me here today to talk about self-funding
health benefit plans and whether it is an appropriate option for
smaller employers. I have been in the insurance industry since
1999, and I have spent my career helping businesses design and
implement self-funded benefit plans for their employees. I have
also been a part of my professional association, NAHU, for 14
years, and I am speaking on behalf of all of our members who work
on a daily basis to help millions of individuals and employers with
their health coverage needs.

Regarding today’s discussion of self-insurance, health benefits,
and the small employer, I will be frank that the decision to self-
fund coverage should not be taken lightly. It is a multi-year com-
mitment in which the employer assumes the financial risk for pro-
viding medical insurance to its employees and their families rather
than paying an insurer to bear the risk. The appropriateness of a
self-funding arrangement is not only determined by the size of the
employer but also the financial stability of the employer, his or her
risk tolerance, and the ability to administer a compliant plan.
There is an increased interest by smaller employers in self-funding
since the passage of healthcare reform, but this is a transient time,
and again at the state level when there are market reforms. The
outcome of small employer self-funding though as a result of mar-
ket reform measures is still rare.

Self-funding and stop-loss is not a new phenomenon. It has been
around long since the days of cargo ships sailing to the New World.
This new awareness of self-funding and stop-loss marketplace
stems from the employer anxiety about changes to the new
healthcare law that may bring to their employee benefit offerings
such as the new national health insurance tax, the “Cadillac tax,”
and the changes to premium rate calculations. Self-funding a
health plan provides a means to structure benefits to meet the spe-
cific needs of an employer but does not allow employers to escape
the impact of healthcare reform.

Most of the reform laws market protections apply to employer
groups of all sizes regardless of how they are financed. For exam-
ple, a safety compliance client with 75 employees in good health
and stable age-gender demographic, is interested in alternative
funding such as self-funding with reinsurance in lieu of paying an
increase over increase each year to fully-insure an insurance policy
without experiencing the large ongoing claims that would normally
directly impact the rates. He is experiencing a significant increase
each year that is not indicative of his employee population.

On the other hand, an electrical contractor with 50 employees
that has ongoing health, both medical and prescription drug claims
each year, would not be able to financially support a benefit plan
in a self-funded arrangement. His company may be in a healthy fi-



7

nancial position now, but if we extrapolate the expected risk two,
three, and five years out, he will very much risk losing what he has
worked so hard to grow. He would pass on the assumption of risk.

I have experienced quite the opposite, too. A bank client of 170
employees is considering the transition to fully-insured from self-
funding with reinsurance as they can no longer sustain the adverse
claims. The impact over the last three years has significantly de-
pleted any reserves previously realized and gained through their
self-funded arrangement, and the concern is that they are behind
the 8-ball, so to speak, and they cannot get ahead. They are tired
of assuming that all of the financial risk, the administrative re-
sponsibilities, and the compliance liabilities. The growing interest
in alternative funding mechanisms has led some self-funded mar-
ketplace innovation with the development of hybrid level funding
plans which can ease the transition from fully-insured to self-fund-
ing, and we anticipate further growth and innovation within this
regard.

From a compliance and regulatory perspective, although self-
funded plans fall outside of state-level insurance regulation, though
they have always been subject to ERISA, stop-loss policies are ac-
tively regulated by state insurance departments and are held le-
gally accountable for marketplace conduct; likewise for the licensed
insurance professionals advising in those arenas.

In short, as healthcare reform has moved forward, employers are
looking to gain greater control over their employee benefit options
and funding mechanisms. I truly appreciate the opportunity to pro-
vide testimony to your Committee today. I consider it a huge honor
to be here and a privilege to be able to inform you, our elected rep-
resentatives, how the self-funded health insurance marketplace
works for employers, both large and small.

Thank you.

Chairman COLLINS. Thank you very much.

Up next is Thomas Faria. Is that correct? Faria. President and
CEO of Sheffield Pharmaceuticals in New London, Connecticut. He
has been president and CEO of Sheffield, one of the nation’s fast-
est-growing contract manufacturers of over-the-counter pharma-
ceutical creams, ointments, and toothpastes since 2002. In this
role, he is responsible for overseeing all areas of operation of 160
employees, $30 million pharmaceutical products manufacturing
company. The responsibility includes the absolute authority on all
major decisions that affect the company and he acts as the public
voice in all legal, public, and customer relations. Mr. Faria received
his B.S. in industrial and operations engineering from the Univer-
sity of Michigan and his MBA from Bryant University in Smith-
field, Rhode Island. We appreciate your participation, Mr. Faria,
and please begin your testimony.

STATEMENT OF THOMAS FARIA

Mr. FARIA. First of all, I would like to thank you for the oppor-
tunity to speak to you all. I think this is truly a very important
topic to talk about, especially for small businesses because as you
review information and some of the topics that are most important
to small businesses, what usually rises to the top is the ever-in-
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creasing costs and the unknown costs of the future of providing
health care for their employees.

Our experience that got us and Sheffield to try self-insurance, it
really started in 2007. Up until that point, every year we would go
through and review our health care costs and quote them, and we
would expect a moderate increase of 5 to 10 percent on our insur-
ance premiums. In 2007, we had a few unfortunate events with our
employees. They were using—that caused our healthcare costs to
go up. In response to that, our fully-insured provider increased our
rates 25 percent. The next year, they were looking to increase our
rates 39 percent, and when we looked around for any comparable
products from their competitors, they were even higher. So at that
point we took a look at and really did a leap of faith knowing that
our staff were both fairly young and fairly healthy, we went for the
opportunity to self-insure ourselves, and we have been doing that
since 2009. What I can say is that so far that has been a great deci-
sion. We have saved over that four-year period roughly $400,000
compared to what we would have paid for our insurance premiums.
And that is about a 19 percent savings. What we did with that sav-
ings, really, that allowed us to keep our benefits the same. We
have a gold quality insurance program and we have kept that af-
fordable for our employees.

When I look at some of the benefits that self-insurance can help
with small business, first, obviously, there is an opportunity to save
costs. Secondly, whenever you give an entrepreneur or business the
opportunity and the information that is provided, you give them an
opportunity to get responsible for those costs and accountable for
those costs. And so self-insurance allows for some transparency on
the healthcare costs that these businesses are incurring. This al-
lows them to cater, and self-insurance allows for the flexibility to
change their plans pretty much on the fly to adjust their plans for
efficiency and also in some cases to reduce costs. What self-insur-
ance also does, it allows and gives great incentive for small busi-
nesses to invest now in education and incentives that help improve
overall efficiency of their programs. As a businessman, I can say
that such investments usually you would not go and invest in such
incentives when the benefit may turn out to be your fully-insured
provider. Here we are looking at mitigating future costs by pro-
viding incentives for people to first go out and get physicals yearly,
and also we provide incentives for them to lead healthy lives. That
means checking your cholesterol, blood pressure, not smoking,
keeping a healthy weight. And it is truly these self-insurance plans
that allow us the flexibility to really kind of cater our programs to
the needs that we see in our employees and also that we see com-
ing up through the data that we are reviewing.

I thank you and look forward to contributing in any way. I look
forward to your questions. Thank you.

Chairman COLLINS. Thank you very much.

I would like to now yield to Ranking Member Hahn for introduc-
tion of our next witness.

Ms. HAHN. Thank you, Mr. Chairman.

It is my pleasure to introduce Dr. Linda Blumberg. Dr. Blumberg
is a senior fellow at the Urban Institute’s Health Policy Center.
Her recent work includes a variety of projects related to the anal-
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ysis of health reform and state implementation of the Affordable
Care Act. Dr. Blum berg serves as a senior advisor for the insti-
tute’s Health Insurance Policy Simulation Model, and is also a
member of the Health Affairs Editorial Board.

Welcome, Dr. Blumberg.

STATEMENT OF LINDA J. BLUMBERG

Ms. BLUMBERG. Thank you very much.

Mr. Chairman, Ranking Member Hahn, and members of the
Committee, I appreciate the opportunity to testify before you today.
The views that I express are my own and should not be attributed
to the Urban Institute or its sponsors. My testimony draws on my
own and my colleagues’ analysis of the ACA, some of which rely on
a 10-state case study effort of ACA implementation which the
Urban Institute continues, along with our colleagues at the George-
town University for Health Insurance Reforms, and some of which
relies on the Urban Institute’s Health Insurance Policy Simulation
Model, HIPSM, a micro-simulation model that estimates individual
and employer responses to specific provisions of the law.

Our analyses lead to the following main conclusions. Changes to
small group insurance under the ACA intended to broaden sharing
of healthcare risk across firms. An increased premium stability and
access to insurance do not in general apply to self-insuring firms
regardless of size, nor do they apply to private stop-loss policies,
the product that makes it feasible for small firms to self-insure. As
a result, small, young, and healthy firms will have increased incen-
tives to self-insure once the ACA’s reforms are fully in place, pos-
sibly trying to move between self-insurance and healthy years and
fully-insured products and less healthy ones.

However, stop-loss policies combined with the self-insurance ap-
proach itself carry substantial financial and legal risks for small
employers. As such, sales of stop-loss to small firms are relatively
uncommon today. In fact, many sources in our case study were
from the insurance and producer communities felt it was irrespon-
sible to market stop-loss policies to small firms. However, we are
seeing increasing marketing activity by reinsurers since passage of
the ACA, including the emergence of bundled products which com-
bined stop-loss coverage with administrative services. Many tradi-
tional insurers report that they do not want to get into this busi-
ness, but if they see their traditional products being undermined
they will have to participate as well.

While some states, for example, Colorado and Rhode Island in
2013, continue to pass laws due to the risks involved. In the vast
majority of states, stop-loss coverage is not regulated like insur-
ance, and as such, the policies can be denied to small firms out-
right due to their health status, are not required to cover specific
benefits, are not guaranteed renewable, and can charge premiums
based upon the claims experience of a particular firm with reunder-
writing occurring frequently.

Reinsurers can also include lasers that exclude coverage for the
expenses of a group’s highest cost or highest risk members. Stop-
loss policies may not pay claims until the end of the first quarter
after the plan year ends, leaving small financially vulnerable firms
to pay all incurred claims upfront. Small employers may be wholly
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financially responsible for claims incurred in a plan year but filed
after the end of that year once a reinsurance policy ends, leaving
the employer exposed for large dollar amounts not anticipated.

Significant increases in self-insurance also pose substantial risks
to those small firms wishing to remain in the fully-insured market,
an issue that has led some states to prohibit the sale of stop-loss
to small firms. And due to these risks, in 2012, an actuarial sub-
group of the NAIC recommended changes to their model law which
would set the attachment point or deductible for stop-loss coverage
at a minimum of $60,000 per insured individual. Our micro-simula-
tion analysis finds that their suggested parameters would, in fact,
dissuade the vast majority of small firms from self-insuring. Under
this approach, average premiums in the fully-insured small group
market would be lower than under a scenario with looser stop-loss
regulations or none at all. If these recommendations were imple-
mented in a uniform manner nationally, the fully-insured small
group market would be roughly one and a half times as large and
the average fully-insured small group premium would be 20 to 25
percent lower than if reinsurance effectively acts as unregulated in-
surance.

To conclude, self-insurance and unregulated stop-loss coverage
carries substantial risks for small employers who are often already
financially vulnerable and frequently ill-equipped to take on the
additional financial and legal risks associated with it. It also car-
ries risks of undermining the ability of other small firms to pur-
chase affordable coverage for their workers in the fully-insured
market. A majority of states do not regulate the sale of stop-loss
insurance today, and many of those that do regulate it require min-
imum attachment points well below recent actuarial recommenda-
tions.

In addition, we were unable to identify even a single state that
currently monitors the sales of these policies to small firms, and
only one that has plans to begin doing so. The Federal government
could intervene, prohibiting the sale of stop-loss insurance to small
employers, requiring its sale to small employers be regulated by
small group rules, or setting minimum attachment points con-
sistent with the new recommendations. At a very minimum, the
Federal government can develop and implement an effective plan
for closely monitoring increases in small firm self-insurance nation-
ally and by state. Given the magnitude of other tasks and time
pressures, states are not inclined to do so on their own, which
means that in the absence of a concerted federal effort, states will
be unprepared to intervene as warning signs increase the time at
which major market disruptions could more easily be avoided.

I am happy to answer any questions that you might have.

Chairman COLLINS. Thank you to all the witnesses. I think we
can have some very interesting questions. Ms. Hahn and I tend to
run our hearings a little different than most. Instead of going first,
which you find with many chairmen and ranking members, we like
to go last. Our fellow members have busy schedules and so I will
defer, as she will, to our fellow members here and then we will
bring up the rear.

So with that I would like to start with the Congressman from
Colorado, Mr. Coffman, if you would like to ask some questions.
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Mr. COFFMAN. Thank you, Mr. Chairman. I think this is—cer-
tainly having been a former small business owner, that this is a
very important hearing given all the changes to health insurance
in America right now under the Affordable Care Act, better known
as Obamacare. And I would like to ask each of the panelists to, if
you could, answer relatively quickly, but to basically say under the
pressures of the Affordable Care Act, do you think that self-insur-
ance will grow under—in this new environment as a mechanism for
small businesses to afford health insurance for their employees?

Start with you, Mr. Ferguson.

Mr. FERGUSON. Sure. Thank you, Congressman, for the ques-
tion.

To answer that, I think our view would be that we would predict
a continued growth in the marketplace, although that growth will
probably be somewhat moderate just because for reasons that some
of us have talked about already, stipulated self-insurance is not the
best choice for all companies, particularly small employers. For
some it is a great choice. But what we are seeing in the market-
place, there is a lot of companies that are looking more at self-in-
surance, and as part of that process to evaluate whether that
choice is right for them, many of them as they sort of go through
the process realize, well, this may not be the right choice for us so
they do not go forward with that. But for companies that they have
the financial viability, they have the sophistication to pursue this
funding method, it is a good choice. So for that reason, since there
is more interest generally, I think you are going to see a continued
growth. But again, I do not see it as a wholesale migration. I think
you are just going to see more companies gradually shift into the
self-insurance marketplace.

Mr. COFFMAN. Thank you.

Ms. Frick.

Ms. FRICK. I agree with Mr. Ferguson. I do not know that it
would actually explode as far as all of a sudden vast rush of people
to come in to self-fund. The growing interest does not necessarily
equate to a growing number of new self-insurance or stop-loss poli-
cies. Just as Mr. Ferguson indicated, you will have more people
that are looking into it, doing the math, and as insurance profes-
sionals, that is our job, to help them determine the risks and ad-
vantages of every kind of funding mechanism available to them. So
the increased interest is in something that is now newer to them
than there has been before or rather may be available to them than
it has been before. You still see reinsurance carriers that would
provide the stop-loss behind it still a little hesitant to come down
into the market of under 100 or under 50 just because that market
space is typically not very self-funded friendly from a risk stand-
point.

Mr. COFFMAN. Mr. Faria.

Mr. FARIA. I guess my answer would be I hope so. But I belong
to an organization called the Young Presidents Organization, and
in that organization we have had numerous talks about self-insur-
ance, and actually, literally, one of the topics was about how to re-
spond to Obamacare, and they were actually pointing towards self-
insurance as a way to potentially mitigate the unknown costs that
Obamacare may cause in terms of increased fully-insured pre-
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miums. I think right now, especially right now, when you are look-
ing at a situation where the fully-insured providers have an un-
known, certainly with this website problem and other issues, and
of course, the issue here with people losing their coverage, they are
not quite sure what the premiums are going to be going forward.
And T think right now self-insurance might be a great option for
some people to mitigate that potential liability of increased fully-
insured plan premiums.

Mr. COFFMAN. Thank you.

Dr. Blumberg.

Ms. BLUMBERG. Because under the Affordable Care Act price
discrimination based on health status of a small group is prohibited
nationally for the first time, the self-insurance becomes a more at-
tractive option for firms that have healthier than average risks in
their firm. And so we do expect there to be an increase in self-in-
surance as a consequence barring other intervention, either feder-
ally or at the state level.

I will mention to you that in terms of the uncertainty that one
of the witnesses was mentioning, the issues with the website are
very strongly unrelated to the vast majority of the small group in-
surance market which will continue to, in the fully-insured market,
buy through brokers and agents as they have in the past with some
percentage going through the exchange. But the markets are
merged between the exchange and the non-exchange small group
market. And so anything that creates a segmentation of risk be-
tween the self-insuring firms and the fully-insured firms affects the
entire small group market.

Mr. COFFMAN. Thank you, Mr. Chairman. I yield back.

Chairman COLLINS. Thank you.

At this point we would like to yield five minutes to the Congress-
man from Oregon, Mr. Schrader.

Mr. SCHRADER. Thank you, Mr. Chairman. And I appreciate
the tone of the hearing if I may say so. It is a great idea, great
topic. I am curious myself to see how this may or may not work
out for businessmen and women around the country. So I really ap-
preciate it.

First, I guess to Mr. Ferguson, if you could elaborate why you do
not think this is a loophole in the ACA, and then you first comment
on how this stop-loss works. It seems to me small business to me
is something under 50 employees, and you are one catastrophic
event away from losing your business if you do not have big cash
reserves. How does that stop-loss really work? I would ask Ms.
Frick the same question in a minute. Why is it not a loophole and
why is this remotely possible for small business?

Mr. FERGUSON. Sure. I am glad you asked that question, so let
us explore actually both of those variations.

The issue about the loophole is that there is concern or express
stating that somehow self-insured plans are these unregulated en-
tities that are out there and are sort of operating in kind of the
Wild West. But, the fact is if you put a finer point in it, what we
are really looking at in this discussion is what is the trend. Em-
ployers that are moving to self-insurance post-ACA. And by defini-
tion, those plans would be non-grandfathered self-insured plans.
We have got two varieties—the grandfather and the non-grand-
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fathered self-insured plans. So all of those plans that are moving
to self-insurance would be non-grandfathered plans, and as such,
they are subject to almost all of the regulations under the ACA.
There are a few. There are about three or four that they are not
subject to, and there are particular reasons why they are not appli-
cable to self-insurance. Because essentially, self-insurance plans
are the equivalent of nonprofit health plans. They are not in the
health insurance business. They are widget manufacturers. And so
in addition to that, not only are they regulated by the ACA, they
are also regulated by ERISA. Also, HIPAA, COBRA. There are all
these other federal laws that apply. So if you are going self-in-
sured, you are actually subjecting yourself to more regulation, not
less, if you are looking from a business owner standpoint.

Now, to your question about stop-loss insurance, distinction be-
tween stop-loss insurance and health insurance. Stop-loss insur-
ance is essentially a liability-type of insurance product between the
carrier and the employer. A stop-loss insurance policy does not
cover individuals, it does not pay claims, and so there is a distinc-
tion that you need to keep in mind whereby you have got the plan,
the self-funded plan, and you have the participants within that
plan. And those participants are in the plan, they get coverage
under the plan, no matter what the stop-loss insurance arrange-
ments are. The stop-loss arrangement is simply a reimbursement
mechanism between the employer and the carrier. So the fact, any
of the arrangements of the stop-loss does not affect the plan par-
ticipants, whether there is a laser, which means that the employer
retains liability for one or more people under the plan not subject
to liability. It is simply a reimbursement mechanism. So that is a
financial tool that the employer uses and really has nothing to do
with the healthcare, per se, delivery for the plan participants. I
hope that addressed your question.

Mr. SCHRADER. And then, Ms. Frick, if you will chime in. So
what does it cost? I mean, if the stop-loss companies are willing to
assume that ultimate risk, you know, I have got only so much cash,
my employee develops cancer, has this catastrophic crippling in-
jury, you know, I do not have enough money to pay that, that is
the reason I got you as a stop-loss insurer or backstop. What does
it cost me to have you do that and what caveats do stop-loss com-
panies put in to make sure they are not on the hook?

Ms. FRICK. Very good question.

With a stop-loss arrangement, self-funding, either you are going
to assume everything without the backstop or reinsurance, or you
purchase reinsurance just as you said to cover your more cata-
strophic risk. So rates are determined just as you would in a fully-
insured market from the reinsurance but without the medical
piece. The medical piece is added in after when you are looking at
your specific medical claims experience and how you can turn that
forward for your expected, and then the maximum liability over
that next plan year.

So in the reinsurance piece, you are still taking into consider-
ation the size of the group, the demographics, the area factors,
where it is, and just the cost of what you are needing to cover. And
then, how large of a deductible do you want on each bellybutton
that is covered on the plan. And then if you are in that size market
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of say 1,000 or less, you are going to want the extra aggregate pro-
tection that protects collectively all of the bellybuttons in the plan.
So you have one on each and one as the whole.

So in that perspective there is always—you have to take all of
that in to develop some kind of fixed premium cost that is a known
factor over the 12 months. Your claims, you do trend out and ex-
pect where they will be. It is safe to put a corridor so you have a
maximum liability to which you maximum would pay out, say
about 125 percent of where you expect your claims will fall, but the
reinsurance provides, if I set a deductible on each bellybutton as
$10,000, then after that $10,000, my plan is reimbursed by the re-
insurance carrier for anything over that expectation. So there is a
cost factor. The reinsurance carrier is looking at everything, look-
ing at the claims experience, what has happened before.

Now, what is interesting is if you are moving in typically that
small group market under 100, you do not get the claims experi-
ence, or if you do, it is very aggregated. It is not very specific as
we have known in the past. So now it is not a guessing game but
you are looking at a whole market or a pool in and of itself. So now
you are having to determine across a broad spectrum what do I be-
lieve for this area, for this type of industry, for these kinds of work-
ers, where should we place the deductible level? What do we expect
out of them? An oil rigger is going to have a much higher risk fac-
tor than someone who sits behind a desk every day. So those are
all taken into consideration. But the reinsurance does provide sleep
insurance. I know at night that my total exposure is X. I know if
I have an aggregate coverage that my total as a plan is X and there
are reimbursables. As was noted earlier, just totally crippling
someone, it does just help to have that something in the back-
ground.

Mr. SCHRADER. Sure. Thank you very much.

I yield back. Very helpful.

Chairman COLLINS. Thank you.

At this point we would like to yield five minutes to the Congress-
man from Kansas, Mr. Huelskamp.

Mr. HUELSKAMP. Thank you, Mr. Chairman. I appreciate the
opportunity to visit here and learn much more about this topic. My
first question would be for Ms. Frick. Thank you for being here.

How many years of background do you have in this industry and
your education that qualifies you for your current position?

Ms. FRICK. Sure. So I have been in the industry ever since I
graduated from college basically. So a little over 14 years ago.

Mr. HUELSKAMP. Two years ago?

Ms. FRICK. Yeah, about five. Thanks.

And I have been active—just from the perspective, I started—
when I started my career I started out with an insurance con-
sulting firm and just started asking a lot of questions and moved
from the small group space and fully-insured into our client-size,
the middle market space, starting to get a mix of self-funding, and
then to a larger self-funded market space. I was curious. I asked
a lot of questions. I like to learn, and if I need to educate you about
it, I need to know what I am talking about. I worked with a man-
aged care company for a year so I had a very interesting and in-
depth look on the inside from how an HMO self-functions. I had a
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very good relationship with the underwriting actuarial depart-
ments, so I really understand how rates are calculated. What is the
value of a co-pay? What is a value of the deductible and the out-
of-pocket. And from then, back on the consulting side.

Mr. HUELSKAMP. Last week in a hearing, for instance, the
HHS secretary did admit a felon could serve as a navigator poten-
tially. How comfortable would you be to call up a navigator or visit
with them in order to make your healthcare decisions?

Ms. FRICK. Honestly?

Mr. HUELSKAMP. Yes.

Ms. FRICK. Not comfortable at all, unless I knew that they were
a licensed, regulated entity that had to conform to continuing edu-
cation as we have to or a required number of hours every two
years. And we are subject to market conduct and are held legally
accountable for what we do, what we say. We carry E&O insur-
ance. We have, you know, for any claim against us. I want to know
that the claim that I am talking to on the other line knows exactly
what I am talking about or asking the questions for. I appreciate
if someone does not know and is honest and says I do not have that
answer but I will find out for you, but I would much rather if I am
making a big healthcare decision, just as an employer or as an in-
dividual, this is your number two for an employer payroll. This is
the number two list on your accounting statement. You have got
to know who you are talking to and who you are dealing with and
they are going to be able to be objective in helping you determine
what is best for you.

Mr. HUELSKAMP. Well, thank you. I share that concern as well
and hear that from constituents worried about instead of the agent
they usually rely on or the folks that help manage their account
at their employer, just worried about a navigator, untrained, per-
haps for a month, not even that. No insurance. I had not even
thought about that. I mean, that is just a basic requirement of the
agents.

The second question would be for Mr. Ferguson. I am looking at
a story from my district in Kansas, which is about the middle of
the country, and a company by the name of Vortex Corporation.
They work really hard. Their insurance renewal date just happened
to be July 1st, and they worked really hard and made that require-
ment, did everything they needed to do, and then shortly thereafter
the administration announced, you know what? We are just going
to ignore the portion of Obamacare that says the business man-
date. We are going to put that off. Other companies, were they in
this situation? And what has been the impact of delaying that? I
have heard various reports of what that has meant for businesses.
If you could provide some light on that, Mr. Ferguson.

Mr. FERGUSON. Well, I assume you are referencing companies
that currently maintain a plan or determine whether to continue
that plan through 2014. Is that the direction of the question?

Mr. HUELSKAMP. Yes. In this case, the renewal is July 1st.

Mr. FERGUSON. Right.

Mr. HUELSKAMP. And they worked everything they could in
the law and all of a sudden it was suspended for a year.

Mr. FERGUSON. Well, what I can simply tell you is anecdotal,
so disclaimer there, and the companies that I have spoken with is
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that all of the companies that provide or are thinking of providing
a group health plan, they have run the numbers so to speak. They
have done the analysis in terms of whether they want to start a
plan or maintain a plan, and they have probably reached some ini-
tial conclusions as to whether they want to play or pay. But most
of those companies are taking a wait-and-see attitude, particularly
the ones that are thinking about that they might drop the coverage
and go ahead and pay because they are kind of waiting to see what
exactly—how is the experience in the exchanges going to be. For
instance, for companies that would be considering potentially drop-
ping their coverage, one of the things that they are looking at is,
okay, are the exchanges, are they going to be functional? Are they
going to be effective? Because that is going to impact the decision
of the employer. If they are thinking, well, if my assumption is that
I could drop my coverage and there is a viable option for my em-
ployees and it is easy and you can get your affordable coverage as
the law anticipated through the exchanges. That might influence
my decision to go ahead and drop my plan.

On the other hand, if there is uncertainty in the marketplace and
the exchanges are not delivering on that promise, then that would
sort of push them back to maintaining the plans. I think if you talk
to most companies that are self-insured that have run successful
self-insured programs, their preference is to keep their plans just
because for no other reason it is a value to them. It is a value to
retain and attract talent. So for those successful plans, they are in-
clined to keep them. But they have all run the numbers. They have
all had their initial analysis. Most, if not all, will not publicly state
what their intentions are but in some backroom they have a
spreadsheet that shows all the different variations. And again, as
I said, a lot of them are just sort of waiting to see how—obviously,
there is a lot of uncertainty that is going on in the marketplace
right now so they are kind of waiting to see how this all plays out.

Mr. HUELSKAMP. All right. Thank you, Mr. Chairman.

Chairman COLLINS. Thank you.

At this point we would like to yield five minutes to the Congress-
man from Missouri, Mr. Luetkemeyer.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.

Just a couple quick questions here. Mr. Faria, you have a plan
in place and have been working with it for how long now?

Mr. FARIA. We have been working with it for over four years.

Mr. LUETKEMEYER. Four years. Okay. How has it been accept-
ed by the employees? Do they like it? Do they have concerns with
it? Mad at it? In love with it? Ready to go for some more? What
is the story? How do they accept it?

Mr. FARIA. Well, I think in a lot of ways it is seamless. We are
just replacing kind of the backend of the insurance. So for some
businesses, they can choose to keep everything the same. You
might not even have to tell the employees.

Mr. LUETKEMEYER. Does it help retention then by having, in
your situation, a rather seamless transition to this new plan? I as-
sume it does not hurt retention.

Mr. FARIA. Right. I mean, I think as I stated in my testimony,
the savings that we have gotten from self-insurance has allowed us
to keep a high standard plan. We consider our plan, it qualifies to
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be a gold standard plan. We have also been able to keep that rel-
atively affordable for our employees. And so for us we are using our
self-insurance as a benefit for our employees to help us keep and
retain our employees.

Mr. LUETKEMEYER. Okay. Do you fund the program entirely
or do you have a reinsurance stop-loss behind your plan?

Mr. FARIA. Absolutely. We have a stop-loss.

Mr. LUETKEMEYER. Okay. Very good.

Ms. Frick, you deal with lots of plans. I know that the bigger you
get probably the more functional this becomes, the more of an op-
tion it becomes. How small does it get down to where it is really
not an option or not something that needs to be considered or you
need to just go ahead and let the insurance company take the risk?
What has your experience been?

Ms. FRICK. Obviously, the larger you are the more credible your
claims experience is, which that being, it is more indicative of
where you will be in the future. There is the one-in-five rule where
one out of every five years you will probably tank, you will have
a bad one, but for the most part you are going to run pretty well.
The larger you get, it becomes a very predictable number. As you
become smaller, your claims experience is less—there is more vola-
tility just from the perspective that it is less predictable. When you
are around about 100, 200 employees, you need to gain the time
to have a plan in place to really see where your trend is going be-
cause just as was mentioned earlier, you can have the one that just
blows the whole plan out of place but that one person in a smaller
group is more damaging to that group than the one person in a
larger group.

Mr. LUETKEMEYER. What has your experience been with rein-
surance? Do most companies have a stop-loss behind them or are
th%re? companies out there that just take the full risk and just let
it fly?

Ms. FRICK. Most will have reinsurance except when you find a
very large employer with tens and thousands of employees that can
really financially put it behind them.

Mr. LUETKEMEYER. Do those companies that participate in
this, is it more based on the revenue of the company so they have
more cash flow or is to more based on the number of employees?

Ms. FRICK. More on the financial perspective. What can I as-
sume? What is my risk tolerance?

Mr. LUETKEMEYER. And expense to put this money into—my
next question is do most of them use a trust fund to put this into
or do most of them just write a check out of their account when-
ever, you know, they just have a separate bank account and then
just write checks out of it whenever something happens?

Ms. FRICK. Sort of that. Both. They have a claims fund. So you
set your employees—employees still have a premium they are pay-
ing, and you set that premium based on the claims and the admin-
istrative costs, just as you are in a fully-insured plan. You pay
$100 a month in premium. That is encompassing the claims that
have to be paid, the administrative fees that have to be paid all
in one lump dollar. You do the same thing on the self-funded side.
So from an employee’s perspective, I do not know the difference. I
do not know the funding mechanism behind the plan. So the claims
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dollars that you as Mr. Employer are withholding from my payroll,
for example, are put into that separate fund. The administrator
who is physically paying the claims since the request to the em-
ployers in the past however often that is—two weeks, one month.
You have had these claims. Please send the check for this money.

Mr. LUETKEMEYER. Okay. I am running out of time here. If
one of you, probably Mr. Ferguson, I would imagine, could give me
just sort of a thumbnail sketch of how this fits into the McCarran-
Ferguson act. You know, basically states need to be in charge of
health care, yet this comes under sort of an ERISA situation. So
can you give us a thumbnail sketch on what applies, what does not
apply, how this all fits together?

Mr. FERGUSON. Sure. As you mentioned, the Employee Retire-
ment Income Security Act is the controlling main federal regulation
that governs self-insured health plans. So as a self-insured health
plan, you are regulated under federal law by ERISA principally but
then other laws also apply, including as I mentioned, many of the
applications and provisions under the Affordable Care Act. The
McCarran-Ferguson dictates that the business of insurance is regu-
lated at the states. So we talked a little bit about stop-loss insur-
ance carriers. The stop-loss insurance carriers are state-regulated
entities. So you have the plan that is regulated by the Federal gov-
ernment, stop-loss insurance carriers are regulated at the state
level. Does that answers your question?

Mr. LUETKEMEYER. Yeah. That just adds to confusion. Thank
you very much.

Mr. Chairman, I appreciate your time.

Chairman COLLINS. Thank you.

Well, Ms. Hahn and I will now kind of jump in and try to connect
some of the pieces. I guess, Mr. Ferguson, let me start with you be-
cause you are the Self-Insurance Institute. Just to be clear, an em-
ployee designs a self-insured plan. One thing that is a big thing,
they do not, as I understand it, have to meet the eight or 10 min-
imum requirements of the ACA. If they choose to have a self-in-
sured plan, for instance, that does not have a free gym membership
or does not have maternity care or contraceptive coverage, they are
allowed to do that. That is one of the three or four exceptions. Is
that correct?

Mr. FERGUSON. You are correct. They are exempt from the es-
sential health benefits rule. But there is a longer answer. They are
subject to the minimum value requirement that the plan has to
provide minimum value for them to meet their employer mandate
requirement as well as their plan participants to meet the indi-
vidual mandate requirements. So it is sort of an indirect sort of
regulation in terms of the composition of the quality of the plan.

Chairman COLLINS. So, for instance, if a company had a reli-
gious objection to providing contraceptive coverage, they do not
have to do it in a self-insured plan. But the point you are making
is—I call it the 60 percent rule—their plan actuarial still needs to
cover 60 percent of the expected costs that would be incurred. Is
that what you are talking about?

Mr. FERGUSON. That is correct.

Chairman COLLINS. Right. So overall it meets the standards
but not “one size fits all.” Each company can design the plan they
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W];mt, which I would like to think is what America should be all
about.

Now, today we have community-rated plans which a lot of small
businesses are in. We have experience-rated plans, which obviously
is what Mr. Faria had as a fairly large small company, 160 employ-
ees. He was experience-rated each year, and if somehow he had
some unhealthy situations, his rates could go up, up, up. If you are
that 25, 30, 40 employee company, you are probably in a commu-
nity-rated plan. And then you have self-insured. And maybe now
you throw the exchanges in. But is it fair to say then experience-
rated, community-rated, self-insured are maybe the three big
things out there?

Mr. FERGUSON. I think that is one way to describe it.

Chairman COLLINS. And Ms. Frick, if a company at some size,
like Mr. Faria, he probably would not qualify for a community-
rated plan. Is that correct? They are only going to take him on an
experience rated plan, so each and every year they are going to say
what happened this year, look back a couple of years, and then de-
sign the premium schedule which he could be fortunate it goes up
1 or 2 percent or he could have a bad year and have it go up 30?

Ms. FRICK. Typically, the under 100 group size is where you are
put into that community-rated pool. But when you get over the 100
you start jumping out of the pool.

Chairman COLLINS. All right. So that brings my next question.
As companies, and actually, I am looking at this in a couple of my
businesses, on the stop-loss, I do not think any small business
owner would ever enter into this without stop-loss. So, and I am
sure this may vary state-by-state, location-by-location, but is there
a point at which somebody wants self-insurance but they cannot
get stop-loss? What would that employee, you know, like if you had
25 employees, could it be if I hired you to go find me self-insurance
you might not be able to get a competitive stop-loss quote? But if
I had 80 or 100 I could? And is there any generalities there?

Ms. FRICK. You are right. I mean, that is a fair statement. Be-
cause the reinsurance carrier is still looking at they are assuming
some risk at some point in time. So how much is it going to cost
them on that small group when there is not going to be a lot of
premium per se to come out.

Chairman COLLINS. Is there a number, like, one thing we
hoped to get out of the hearing is—and I am going to talk to FOX
News today, is maybe some generalities. Is it 25? Is it 50 employ-
ees? Is it 75?7 Because there may be—there are a lot of people look-
ing at options but we do not want to mislead someone that has got
10 employees who think they can do a self-insured plan and actu-
ally get a stop-loss.

Mr. FERGUSON. That is a great question. It is an obvious ques-
tion. And the answer is a little less precise. And the reason for that
is as we talked about—now, self-insurance, the larger you get on
the continuum, you are more likely to be a viable candidate for self-
insurance. So by converse, the smaller you are, the less likely. But
you cannot just look simply at the employee size. As we talked
about a little bit earlier, to a large extent is a balance sheet. It is
a financial decision. And so you may have—let us just take an ex-
ample—you may have a law firm that has 30 or 40 attorneys that
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is cash rich, that has a fairly stable workforce that has the finan-
cial wherewithal to self-insure. And they may be a great candidate
to self-insure. Look at the opposite way. You may have a much
larger employer that is really having challenging—does not have
much cash reserves. They are a larger employer. They may not be
viable for self-insurance because of their financial condition. So it
is tough to sort of pin down an exact number. It really is, again,
the smaller you get on the spectrum it is certainly more difficult.
But to the extent that again you are strong financially—and the
other component, too, is, I make the point, is the successful self-
insured companies are largely the ones where the principals, the
owners, the executives of those companies decide they want to take
ownership of the plan. They want to roll up their sleeves and make
the plan work. Because one of the advantages of self-insurance is
you have the ability to really customize your plan and really make
it work well, but it takes some effort. It takes some time. Your ex-
ecutives are going to have to reserve some time. They are going to
have to meet with their business advisors. They are going to have
to evaluate different things that they want to incorporate as part
of their program.

So if you have a corporate culture, such as Mr. Faria and his
company, where the senior executives are saying, hey, healthcare
cost is a high-ticket item on our P&L, we want to do something
about it. We understand we are going to have to commit the time,
and they do that. The smaller firms can be successful again if they
have the financial wherewithal. But the opposite is true. If you are
a small business owner and you are just looking at this I just want
to save costs but I am not willing to put the time in, do not do it.
It is not going to be a good investment for you.

Chairman COLLINS. So, Ms. Frick, I have got 75 employees. 1
am in a community-rated plan, not experience-rated. I am really
worried about what my insurance costs are. It is now whatever
today is, November 14th or whereabouts, and I have got a short
time to make a decision. So I come to you and I say I really want
to explore self-insurance as opposed to my community-rated plan
that I am offering. What do you do? Could you walk us through
step-by-step like the actuarial calculation? You call an insurance
company. How do I get stop-loss, et cetera, et cetera. What do you
bring forward as far as a network, you know, renting a network,
having a network, the blues, getting to. What does the employee
seek because he used to a Blue Cross Blue Shield card or some
other HMO. So walk us through someone like me coming to you
saying I do not know anything much about anything. How do I get
started? Where do we go? And what is the timing?

Ms. FRICK. Okay, sure.

So first, we take your census of eligible employees with all their
demographic data—age, gender, zip code—so that you can do

Cha‘i?rman COLLINS. Number of family members, et cetera, et
cetera?

Ms. FRICK. Who is covered under the plan. Then take if any
kind of experience is available, even on an aggregated basis. Take
that information into consideration. Take your current plan design.
Call up reinsurance markets. There are a lot of them. And market
it. See who bites, who does not. There will be reinsurance carriers
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that say no, this is not a risk area based on the industry or the
size that we want to take a look at. There are others that are will-
ing to take a harder look. So we get that information back, look at
the contract basis, the time period meaning are there claims in-
curred within 12 months but then paid out in 12 months, 15
months, 18 months. Take a look at the administrators that you
have available. Not every third-party administrator will pair with
a reinsurance carrier, for example, so you have to make sure that
they match. Then who is the pharmacy benefit manager that I
want in there? What is the PPO network that I can rent? A lot of
times with third-party administrators, they can bring those pieces
to the table for you, but certainly, in a self-funded arena you have
the option to put together those pieces and parts that work best for
you.

On the other side, with market innovation, instead of going
straight over to the self-funded side, maybe we look at a hybrid.
Look at something that looks and smells and is self-funding but
still appears or still can function as fully-insured from a premium
payment perspective. For example, there are a couple of national
carriers out now that have come out with something that is like a
level funding plan. So it is self-funded. There is ASO administra-
tive services in there. There is reinsurance. All the pieces and
parts, but they set a fixed dollar amount every month as far as pre-
mium payment versus that little volatility you will get in a claims
payment from a truly self-funded plan. It is a fixed dollar amount.
So at the end of the contract period, take a look and see, okay, if
I paid less in premium than was paid out in claims, then I have
the opportunity to receive a portion of that back. I keep it. It is
mine. In a fully-insured market, I am sure you all are aware that
if I pay less in premium that the carrier paid out in claims, they
keep the money. It is their win. In truly self-funded, that is all my
money back.

So this hybrid gives the opportunity for them to get a percentage
of it back, so a split, for example, with the insurance carrier. Now,
on those times when the employer pays more or more claims are
paid out than premium is received, obviously there will be adjust-
ment for the next time period to account for claims and expected
risk going forward. So it makes a little bit of an easier transition,
so it is more stable month-to-month versus the volatility of this
month I have 25,000 in claims, next month I might only have 7 and
the next month there is 17. It gives some more stability to that em-
ployer of that 7,500, 150 space.

Chairman COLLINS. All right. So now how long does this take?
I call you today. When can you come back at me? Does this take
a week, a month, two months? What would you say?

Ms. FRICK. I would like to do it in two weeks or less.

Chairman COLLINS. Okay.

Ms. FRICK. My methodology has always been to have a 60-day
lockout period and an agreement with a reinsurer. Meaning 60
days before the effective date the plan is going to be set up, locked
in, and if we are going to have a January 1, then we are going to
make sure that by October 1st or November 1st at the very latest,
we know what we are doing, who we are playing ball with, where
the claims are going, who is the pharmacy benefit manager.
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You pointed out a good illustration about everyone is used to
their Blue Cross card or United Healthcare card and it has got that
logo on it. Well, the cards that come out still have the logo on it.
It still has a network attached to it. Now, maybe it says ABC ad-
ministrator where the claims go, but the logo for the network is
still there, the pharmacy benefit manager, such as an Express
Scripts, Caremark is still on there. So it is still identified by the
employee as theirs. The pluses in self-funding the employer also
throws their log on there a lot of times because they are the ones
that are responsible for the plan.

Chairman COLLINS. Good. That is I think helpful as, you know,
again, people are facing this. Right now, Mr. Faria—by the way, I
am a fellow YPOer. I have been in a little bit longer than you. I
graduated into once you are 49 years old you become a W, world
pre(s)ident organization. So I am officially a WPOer but long-time
YPOer.

So you are, I am assuming, in a forum group?

Mr. FARIA. I am.

Chairman COLLINS. So just out of curiosity, eight or 10 guys,
you all share your information monthly in confidence, but without
breaking a confidence, I am just curious. How many of your fellow
eight or 10 forum members are self-insured like you are?

Mr. FARIA. That is forum confidential. Just kidding.

No, I think there is about two of us out of the eight.

Chairman COLLINS. Is it a discussion point that is pretty active
right now?

Mr. FARIA. A lot of the time. I think, again, as I had mentioned,
YPO has done more call-out sessions for our entire chapter to dis-
cuss this point, but definitely—and we also have an individual who
is affected by the medical device tax and he certainly has had some
issues with that, of course. So from time to time it is a discussion.
It is not immediately. I think right now everybody has already
made their decisions on what they are going to be doing. We kind
of planned ahead.

Chairman COLLINS. So now yesterday I did meet with Mr. Fer-
guson ahead of time. He came in a little bit early. We were talking
about the fact that you, as the self-insured now get some inter-
esting information monthly or quarterly. You do not know which
employee may have gone to the emergency room or which employee
is on what particular prescription drug but you get active informa-
tion, what your cost drivers are, in some kind of aggregated fash-
ion. And as Mr. Ferguson was sharing, sometimes, because now
you are bearing the cost, you could make changes in some way or
another that would address to maybe incentivize healthier behav-
ior. He gave me the example of maybe lowering a deductible to go
to Urgent Care, raising a deductible to go to the emergency room,
because you see, oh, my God, I have three employees that just went
to the emergency room. They should have gone to an Urgent Care.
Share with me as someone four years experienced into self-insur-
ance how you have used that data to either have a healthier work-
force or incentivize what we would call cost-effective user-driven
behavior.

Mr. FERGUSON. Certainly. You gave an example that was one
of our true success stories. When we gained access to our data, we
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do not usually look at it on a monthly basis and we are not react-
ing like that, but typically, we will evaluate it on a half-year basis
or so. But when we first got our data and we compared the na-
tional norms, we realized that our employees were using the ER at
a higher than national rate. We also were given information to re-
alize that it was not actually emergency care that they were get-
ting. So that these employees were really going to the emergency
room for issues that really should have been handled by a physi-
cian. So we were able to structure our plan in a way to incentivize
people to go to and get a physician. And the benefit of that is obvi-
ously I kind of look at it as a win-win-win. The overall plan wins
because we are not spending—typically one ER visit for a common
visit we are being charged $1,000. The business wins out because
we are able to reduce that cost. I look at the employee now wins
because they also have a lower cost but now they are developing
a relationship with a physician. They are developing a history with
that physician so that the next time that they come in it is not that
they are just going up to some stranger in the ER. And so this
starts to help promote healthy values. And then the other win of
this is that the overall health system is now being used more effi-
ciently. The ER is not being used to cure the common cold. A physi-
cian is treating that. And so the ER can be focused on more perti-
nent matters.

Chairman COLLINS. So now, Ms. Frick, if you have a pharmacy
benefits manager, a formulary, if you will, for your prescription
drugs, a company could decide I really want—and really encourage
generic drugs—so I am going to have a plan that has got a $5 co-
pay for generics but if somebody wants to opt into the name brand,
have a significantly higher, again letting the user make that deter-
niinz})tion, is that something that you could tailor into a self-insured
plan?

Ms. FRICK. Yes, absolutely. And then I would encourage on top
of that to have lesser language so that you are paying the lesser
of the co-pay or the retail price of the drug. So you are still encour-
aging people who need their prescriptions to fill their prescriptions.
Still go get your $4 generics if you want to from the Wal-Marts,
the Targets, but know that you are not going to pay any more than
say if our plan has a $10 co-pay for generics, that is where your
cap is. So it is still encouraging the healthy behavior.

And I will say to a point on employees, when the employer is en-
gaged in the plan and they take an active look at where there is
spend, employees value the plan more. It does not matter if now
I have to pay $100 to see the doctor whereas I paid $50 before, if
they can see in other areas where the employer is really engaged
and understands what is important to his employee population,
then they are more likely to tailor their plan better and you will
have the more effective measure and usage from the employees.
They will stay out of the ER and go to Urgent Care or an after-
hours clinic more than they were before.

Chairman COLLINS. One last question. If I sign up and I go
self-insured and a year in I got, you know what, I did not quite
know what I am getting into, is it very easy or just automatic that
you could drop that plan at that point and move back into a com-
munity-rated plan?
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Ms. FRICK. You can. However, you need to make sure that you
have a run out provision for the claims that were incurred before.
So you are either electing the terminal liability and the run out up-
front or you are reserving the option to execute it upon the policy
termination. You never want to jump in and out of self-funding and
fully-insured, back and forth. From an employee perspective, they
do not know how it is, as we said before, how the plan is funded,
but from an employer and an administrative, that would be a
nightmare.

Chairman COLLINS. Okay. Before I go to Ms. Hahn to close, I
notice that our Congressman from South Carolina has arrived.

Mr. RICE. I yield my time.

Chairman COLLINS. All right. I guess——

Mr. RICE. I yield.

Chairman COLLINS. Oh, okay. He came to listen. Thank you.
Mr. Rice, I appreciate you being here.

Ms. Hahn.

Ms. HAHN. Thank you. I have certainly found this a very inter-
esting hearing. I have certainly learned a lot.

Mr. Faria—is it Faria? Faria. You all have said it differently.

Mr. FARIA. Faria. Yes.

Ms. HAHN. So I am just curious about a couple things. Now, you
talk about having a gold plan, which sounds admirable. How does
that compare to what the Affordable Care Act is qualifying as a
gold plan and the benefits that have to be offered?

Mr. FARIA. To the best of my understanding, that is why I am
saying gold. I am comparing it to an Obamacare gold plan.

Ms. HAHN. Okay. So you, even though some of these consumer
protections under the ACA do not apply to self-funded groups, you
have decided to cover those?

Mr. FARIA. Yes.

Ms. HAHN. So you do not discriminate against someone who has
a preexisting condition or being a woman.

Mr. FARIA. Not at all.

Ms. HAHN. Not at all. So that is admirable.

One of the things I am interested in, and I do not know if Ms.
Frick or Mr. Faria could speak to that, so when the reinsurance
company is analyzing your company and determining what they
would charge you, what are they looking at and what are they
charging more for?

Ms. FRICK. They look at the current plan design or the plan de-
sign that you have created. And every piece in part to that plan
has an actuarial value. So there is a value to the plan itself, just
as we know we have the minimum value at the 60 percent, so we
all understand how that works. But then when they look at the po-
tential risk or the health conditions—let us say it is a known fac-
tor, that we know what some health conditions are, there is a dol-
lar amount that is associated with the cost of the care of those par-
ticular measures. And then further, has the employer or its admin-
istrator or a disease management company helped to take steps to
mitigate some of those claims? For example, for diabetes manage-
ment, I have put in a plan before where it was not opt in or out.
First fill of a diabetic drug the patient was put into the plan. They
were now followed by the nurse. I would rather pay more in phar-
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macy costs as an employer than more costs for the medical part be-
cause you are going to pay—that person will have more medical
problems over time if they do not control their disease and have
disease management with healthier living, taking the required
medications, have their timely Al season, something of that na-
ture.

So the reinsurance carrier takes a look at everything so they
have an understanding of okay, that employer has now decided
that they are going to have a $50,000 specific deductible for each
person on the plan. So where does that put me after the 50 for this
employer, for the diseases or health conditions that are contained
therein. Where does that place me? If I see that the employer is
assuming more of the risk upfront on the first dollar, then that is
better for me. I will reduce it a little bit. If I see that I will poten-
tially take more on the backend from a reimbursement perspective
and now I am funding that, then I am going to have to put some
more into my rates.

On the flipside, they can also laser, but a laser is just putting
either a different contract on an individual or a higher specific de-
ductible on that individual. They are not excluding them from hav-
ing reimbursable claims. They are saying if my specific is at 50 but
because Susie-Q’s specific—because of her conditions is now at
100,000, then the reinsurer will start reimbursing after her
100,000 claims and the employer has taken the first 100. They are
not excluding her from coverage. They are not excluding her from
reimbursable claims. They are just putting

Ms.?HAHN. What would be some examples of some laser con-
tracts?

Ms. FRICK. Kidney disease. End-stage renal failure. High dollar
premature babies that have been born that it is obvious that they
will have longer time for recovery, they will have multiple sur-
geries going forward. Those are typically the two highest cost driv-
ers.

Ms. HAHN. And do you have any laser contracts, Mr. Faria?

Mr. FARIA. Yes, we do, actually. We had a situation where an
individual has some cancer and they were lasered. I will say that
the laser does add some risk to the self-insurance plan. You can
have a situation where a person gets cancer and then the reinsurer
comes in and says we are going to laser, meaning that their de-
ductible now is let us say 300,000. I will say, however, that there
are plans out there, and we have actually signed one now, that you
can have a no laser contract so for an additional amount of money
you can actually put forth and say that next year when we reapply,
there will not be any lasers.

Ms. HAHN. And does your employee who has been lasered, do
you charge them more?

Mr. FARIA. No.

Ms. HAHN. No?

Mr. FARIA. No, we do not do that.

Ms. HAHN. So everybody pays the same?

Mr. FARIA. Right. I mean, we have a tier based off of whether
you are single or have a family. We also have a tier based off of
how the person scores on the physical, their biometrics, how they
are doing in improving healthy living.
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Ms. FRICK. I am sorry to interrupt. May I make a comment to
your question about lasers and what employees pay?

Ms. HAHN. Right.

Ms. FRICK. The employee typically has no idea what their laser
is. They see their plan benefit design. They see I have $1,000 de-
ductible and a $20 office visit co-pay. The stop-loss deductibles and
the lasering is on the financial funding side of the plan. So his em-
ployee that might have that $300,000 does not know that he is re-
sponsible for $300,000 of her first dollar claims versus 50 for mine.

Ms. HAHN. Got it.

So the other thing that was interesting was you having access to
the data. Now, you do not have access to the individual employee
and whether or not they went to the emergency room, or you just
have a cumulative

Mr. FARIA. Right. It ends up being cumulative.

Ms. HAHN. But do you know who the employees are?

Mr. FARIA. T would say that you do not have direct names.

Ms. HAHN. You can figure it out?

Mr. FARIA. Unfortunately, in a small business environment, you
do know that a certain employee might have been out and to the
hospital for a period of time and you will get claim data that said
this particular surgery happened at that point in time.

Ms. HAHN. Yeah, you know, I have been having an open mind
about this but that part of it really would bother me as an em-
ployee. That is a real loss of privacy with your employer. It is one
thing for your insurance company to have that information. It is
another thing for your boss to know what is going on in your per-
sonal life and why or why not you have chosen to seek medical
care. So that part bothers me. What do they feel about it?

Mr. FARIA. Well, I think in a lot of cases, in fact, most of the
cases, just the environment that we have created, kind of a family
culture, in most of the cases

Ms. HAHN. I would not want my own family to know when I go
to the emergency room.

Mr. FARIA. Yeah. I mean, we are hearing that information actu-
ally from the employee themselves so that it is not really a situa-
tion where we are finding out that through nefarious means. But
I will have to say that is an issue. And just like everything, the
wrong person with that information can make some bad decisions.
But now we are talking almost like fraud or a HIPAA violation.
Somebody has to really kind of break the law to really start uti-
lizing that information.

Ms. HAHN. Right. Except you are not a doctor so you have not
really taken a Hippocratic oath.

Dr. Blumberg, so in your report, Small Firm Self-insurance
under the Affordable Care Act, you present a situation in which a
stop-loss insurance plan would pay for all medical costs. The em-
ployers would bear no risk and the stop-loss insurance would es-
sentially act as a traditional health insurance without several ACA
regulations. Would you elaborate a little bit on that because I am
getting sort of mixed messages here about what these stop-loss or
these reinsurance companies actually are. Are they just reimburse-
ment financial vehicles or are they, in fact, acting like health insur-
ance?
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Ms. BLUMBERG. Sure. And I think the lines begin to blur a bit.
And some of it is the increased incentives for these small firms to
self-insure under the ACA without other action being taken. And
the reason is that most states today do not regulate the definition
of stop-loss insurance, and neither does the Federal government. So
as a consequence, we are seeing more and more “attachment point”
plans being issued. Some regulators in Michigan, for example, in-
formed us that they are seeing not only more stop-loss policy forms
being filed with regard to small firm coverage but with much lower
attachment points, as low as they have seen $5,000. And so what
that means is if there is no regulation that defines what stop-loss
means, then you could sell—not that I am saying these folks do,
but you could—others could sell a stop-loss plan with a zero dollar
attachment point. And what that would mean is essentially it
would act as unregulated health insurance. So if the employer that
was self-insuring, for example, said I am going to have a $1,000 de-
ductible plan, a zero dollar attachment point on a stop-loss plan
would mean that the stop-loss plan would start to reimburse after
the individual hit their $1,000 deductible. So when you do not de-
fine regulatorily what stop-loss is, then stop-loss can morph into
whatever you want it to be.

Ms. HAHN. In terms of what the self-insured employer has—
what kind of plan they have created?

Ms. BLUMBERG. Right. So the self-insured employer can decide,
okay, as I used as an example, I am going to have a $1,000 deduct-
ible plan for my employees with a 15 percent co-insurance on ex-
penses over that just to lay something out simply.

Ms. HAHN. Right.

Ms. BLUMBERG. And then they can go and buy a stop-loss pol-
icy that is going to internalize all of the claims that would come
into the firm beyond what the individual is required to pay. But
because it is referred to as stop-loss and it is sold by a reinsurer,
then that means that the individual—the individual firm that is
providing a self-insured plan to its workers, is not subject to the
regulations, the premium rate regulations, the essential health
benefit regulations, the actuarial value rules within the Affordable
Care Act for other small fully-insured firms.

Ms. HAHN. So if this—and I know in California, we have actu-
ally passed legislation that would prohibit stop-loss insurance from
issuing plans with specific deductibles under $35,000 to small busi-
nesses with less than 100 employees. So do you think that kind of
regulation is helpful?

Ms. BLUMBERG. It is helpful. According to the actuaries at the
National Association of Insurance Commissioners who have re-
evaluated the situation very recently, that $35,000, which is help-
ful, is still too low in terms of the level at which we want to dis-
suade more vulnerable small businesses from taking the self-insur-
ance option. And while there are a number of regulations under
ERISA to which these small self-insuring firms are subject, as was
mentioned earlier, the issue is really that the specific regulations
to which they are exempted from are precisely the ones that are
changing the way that small group insurance is priced under the
Affordable Care Act. So it is not so much the number of them as
which ones we are actually talking about. And so that is important
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to keep in mind is that once you give people an out to the very
rules that determine how risk is shared in a small group market,
you can have a very significant effect.

Ms. HAHN. And maybe for the whole panel, how do we strike
a balance between the need to protect firms against unexpected
costs and the need for an affordable method of insurance for small
businesses, including small businesses that choose to go to the ex-
changes, and how do more self-funded and reinsurance combined,
how is that going to affect small businesses going onto the small
business exchange?

Does anybody have

Ms. BLUMBERG. Well, I can comment. There are very direct im-
plications as our analysis showed for those small firms that want
to buy fully-insured products. Once you have basically an outlet
from the sharing of risk for potentially the healthiest and most fi-
nancially valued firms. So if you have self-insurance and it is easy
to go back and forth, even with some financial risk for the healthy
small employers, the implications are that the average risk in the
fully-insured market, which is both the exchange and outside of the
exchange, the way that a lot of the small employers are buying al-
ready today, it ends up increasing their risk very substantially. So
the idea is you can salvage the stability and the security of the
plans and the average price of the plans that are expected to
emerge in the new small group fully-insured market by limiting the
number of small employers who would end up going into self-insur-
ance either by increasing the attachment point at which they can
buy stop-loss coverage or by prohibiting its sale for small firms.

Ms. HAHN. Thank you. Thank you.

Chairman COLLINS. Well, thank you. Let us see. It is 11:35 and
the president is going on the air as we speak announcing that he
is going to allow insurance companies to continue to offer plans
that have been canceled. We will just see where that ends up, but
I guess that is happening even as we speak.

I want to thank all the members for speaking today. This testi-
mony is very timely, and the issues are real. Certainly, Dr.
Blumberg does point out that as small employers look to control
their own costs, to control their own profits and their future, in
doing so there could be a negative impact on the community-rated
pools. But I would point out that happens today because the large
employers are all self-insured. So when you really look at what is
happening today, that segmentation of risk has happened in a huge
way because any and all employers with over 500 employees are
all self-insured. And so it is just a true statement as people peel
out and they manage their own risk as Mr. Faria is managing his
and understanding how to incentivize good behavior, going to Ur-
gent Care instead of emergency rooms. As that happens, the pool
of folks left in the community-rated pools may get more and more
toxic from a standpoint of risk and hence, cost. But there is nothing
perfect in life and I think small business exists to produce a prod-
uct, to make money, to grow their business, create jobs, and any-
thing we can do to help small business create jobs by controlling
their costs is, in fact, the biggest benefit that we have and the big-
gest problem we have in this country today is a lack of jobs. So for
that reason I know I am going to and the Committee will certainly
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be suggesting to someone—and I will pick the number, over 25 em-
ployees—to go out and take a look at self-insurance. It is not going
to be perfect for everyone. Buyer beware as was also pointed out.
Make sure you have got a good TPA. Make sure that TPA has got
a good pharmacy benefit manager. Make sure that you understand
your risk on the stop-loss piece, both individually and in the aggre-
gate. And it is going to take time but I certainly, as it is mid-No-
vember, would encourage any and all companies. And as I under-
stand it, many could do so and decide to kick it off on April 1st.
When they sign up for community plan, generally they are not
locked in. So again, I want to thank you all for coming. I think this
was very timely and I, to the best of my knowledge, pretty much
covered, crossed most of the Ts and dotted the Is.

I will ask unanimous consent that members have five legislative
days to submit statements and supporting materials for the record.
Seeing no objection, so ordered.

The hearing is now adjourned. Thank you again.

[Whereupon, at 11:18 a.m., the Subcommittee was adjourned.]
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INTRODUCTION AND EXECUTIVE SUMMARY

Good morning Chairman Collins, Ranking Member Hahn and
members of committee. My name is Mike Ferguson and I serve as
President and CEO of the Self-Insurance Insurance Institute of
America, Inc. (SITA). I am pleased to join you here this morning for
such an important and timely hearing.

SITA is a national trade association that represents companies
involved in the self-insurance marketplace, including self-insured
organizations and their business partners, mostly in the small and
midsized market segments and represent both private employers
and union-sponsored Taft-Hartley plans.

My testimony this morning will address six general areas that
should be of interest to the committee.

e What is Self-Insurance and How Does it Differ from Tradi-
tional Health Insurance
Who Self-Insures
The ACA and Self-Insurance Trends
The Advantages and Disadvantages of Self-Insurance
Federal Regulation of Self-Insured Group Health Plans

Stop-Loss Insurance Overview and Marketplace Demo-
graphic

WHAT IS SELF-INSURANCE AND HOW DOES IT DIFFER
FROM TRADITIONAL HEALTH INSURANCE?

Should an organization wish to sponsor a group health plan for
its employees or members it has two basic options. The first option
is to purchase a traditional group health insurance policy from a
licensed health insurance carrier. Under this arrangement, the or-
ganization pays the insurance carrier a fixed premium and the car-
rier provides health care coverage to the group in accordance with
specified policy terms. By choosing the traditional insurance option,
the organization transfers the health care-related financial and
legal risk to the carrier.

The other option is to retain the financial and legal risk through
the use of a self-insured group health plan. This is also known as
self-funding. Under this arrangement the organization pays eligible
health care claims as they are incurred, either directly like other
business expenses or through a separate trust. Self-insured em-
ployers typically outsource claims administration functions and re-
tain stop-loss insurance as a financial backstop for catastrophic
claims.

WHO SELF-INSURES?

According to the 2013 Employer Health Benefits Survey, 61% of
covered workers in private employer plans receive coverage
through self-insured arrangements. Of more particular interest to
this committee is that 16% of small employers with 3—-199 workers
are self-insured. This is up slightly from 15% in 2012.
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But self-funding is not limited to the private employer market-
place. It is estimated that there are about 1200 union-sponsored
Taft-Hartley health plans serving a variety of industries and that
more than half are self-insured. And again, of particular interest
to this committee, many of these self-insured Taft-Hartley plans
are small, with as few as 50 to 100 members.

Given these statistics, it’s clear the topic of self-insurance is im-
portant to both the business and labor communities. And it’s also
clear is that self-insurance is not simply a privilege for the very
largest organizations.

THE ACA AND SELF-INSURANCE TRENDS

Now that I have provided this general background information,
let me address a recurring question of what effect has the Afford-
able Care Act had on the decision process of smaller employers who
may be considering self-insurance?

Recent pronouncements by many policy-makers and pundits that
by self-insuring organizations are able to bypass ACA regulatory
requirements and operate health plans with little or no consumer
protections are misleading. As my testimony will demonstrate,
smaller organizations that choose to self-insure actually subject
themselves to more regulation, not less. In this regard, we respect-
fully dismiss the conclusion by some that the decision to self-insure
is influenced by the objective to “get out of Obamacare.”

Rather, it is our view that the ACA is more of an indirect factor
in the decision to self-insure for smaller organizations. This more
nuanced conclusion is based on the belief that the primary moti-
vating factor of most organizations that have or are considering the
self-insurance option is that they want to take more control over
the cost and quality of the health benefits they are providing to
their plan participants over the longer term.

While we will leave to other stakeholder groups to make broader
statements about the merits of the ACA, we believe it is fair to say
that the law has created added uncertainty in the health care mar-
ketplace and contributes to more acute cost fluctuations, at least in
the short run. So in this current post-ACA environment, self-insur-
ance does provide smaller organizations more certainty in their
ability to be able to continue to provide quality health benefits
along with will providing them better costs containment capabili-
ties.

Now that we have established the size and diversity of the self-
insurance marketplace and provided some general commentary on
how the ACA has influenced this marketplace, let’s talk about the
advantages and disadvantages of self-insurance in order to better
understand how organizations must consider this plan funding de-
cision.

DISADVANTAGES OF SELF-INSURANCE

It’s important to state right up front that self-insurance is not
the right option for all organizations. Smaller organizations, in par-
ticular, should carefully consider what it means to be self-insured.
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Financial Liability

The primary consideration is that as a self-insured organization,
you are responsible for paying all eligible health care claims in-
curred by plan participants. While stop-loss insurance provides for
a limited reimbursement mechanism for higher cost claimants, the
self-insured organization accepts all financial liability for the group
health plans. Simply stated, if you are not prepared to cut checks
to pay providers, you should not be self-insured.

Legal Liability

In addition to accepting financial liability, self-insured plan spon-
sors also subject themselves to significant legal liability. Plan fidu-
ciaries (normally organization executives) are subject to civil and
criminal penalties under the Employee Retirement Income Security
Act (ERISA) to the extent that plans are not administered in the
best interests of the participants. Simply stated again, if you are
not prepared to understand and ensure compliance with applicable
federal law, you should not be self-insured.

Time and Focus Commitment

While self-insurance allows plan sponsors more flexibility to de-
liver quality health benefits in a more cost effective way, sponsors
commit the necessary time and focus to design and manage their
plans in order to achieve the desired results. So the final simple
statement is that if you are not willing to make this commitment,
you will likely be better off in a traditional, fully-insured arrange-
ment.

ADVANTAGES OF SELF-INSURANCE

There are many reasons why organizations conclude that self-in-
surance is the best health plan funding option, despite the consid-
erations noted above.

More Cost Effective Than Fully-Insured Plans

A well run self-insured health plan is generally less expensive
over time compared with the traditional insurance options. The
“over time” caveat is important because claims experience often
varies from year-to-year. Traditional insurance premiums must ac-
count for the carrier’s marketing cost and profit margin, among
other cost escalators that are not applicable to self-insured plans,
as they are essentially not-for-profit health plans.

Plan Design Flexibility

Federal law provides self-insured plans greater flexibility in de-
signing benefit packages that better meet the specific needs of their
plan participants. For example, organizations with a predominately
female workforce can structure their plans to incorporate more ro-
bust health benefits that would be utilized by female plan partici-
pants. Self-insurance plans can also structure more innovative re-
imbursement arrangements with health care providers.

Improved Cash Flow

Self-insuring allows claims to be funded as they are paid. Fully
insured premiums constitute a form of pre-payment. With self-in-
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suring, a plan pays health plan costs only after the services have
been rendered. Insurers set health insurance premiums at levels
that anticipate projected increases in healthcare costs—usually
well in excess of the actual rise in costs.

Ownership of Health Claims Data

Health claims data is extremely valuable for plan design pur-
poses. But under traditional insurance arrangements, carriers
maintain that they own this data and employers cannot get access
to it. By contrast, self-insured organizations have control over this
data and can use it to help deliver benefits more efficiently and
control costs.

ERISA Preemption of State Regulation

ERISA provides uniform regulatory stability to employers that
operate in several states, so those companies do not have to adopt
a patchwork of design variations to comply with various states’ re-
quirements. This is particularly important for multi-state organiza-
tions.

Incorporation of Value-Based Benefits and Wellness Programs

As medical costs have skyrocketed, self-insured plan sponsors
have been taking steps to reduce medical costs by emphasizing pre-
vention and maintenance care for chronic diagnoses. Employees
have the flexibility to design and integrate into overall strategies,
health risk assessments, prevention and wellness programs tai-
lored to the employer’s specific employee demographics and needs.

FEDERAL REGULATION OF SELF-INSURED PLANS

Some health care market observers contend that policy-makers
should be concerned about employers switching to self-insured
health plans and purchasing medical stop-loss insurance in order
to “dodge” requirements and fees applicable to fully-insured health
plans as provided for by the ACA. They further argue that such a
trend will contribute to adverse selection and therefore compromise
the viability of the health insurance exchange.

SITA believes this analysis is inaccurate based on a review of
how self-insured plans are actually regulated and the recent find-
ings of the RAND Corporation on this subject.

For purposes of our discussion, we will focus on non-grand-
fathered self-insured plans, which by definition include organiza-
tions who have switched to self-insurance since the passage of the
ACA. Non-grandfathered self-insured group health care plans, re-
gardless of stop-loss insurance arrangements, are subject to almost
all ACA health care market reforms, including:

Prohibition on annual & lifetime limits

Coverage of dependents up to age 26

Prohibition on discrimination based on preexisting conditions
Coverage of preventative services

Summary of benefits and coverage

Disclosure of plan transparency
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Right to external claims denial reviews

Limitations on waiting periods

Right to provider designations

Mandated coverage of emergency services

Of the few ACA health care market reforms that do no not apply

to non-grandfathered self-insured health plans, there are specific
reasons why as follows:

Medical Loss Ratio - As self-insured plans are essentially non-
profit entities with the fiduciary requirement to use plan assets for
the exclusive benefit of the plan participants, there is no “profit
margin” to regulate.

Review of Rate Increases - Again, as self-insured plans are non-
profit entities and prohibited from using plan funds for any other
purpose, sponsors have no incentive to increase rates any more
than the rate of increase of medical claims and expenses.

Essential Health Benefits - Existing federal law (ERISA) explic-
itly declares that self-insured group health plans should not be
subject to state law. The ACA delegates the establishment of EHB
standards to the states. Self-insured plans are subject to other fed-
eral mandates, so if Congress intended these plans to subject to
EHB requirement the law would have been drafted accordingly.
That said, self-insured groups health plans are subject by the
ACA’s minimum plan value rules and cannot establish coverage
dollar limits on benefits that are deemed to be EHBs. Finally, self-
insured employers have a significant human resource incentive to
offer quality health benefits.

Self-insured group health plans (grandfathered and non-grand-
fathered) are highly regulated by other federal laws such as
ERISA, HIPAA and COBRA that existed prior to the ACA. Con-
sumer protection requirements/mandates under these laws include:

e Prohibited from denying coverage based on preexisting condi-
tions
Prohibited from discriminating on cover based on health status
Mandated internal review procedures
Privacy protections
Plan fiduciary standards

Prohibited from rescinding coverage for non-fraudulent pur-
poses

e Continued access to coverage post job termination

Will Self-Insured Health Plans Contribute to Adverse Selection
With Health Insurance Exchanges?

It is SIIA’s view that there may be many factors which could con-
tribute to adverse selection among the federal state health care ex-
changes but the growth in the self-insurance marketplace is not
one of those factors.

In support of this view, RAND Corporation concluded in a 2012
report that if small groups have the option to leave the insurance
exchanges to self-insure, there would be no negative effects in
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terms of pricing for the remaining groups—no adverse selection
would result. A key excerpt of the report follows:

“However, eliminating the option to self-insure does not sub-
stantially reduce premiums on the SHOP exchanges. This is be-
cause when self-insurance is not an option, most firms that
would otherwise have self-insured decline to offer coverage rath-
er than moving to the exchanges. This result is driven by the
assumption that self-insured workers have low health insurance
costs relative to wages. Although the majority of people who
would otherwise have enrolled in their employers’ self-insured
plans find coverage elsewhere, these enrollees are spread out
across other employer policies, individual exchanges, SHOP ex-
changes, and Medicaid. As a result, they have little effect on the
cost of premiums.”

STOP-LOSS INSURANCE OVERVIEW AND MARKET-
PLACE DEMOGRAPHICS

Stop-Loss Insurance Overview

As referenced earlier in this testimony, virtually all smaller and
mid-sized self-insured organizations retain stop-loss insurance to
provide a financial backstop to guard against catastrophic claims.
In this regard, I believe it would be useful to clearly explain what
stop-loss insurance is and how it differs from traditional health in-
surance as it is more closely related to liability insurance products
than health insurance products.

Quite simply, stop-loss insurance provides financial reimburse-
ments to self-insured organizations for health care payments that
exceed pre-determined levels, known in the industry as “attach-
ment points.” Stop-loss policy attachment points can either be for
specific plan participants and/or for total claims incurred by the
plan, known as “aggregate.”

Unlike health insurance, stop-loss insurance does not cover indi-
viduals nor pay health care providers regardless of attachment
point levels. It can only reimburse the sponsor or the plan for
health payments in excess of the attachment point.

Stop-Loss Insurance Marketplace Demographics

Milliman released a report earlier this year commissioned by the
Self-Insurance Educational Foundation (SIEF) highlighting key
policy characteristics found in the U.S. employer medical stop-loss
(ESL) market. The underlying policy data was provided by eight of
the largest stop-loss carriers which collectively represent approxi-
mately 50% of the market. Milliman therefore assumed that the
data is a reasonable approximation of the entire ESL market. A
summarization of this data revealed the following:

e Employers with 100 or fewer covered employees represent
approximately one-quarter of the ESL market if the market is
measured by count of employers. If measured by covered em-
ployees, however, that same segment represents only 2% of the
ESL market.
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e Most ESL purchasers obtain both specific and aggregate
stop-loss. However, employers with over 1,000 employees are
more likely to purchase specific stop-loss without aggregate.
Very few employers found in the underlying data purchased
aggregate coverage without specific stop-loss.

e The data included employers that purchased specific
deductibles ranging from $5,000 to $2,000,000. However, 81%
of employers purchased deductibles of $50,000 or greater.

e The median specific deductible found in the calendar year
(CY) 2012 data across all plans was $80,000. For groups with
50 or fewer covered employees, the median deductible was
%35,000. For groups of 51-100 employees, the median was

45,000.

e Less than 0.2% of specific stop-loss policies had specific
deductibles of $10,000 or less. About 0.3% of specific stop-loss
olicies were written with specific deductibles of less than
20,000.

e The data included employers that purchased aggregate
corridors ranging from 110% to 200% of expected claims. By
far, the most common corridor (found on 90% of policies with
aggregate coverage) was 125% of expected claims.

CONCLUSION

In conclusion, I would like to thank the committee again for this
opportunity to provide input on the increasingly important topic of
self-insurance and I look forward to addressing any questions you
may have. Additional Information about self-insurance can be
accessed on-line at www.siia.org.
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Good Morning, My name is Robin Frick and | anv'a Heensed professional health insurance agent from Stidell, Lbuisiana, i
serve the health coverage needs of my clients by helping them purchiase, sdininister, service:and utilize heashth insurance

policies and other related benefits. | have spent my entire caréer hielping busi design and-imp Wfunded
benefit plans for their employees. Many of the clients | have worked with aré very large employers; But many are alse
employers that would fall under the jurisdiction of both this committee and the United States Small Business

Administration.

1 would like to thank the House Small Business Committee and, in particulfar, Chalrman Graves, Ranking Member
Velazguez, Subtommittes Chairman Coflins and Ranking Mermber Hahn forinviting me here today and for electing to
hald this public hearing. As a result of not only the passage of the Patient Protection and Affordable Care Aty {PRACAY,
but also the Bverincreasing cost of medicel care and the scondmy in.geheral, pur private health insirance market
options arg changing. Employers of all sizes are responding to:these thanges; so fappreciate your committee’s
recognition of the issue and bipartisan willingness to bring it to the pliblic's attention.

i am here on behalf of my professional association, the National Association of Health Underwriters {NARLY, which
représents approkimately 100,000 health insurance agents, hrokers, genernlagents, consultants snd other erplovee
benghit specialists feom all over the United States. 4 have been involved with NAHU and fts Lovisiana affifiate since |
hegan Wy cafeer in the insurance industry in 1999, 1 am a past siddent of the Loulsiana Association of Health
Underwriters and am honored to currently seive as a member of NAHU'S Legistative Council. Allof the migmbers of
NAHY work an 3 daily basis to help millions of individuals and employers with their health insurance coverage toeds. A
significant portion of our membership s like me and helps employers develop and admint seff-furided healthiplans
for thair emiployees. As such, | am happy to share our experiences with you with regard to this market.

1 would fike to state up front that the appropri ofa ding @ is not determined by the particular
size of any business, While group size is one factor that an employer and their ficensed employee benefit sdvisor
considers as part the self-funding determination process, it is only one of many.

NAMU recognizes and appreciates that this hearing may stem from the desire to protect small employers from
inappropriate financial exposure. As licensed benefit professionals, NAHU members share your concern and axtend ito
our employer clients of all sizes. Qur members have a legal obligation to explain all possible henefitplan optionsto their
clients and educate them about the risks and advantages of each type of plan design. State-licensed agents and brokers
must protect their clients and develop benefit plans that best meet their cliemts’ financial and coverage needs, or face
hoth civil and criminal penalties. As an association, we have significantly increased our professional-develbpment
offerings regarding seif-funding and stop-loss coverage aptions in recent years.

NAHU has always stood for choice in private health insurance coverage markets, We believe the public is best served
when there are many difference kinds of private health insurance market options available to consumers, andithayall
consumers should have direct access to licensed benefit professionals who can help them determine which.coverage
options best meet their specific needs and budgets. We also feel that the dynamic private rarket is the best wayto

1272 New York Avenye, NW, Ste. 1100 - Washington, DC 20005 « 202-552-5060 ~wwwratniorg
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offer innovation in health coverage to all Americans and have always supported the rightof emplovers to offer, or not
offer, health insurance coverage and other employee benefits, We encourage the development of policies that will
contintie to altow both employers and individuals to choose the benefit options that are most appropriate for them, and
self-funded covarage Is one of those options.

Choosing to self-fund a health benefit plan is very different than purchasing traditional, fully insured health instrance
coverage. In an entirely self-funded aerangement, the employer assurmes the financial risk for providingmedicéi benafits
1o its employees rather than paying 3 monthly set premium to an Insirer that bears the risk. The emplover genarally
utilizes the assistance of a third-party administrator to handle customer-service issues, pay and administer claims,

m net antt utifiration, contract with pharmacy benefit managers, and handie other compliance duties. tn
most cases; including virtually all smaller employers that make the decision to self-fund, complementary stop-loss
insurance coverags is purchased by the employer 1o mitigate the financial risk. Generally, such stop-loss coverage s
written to provide employers with protection in two ways. One protects the employer against a specific high tlatm by
any one individual and is known as the “specific” or individua! deductible. The other is to protect the employer dgainst
the total amount it could pay in clains for all beneficlaries during the contract period, which is known g3 the "dgaregate”
deductible. Occasionally, employers may determine that only specific stop-loss coverage meets thelr need for
protection, but this is fairly rare and almost all stop-loss coverage sold includes both individual and aggregate clakms
protection for the employer.

The decision to self-fund coverage is not one to be taken lightly by an employer of any size and represents a multi-year
commitment. For administrative reasons alone, an employer would not be able to hop inand outof the selffunded
market on a year-to-year basis. The choice to self-fund means that the emplover has absorbed a big administrative
obligation and has substantially changed its health benefit offerings. t's.als0 not a change an employer catt takeowits

own. The assi of a state-l i professional who is legally obli to help the e weigh all pogsible
options is required to implement a self-funded benefit plan offering.
The decision whether or not to offer employee benefits through a self-funded arrang , aswell as thedecision of

whether or not to purchase stop-loss coverage and the type of stop-loss coverage that may be purchased s alsoa highly
variable decision and depends on the unigue needs of gach employer. While-many of our nation’s largest businggses
use self-funded arrangements to provide coverage, not all do. A smaller employer with significant cash reserves might
be much mora suited to a self: ing ary than a company five times its size in 3 different financial position.

An informed decision to self-fund is not based on the perceived youth or health of the employer group's risk.pool;
sither, While claims experiance certainly plays a farge part in the costs of and decision-making process surrounding self-
funding a health plan, there is no way for an employer to gauge for certain the long-term health of a group ofvatying
employees.

There are many benefits to self-funding, including the ability to create plans that address tha specific needs of the
workforce and the ability to incorporate unigue and often cost-saving features that employees truly appreciates; such as
worksite clinics, significant wellness initiatives and dise programs, among others. However, there are
risks an employer must absorb too. When making the choice to self-fund s health plan and purchase accompanying

1212 Nows Vork Avanig, N S, T100 - Washington, DU 20005 «202-553-5080 «wwiviraho org
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stop-loss coverage, each employer must weigh its ability to spread risk, the needs of its employees, the company’s
specific financial position, its risk-tolerance, its administrative capabilities and many other factors.

NAHU members do report an increased interest in the seli-funded arena from employers of all sizes since the passage of
PRACA. However, we think it is very important to note that incr interest in the marketplace will not n arily
translate into a long-term increase in the number of self-funded groups.

We also believe it is important to note that increased interest in self-funded arrangements on the part of employers
both large and small is not a new phenomenen. When individual states have taken action over the years to significantly
alter their health insurance marketplaces, employers and the seif- msurant ketplace have oncded just as
they are right now, interest in self-funding is exacerbateéd when factors like coverage pricing, plan design and employer
flexibility appear to be yncertain. At the state level, we have §een this trénd occur time and time again.

PPACA’s national health reforms are different than state-level market reforms in many key ways though, which.may
account for even greater interest. First of all, PPACA iy mitich largerin scopeé than any state-level market reformiaver
attempted previously, including in M husetts, and {t xry single state inthe union, not just one Fuether,
at the state level, insurance reforms were often phased by over multiple years to avold market instability and-alfow for

d market consequences to be worked oot, However, PPACA¢alls for an unprecedented number of insurance
market changes and employer requirements to take effect all during the coming plan year,

We believe that the new awarenass of the self-funidad and stop-loss marketplace stems fromt anxiety on the part of most
employers about the changes the new health Jaw thay bring to their eniployee benefit offerings. This same anxiety is
causing employers to consider dropping thei altogether as well as investigate any other new means of
providing coverage to their employees that the private market may offer, including offering coverage thraugh'new
private exchange options. One reason emplovers of all sizes are considering self-funding when they haven'tinthe past
is the new national health insurance tax, which only applies to fully-insured plans and will increase premiums byan
average of $500 per family in 2014, Another is the looming “Cadifiac tax,” which will place an excise tax on plan
offerings with higher premiums. While this tax will apply to all types of group plans in 2018 and bevond, emplovers may
feel that they have more control over premiums and benefit offering s with selif-funded coverage. Finally, chanigesto
the way health insurance premiums will be rated and structured in the years shead is having an impact of the intérest in
the seif-funded marketplace. Fully insured rates for 2014 have been loaded to accommodate the unknown tisk, thereby
causing employers 1o review all possible options to gain better control of their costs and the benefit designs they offer.

However, we feel it is important to note that seif-funding a health plan does not allow emplovers to escape the impect
of health reform. Most of PPACA’s market protections apply to all employer group health plans, regardiess of how they
are financed, Further, some protections, like non-discrimination testing, already apply to all seff-funded plans, and these
rules have not yet been enforced on the fully insured marketplace. The Department of Health and Hurman Services has
also provided health insurance participation and contribution requirement refief to ermployers who buy fully Insured
group coverage for employees to ensure that they will be able to meet the law’s shared employer responsibility
requirements. This relief does not extend to employers that choose to self-fund their health plans and sre subject fo the
employee-participation and cantribution regquirements of stop-loss issuers,

1212 Mew York Avehus, NW, Ste 1100 - Washingion, DU 20005 « J02-852-8080 s wiwwnahuworg
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Furthermore, at the end of the day, we don’t see employers that actually make the decision to self-fund their benefit
plans doing it merely to skirt looming regulatory changes. Instead; théy are making this monumental decision to be able
o continué to provide thelr employees with the benefits exactly needad, especially for recruitment and retention. The
bottony firie is vastly important, but gaining control of how dollars dre spent and benefits that are offered Is just as
important for these employers.

While there may be greater interest in self-funding and stop-loss plans among small employers at the current time than
there has been inthe past, this type of coverage is stilt tively rave amongst very small ervployers. Most stop-loss
carriers do not offer coverage to groups of under 50 lives, whichin the tiealth insurance space has beefi the typical fegal
dividing Bine betiveen a large employer group and a smalkemployer Some companies do market to smaller groups, but
that has always been the case, particularly in the states that already had a highly regulated fully insured group market
prior o the passage of PPATA,

The majority of stop-loss carriers nationally still focus on groups of 100 or more lives and some even set'a minimum
deductible level because claims ience generally is not considered stable enough or “credible” for maller employer
groups, While some claims credibility may be given to smaller grotips, it will take group growth both inthe number of
lives covered and months under a self-funded arrangement for mora weight to be given to @ group’s cldims credibility.
Then attachment points can be based on the aggregate claims factors plus the overall employee benefit marketplace
“trend.”

In the past year or two, growing interest from employer groups on alternate funding mechanisms has ledito sorme self-
funded marketplace Innovation. We have seen some national carriery develop “hybirid"-level fanding plans that ook
more fike traditional fully insured group health coverage than seif-furided plans have previously. Theseproductscan
ease the transition from fully insured to self-funding for smaller emplovergroups and for larger employergroups that
have not been seif-funded previously. These plans offer smaller and mid-market employers stable premidrng and
provide rebates at the end of the year if claims are under a cartain thrasheld, But if claims exceed the specified
threshold, there is liability for the employer. All emplovers appreciate the fixed costs on a month-to-month basis these
options provide, hawever, the larger emplovers tend to more easily tolerate claims volatility.

As the market changes over the time, we expect that cartiers may develop even more new hybrid products thet offer
greater protection to smaller-employer groups. Where we really see the increased possible trend will be with what we
in the industry refer to as "mid-market employers” with between 50-250 emplovees. in particular, we expect more
hybrid products to hit the marketplace to serve groups from 50 to 100 employees over the next few years; because the
health reform law will require that all employer groups of this size transition from being regulated as large empioyers for
health insurance purposes to small employers in 2016, The premiums for these groups will no longer be based on their
claims experience and these groups will become subject to the law’s essential health benefit requirements and other
plan-design specifications. We expect that when employers of this size become fully aware of the significant change in
regulation refative to their benefit plans, increased interest in self-funding will occur among these employérs and the
market will respond. That doesn’t mean that all, or sven most, employers of this size will ultimately elect to seif-fund
their benefit plans, but we do expect even more attention to be paid to that possible-option.

1312 New York Avinie, NW, §te. 1100 Washington, DC 20008 + 2085523080 »wwsienahu.org
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As this committea is probiably well aware, seif-funded employer groups are not subject 1o state-level insurance
regulation and are instead subject to the Department of Labor's federal regulatory authority as per the Employee
Retirement Tncome Security Act {ERISA), However, the stop-loss palicies that almost always accompany a seif-funding
arrangement for small employers are 1 by state ¢ teof i State insurance reguiators, who are
the ekperts v both thelr field and in the unique market variances of their states, have a variety of means at their
disposal 1o regulate stop-loss policies sold in their states as they feelis warranted. The means they may use intiude not
just régulating stop-loss-specific and aggregate deductible amounts; but also the market conduct of stop-ltss insurers
and sgents operating In their states, State regulators have the:ability to old agents like me who help employers design
andimplement selff-funded plans legally sccoumtable for the advice wie provide to clients. If past history is any
indication; they will show no hesitation in enforcing the law and regulating agent conduct if warranted.

As | stated garlier, our membership reports almost universally that the looming PPACA-related market changes are
causing significant anxiety within the employ iy, Emph targe and small are looking at all possible ways to
gain greater contiol over their employee benefit options. We believe this need for control has sparked a greatevinterest
in the possihility of self-funding among the smalland mid-sized employer community. Similarly, it has sparked new
interest by émployers large dnd small in other unigue mgans of providing coverage, such as through PEDS or defiried-
contri TENG s vig private wanges, 1t's also o ing e vers of all sizes to reduce the hours of cartain
types of workers and consider the possibility of dropping coverage altogether.

As the implementation of PPACA moves ahead in the coming year, we hope that Congress and this committee will
consider providing additional flexibility to employers of ail sizes to halp relieve their amdety and ensure that they can
contihue t& provide affordable and stable coverage options to employees. Some of the changes to the law we believe
are critical for small-business owners could be achieved by immediate action on the following bipartisan measur
e H.R. 2995, The Unnecessary Cap Act of 2013, which would repealthe arbitrary $2,000 deductible cap on small-
group health insurance policies
_ o 51188, HR. 2988 and H.R. 2575, all of which would sllow American business owners to use the traditional
definition of 40 hours a week as “full-time” when offering heaith Insurance benefits
*  H.R. 763, H.R, 3376 and 5. 603, all of which would repeal v delay the new national health insurance premium
tax that will cost families in fully insured health plans ai average of $500 a vear in 2014 and more in each
successive year
& H.R. 544, The LIBERTY Act, which allows states to determine the age discount in their insurance markets
»  H.R 2328 and 5. 650, which will ensure that employers and consumers have access to licensed professional
health insurance advisors

1 truly appreciate the opportunity to provide testimony to your committee today. | consider it a huge honor to be here
and a privilege to be able to inform you, our elected representatives, how the self-funded health insurance marketplace
waorks for employers both small and large.  you have any questions, or if | can be of additional assistance to you as you
continug your important work representing American small-business owners, pleass do not hasitate to contact me,
Thank you.

1212 New York Avienue, NW, Ste. 1100 » Washifigion, T 20008 « 200-552-5060 <wwienahuong
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INTRODUCTION AND EXECUTIVE SUMMARY

Good morning Chairman Collins, Ranking Member Hahn and
members of committee. My name is Thomas Faria and I am Presi-
dent and CEO of Sheffield Pharmaceuticals. I would like to thank
you for this opportunity to speak with you today with regards to
my experience on utilizing self insurance options to provide afford-
able health insurance to the employees of my company. I believe
that self insurance can be a powerful option to help the right small
businesses understand and control the continuously growing bur-
den of health care costs.

My Testimony this morning will address four general areas that
should be of interest to the committee.

e A brief background on Sheffield Pharmaceuticals
e Sheffield’s experiences that led it to decide to self insure
e Sheffield’s experience with self insuring

e My opinion on and examples of the benefits of self insur-
ance for small businesses

COMPANY BACKGROUND

Sheffield Pharmaceuticals is a family owned, mid-sized manufac-
turer of over the counter toothpastes, creams and ointments located
in New London, Connecticut. Sheffield has a proud history of man-
ufacturing in New England with the company originally being
founded in 1850 by its namesake Dr. Washington Wentworth Shef-
field, the man who is also credited with being one of the first in-
ventors of toothpaste. For over 160 years Sheffield has strived to
provide quality, affordable, domestic made health and beauty prod-
ucts to the American consumer. Today, Sheffield manufactures and
sells over 22 different types of tubed drug products to every major
retail and discount store chain in the country. Over the past decade
Sheffield has grown to a company with roughly $30 Million in rev-
enue and an employer of 162 workers. Sheffield provides health in-
surance to 75 of these employees and their families.

SHEFFIELD’S DECISION TO SELF INSURE

Like all big and small businesses, every year at the beginning of
spring, Sheffield would evaluate its health care costs and send its
health insurance plan out to bid to try to gather competitive
quotes. While, every year a modest increase was expected, starting
in 2005 the increases began to average over 10% per year. At times
we would look to lessen the blow of this increase by either increas-
ing the employees’ share of premiums or by cutting back on some
of the benefits. This worked somewhat effectively until 2008. In
that year, a small amount of employees in the company experi-
enced significant health issues which drove our utilization up. In
response, our existing health insurance provider increased our
rates 25%. This was followed up in 2009 when our provider told us
that due to our high utilization our rates would increase 39% while
other providers quoted higher. The company began at that point
earnestly looking at Self Insurance as a viable option. We weighed
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the potential positive benefits of being able to gain greater aware-
ness and mastery of our total health care costs versus the potential
negatives of not having a fixed cost to budget along with the poten-
tial for a catastrophic occurrence to severely impact our costs. We
knew that, due to the relatively good health of our employees, the
odds of having another high utilization year were very low. When
we asked our insurance broker if he expected the insurance pro-
vider to reduce premiums following a better utilization year and he
answered no, the decision to move to self insurance became an easy
one for the company.

SHEFFIELD’S EXPERIENCE WITH SELF INSURANCE

While switching to self insurance provided a new set of chal-
lenges and has at times been a bit nerve racking in high utilization
years, our decision to self insure has been a good one. Based on es-
timates of the yearly average increases that the traditional health
care plans charged in Connecticut for plans of our size, we believe
that self insuring saved the company over $400,000 over the span
of four years (see exhibit A). This dollar figure amounts to roughly
a 19% savings over the expected costs of insuring traditionally dur-
ing this period. Our success with self insurance has allowed the
company to realize savings which have allowed it to still provide
“Gold” caliber insurance coverage to its employees that covers 75%
of the total health care costs, all while holding the overall costs to
the employees in check.

BENEFITS OF SELF INSURANCE TO SMALL BUSI-
NESSES

There are many benefits that self insurance can have for busi-
nesses that have the right conditions and mindsets to utilize it.
First, as shown above, self insurance can have the ability to save
individual business plans considerable costs. This however comes
at the expense of having health insurance costs fixed for a period
time. Secondly, it allows access to cost data that can show not only
where a company spends it health care dollars but also allows for
comparison against national norms. When a company knows these
costs it becomes more responsible for them. Thirdly, this cost trans-
parency can allow a business to develop its individual plan to edu-
cate and incentivize its consumer activities to most efficiently use
health services, reducing both the business’s, consumers’ and over-
all health system’s costs. Finally, self insurance encourages compa-
nies to invest now in education, incentives for healthy6 living and
preventative care to help promote long term healthy behavior
changes in its workforce. This leads to better lives for their workers
and hopefully can help stem off major and expensive health issues
in the future.

A perfect example of the benefits of the transparency that self in-
surance provides small business occurred when after a year of uti-
lizing self insurance we examined our data on health costs. The
data showed that our employees had a higher utilization of the
Emergency Room than what should have been expected. Further
analysis showed that some employees were utilizing the ER for non
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emergency care items that normally should be handled by a physi-
cian, who typically charges a quarter of what hospitals do. By
doing this, not only were these employees unknowingly increasing
the costs to themselves and the plan but also they were negatively
impacting their future health by not creating a regular relationship
with a primary physician. By adjusting our plan to incentivize em-
ployees to find and utilize physicians instead of the emergency
room, Sheffield was able to use its health data in a way that re-
duced overall employee and plan costs while also benefiting the
current and future health of its employees.

As an example of how self insurance motivates companies to in-
vest more into the health of its employees, once Sheffield had com-
mitted long term to being self insured, we established several pro-
grams aimed at educating and incentivizing healthy habits
amongst our employees. Along with paying for yearly physicals,
Sheffield also rewarded employees who received yearly physicals
with reduced premiums. This allowed employees and their physi-
cians an opportunity to develop a health history and address poten-
tial major health issues before they occur. In addition to the
physicals, Sheffield has developed rewards programs for employees
that work towards maintaining healthy biometric levels, including
cholesterol, blood pressure, body mass index and smoking activity.
By addressing these important health factors now we believe our
employees’ future health can be dramatically improved. I do not be-
lieve that if Sheffield was in a traditional insurance plan we would
have invested in these activities as the present day costs would
have not translated into long term savings in a traditional plan.

CONCLUSION

In conclusion, I would like to thank the committee for the oppor-
tunity to speak with you on a topic that I believe can and should
be an important part of helping solve America’s health insurance
woes.

Sincerely,
Thomas Faria

President and CEO
Sheffield Pharmaceuticals
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Exhibit A

Comparison of Actual Self insured Costs vs. Estimated Fully Insured Costs
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will also significantly increase the sharing of tisalih care risk across employers
and their workers. Through modified rating, isoni of
heaith bensfits, protibition of p

condition tons, and |
standardization of cost-sharing burdens via defined actisrial value tievs, fully
insured smail-group coverage under the Affordable Care Act is expented to ore-
ate mare stable premitm pricing from year to year and aceoss groups, regardiess
of the heaith status of the warkers and their dependents, However, broader based
sharing of risks means tat small employers with younger and heafthier smiploy-
ees than average or those that have purchased miore narrow benefits in the past
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a point in time.

While the law introduces these reforms nation-
afly into the fully insured small-group market, they
do not apply to self-insured group plans, regardless
of the size of the employer. This exemption provides
for small employers with healthier
waorker and dependent profiles to avoid participating in -
the broader-based insurance risk pools and instead take
advantage of experience rating a5 a self-funded plan. Tn
addition, because the fully insured simall-group markets
will be guaranteed issue with limited waiting periods
and no preexisting condition exclusions allowed, small

ployers could selfinsure during “good” times,
aceruing savings from having healthierthan-average
employees, then enter the fully insuréd market during
“bad™ times, and again acorue savings from having
their higher medical costs shared by the wider small
group market, If permitted, this dynamic will create
adverse selection in the fully insured market, where
higher-than ge risks ate in particiifar
plans or markets; increasing their relative costs and
potentially compromising thelr viability,

This analysis uses the Urban Institute’s Heaith
Insurance Policy Simulation Model (HIPSM) to esti-
mate the magnitude of the effect of adverse selection of
small-group self-i ice on and coverage
in'the fully insured market under the Affordable Care
Act. We compare the extent of self-insurance and its
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tplications Gider several policy scenarios within the
auspices of state wnd federal fegal authority, demon-
strating the sensitivity of likely outcomes to regulatory
limits-on the structure of private stop-loss policies that
are generally necessary to make small-firm setinsur-
ance feasible; We find that i states or the federal gov-
ermwent donot ¢ffectively regulate stop-foss policies or
restrict acicess to stop-loss pelicies for small employers,
coverage in fully insured small-group insurance will be
substantially lower and premitims will be significantly
hig&en Without such steps, new incentives créated by
the Affordable Care Act will increase selfinsurance
among small employers, drawing many of the healthier
firms out of the fully insured market and increasing -
premivms for those who remain. However, if the stop-
foss parametirs recently recomimended by an actuarial
subgrotp of the National Assoolstion of Insurance
Comeissioners (NAIC) are uniformly adopted, such
adverse yelection would be prevented.

The NAIC s actuartal subgeoup recommends
that stop-loss deductiblés—afso kriown a8 “aridchment
points"-<be set 3t 4 minimum of $60,000 perinsured
individual, The suggested parameters would expose
smail employers 1o significant financial risks if self-
insuring and would dissuade the vast majority from
doing 50, Asd result, under this dpproach; average pre-
mitims in the fully insured small-group market would
be lower than under 2 scenatid with fooser stop-loss
regulations o none at ail. If these recommendations
were implémented in 8 uniform manner nationaily,
average fully insred snallgroup premivms under the
Taw would be up:to 25 percent lower thas could be the
case otherwise: Exhibit | shows the differerice In aver-
age filly insured small-group single and family premi-
ums under the range of $top-loss seenarivs modeled in
this brief compared with the NAIC actuarial stubgroup
recommendations. For examiple, if the Affordable Care
Act was fully implomanted today and small employ-
ers were allowed to purchase stop-loss toverage that
imposed no additional risk to employers than fully
insuring (art option available in most states absint
further governmant action), average single premiums
in the fully Insured market would be about 25 percent
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higherand family i about 19 percent
higher than under the subgroup recommendations,
Accepting the subgroup recommendations for
stop-loss p will lead to signifi-
canily lower average premiums in the fully insured
small-group market. In addition, the recommendations
would create more stability in insurance coverage by

substantially reducing employsrs moving =
selfd e and fully i d plans and by provid-
ing greater in insurance benefits provided

to workers in small firms, While setting requirements
for stop-loss insurance in this way wilf increass pre-
miums for particular small employers at a point in

time (&.g., some will be unable to seif-insure during
low-cost years), the approach will significantly lower
their premiums in years when their health care costs
or the health experience of their workers or the work-
ers’ dependents have worséned, and will improve the
stability, accessibility, and fong-term viability of the
small-group market for all small firms. Alternatively,
requiring that self-insurance sold to small emplovers
comply with regulations. in the fully insured market or
prohibiting the sale of self-inswfce to smatlemploy-
ers would have similar effects as the regulation of stop-
foss parameters,



BACHGROUND
Health insurance plans offered by employers to their
workers can be divided into two broad categories:
self-insured and fully insured. In fully insured plans,
employers pay a premium fo an insurer, which relm-
burses providers for an agreed upon portion of the
medical costs incurred for covered benefits for enrolfed
workers and their dependents. Fully insured plans are
ubject to state § market regulations. In self
insured plans, the employer is lisble for the incurred
i xpenses within the parar of cover-
age defined for the plan, Because of the Employee
Retirement Income Security Act of 1974 (ERISA),
self-insured plans are not subject to state insurance
market regulatio o ¥, | of the risks of
incurring very large claims in a given year, all but the
very largest self-insuring employers reduce their risk of
exposute io claims costs by purchasing stop-loss insure
ance froma Stop-loss coverage is generslly
defined in terms of two deductibles, or “attachment
points.” The spevific deductible applies to the claims
costs of each individual covared under the plan, For
example, i the specific dedustible is $10,000 and an
individual incurs $15,000 in claims during the year, the
reinsurer will pay the $5,000 in excess of the deduct-
ible. The aggregate deductible sets a Himit on the total
claims costs for which & firm is lable, applying to the
clalms of all covered lives under the plan, aBer the spe-
cific deductible is applied to each individual's claims.
Henee, the stop-loss deductibles of' a self
insuring firm’s reinsurance plan determine the firm’s
risk of Hability for high clalms costs. Current stop-loss
plans generally require firms to accept a significant
amount of risk, so selfinsurance is much less common
among small firms then among large ones, Slightly less
than 12 percent of firms with fewer than 100 work-
ers who offer some health coverage offer at least one
seiftinsured plan.’ For firms with 500 or more workers,
this figure rises to slightly less than 90 percent. Small
firms that currently selfvinsure do so for several rea-
sons. There is evidence that small firms that self-insure
do niot have lower-than-average costs, For example,
the 2012 Employer Health Benefits Survey from the

Tug COMMONWEALTH Fung

Kaiser Family Foundation and Health Research and

Edugationiat Trust found average self-i d i
for small frms to be higher than average premiums for
fully nsured simall firms, though the difference was
not statistically significant. This finding suggests that
small firms may selfinsure to provide more compre-
hensive benefits than are typically found in the fully
insured market.

While self-insurance among small employers
is not widespread today, the Affordable Care Act sig-
nificantly the i ivey to self-lnsore begln-
ning in 2014 by sxempiing selfinsured plans from
several provisions, Most important:

= Under the law, fully insured small-firmi plans
will be priced according to modified com-
munity rating, Claims experience rating, now
common, will not b alloved, Selfinsisance
will provide an experience-rated-option to
healthy small groups post-réforin: Fully
fnisured plans will also continue to be guar-
anteed issue and guarantesd renewal, 48 is
required under the Health Insurance Portability
and Accountability Act of 1996; these rules
do ot apply to reinsurance plans: In addi-
tior; only fully insured plans are subject to
the Affordable Care Act’s medical Toss ratio
TR the requirement that carriers
explain and provide support of kargs premium
increases, and risk-pooling strategies like risk
adjustment and risk corridors.

*  Essential health benefits and standerdized cost-
sharing tigrs based on actuarial value will not
apply to self-insured plans but will apply to
fully insured smali-group plans, Many firms
currently seeking richer benefits in self-instured
plans will be able to purchase benefits consis.
tent with their prefesences in the Fuﬁy insured
market under the law, while firmis with healthy
workers may seek out self~insurgnce options fo
offer more parsimonious plans that do not meet
the Affordable Care Act's standards.
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*  The law includes an insurer fee—a fixed
amount to be collected each year—which is
altocated according to covered Hves, Seif
insured plans are exempt from this fee, which

it liy be a premi ’m;& f2

percent to 4 percent on Rully insured plans.’

will e

il

Thus, firms with lower-than-average-cost
workers will be more likely to save money by self-
insuring beginning in 2014, 1T a small-group seif-
insured firm’s claims costs rise, the firm can move t©
the fully insured market at any time, as the exchanges
will bave rolling enroliment, although the employer
will still be liable for claims already incurred. Many
industry experts are concerned that if low-risk stop-loss
plans are available to small employers when the fall
provisions of the law come into effect, the fully insured
market could end up being a magnet for bad claims
risk with healthier risks diverted to self-insurance. As
a result, we could see higher premiums and decreased
stability in the fully insured market.

The federal government does not currently reg-
wlate stop-loss insurance. Only a minority of states—
approximately 20%--do so. A few states ban sales of
stop-loss policies to very small firms, virtually elimic
nating self-Insurance among them. For sxample, New
York bans stop-loss for fiems with fewer than 50 works
ers, Other states set minimum standards for stop-loss
deductibles, essentially ensuring that a certain degree
of risk is part of any stop-loss policy. In 1995, the
NAIC adopted a model state law regarding the regula-
tion of stop-loss insurance. To date, only six states have
enacted it in full, although other states have passed
other forms of stop-loss regulation. Even among states
that currently regulate, many allow attachment polnts
below $20,000.% An actuarial subgroup of the NAIC is
considering updating the stop-loss model act to reflect
increases in medical costs.®

In this brief, we use the Health Insurance
Policy Simulation Model (HIPSM) to model the
self-insured and fully insured markets for small-firm
health insurance under a variety of stop-loss scenarios,
ranging from requiring firms take on substantial risk,

onsi with the rec dations of the NAIC

actuarlal subgroup, to no risk at all--that is, nominal
z:t{)pgiasé pm‘iciea that cover virtually all claims costs,
in the absence of state regulation, the latter types of
policies are expected to be sold. We examine the mag-
nitude of adverse selection in fully insured small-firm
prewivms that would ocour at various self-insurance
risk levels,

A earlier study by RAND also used a micro-

lation maodel to ¢ small-flem selfd
decisions.” However, the main scenario assumed
specifie stop-loss deductibles exceeding $75,000 and
aggregate deductibles of §2 million: Thers was an
alternative simulation in which the attachment point
was $20,000, but even this is much higher than many
stop-loss policles currently marketed to small firms.?
RAND states that self-insurance could be far more
if inisurers offer “policies geared specifically

toward small firms that wish to avoid regﬁiation,” but
did not modst such policies. Also, this study does not
appear o include the insurer fee.

inb

RESULIS

We simulate scenarios for stop-loss attachmients points,
representing the full spectrum from Targe financial risk
to sinall émployers to no risk at all. Results simulate
the impact of the Affordable Care Act as if fully imple-
mented i 2012, (See Methods for a desoription of the
HIPSM model and the methods used here.)

Scenaio A Recent Recommendations of
an NAIC Actuswial Subgroup

An actuarisl subgroup of the NAIC has recommended
minimum stop-loss deductibles based on a study by
Milliman.® Essentially, the recommended minimums
were tripled from the prior recommendation. Following
this approach, the specific stop-loss applying to any
single individual would be $60,000, and the aggregate
stop-loss applying to the group as s whole would be

the maximum ofr a flat amount of $80,000, $15,000
per group ber, and 130
The risk involved in this stop-loss scenario is notably
higher than many packages currently being marketed to
smail firms,

reant of b i ¢lai



Because of the large financial risk, we estimate
that in the context of the A ffordable Care Act, less thin
2 percent of policies issued to workers in firms with 50
or fewer workers would be setf-insured (Exhibit 2). In
firms with 51 to 100 workers, we estimate that 4 per-
cent of single and 3 percent of family policies would
be self-insured under these parameters, Only 600,000
people~2 percent of the small-employer market—
would be covered by smail-group setfinsured p
or 207,000 single policies and 153,000 family policies,
which cover 2.6 people on average.

Average premiums in the selfinsured market
are 63 percent and 70 percent of average premiums
in the fully insured market under this relnsurance
scenario, for single and family policies respectively.
However, the relative premiums for self-Insured and
fully insured coverage vary significantly by employer
size, with the largest differen
employers. With the higher risk for employers assoch-
ated with self-insurance in this simulation, gains from
antial for an employer to

U i;!ﬁtbr
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decide to do so, and the gains have to be even greater
for the smallest smployers since the risk they face is
grester s for thelr larger counterparts who have
more coversd lives over whom to spread their costs.
Thus, under a stop-loss policy with substantial risk, the

self-insurin will tend to have the
lowest average claims costs. For example, the average
premium for single coverage in a self-insuring plan for
frms with fewsr than 10 workers is only 51 percent
of the average for fully insured plans. In other words,
the savings for these firms from selftinsuring islarger
than Tor employers of §1 to 100 workers where average
single premiums are 71 percent of those in the fully
insured market.

This scenario serves as the basis of comparison
for the other scenarios,

Sconario B: Current NAIC Model Act

Next, 'we consider the current NAIC recommendations
on reinsuiinee minimums. The specific stop-loss is
only a third of that used In Scenario A (820,000 versus

Exhibit 2. ANNC A | Subgrog fon}
Refnsuranos paesistens
Specific stoprloss 60,000
Agiragate stopioss the meximum of Flat $60,000 A
Per mevmber $15,000
% Ectsims] 130%
Salfdisured Fully lred
Numiber A o Sraee of ly et MNumber. Average total premjum
Single policles
{12,180 wial policies)
1-8 28 $L8TT 1% 3443 $5,041
1024 L $2,398 1% 3,388 4,747
25-50 32 $2.956 1% 2,700 $4,501
§1-400 118 $3,288 &% 279 $4.979
Total 207 $2,994 il 11,873 54,749
Family peilcies
{5,967 total policies)
1-8 a2 48,398 2% 1,456 $13.343
10-34 kg $7,298 1% 1,498 13,089
25-50 22 $7.288 Ei 1381 $12.882
$1-200 82 $10,088 5% 1,438 $12,704
Total 153 59,018 3% &814 $12,0858
Total Selfinsured Fully Ingured
Covered Hves {milllons) 29.8 38 388
Mote: N&IC = National of i

Source: Health Insurance Policy Simulation Model (HIPSM), The Urban instituts, 2048,
Simulations done as If the Affordable Care Aot was fully implemented in 2042,
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560,000, and the aggregate stop-loss conditions are
also sy tally lower—the maximum of 2 $20,000
flat $4,000 per ber, and {10 percent of
expected claims, Overall, 12 parcent of single and 13
percent of fanily policies issued to small-firm work-
ers are self-insured under this structure (Exhibit 3).
Self-insured plans represent a significant share of the
market for small firms with 31 to 100 workers: 26
percent of single and 29 percent of family policies. In
total; 4.2 million people obtain their coverage through
small-group self-insured policies. The wial number of
people covered through small employers does not dif
fer significantly from Scevario A {29.7 million versus
289.6 million).

Scenario B shows noti b
tion relative to A, as healthier risks are pulied out of
the fully insured market into the self-insuved market
since the risk to the small employers self-insuring is
reduced. Average single premiums in the fully Inswred

adverse selec-

market are 4.3 percent higher and family premiums are
1.3 percent higher than in Scenario A, Basically, we
see that firms with healthy people who would pay more
under modified community rating than under experi-
ence rating are more fikely 1o self-irsure, provided
they can bear the risk. Thus, we find that the difference
between current NAIC recommendations and those
of the NAIC actuarial subgroup does matter for fully
insured smallgroup premiums, Our resulis come to
a shnilar i sis, which
used a very different methodology.

The average selbinsured premiums in Exivdbit
2 are higher than the self-insured premivms in Exhibit
3. Az we saw, very few small flems, particolarly those
erploying fower than 50 workers, are willing totake
on the risk of self-insurance under Scenario A, Those
whe would self-insure face the lowest risk of doing
so and have lower claims cost than averige; however,
they are not necgssarily the firms with the lowest

yye
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Exhibit 3. Ralnsusance Scenardo B {Ourent NAID Madat Act)

fefuswmnne parsmsss

Specific stoploss $2O,000
Aggregate stopduss the maximum of Fiat $20.000 B

Par member $4.000

% 110%

Sethinsuved Fally Insurad
Nusnpar Average i Share of total market Mursber {thousands) Average total premium
Stngle pollales
{12,248 totai policies)
-9 238 FLRAB T 2,938 55,259
10-24 188 $2,108 6% 3214 $4,988
2850 338 $2.802 13% 2,402 $4.810
§1-100 168 $3,132 8% 2.44% $4.818
Totat 1,823 $2.684 12% 10,868 54,988
Famlly pollefos N
{8,003 total policles}
1-8 180 $6.663 12% 1,388 $13,458
1034 8 $7,338 8% 1414 $13,247
2850 198 $8,173 14% 1210 $12,088
F1-100 452 $9.137 /K 1,100 $12,818
Tatat G928 $8,262 15% S077 $13.183
Peroant by which average fully Insured smail-groun premiums sre Single 4.3%
higher than under NAIC actusrial subgroup's reoommended uidates: Family 1.5%
Tatsl Beltinsured Fully insured

Coverad Hees (millions) 28,7 4,2 8.5

Noter NAIG = Natlonat of 3

Source: Health insurance Polloy Simulation Mide! {HIPSM), The Urban stitus, 2049,

Siemulations done as if the Affardable Sare Act was fully implemented in 2012,
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claims costs, as other factors go into computing the
ance besides the frm's current claims

risk of selfd
COSIS,

Seonario €: Low Risk
The next self-insurance scenario imposes much lower
risk-on small eraployers than Scenario B, The specific
deductible is $10,000." The aggregate deductible is
also much fower than Scenario B, computed as the
maximum ofa $20,000 Bat amount and $2,000 per
member. Not only is the dollar amount per member
lower but, more important, there is no minimum per-
cent of expected claims. Expected claims for most
adults are over $2,000 a year, so without an expected
claims minimurm, a lasge majority of firms would redch
their aggregate deductible. The risk would not be negli-
gible, however, for the smallest firms.

We find that for workers in firms with fewer
than 25 workers, about a fifth of single policies and a

Tue COMMONWEALTR Funp

quarter of family policies are self-insured given these
parameters {Exhiblt 4), A little less than two-thirds of
potictes for workers in Srms with 51 to 100 workers
are self-insured. Overall, about 40 percgot of people
covered in the small-firm market receive that coverag
through seifiinsured plans under this scenario.

The average single premium in the fully
insured market Is 14.4 percent higher than with the
mode! recommended by the NAIC actuarial subgroup;
the average family premium is 9.6 percent higher, We
did three sensitivity analyses around simulation C: one
assuming & higher tevel of employer visk aversion, one
assuming a lower level of ermployer visk aversion, and
one assuming that selfinsuring small emplovers can
offer their workers a high-deductible plan, as opposed
to thi typical employer plan provided under the
Affordable Care Act, Results from sach are presented
betow, folfowed by an analysis of Scenario D, where
small employers face no additional risk if self-nsuring.

Exhibit 4. € {low Risk}
Relnsurmase pariemwtens

Specific stoploss $10,000
Aggregate stoploss the maximum of Flat F20.000

Par member $2.000

% no i,

Suifdnuured Fully lnsisud
Number {4 s Averags total premium  Share of tols! market Mumbar ) Averags sotal premium
Singls policles
{12,200 il policies)
18 847 $2,083 0% 2510 $5,723
10-24 Fai $3,878 AWK 2873 $5A488
2850 1,188 $4,038 A4% 1,534 $5,288
51100 1,881 $4,113 84% 1,058 38,314
Total 4,438 $3.758 36% (Bt $5,550
Famity policlse
{8,084 total poticies)
18 410 §7.324 27% 1,128 $14,137
1024 37z $10.967 2B% 1,148 $14,5687
28-50 00 $14,838 49% 28 $14.331
BL-100 1,047 $11.697 H4% B8R $i4.268
Totat 2,498 $30,784 A% 3,585 $14,332
Pervant by which average fully Insured smalk-Eroup prémivms are Single 18.4%
ighar thah under NAIC sotuarial p updstas: Family 5.8%
Total Selfinsured Fully insursd
Covered lives (millons} 29.9 1.7 182
Note: NAIG = National fation of el i

Sotron! Health Insurance Pofiey Sieaulation Modet G4PSM), The Urban institute, 2012,

Simulations done as If the Affordable Cars Act was fully inplementad in 2042,
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Seenario © Sensitivity Analysis: Employer
Risk Aversion

The willingness of employers to bear the risk of

high clalms costs Is a crucial fhotor in thelr decision
whether or not to purchase coverage, provided stop-
foss deductibles still expose them to some risk, We
simulated Scenario C with the risk-aversion factor in
the employse’s expected wtility function raised by 23
percent, making the employers less willing to take on
risk, from that used in Exhibit 4 and with it lowered
by 25 percent, making the employers more willing 1o
take on risk. The higher assumed risk aversion leads to
1.5 million Hves covered by small firm selfinsured
policies {Exhibit 53, down from 11.7 million in Exhibit
4 {Scenario C with our standard risk-aversion assump-

tion}, Single premiums with higher risk aversion are 12

percent higher than under the NAIC actuarial subgroup

of adverse selection in the small-frm fully insured
market.

Lovwering risk aversion by 25 percent tom-
pared with our standard assumption leads to {31 mil-
ton Tives covered by small firm selfinsuced policies
under the Scenario © reisurance parameters (Bxhibit
6). With lower risk aversion, single premiums are 15.1
percent higher and fanily premiums 11 ‘percent higher
than under the sctuarial subgrotp’s recommended
parameters. Thus, Tower risk aversion (Le., greater
riskstaking) teads to more lives covered through selfe
insurance and greater adverse selection in the fully
insurert market. Under our model, adverse sefection
does vary with risk aversion, but at a notably lower rate
than the relative change in risk aversion, However it is
reasonable to conelude that even If firis dre-at the high
e of the plausible range of risk aversion; the flly

e fons and family pe are B pi ¢ instired market will experience adverse selection of
higher, Thus, higher risk aversion leads to fower levels
Exhibit 5. Relnsurance Soenade O (High Risic Aversion)
Refnsurancs parsmeten
Spacific stoploss HA0.000 g
Aggregate stoploss the masiowem of Hat $20,000 Hi&h msﬁ
Par mamber $2,000 Aversion
% Efniaims) o fin,
fisk svergion 5% higher than i Pxhiblt 4
Suil-lnsusail X Pty st

Humber Rhousands)  Avérage total pramium  Share of total market Humbsr AvBiags B
Hngle policies
{12,197 towed policies)
1~8 545 $2,002 1% 811 $8,8617
1024 B53 $3.772 168% 2,833 $5,388
W-BO 1,055 $3.943 38% 1,589 $5,202
51-100 L7861 $4,078 80% 1,180 $5,183
Total 3,804 $3.720 3% 8,293 $5,398
Family polletes
{8,044 tal policios)
1-9 345 $7,480 2% 1,188 $13.870
10-24 315 $10,882 21% 1,198 $i4.338
28850 BRC 11,288 46% "Wt $14.086
S1-100 982 $11,454 B2% 588 $18,034
Tatal 2,292 $10.721 8% 3,782 $14,084
Parpent by which average fully insured smalbgroun premiums arg Singla 120%
higher than unter NAIC sctuarial subgroup's recommended updates: Family S0%

Totsh Selfinsured Fully insured

Coverad lives {millions) 288 105 183

Noter MAIG = ar of ke

Sourse: Hesith insurance Polity Sinndstion Mode! (HIPSM), The Urben Rsiltules, 2012,
Simulations done as If the Affordable Care Act wes fully Implemented In 2002,



Tag CoMMoNwEaLTH Fusn

Exhiblt 8. Relnsurance Scenarle € {Low Risk Aversion}

Relnsurance parameten
Specific stoploss
Aggregate stoploss the maxtmum of Flat
Fer mamber
% Elolsims]

Risk aversion 25% lower than in Exhibit 4

$10.000 ‘ Low Risk

320,000 & ”
$2.000 varsion
14 IR

Sait-lawsd Fally insiad
Number (thousands)  Averige tolal remium  Share of total mavket Mumber {thousandsy . Avaiage total premium
Single pollcles
{12,220 wial policies)
i-8 785 §.068 24% 2,402 $5,808
1024 are $3.978 206% 2,818 RE57T
2H-BO 1381 $4.118 51% 1,350 $5,302
51100 1,947 $4,181 GE% 1004 ' $5.400
Total 4,949 $3,804, A0% 7,271 5558
Fuudly policles
{6,088 total policies)
18 478 $7.278 31% 14081 $14,324
10-24 480 $13,134 30% 1,082 $14.778
-850 foied $15,730 LE% 828 $34.588
51100 1,047 $1L,770 §6% 529 $34,585
Total 2,788 $10,886 A8% 3,280 $14,8680
Percent by wiieh average fully Insured smalkgroup pramiing o Single 18.1%
higher than under NAIC actuarial o Family 110%
Towt Seltinsured Fudly tnsired
Caversd ves (millions) 0.9 151 168

Motal NAIG = National of
Boures: Health Pl

Mode! {HIPSM), The Urban Institute, 2012,

¥
Simulations done a3 if the Affontable Care Act was fully implementsd in 2012,

more than 10 percent if plans comparable to Scenario
 are allowed.

Scenario © Sensitivity Analysis: Self-
insured Plans with Lower Actuarial Value
Employers might also use the self-insuratice option
as a'rouls to offering their workers a policy witha
fower actuarial value than those permitted in the fully
insured smatl-group market under the Affordable
Care Act. Consequently, we simulate the reinsurance
tructure pr wnder Scenario C, but
that self-insuring smail employers have the choice of
providing their workers with a standard small-group
plan or one with a higher deductible and out-of-pocket
maximum than the standard plans. These less compre.
hensive plans would presumably be attractive to the
smail employers with the healthiest groups. When the
tower actuarial value plans ave permitted, 1.2 million

more tives arg covered by selfinsured plans as com-
pared with the standard Scenario C assumptions; and

average selfd single are about §360
fower, family premivms about $670 lower (Exhibit 7).
Note that thése premi i o mi high-

deductible and more comprehensive selfinsured plans.
The resulting premiums are higher than under the
standard Scenarfo C, but the difference is smaller than
between lower risk aversion and standard Scenario

C. The resulis of this high-deductible sivwlation do
ot differ substantially from the standard Scenario C
because many of the same employers benefit under both
seenarios, but the magnitude of the savings for some of
those employers differs between the two.

Scenario D: Ne Risk to Employars
At the end of the stop-Toss spsetrum is the case in
which the attachment point {s $0. Employers thus bear
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Exbibit 7. to € {Reif-4 HOHP Plan Available)
Rslnsuvance paranmsias
Specific stoploss $10,000
Agihagate stopioss the maximum of Flat $20,000 High-Daductible
Plans
Par member 32,000
% Efctalms} e i,
.ing gl plang i
Salttnsured Fully insured
Number {thousands)  Averags tots! premium  Share of total market . Number {thbusands) - Average total premium
Singls palicles
{12,194 1olpl poticies)
18 850 $1,867 21% 2,502 $5804
10-24 818 $3.458 4% 2577 5582
25-80 1,418 $3,648 5% 1320 $5,361
51100 1,969 $3,758 GE% 945 $5,387
Total 4,850 33,394 A% ¥.344 5,583
Ennlly policies
{8,118 {otal policles)
18 445 7,328 2% 1,100 $14,178
10-24 430 $10.288 28% 1,089 $14.584
25-50 808 $10,782 BE% 845 $14.394
81-300 1.097 10,888 g% 484 §Laane
Total 2,780 $10,011 A5% 3,338 14,389
Percent by which average fully insured smaligroup protius are Single M
higher than under NAIC actuarial ot Family A%
Totat Fulty insir
Covered lives {mililons} 300 12.8 174

Note: NAIC = Mation of

Soirse: Health Insurancs Poliey Simulation Modst (RIPSRY, The Uiben Instite, 2012,
Stmulations done as if the Affordable Care Act was Rully implermented in 2012,

no risk of increased claims costs by self-insuring than
they do when fully insuring, This is essentially tradi-
tional health insurance marketed as stop-foss insurance,
providing small employers with an experience-rated
product that is not subject to many of the Affordable
Care Act’s other small
{f'a state does not regulate stop-loss deductibles, noth-
ing would prevent such plans from being sold. In such
& case, our model estimates that more than 60 percent
of fives covered by small-firm plans would be covered
by self-insured plans (Exhibit 8). In particular, self-
insurance would dominate in firms employing 25 or
muore workers, Single fully insured premiums would
be nearly a quarter higher than under the actuarial sub-
group recommendations, and family premiums would
be nearly a fifth higher.

The total number of people covered by small-
firm plans exceeds that under the actuarial subgroup

up insurance reforms either,

¢ dations modestly-—30.1 million, or an addi-
tional 400,000 as compared with Scenario A (Exhibit
2). Howevey, this 1.3 percent increase in éntollment is
primarily » shift from or large-firm employer
coverage; vather than & reduction in the number without
insurance (data not shown), and thus does not suggest
that widespread self-insurance feads to more insurance
coverage an net,

DISCUSSION
Significant reforms to the way that smali-group health
insurance Is sold and priced will be implemented

' starting January 1, 2014, Many of these reforms are

intended to broaden the way health care risk is shared
across small employers, These changes will end insurer
price diserimination against small groups with higher-
than-average expected health costs and those with
prior experience with higher claims. The reforms will
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Exhibit 8. Relnsurance Scenario D {No Additional Risk to Flrms)
Relnsusmnss parameters
Specific stoploss 50
Apgregate stoploss the maximum of Flat O . D
Per mamber no min,
% Efelaims] 0 min,
Sellinpurad Fully insurad
Number Average wiat pramium  Shase of folal market Number {thousands}  Avirage total premium

Single policies )

{12,266 total poficies)

18 1,408 $2,701 44% 1,778 $8,271
10-24 1.882 $4.374 85% 1,538 $6,151
250 1,853 54,361 &% 9061 $5,958
51-100 2,181 $4.382 5% 739 5,811
Total 7.315 $4.042 BO%. 4,881 56,123
Famliy pollcles

{6,134 total poligies!

-8 810 38,471 50% 794 $18,244
10.24 849 $12.287 5% 883 $15,874
/-G 1,023 $12,208 Ta% 403 $158,808
51100 1,178 $12,238 TE% 387 Fi5924
Totat 3.858 $3.1,48% B3I% 2378 Jis.e08
Percent by which average fully insured small-group premitms are Single 2Ha%
tigher than under NAIC 5 Broup upih Family 18.1%

Total Selkinsured Fully insured

Coverad flves (millions) 30,3 188 118

Noter NAIG = Nationat iation of &

Sourca: Heslth Insurande Policy Shmulation Modst (Hii’SM}; Tha Urvan-institute, 2012,
Sirnutations done as if the Affordable Care Act was fully Foplemented s 2043,

also promote t y and ility smong
insurers in this market, encouraging competition based
on gfficiency and quality, as opposed o avolding risk.
However, these new federal regulations do not apply
to self-insured plans, regardless of employer size,
and they do not apply o meinsurance, the product that
makes it feasible for small employers to confemplate
self-insurance as an option, Thus, a significant migra-
tion of small employers with healthier-than-average
risks to self-insurance from fully insured plans has
the potential to undermine the effectiveness of the
Affordable Care Act’s small-group reforms and to

estabilize the market. Our analysis dem 5
however, that federal or state regulation of the defini-
tion of reinsurance can be effective in mitigating these
problems.

Most states do not ourrently regulate relnsup

ance, either by restricting the size of the employers to
whom it may be sold or setting minimum attachment

points, Consequently, without further action, reinsur
ers can market policies consistent with our Scenarie:
L prosented above, which requires no additional risk
to small enployérs of self-insuring, and would feéd o
significanit erosio of and adverse selsction i the fully
insured smatl-group market, Recause the Affordable
Care Act requires fully insured small-group coverage
to be sold guaranteed issue and without preexisting
condition exclusion periods in2014; small
employers could concelvably purchase experience.
rated refnsurance and self-lnsure at times when their
groups” heaith care profile has been velatively healthy
and enter the modified community-rated pool when
denied coverage or “rated up” by reinsurers,

Our results indicate that the parame-
eters included in the recommendations of the NAIC
actuarial subgroup (Scenario A), which require a mink
mum specific stop-loss attachment polnt of $60,000
and an aggregate stop-loss determined as the maxinm
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of a flat $60,000 amount, $15,000 per membe, and
130 percent of expected claims, would go o long way
toward bolstering the ongoing strength of the small
group insurance market. If this approach is adopted
uniformly across the country, the fully insured small-
group market would be roughly 1.3 thines as large

and the average fully insured small-group premium
would be at least 20 percent lower than if reinsurance
effectively acts as unregulated lnsurance (Scenwrio D),
These concerns could also be addressed by prohibiting
the sale of reinsurance to employers of 100 or fower
workers.

i order to compute firm-level premiums for
employer-sponsored coverage and to model firm deci-
sions of whether to offer insurance or not, and if offer-
ing, the type of health insurance coverage they provide,
workers are grouped into si or “synthetic,”
firms. The distribution of synthetic firms mimics the
known distribution of employers by size, industry,
region, and baseline insurance offer status, Workers
matched into each firm are those reporting employment
in the same type of firms. For fully insured small-group
plans, costs at the varfous Affordable Care Act actu-
artal value ters (60 percent, 70 percent; 80 percent, and

Uniformly implementing regulatory safeguards
across the country requires federal action. Absent such
action, states can take the initiative to do so Individu.
ally, following the recommendations of the NAIC's
actuarial subgroup.

METHODS

The decisions of firms to offer their workers self-
insured plans; commercial plans, or no coverage at all
and the decisions of workers to enroll in plans vifered
to them are computed using HIPSM." HIPSM s a
microsimulation model designed o the conses
quences of health policy changes for health Insurance
coverage and health care costs. The sore of the model
is & nationally representative population of individu-
als and families, together with their health care costs.”
The base population is drawn from the March 2009 and
2010 Current Population Survey Annual Soclal and
Economic Supplement (CPS-ASEC) combined. Health
care costs are taken from three years (2008--2010)

of the Medical Expenditure Panel Survey-Household
Component (MEPS-HC), with corrections to certain
categories of expenditures known to be underreported,
The data are with i status, eligi-
bility for various Medicaid/Children’s Health lnsurance
Program {CHIP) programs, and other data slements
needed to simulate the Affordable Care Act, as
described in the HIPSM Methodology Documentation.
Then, data are aged 1o the year of interess, taking into
account demographic and economic changes,

90 p Yareo e based
on the insured costs of those currently covered by such
pians. We implement modified community mting, with
premiums varfation Hmited to age and tobaceo use at
ratiod not exceeding 3:1 and 1.5, respectively: The
Al Cars At i an insurer fee that applies
to comimercial policies, but not to self-insured ones.
The effect of this provision will be to add a préemium

charge on ial We model a str-
charge of 3 percent, which s in the range of several
analyses:”

Fully insured small-group plans are con-
structed based on plans typical of those currently
offered by small employers, using duta on deductibles,
out-of-pocket maximums, and coinswance rates from
the Medical Expenditure Panel Survey-Insurance
Component (MEPS-IC) and Kaiser/HRET Employer
Health Benefits Surveys, For each firm-size group, we
adjust the actuarial value of the plan so that the average
premium computed (based on those covered by plans
in the small-group market in the underlying survey
data) is d to the average p reported by
the MEPS-IC, The resulting actuarial values range
from just over 70 percent for the smallest firms fo
just over B0 percent for those employing 50 or more,
with deductibles averaging $1,000 for single policies
and §1,900 for family policies. For selfsinsured plans
offered by small employers, we use two insurance
packages, The first is the typical fully insured coverage
described above; this s fe in all the sk
presented here. The second ls 2 high-deductible plan,

ricted, and p
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which is made available to small employers in one of
our Pvity analyses, discussed above. The dedust-
ibles for the high-deductible plan are $2,300 single and
54,500 family,

We model several different types of stop-Toss
policies that self-insuring employers purchase to Himit
their exposure to claims costs, These are defined by
specific and aggregate deductibles. The Background
section of this paper describes how they are applied.
Aggregate deductibles are specified by three condi-
tions: a flat dollar amount, a dollar amount par covered
person, and a min & of expected claims.
These three are computed for each selfd firm,
and the firm’s aggregate deductible is the largest of
them,

Premiums of self-insured plans are computed
as follows. A firm’s stop-loss deductibles are applied
to determineg which costs are bore directly by the finm
and which are covered by the rel . The rei
charges & premium to cover its costs, A few states, such
as North Caroling, requive that stop-loss premiums
follow the same market regulations as fully insured
premiums. North Carolina alse prohibits insurers from
serving as third-party administrators for self-funded
small employers. However, our intent herg is to model
the effect in stales not regulating stop-loss coverage, 5o
pr in the simulations are experience-rated, the
predominant situation nationally. This is done by tak-
ing into account both a person’s expenses for the cur-
rent year and the expected value of his or her expenses,
with the average taken over age, gender, and health
status, The total self-insured premium for a firm cov-
ers the stop-loss premium, claims costs not covered by
stop-loss, and administrative costs.

Onee fully insured and self-insured premi-
wms for a fiem are set, the flem can decide which type
of coverage, if any, to offer to workers. We use an
expected utility model, taking into account a number of
factors:

= The expected utility of coverage (or remaining
uninsured) o workers. This takes into account
premiums, out-of-pocket costs, and risk of
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highinsurance costs, in particular, the differ-
ence between self-insured and fully insured
premiums. "

= Total worker compensation remal tant
regardiess of the insusance decision, More
spending on health benefits means lower

wages; and vice versa,

»  The tax exclusion for employer-sponsored
insurance.

«  Affordable Care Act employer assessments
for-firms of 50 or more employees that have at
least one full-time worker obtaining a subsidy
for the puschase of nongrodp coverags through
a health insurance exchange.

+  Affordable Care Act premium tax crediis for
the smallest firms that qualify.

< The Affordable Care Aot insurer foe, as
deseribed above.

= Administrative costs of offering insusance.

«  Por self-insured policies, the risk of additional
claims costs o the employer.

The fast factor i crucial in this analysls. We
first look at the standard deviation of health ¢are costs
among covered lives in-a firm as 2 measure of how
much claims couldd reasonably rise from thelrexpected
values. The S0th percentile of & typical distribution
of health ¢are costs is roughly 70 percent of & sStan-
dard deviation. We then apply this level of claims to
a firm’s stop-loss deductibles to determine how much
of this additional cost will be borne directly by the
firm. If a frovs expected claims are slready in excess

" of the deductibles, for example, the additional cost

will be borne by the 1o be covered th h
premiums, The willingness of firms to take risks isnot
precisely known, so we perform a sensitivity analysis,
Current pattems of stop-loss insurance show ¢learly
that the willingness of emplovers to risk self-insurance
and the willingness of reinsurers to offer coverage both
increase with firm size. The default Jevel is calibrated
to take into account that the model being considered
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by the actuarial subgroup of the NAIC requires a self-
insured employer to take on much higher riskthan
many stop-loss policies currently offered to smal
firims, Note that the results shown here assurhe imples
mentation of the A flordable Care Act. Provisions such
as the insurer fee do not currently exist, so the levels
of seff-insiired coverage reported in this paper will not
necessarily match current patterns,

A fiem offers coverage if the employees” com-
bined value of the offer exceeds the offering costs, and
there are enough employees who gain flom having the
offer. A B will offer a self-insured policy i its value
{Le., expected wility) to the firm and its workers out-
weighs the value of commercial coverage: For exam-
ple, i experience-rating in the stop-loss munket aliows
a firmeof particularly healthy workess to purchase cov-
erage comparable to a filly insured plan more cheaply,
the employer spends loss providing health care ben-
ofits, Keeping total compensation constant, this means
a'vise in wages for workers, so they gain

The Interaction betwesn how mugha firm
would benefit from self-insuring and whéther it would
be willing to bear the resulting risk is particularly
trrportant for understanding the results of our high-
risk stop-loss scenarios. The update recommended
by an actiarial subgroup at the NAIC (Scenario A)
tripled most of the stop-loss deductible parameters
from the current NATC Mode! Act {Scenatio B). While
the risk invalved in Scenario B is high enough to dis~
couragie most small firms, the risk is so much higher
in Seeririo A that only a very small minority would
consider self-insurance. While, in general, firms with
the most persistently low-cost workers would tend to
gain the most from selfinsuring, those who gain the
maost would riot necessarily be those facing the lowest
risk or those willing to take substantial sk, Because
of random variation in health care costs, the small
est firms would have a greater chance of having only
very healthy workers, but they are highly ualikely o
self-insure under the NAIC actuarial subgroup recome-

ded pa Besides that, those with the lowest
claims will often be furthest from their deductibles,
and may have a high standard deviation of costs, Thus,

their risk in self-insuring may be greater than that of
some Tirms with somewhat higher claims costs.

Oniee smployers have made their decisions
about offering coverage, workers and their families
decide what gaverage, iFany, to take up. This decision
includés alternatives to their finm's offer, such as offers
of coverage from a spouse’s employer, subsidized

if the employer’s offer is deemed
wnaffordable dnd the worker is income eligible, pub-
fic coverage such as Mudicaid or CHIP, or remaining
uninsiived, Once decisions have been made, prémiums
are updated to reflsct chaniges in eoroliment, The cycle
of decisionsraaking is repested until the model reaches
equilibfium (Exhibit 9). We then analyze the resulting
small-firm {nsurance coverage, both self-insured and
fully insured. Each of the seven stop-loss scenarios
presented here require & separate simulation. For all
scenarios, we siniulated the A fordablée Care Actas i
fully fmplemented in 2012,

Exhibit 8. & HIPSM Stmulation Cyole
for Fainities with Smalk-Fho Workers

lose: HIPSM s Haallh surmose Paliy Ssiation Modsh
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Documentation: 2011 National Version,” e/
Agency for Healthcare Research and Quality, wwwmsa;‘},eygﬁt}pimdedf*{)]"‘fé;24‘?‘!~Haatth~
Center for Financing, Access and Cost Trends. Insuranice-Policy-8i sone-Mesdil- tology-
201 1-Medical Expenditure Panel Survey-lnsurance Docusmisntationpdf,
Component. Table LA 2.a. 3

Cm’isan.‘ Estimated Premium lmpaces, 2011,

For details, see HIPSM Methodology
Dociimentation; htp:wonwusban.ong/

Kaiser-HRET Survey of Employer-Sponsored ;
Health Benefits 2012 (Mento Park, Calif: Henry L.

ig;ﬁ‘;i;;“;{gi‘;““d”“"“)‘ Exhibits 1.5 and 1.6, UploadedPDE 41247 1-Health-Insurance-Poticy-
b Simutation-Model-Methodology-Documentation,
Chris Cavlson; Evtimaied Preminm Impacts of pdf.

Arnmnal Fees Assessed on Henlth Insurance Plans,

Olfver Winnan, 2011, Also, forthcoming analysis by

R, Winkelman, M. Buettgens, and D, Myers.

T. 8, Jostand M. A. Hall, “Self-Insurance for Smalt
Employers Under the Affordable Care Act: Fedeal
and State Regulatory Options,” New York University
Law Revigw, forthcoming.

ibid.

hisprffwwwnaic.org ittees b
hora_wyg_120606 milliman_interpretations.pdf.

C. Eibner, C. C. Price, R. Vardavas ¢t al,, *Smiall
Firms’ Actions in Two Areas, and Exchange
Pramium and Envollment tmpact,” Healvh Affairs,
Feb, 2012 31(2):324-31,

Online statements by reinsurers include examples of
specific stop loss deductibles of $5,000, for exam-
ple. See hitprfwww.img-stoploss.comiabout-img-
stop-lossIMG-sl-advantage.aspx. A discussion of
ingreased marketing of stop loss to smiall firms will
appear int Jost and Hall, “SelInsurance for Small
Employers,” forthcoming.

1. T. O*Connor and E. C. Huth, Statistival Modeling
and Anelysis of Stop-Loss frsurance for Use in
NAIC Model dct, Milliman, 2012, httpi/wwwanaic.
org/documentsicommittess b erisa_millman_naic:,
final report.pdf.

k4

See note 6 above for an example of a plan currently
offered with a much lower attachment point.

For an overview of the model’s capabilities and a
bibliography of research using it, see “The Urban
Institute’s Health Microsimulation Capabilities,”
http:www.arhan org/uplondedpdf4 121 54-Health-
Microsimulation-Capabilities.pf.
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ith support from the Robert Wood Johnison Foundation (RW]F), the Urban Institute is
Wﬂndertaking a comprehensive manitoi‘ing and tracking project to examine the implementation
and effects of the Patient Protection and Affordable Care Act of 2010. The project began in May
2011 and will take place over several years; The Utban Institute will document changes to the
implementation of national health reform in Akbama, Colorade, Maryland, Michigan, Minnesota,
New Mexico, New York, Oregon, Rhode Island, and Virginia to help states, researchers and
policymakers learn from the process as it unfolds. This report is one of a series of papers focusing
on particular implementation issuss in these case study states, In addition, state-specific reports on
case study states can be found at www.rwif org and www healthpolicycenterorg. The quantitative
component of the project is producing analyses of the effects of the ACA on coverage, health
expenditures, affordability, access, and premiunis in the states and nationally.

ABSTRACT

Po!icy experts pradict that small amployers,
those with younger and healthier employses, will
increas ish “self o haalth plans, leaving
ihe traditonal fully insured market to obiain lower
premiums and avoid market reforms undar the Affordable
Care Act. Through interviews with stakeholders in 10

study states, this paper describes factors that may

e Affordable Care Act [ACA) will significantly

change the reguiatory standards that determing the
accessibility, afferdabliity, and adegquacy of private bealth
insurance coverage in the small group market. While
these changes are intended o improve market conditions
and the generosity of coverage for small employers,
they could incr the cost of Insurance for seme small
smployers. Policy experts have speculated that such cost
increases—and some-of the new ragulatory standards—~
may encourage small emplovers to establish “saif-
funded” health plans and leave the fully insured markst,
thus avoiding a number of the AGA's requirements, such
as modified community rating, coverage of sssential
heaith benefits, imite on cost sharing, and the haalth

to acquire stop-loss coverage~an insurance policy that

insurer fee. However, most small empicysrs would need

influsnce whather and how extensively this change
oceurs. i also shows that states hava minimal data on
this potentially growing mavket, but they would be well-
servad tofmprove their monitoring efforts so they van
identify 2y incréases in small groip self-funding and
rastilting ad jon, and respond appropriately.

INTRODUCTION AND METHODOLOGY

3y fike reinsurance and Is b ty underwritten
by health, gender and othar Bctors--to help manage
the financisl sk nberent i sel-funding. Thus, whather

affordabile stop-loss e s readiy o small

mployers Sould ar §ignificant numbers
of small emp turnto: g sali-
funding may be'p; - attractive 1o younger and
haaithiar groups, alargeingreass inself-funding could
causs adh against the fully mal
group market, nelugding but net limited o, the smalt
business health opt {SHOM

This paper explorés this premise through In-dapth
telaphone intarvigis with mall employer representatives,
producers {agents and brokers); health insurers, stop-
{oss insurers, and state officials including insurance

AT Implermentation—Mondioring s Ta

o Oross-Cutting lssues R
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regulators and exchange represantatives inthe 10 sintes
participating in the Robert Wood Johnson Polndation's
monitoring and tracking project (Alabama, Colorado,
Maryland, Michigan, Minnesota; New Mexico, New
Vork Cregon, Rhode island, and Virginial: The authors
lations snd guids

the 10 states and conducted inferviews with nedrly 50
inforfoants between Ootober 2012 and January 2013

totes, b

Informants plovided Insight into the current status of self-
funding among small amployers'and, looking ahead, the
faciars that may infllence more-smat empl

will self-furid in response to implemsntation of the ACA's
ket in: aiddlition; informant that
he magnitude of market changes will depend on the
definition of smnltemployerwhich will expand from
firms with 50 of fewer smployess, to those with up to 100

This paper provides an of the infdrmants
perspectives on the current and future market for small
group self-funding and the sale of stop-loss soverage.

Exhibit 1: Key Definitions

Fully insured health plan

s&ap4ass“§nsurance

Seitdunding arangsmant

specmc :itéchmeﬁt~;:§iﬂt (e
“Tkiown 83 speaific deductible)

Aguragate attachment point

Hability ends,
Préducgr _

BACKGROUND

mployer-sponsored haalth coverage generally is

provided through one of two funding atrangaments.
Under the first, &n employer purchases 3 health plan from
an insurer who bears the finanoial risk of paying chaims
for sovered benefits. Under the second, anemployer may
self-fund {or seli-insure) & health plan. in this case, the
employer takes on the risk of providing health benefils

A plan for which the plam sponsor (8.9, smiplover) generally purchases heaith
insuranice Soverage fraim aninsurer who tikes on the Tinancial Hisk of paying
claims for coverad bansfits,

A bundlad paskage that Gombings stop-loss insyranca with other services
raquired to properly administer & healthplan, such as access to o provider |
network and claims processing.

: empﬁuy; v D abﬂit? ﬁﬁdS
The doflar amount, under the polley termis; where the insurer beging paying for
elalms incorsd by a grolp covered By & siop-oss poliey and the amployer's

An agéht ora broker.

mployaes in 2016; Thase findings are limitad, however,
by the lask of publicly available data on the number of
eriployers turrently covered under stop-lass policles
and te sttachment points under which these policies are
baing sokl,

1o plan enroliges. To protect against large, unexpected
claims In & given year, however, an employer may reitisure
its seli-funded health plan by purchasing stop-loss
insurance. Dapending onstats law, stoposs insurarice
can ba soid by insurers that spaciallze in gither stop-losg
or those that offer other forma-of insurance. Typically
stop-loss insurance will begin to cover claims after a

AGH Implarsentation—Moniioing and Tacking: Cross-Cutting lssues

3



69

fHordable stop-) .- in most states, insurers are

pre-determined amount, referrad to as an
point. Stop-foss contracts may include individualdovel
{spaciiic) and/or group-leval {aggregate) atiachment
paoints,

Urider the Employes i Income: ity Aot

aftowed to undanirite based on health, gander, and other
rating factorg«only 1o feenter the fully insured market
if thelr health status d at anie Himein fullire years.

Bundled “seilunding afrangementa™ that offer mgniﬁcam

(ERISA) and other faderal laws, the federal govarmmant
regolates smploves health baneflt plang, including selt-
fundet plans, but does not regulate or colfect data'on
the sals of stop-loss policies purchased by:employers
operating seif-funded plans.? States; on the gther hand,
afe probibited Fom regulating emp hesltly bensfit
plans urider ERISA; they may only tegudate insirance
contracts that eriployers buy directly fo provide bienefits
1w their smiployses o to reinsure thel sell-finded plan,
Therefore, i state may not profibit an-ampiover from selfs
funding orset rules for the coverage provided by-a self-
funded plan, but it is genenally understood that a state
may ragulate & stopsloss polloy as insurance ®

Amw states that bave taken vegulatory

£,

by A £ §
siniannn attachment points; banning the

a5 sesking

sale of stop-luss covernge to small employers;
or rigulating stop-foss covernge sold fo smill
exmployers worder the sawme vales that apply fo
Jully dusured plens sold in the small group
miairket, such as sndeveorviting and rating vules.

Self-funding has traditionatly been more commaon among
larger s ars than small employars, Largs groups
usually have more fesolrces and can spread the risk of
high clains soross g bigger poolof people than sehall
empioyars can.’ However, some policy expérts specuiate
that self-funding could bacome more attragtive to' cartain
small-employers as the ACA's market reforing gointo
effpct.? By self-finding, & small employer sould bypass
some of the ACA's market reforms that spply only 1o

the fully Insured market, such as modified community
rating, coverage of essentlal health benefits, and limits
on post sharing, as well as the health insurer fes, which
does not apply to self-funded health plans, Whils thess
changes are intended to improve market conditions

and the generosity of coverage for small smployers,

they are expected 1o ingrease the cost of Inswrance for
some small employers, particularly those with younger
and healthier workforoes: Such employers may be able
o save monay by seif-funding and purchasing more

pratection Hrough low atfachmant points and
are designad 1o résemble traditional hesith inslivance by
buitding a provider nemmk c%a»ms pmassmg, and-othar

Al h & a
healih plan intoia single administrative services contract®
may be particulary appealing to small smiployers.

1 low-attachment. point coverage is witlely avallable, &
large numbsr of small grotips with-healthler risk profiles
iy i self-funding: Ecanomic models by theUrban
ingtitlite indicate that if this happans; there may be
signifigant advarss sslgction agalnst the small group fully
Snsurad market, immasing prarium casts and polentisly

slucing the hsalthy oversd lives inthe
ftmy msured amad gmu;:} market, including the SHOP
r bacause most plovers wilt

not saif nmd without the fhancial prafention provided by
s&ep~ioss covarage,* réguliting stop-losy insurance could
be an effective way for states to limit the reach of selt-
funding g the amall group market, if they determine it
rigtassdry or appropiiate.

Regulation of stop-loss coverage sales to
small employers

in 1885, the Nationat Association of ingurance
Cormmissionsrs (NAICY adopted a madel state law setting
rinifiin Specific and aggretate altachment points

for stopi-lolis coverage.® Higher atfachmant points viay
dissuade some sl smplayers from selfinding by

- SXposing emplovers to-greater visk than they would face

with policles with low attaghment points. For nstanite,
while: large amploysrs may be able to tolerats the risk
sxposure of 2 stop-loss plan with 2 $60,000 or $100,000
spacific attabhiment point, inost stall employers wil

Hikely find tHsgs points 16 be too high: On the other hand,

& sinall smployer may i mc)re willing and abls to self-
fund i it canp with fower
attachment paints, whxch e be legally sold in states that
o not regulate slop-loss coverags.

Most states, howsver, have not enacted the NAIC

maodet law, and only 3 minority of states has otherwise
attempted to raguldie stop-loss coverage. Among stales
that have taken action; approaches vary-~such
as seiting 1 attachiment polnts; barining the sale
of stop-loss coverage o small amplovers; or regul aimg
stop-losa coverage sold to small employers wider the

AGA Implasnantation—Monitoring and Tacking Dmss-Cutiieg lssuss &
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same rules that apply to fully insured plans sold in the
simallgroup market, such as undenwriting and rating
rules. The 10 states studied here are more aggrassive
than avérage in the reguiation of stop-loss; however
almost hali—Alabama, Michigan, Mew Maxign, and

A few states, | torado and Minnesota, have
additional regulatory: standards that may mit the sale

of stop-loss coverags to small employers. In Golorado,
small employars resantering the fully insured small group
market after buing coversd under cartain self-funding

Virginla=do not impose standards on stop-loss polioh
sold to small amplovers. Of the study states that have
taken ragulatory action, New York and Qregon prohibit
the sale of stop-foss coverags to small smployers
altogether, while Colorado, ' Marvland,” and Minnssota®
have set minimum atischment points for the sale of stop-
foss coverage. Rhode island regulators seport that they
apply mind achment points co with the
NAIC modal law when reviewing stop-loss policy forms,
although these standards ars not specified i state law.

In»&%pth tolephone interviews with small employer
roprasantatives, producers, health insurers, stop-
ioss insurers, and state officials, including insurance
and & vess, in 10 states

fed that the vast majority of stab % have
somg lavel of concern about the prospect of smployars
with 50.or fewar smployees seif-funding. Thersisless
unanimity, however, regarding the likelitiost of self-
funding by small employers increasing on & wide scale.
Although data are minimal, interviews and anecdotst
avidence suggest that most insurers and producers do
not currantly sell stop-loss insurance policles or etk
funding that } 1

TE may face a ge of up W 3%
percent atiove the required ripdified community rating
that they would ise b o 73 iy M ot
stop-foss policles issued to smal are required
0 covar : during the contract petiod
vegardiess of when the claiins dra paid, This protects
employers from claims above thalr spacific or aggregate
attachment polits that were Incurrett diring the plan year
bt not subimitied 6r procsssed untl aftar the end of their
stop-loss plan year™

Informants largely consider selffunding
inappropriate for small employers.

Informants genefally agread that the most likely
candidates for self-iundifiy would primanly be emplovers
whiare financlally secure and sophisticatad—emplovers
typically nesd Yo Rave snough maney 1o seb up 8 reseive
to hangle high wiedivat claims-~and who arg somfortable -
taking onHslc Seli-unding also may apeesr particularly
attract S5+ fels 1o hpaithier

or younger groups whe do not expact to have significant

to small groups and that few small employers selfdund
today. Looking ahead, informants Indicate that the extent
o which small 4 begin seif-funding in 2014

and the effect this may have on the tradiional small
group market and SHOP exchanges will dependon a
number of interconnected factors. These fastors inchude
insurers’ interest in marketing stop-loss coverage or
rafated seif-funding arrangsments 1o small employers,
praducers’ willingness to sell such coverage options 1o
small employers, small employers’ intarest in seli-funding
compared o other coverage options oF 1ot offering
coverage af all, and states” reguiation of stop-loss

madical claims. . st inf instira
COMpPANY rap P ors, and ragulatoes
alik asizect that seif-funding, even with stop-

iass covsrage, could expose small busingsses
considerable, and unp and lagel rigks,

THIAnG

Regulstors fargsly panned seif-funding by small
employers. According o an Alabama regulatoy, If L had
a small business, | wouldn't even think that way becauss
anly one or twe clalme could bankropt you” Régulators
in Minnesota sommantad that many small smployers
are il-squipped 1o purchase stop-loss coverags, noting
sompilaints from employers who were unaware of the
full iabliity they facied under their policies Simllar

policies sold to small smployers. In addition, informan
emphasized that the magnitude of market changes
will on whao Is considered & small

definition that will expand from groups of 50 or fewer
ernployees o groups of up to 100 employees in 2018,

antiment was iy other s A
New York producer oalied it "malpractice” to
seif-funding for small groups, while a producer from
Virginia commented that businesses with fewer than
100 employees “have no business self-funding.” A
health insurer reprosantative sald that self-funding never
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starts out as someone's first choics, adding that “many
employers understand that it works well untit it dossn’t”

Ona réason given for such attitudes is informants!
axpatisnce with small employers who wire offered an
ingxpansive Slop-loss poligy in thelr first year, only 1o see
sigriificant rate Increases in later years, A former producer
in Colorado sstimated that 10 to 15 percent of seif-

phan stical banef fudded in its group health plan,
in addition, @ procuterreporied that siop-0ss insurers
often do not pai clains above the slop-gss palicies’
attachiment polnts until the end-of the st quarter of the
subseguent year Consequently; the smployer would
naed topay the full clainy out of pecket and may not be
reimbursed for up o 15 months,

fundsd employers will face re~undenwiting~-so

by their stop-loss insurer to assess thelr health stalus
and risk-{actors—within a coupls of yearb vnd may face
significant preftium increases dus to changes i their
amployses” health status. Another producer reported

Ans d?iépf”! alse ¢ Cpres, COBECETY

that most srall emplayers do ot bave the in-
bouse expertive to tnke on the logal Bability of
seff-runiding.

that insurers may re-underwrite & group if the empidyse
population Ructuites mors than 10 percent na year
Further, stakeholders famillar with stop-loss contragis—
inc!uﬂing state officlaly and insurance repeaseriatives-
polnted out that under some stap-loas policies a smal
businesy may be respansibie for the “run:out”the full
eostof any clalms inctirred while sovered by 5 stop
loss policy but rot processed untl after the policy had
expirad. Thus, while emplovers may switeh to g Rally
insurad plan after thelr group’s heaith statuy declines,
they may ;remain liable for largs claims that wers incurred
when they wers seif-funded.®

i adidition, while stop-loss policles marketed toward
small groups are kely 10 Include fow alfachment
SRNGRLT

and producers also $xpressed concem that
most small empioyers do nothave the incholss experlise
to take o the legal iiabiility of self-iunding: One insuirer

in New Waxico commisntad; “A typital gmall employer

s whesling and dealing sach day, and doing thelr
company’s fnances in theichead. | see all kinds of sk for
them wiinintentionally break some wile under ERISAY A
New Mexica producsr agresd, noting that “brokers need
to know thel stol i terma of compliance o not gat thelr
clients in trotible.

S @

of i nts suggested that seif:
funding can have benefits for cerlaln sinployers who

ant 1o tak v gproash 1o desioning their
N partiontar 3 stop-logs insiirers
claimad that sophisticated amployers could laverage thelr
dctess fo health carg claims datate édanﬁfy coat drivers:
within theiv gmap Self-funding can provide emplovers
with beneﬁt dasgn faxibility; allowing thart 1o atteripl i
reduce halr costs through welliess programs, network.
design; health stlucation; and other skategles. However,
alher informants questivned the abllity of small groups fo
genaate sufficlently robust ditito meaningiully Identity
cost rands or implement sffactive cost certainment
strategias,

nla;

Data are scant, bot most informants
believe that the sale of stop-loss policies
or selffunding arrangements to sosall

points to irmitan emplayer's fi
multiple stakeholdars indinatad that such plans
would not Hecessarlly take all the risk out of self
funding. A'state regulator commented that "sven a
$15,000 specific attachmant point ls a big hitto a
vary simall employer™ A producer noted that stop-loss
policles with tnw sitachment points alst may include

o called "a that exempt
higherigk empimyees from coversge by the stop-loss
polioy or subject them to higher speciic attachmeant
points: Acoording to & produger from Oregon,

wather classie o ad with a stop-loss
policy Is that pharmacy claims may not be covared,
fsaving an smployer fully exposed for the cost of any

ployers is currently minimal,

Stats officlals in the study states scknowledged that
they are not surrently monitoring how much stop-loss
coverags s being sold to seaall smployers: insurers

are typically required under state law o Hle stop-loss
with deparirients of § fvwhich case
rpguilalers have ort fite the naime of the insurdrs that have
baen approved for the sale of siep—$ess coverape and
the form that wiy A by compliance
with state law, I some cases, this may Include mitimum
attachment points:and the Siae of the group o which

the policy I8 intended to be sold. However, no stats
offical was able to report e nurnber of smialt emp?oyess
currently coversd under stop-loss policies. State officials

pokio
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generally reported relying on either anscdotal evidence
from instrers o, to the extent available; sonstimer
complaints o nform them of the status of the sl
employer stop-logs market. One state official noted, "We
don't have a way 1o monitor this, We hear from [heaith]
insurers that thay're losing customers 1o stop-loss
finsurgrs), but we haver't been able to confim.” Another
stated that she had never besn asked for a report on
the amount of self-funding in the small group market.
One former State regulator indicated that it would not
b difficult for state depariments of Insurance to collest
more information through a data call, but that such
steps may draw reactions and g from

£

Both regulusors and insuvers in other staies,
dnclioding those that set minimum aftachuent
poduts for stop-loss coverage. .. and those that
do not,..suggested that they believe that the
sale of stop-loss polics

currently whuakes wp only a very small segrent
of the smarket,

o smell

iy

stakehuldars, Only in Rhode island did officials indidate
{hat they planned to begin collscting data on this market
more closely in the near future.

Lacking data, informants in most states provided
anesdétal evidence that traditionsl health insurers limit
thair participation in the self<funding market to large
amployers: Froducers i mulliple states claimed that
rrany major health insurers have been unwilling to sell
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argued that while: they:might be able seli more poticies if
they lowered thal Sinimum specific attachment points
to & lovel that would attract smaller-sized employers,

the number of claims would rise; and the administrative
costs to handie such alarge volume of claims would
increase significantly. Ultimataly, one representative
concluded, “it's just not worth [itfinancialiy].” in Alabama,
for example, a producer reported that hie works with six
1o eight stop-loss insurers, But-only one will handle a
group under B0 However, other producers reported that
selfing seif-fundsd srrangements to smaller groups can
pe profitable with the right business model,

informants also reported that only a small subset of
producers I§ surrently seliing stop<loss.coverage or
related spib-funding drangements 1 groupsot 50 or
fewer amployses. Twa former producars said they would
have bean Hesitant to jespardize the financlal security
of their smalier chents by moving them to selFfunding, -

Many uther inf 4 currsnt prog

regulators; and insurers—dascriba the inharent
complexity of the product acts as a barrder discaqraging
produders from pushing self-funding to small VTS
Actording o a 0 icers, P

must be very sophistivated o understand cdmnﬁcated
stop-loss contracts and detering that all the right
cofipunents~—including provider networks, benefit
adminlstrators, and financial reserves—ars In place to
snsure that astall smployer is propenly snd adeguately
ssif-funidad. Even when a sel-funded arrangement is
alraad d, sding prod fe cut thatit
sttt requires a bigh level of expertise Wiunderstand the
finarcial and fegal risks for their employer cllents:

Sl

Perhaps unsurprisingly then, Informants in most study

stop-loss policies or related self-fundi

to employer groups below 100 to 200 peopls. The
primary reason given for this relicence was compatition,
As one Colorade producer explained, traditional haaith
insurers “don't want to cannibalize existing business.
Thair primary concemn is mairtaining current profit
marging.” An-exchangs official also noted that these
health insurers control the fully insured small group
markst, which is generally profitable, and would be
undercuiting themselves if they began pushing products
that encourage small employers to self-fund.

A number of Inft inchudiey , producers,
and state officials~—also reported that some insurars
believe that the sals of stop-loss coverage or related
seli-funding arrangements to small emplovers is not
financiafly worthwhile, Stop-loss Insurars specifically

Stab that the currant sale of stop+loss

el ism , and thus g, I8
minimal in Orsgon and New York, which prohiblt the sals
of stop-oss policies to small amployers, state officials
have ot | any oomplains orother Ink &)
suggest that insursrs ary vidlating thelaw by marketing
or saliing stop-loss policies to small employers. Both
ragulators and insurers in other states, inchiding
those that set minknum attachment pioints for stop-
foss coverage {such as Minnssota anyd Rbwde fstand)
and those that do not (such as Alabama, Michigan,
New Mexico, and Virginia) sugiested that they belisve
that the saje of stop-loss policles to small employers
currently makes up only a very small segment of the
market. Even in Colorado, which has had a long history
of insurers marketing stop-loss coverage and self-
funding arrangements to medium

i
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reguiators, exchange officials, producers, and smal!
busfness representatives suggested Wat thare s bmitad
saleobth o emg sawith Tower
than 35 emplmyees Explaining this, one informant from.
Qo!a(ado sutigastad that “the surrent small groun salt-
funding market eimploys very aggréssive underwv ting,
and tharefore actually writes ondy s small pc:rttan of cases
submitied 103t

Insurers monitor the small group
market for potential post-ACA
expansion.

Implemintation of the ACA's markel reforms i 2014 may
sufficiently changa the incentives for and
cause them to radonsider the feasibility of seli-funding

By grotips of B0 or fawer emp oyess. Sorie informants
bighlighted signs that are i the valus
of gsiling St i o uriding &
fo simall groups and 4rs “preparing Yo turn the switch

As one fnssrer in New Mexico put it:
“Strategically we would not want to be

proactive about moving business from fully
Hf-farnded m

iio a of, Becanse oy
cove business &s filly insured HMO and PFG
products, 16 what we prefir 1o do. Bat, i
shere was & pull from the mavket fo go in that
divection, we woould follow it.”

on with the ACA coming next year" indeed; it agpears
that a small set of insurers—including o small Aumbler
of iraditions! health insurers as wall as soime stoploss

ments -

faced by small employers. First, these packages minimize
the adminisirativs Burden of separately contsscting and
paying ford rangeof adminislrative sorvices—such

a5 a pharmacy bensiit a provider
and disease managemem servicas—by Bundling them
under oné polic sond; these self-funding

1 alrn: 1 limi i empiayers axpusurs to
random peaks andl valleys in claims, which cai disrupt
monthly Gash ow. Specifically, rather than Rolding
reirnbursament for claims that go above the small
erployers’ specific aitachmant point until-the end-of

the plin year, such ara provid i
reimbursament o smallemployars: i sdditl on, instead
oflimiting & smail employsr's financial exposure for its
grolp's aggregate claima annually, these seit-funding
arrangemants limit & small smplayer’s aggregate:
exposurs menthly. This means that i there is a bad
puﬁai‘aak of the Huin a given month: 67 other peak§in
agareqats sosts, a small smployer would need 1o cover
olaims bniy up 1o 2 Set aggregate monthly amount rather
thar the armai Agtregate; enabling the am;a oyt
Spread tlaims costs oul more prsdsctab y over the course
of the year. The emiployer and insurer wotld than come

o seltlement al thi end of the Yedr to sccount for any

exvess claims paid by the stop-loss insurer if the gratip-
did vt mest its annual aggregate gmount,

Importantly, thoughy, Informants noted that the fssuers
afering these selt-funding arrangements may be more
willing to onter the smiall group stop-ioss market than
othier haalth insurers, beabause they have nibt bisen active
iy thie fully Insured dmalh group market, and arg thus not
eannibalizing thelr pwn prodicts. Whethee sdaitionat
henlth insirgrs will move irito the small group stap-loss
miarket is less clearat this stage. A'reprasantative from
one haalth ingurer in Virgiola ddmitted that the insurer
was congermed about thanges to the market; but did
not want 1 oveeact and, for wow; s carefully watching
devalopments related to self-funding among small

s hitve recently begun aggressively targeting

srmall groups for bundled self-funding arrangements. As
of this, & number of Inf e reported that

they had séan an i In & abairials for

saif-funding arrangemerits targsting groups with 50 or
fewer smployees and; In some casas, groups as small as

_ five employsss.”® Multiple Informants also reported that a
national health Insurer has invested heavlly in developing
self-funding arrangaments that specifically appeal to
small employers and at lsast one more may be following
sult in some states.

Ascording to one producay, such bundied packages
attempt 0 address two major bamers to self-funding

A MaErviand sxchange officlal sxpressed
skepticism thal triditional health insurers would changs
their entire business rmatiel just to get into the stop=loss
market when the Uptake may besmall Other insursince

ives felt that while most insurers in the
traditional sroall group market would rathér continug
to sali fully insirad policles, they may nesd 1o begin
seliing stop-loss policles in orderty stay compstitive
and rataln market shars. As oneindurer in New Mexico
put it: “Strategioaly we woold ot want 1 be prodctive
about moving business from fally indured o s selfunded
model, besauds cur corg business is lully Insurad HMO
and PPO products: s what we prefarto do: But; if there

y
plover
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was a pull from the market o go in that dirsction, we
would follow iL”

Heporis varied across the states regarding whetheér more
health insirers are moving Into the stop-loss market for
srall smployers. Regulators and exchangs officlals from
Maryland; New Maxico, and Rhode Island wers unaware
of Woreased interest in selling stop-loss covetage or

hold onto existing clients or, perhaps more important,
atiract naw clierits: While somi current and-former
producers indicatad that compenisation for selling
stop-ioss poverage miay matoh or eiceed that for fully
insured plisns, other producsts and insurers belleved
the compansation was iower, i part becauss pramiums
for stap-ioss coverage are' sighificanty fower than for
fully insurad coverage. Producer compensation is often

self-furidifg drangements among health insurers in & a5 4 prasel percentage of the premium,) n
their-state, but they ackr ged that surers may the latt & 4 4 may offer stop-loss poficies of
be axploring options without telilng them. A Colorado + dtngk e skt share, but

As preminms in the small grosp wearket

for

to rise,

woers are
smore affordable alternatives they can present
o ol onte existing clienis or, perbaps more
imgpartant, attract new ciienis.

axchange official speculated that health instrers probably
have & product ne in the works, noting “when you taik

o theny, they just give you a knowing look.” A siop-

Joss it LR ative agread, pradicting that
Insurance exacutives would file new stop-loss policies

not necéssarily fosonvert axisting clients from One typs
of busingss 1 another.

A few staksholders specifically pointed to slemants of

tha ACA 48 & reason more producers may Wrn to selling:

stop-loss coverage or selt-unding arrangements-—

indead; one produter representative reparted that s

srall number of "sel-lunding activists see the ACAas a

different dpporiunity to carve out & niche for themsalves.”

Praducses in-Marylang and Orsgon identified the creation

of exchanges as a particular consern, In Maryland,

producers feared that the exchange would Hmit their
sreparmation; potentially faking s i

aptions more alfractive. A stop-foss insurar altd indicated

that producsr compensation ot seliing stop-loss policies

i Sould tise relative 1o

st in case. Indead, this may already be happening i at

S ‘tim for teaditional haalth insurance because

least one state: 1 regulators confiimed that they
nad seen an uptick in stop-oss product fillings for the
smafll group market in recent years, including stop-luss
policles with specific attachment points-as fow as $5.000.
Howsvar, one producer suggested that insurers will file
policies with attachment points as low as lagally alfowed
to afford B maxdimun fiedbility to

i o plang-am nol subjéct 1o the AUAs madical
tads ratio (VLEY vules, The MUB standard, implemented
i 2011, raguives haaith Insurars 1o issus rebates to
potioyholders i thalr administrative costs ars oo high
ralative to: thel prarmium revanue. it has pressured
instivers fo:bedome more efficient in thelr operations,
and some have rosponded by reducing producer

miarket dynamics, aven if they do not currently intent o
self policies at that level, While review of product filings
can be indicative of market trends, it does not offera
complsts pleture of the market.

Producers see new opportunities and
challenges to selling stop-loss and
selffunding arrangements to small
employers.

compensation,

Onee a oritical mass of producers in a market

starts offering stop-loss coverags or selb-funding
arrangements, sthers may be compalied 1o follow

suil. As one Maryland producer put i, “A broker would
be commiting professional sulcide by showing one
[coverage option]; but failing to show another.” Yet, while
stakeholders sensed that some insurers and brokers are
increasingly interested iy selling stop-loss or self-funding
arrangaments, ths extent of actual changes In producer

Despite the challenges of ing seif-funding

e for-arid market impagct remaing in question. in

arrangsments and axplaining the risks and plexition
of seif-funding, many stakeholdars predicted thal more
producers may consider entering the seli-funding market
in order to stay compatitive. As premiums in the small
group rnarket continue to rise, producers are lonking

for more affordable allernatives they can prasent to

lorade, ong prod mpected that more producers
wilt bagin offaring these ge options o small
groups, but he commented that i would remain a vary
slirm market segment and did not expéot that producers
would pursus groups under 30 or 38 for self-funding,
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Evenin states home o “self-funding activists,” who see
a Business opportunity in marketing self-funded plans

1o senall emp , reported that most of
thern would like to see business as usuatand'to continue
offering tradiional insurance products rather than seit-
{funding arrangements.

How small employers will respond
to the changing marketplace remains
unclear,

the full meat deal You pel your burger, your fries, and
your toy allif one package.” While such packages may
cost more than traditional roethods of self-funding, the
cash-flow protaction they provide may make them mare
viabie options for small ¢ Agmall emp '§
maximuny monthiv costs with a buridied package may not
ba sigrificantly. greater than the pramiom for fully insursd
plans and, I¥ claling are fow, may bemuch less. At the
same time, th-appeal of seli-lunding avrangaments may
depend on fing detalls within the conlracts. Producers
and health inspders in Nely Meéxion, where bundled

B vad up insthe past, indivated that

Informants widely agreed that small busi S Bre

fi by rising i e and gpen o
apportunities fo limit thelr and their employses” costs.
Couplet with thig frustration s a remendous amolint ol
confusion amang small smployers about thaic aptions.

Acdording to one'l small b sses Yare fu
nErvols wrecks” who may be open to the ides of saving
micney-and avolding new fons by Hirigy.
Nonethieloss, small bush 1 s in 3

Colorads, Minfiesota, and Oregon reporisd that they

had not et ehtountered any increase in interest in self .
funding among smalt emplo and most | an|
were unceriain of the extent to which rates of seff-funding
would Ingrease among smaller groups.

oses sl s suggested that defined

Fe a maors

Pites t i 3 Y i pavtics / .
appealing model thaw self-funding for small
grenps.

Many commantad that they simply carnot predict what
witl happen untll they have a better understanding of what
the market will look ike in 2014, infarmanty geherally
agresd that health insurance costs—and, I particular,

the possibility of pramium incr for younger, heaithier
small groups—-will play an mportant factor in small
businesses’ decisions in 8 post-reform environment,
Balf-funding could become an increasingly attractive
option to those groups, sspecially If markatsd with an
affordabl - funding arr it that minimizes thelr
SXROSLS 0 fal risk. inf hat it wilt
be particularly important to watch whathsr more insurers
create seif-funding arangements that taks much of the
risk out of self-funding, are sasier to understand, and,
from the employer perspactive, look very sinilar to the
traditional fully Insured health inswance. As ons producer
in Oregon describad such arrangements: “They offer

small emplovers ool stil gist "bitten in the and” and

bs Hiable for large claims at e and of the contract year,
as in any othor stop-loss poliay. In such cases; it srall
smplovers want to retum to the traditional fully Insured
market, they may teed to pay premiums for the few plan
while still piying clalms on thelr old policy.

inforriants 2lse ndicated that selffunding may just be
ane of 3 rangs of options that wilt be available to-small
ampl . Varlous suggested that defined
contribution, in particuldn would be & mors.gppealing
madel thar seiffinding for small groups. Althtugh small
amployers typloally contribute a set percantage to thelr
amployess’ premium tosts, meaning thelr sosts rise

as pramium 0sts rise; a défined contribution model
would aliow Wam o spedify a flat dollar amount as

thalr prareiusm contribution. Thay then get to decids
whathe? 1o incraase that dolidr amount in future years.
According o ong informant, “Employers just want to
say, “Herg'ls F500/month for health Insurance, go dway.™
informants v multiple states also reported an inorease
in the purchase of high deductible haalth plans at lower
premiums than fradifonal health plans, while imiting
their smployees’ sut-of-pocket costs by funding heaith
reimbursement drangements (HRAs) o fill inalfora
portion of the deductivie. A Rhode island exchangs
official expressed concern that while groups doing this
are not taking themselves out of the fully insured market,

it may serve as a stepping stone towards self-funding. In
acddition, infainants in multiple states raised congerns
about producer ather that

may § porate sel g, suoh a8 medical stop-
oss and [ sal 4 ions
PEOVin & g ahie prod indi

that he was forming & cagtive by pooling several
amall ather dnd ing with a stop-loss
insurer to rainsure the entire group collsctively, Smait
amployers also may slect tordrop cover i
without penalty, as the AGA's empibyer responsibility
reguirsmeants do not apply 1o groups with 50 or fewer

Hog
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amployess. And, under the ACA's insurance raforms,

In addition, stata offivials: seern to regard the sale-of

thelr employees will, for the first time Have
Gu atcess o subsidized inst {hrough the
axchanges.

How thess differant options stack up against seti-unding
will depend in part on how stop-loss coverage and
self-funding arrangsments are comm o smiall
busiresses, A rangs of informants--including current and
former producers-~expressed doubt that producers are
always adequately sxplaining the riske of seif-funding
1o small employers, Ong reguk { o prior
axperience with ir in seli-funding amony small
groups, noting “If the small employers watked in syes
wide open, then fair enough, bul § think a lot of them
walkad in with no idea and had not been appropriately
guided.” Bmall smployers may be more fikely to self-fund
whan they arg not fully informed of their potentisl financial
and legal exp under such arrangemaents.

Expansion of the regulation of stop-
foss to- small employers is a low priority
before 2014,

While they acknowledged that a significant incraase in
self-funding gimdng small employers could destabilize
the smiall groun market and undermine the SHOP
sxahanges, heither state nor stats exchang
officials identified the further regulation of the sale of
stop-loss a8 & primary congern, informants largely
reported that further state action was uniikely before full
implementation of the ACA®

Aceording to many informants, state inastion on stop-
ioss was due in part to & lack of capacity, Most study
states are developing stal gas and are
fopused on the mechanics of standing up their SHOP
sxchanges. State officlals generally reported having
fimited time to focus on issuss related to adverse
selection against tha exchange: As one small business
reprasentative active in exchangs discussions in
Colorado noted, “adverse selection fagainst the SHOR is
a downstream issue” and “right now, we ae still rying to
get-our sea legs and get fthe SHOP] up and running.” This
responge did not surprise one major insurer in Mardand
who noted that “States have a lot on thelr hands, and
they don't have the bandwidih to foous on Issues that are
nat of the utmost urgency &t this time.” This informant
added: “There are so many pleges of health reform that
naed to get done, not only for the regulators, but alsy for
the insurars, so nobody is paying that much attention to
this right now.”

Rt

T oovarags and selt-funding of small employers
as a “tertiary tverse ssieclion issus,” and are instead
fagusing on how they can miake the SHOP appealing to
small groups in the first place: Irt Rhode Island, officials
are focused on How to structure the SHOP {o ensure
that it offers plans and services that attract enough
amall ar o b sl in 204 Instead
of concentrating on how to eliminate Gptions that may
be offered outside the exchange, Riode island is

0t ing: its efforts.on imy g anempl
choice and'defined contibution model that will attract
small employersita the SHOR As one state offidial noted;
“Ouir approach s to do what is absolitely necessary,
not nacessarily what is hesded for broader fixes to the
market.”

A numiaer of state officlals also noted that state
legislatires are typically reluctant to sngage in
ragulatory solutions before there Is adefined problam;
One stats sxchangs afliclal described the pradiction

of increasad self-funding ameng smaltemployers asa
“hypothetical,” and another informant neted that *rost
governments aren’t going to deal with this preemptively.”
i addition: 1 was suggosted that moving forward to
further regulate the sale of stop-loss would ba the

“the third rail" politically. That being sdid, a number

of regulstors and sxchangs officlils suggested that
clear data demonalrating 2 signifiant invrease in self-
furidiriy arfmong siall empliyers to the detriment of the
synall group markst and SHOP exchangs may tigger
state aotion dowr the road, especialy i states thatare
stancing Gp an sxehange. For example; iv Rhode istand,
a state o¥ficial oftarad that f selffunding among small
employers becomas a “defined problem™ that is "sausing
haem tothe 5&&)?” wr “having an impact on e costs
and trends of the small group market,” then the state may
be spurred o adtion,

Hxpanding definition of small group
may further complicate the stop-loss
discussion in 2016,

in 2018, under federal law, the definition of the small
group market will sxpand 10 Include businesses with 51
to 100 employees. This will enabile groups of this size

to purchase health Insurarce in the gmall group market
and through the SHOP éxshangss on'd guarantesd

issue basis. They will also be newly subject to the ACA's
small group market reforms; including the adjusted.
coranunity rating rules; coverage of essential health
benefits ard Imits on cost sharing. This change also may

ACA bmplemand
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complicate the discussion over whather it is necessary or

self-funding, given thelr exposwrs o the ACA's employer

appropriate o ragulate the sale of stop-loss cdverags to
sirtall groups.

With these changes, informants ofters reported that they
sxpect 10 see Ingreases in self-funding by employers
with miore than 50 employess. For instance, Rhode
istand officials suggested that the 51 to 100 market~
whare groups are mostly sxperience-rated and some of
the healthier and younger groups coudd face increases
in preriums under the ACA's rating reforms-<may be
mora inclinad to self-fund than smployers in the current
srnall group markat, which is already subject to adjusted
cosmim rating. Stakeholders in New agraed;
one producer note that groups over 50 are used to being
undarwritten, confronting lasers, and coverage denials,
50 “thay might as well take on more risks o avdid the
1axes and feas in fully insured coverage.” A Minhesota
sniall busingss raprésentative thought smployers with
51 to 100 émployess are the more “natural audiencs” for

ssponsibiiity regui

Informants were also often lass concered about
enmployers with more than 50 employees self-funding
than employers with 50 or fewer arployess self-funding.
As one produger described, if  business has survived
fong enougly to-have 80 or 80 smployaes; it s mors
fikely to be financlally and operationally ready for self
funding, industry representatives also-ndicated that
more insurers and producedrs Bre willing tosell slop-loss
to this tnarkel than to smaller groups, and others inay
foliow sult: In Oregon, a state officlel acknowlsdged that
many Groups in this market are already self-fundirig with
the bundled srfangement describad previcusly At the
same fime, & growih in self-funding among thsa farger
simall smployers would Ykely increase the rsk of adverse
soloction agalnstihe fully insured strali group market in
20160 Biate officials generally did not speculate onifor
how they would addrass this issue If i arose.

CONCLUSION

1t intervigws with woiders, most inforrmar

it not ielieve that Insurers and brokers are currently
sefiing stop-loss insurdnce to small groups, beyond a faw
niche sallers, None of the Informants thought that small
amployers are self-funding in any significant numbars,
Howaver, Insurance Y ahd polioy arg
hinderad by a lack of date, with no state abie to report
the actual number of small employers covered under
stop-loss policies or the terms under which those policles
are being marketed,

Most informants expressed conearn that self-funding
@iposes small businesses o oo much firancial amdlagal
righ: Whils some speculate that healthier small groups
may increasingly be driven 1o self-funding because of

51 and 100 employess are more likely to seff-fund in
greater numbers whan they besomie subjéct to the small
group market reform rules In 8018,

Given the uncertain future of the small- group market
and number of other pressing health insurancs refoim
itilities facing state departmeants
of instr and the exeh 5, ¥ witlaly
reported that prohibiting or olherwise expanding
regulation of the sale of stop-loss insurance to small
amplovers 1§ 8 low priorty in the near future. Instesd,
many informants acknowledged that states would be wall
served to improve monitoring of the stop-loss market
and trends iy sait-fending by small groups, o they can
identify if changes in the marketplace are oocuring and

the AGA's market reforms, informants indicated that a
nurmber of variables will iInfluénce employers’ decisions
and wers hesitant to make frm predictions of what the
S0-and-under market will fook liks in 2014 and later vears.
Many informants agreed, howaver, that groups between

respond appragtiately. A a minimum, state depariments
of insurance coulid collect data on the number of small
employers ssifdfunding, the number of small employars
purchasing stop-loss , and the
points of poficies sold to smalt groups.

e
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Ta gather qualitative research using a convenience sample, inlerviews were conducted with 22 state officials,
including raguiators, exchange officials, and others; slaven represantatives of health and stop-loss insurers; ten
current and former producers; and five small business representatives.

While the federal government does collect data related to self-flunding among employers that cover groups of over
100 employees, these data do not spacify whether smployers are rélying an a stop-loss policy to seif-fund. Solis
HL, "Report to Congress: Annusl Report on Sell-insured Group Health Plans” (Washington: Departient of Labor,
Aprit 2012), available at hitp/www.dol govebsa/pdVACAReporiToCongress41812 paf.

Experts note that state efforts to regulate stop-loss insurance may continue to face ERISA pre-empition

hadl Fora full di ian, see, for Jost TS-and Hall MA, *Selfl wnoe for Small Empl 2
under the Affordable Care Act: Federal.and State Ragulatory Options,” NYU-Annual Survey of Ameroan Law,
forthcaming, Wastington & Les, Legal Btudies Paper No. 2012-24 (Jun. 2012); and Korobkin f, "The battle aver
seli-insured Hgalth plans, or one good foophols deserves another,” Yale Joiwnal of Hedlth Policy, Law, and Ethics
1,UCLA School of Law Ressarch Paper No. 04-2 (Winter 2008,

According to one recent analysis, the rate of self-funding by firme with fewer than 50 employees has hovered
around 12 percant for over & decade, while the rate of self-luntling by firms with 50 or move amployess intreased
from 49.5 percsnt in 1999 to 88.5 percent in 2011, See Frc)‘n$ﬁn?, “Selt-insured Health Plang: State Variation and
Recant Trands by Firm Size,” Notes 33, n. 11 {(Nowv. 20148); available:at
hitpefwrwwabriorg/pdi/notespdi7EBRL Notes_11, Nov-12:8-tnsrdpdt

Ses, for example, Yee T, Christianson JB, and iirg PB, "Small Empl yers and Ssl red Health

Too Smal to Succesd?™ Center for Studying Health System Change. lssue Brief 138 (Jul. 2012), avaliable at
httpofwwwhschange.com/QONTENT/ 1304/, and Jost and Hall,

Employers, large or small, that purchase a siop-loss policy require access 1o a provider network, clalms

Pro , and gther adming § ice irad to properdy inister & heelth plan. Some employers
obtaly these services through separate sondracts; others buy them s a bundled package from a third-party
administraton, whe may also be the stop-loss carrer,

Buatigens M and Blumberg LJ, “Small Firm Self-insurance Under the Affordable Care Act,” Commonwealth Fund,

Pub, 1847 {(Nov. 2012), available at
htipdfwww.commonwsaalthfund.org/Publications/| h 012N i-Flrm-Selt-Insurance.agspx.

Hali MA, “Regulating Stop-Loss Coverage May Be Nesded To Deter Self-insuring Small Employers From
Undermining Market Refores,” Health-Affairs, 31, no. 2 2012), avallable at
httprfeontent haalthafiairs.orgfoontent/21/2/318.abstract

The NAIC Modsl Act prohibits Insurers from lasulng a stop-loss policy with an attachment point less than $20,000
par person par year or that provides dirsct coverage of an individuals health expentes. Aggragats stop-loss for
groups of mors than 50 may not be less than 110 percent of sxpectad claling. For groups of 50 or less, aggregate
stop-loss may not be less than the greater of $§4,000 tmes the of group. , 120 parcent of
axpected claims, or $20,000. See “Compendium of State Laws on Insurance Topies,” National Assoclation of
Insurance Sommissionsrs {Feb. 2010},

. Colorado applies a mini y specific attachment point of $15,000 and & minimum aggragate attachment point of

120 percent of sxpected claims for the small group market.

Maryland applies a minimum specific attachment paint of $10,000 and a minimum aggregate attachment point of
not tess than 115 percent of expected claims,

. Minnesota has applied a minimum specific attachment point of §20,000 and a minimum aggregate attachment

paint of not less than the greater of $4,000 times the number of group members, 120 percent of expected claims,
or §20,000.
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. Ses C.R.S. 10-16-108 {13} This requl . may be pra-empiad in 2014 by the Affordable Care Act,

which allows rate surcharges based only on ags, lobaccouse, geographic location, and farnily size.

. A confract providing stop-loss coverags, issust, or renawad to a small employer, as-defined in section B20..02,

subdivision 26, or o 3 plan sponsorad by a small employer, must include a-clainy setllement goviod no less
favorable 1o the small or plan than ge of all claims incurred during the tontract period regardiess
of when the claims are pald, See Minn: Stat. § 604,238,

. Buch an employer, howsver, may have seen no or very few claims in the first two months of its polioy {the “run in®)

bacause of the typical delay in medicd! bills being submitted and paid. An-smployer that is awsre of its iability at
the end of the contract year could bank any "runtin” savings o cover the “run out”

. This is consistent with observations made by éxperis analyzing the market. See, for example, Jost and Hall,

L Simitar to captive property/casually programs, madical stop-loss caplives allow seii-funded employers o poo!

part of their axcess madical claims costs with uther like-minded companies any then purshase comimercial stop-
joss higher points. PEOs contract with tliertior 18 1y provide Human rasours

L intludling services such as payroll, access to benelits packages, and workers' compensation and
unemployment insurance claims.

. After interviews were statk i in some study states, including Minnesota and Rhode Island,

introduced legistation to further regulate the sale of stop-loss coverage fo small empiovers. See 2013 MNHB 647
and 2013 BHHE 5459,

g Cross-Dutiing fssues 18
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113711 CONGRES: S & s )
IST SESSION H R R 4 ¥
& d%e @5 :

To amend the Publie Tealth Service Act, the Hwmployee Betirement Income
Secarity Act of 1974, and the Internal Revenue Uode of 1886 to exclude
from the definition of health insurance coverage certain medical stop-
toss insurance obtalned by certain plan spousors of group health plans.

IN THE HOUSE OF REPRESENTATIVES

NOvEMBER 13, 2013
Mr. Cassipy {for himself and Mr. Rom of Tennessee) introdueed the following
bill; which was referred to the Committee on Energy and Comuerce, and
in addition to the Committees on Edueation and the Workforee and W,
and Means, for a period to be subsequently determined by the Speske
in cach case for consideration of such provisions as fall within the jnris-
diction of the commitiee coneerned

A BILL

To amend the Publie Health Service Act; the Employee Re-
tirement Income Security Act of 1974, and the Internal
Revenue Code of 1986 to exelude from the definition
of health isurance coverage certain medieal stop-loss
msurance obtained by eertain plan sponsors of group

health plans.

1 3¢ it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,



82

[

1 SECTION 1. SHORT TITLE.

2 This Aet may be cited as the “Self-Insurance Protec-
3 tion Act”.

4 SEC. 2. CERTAIN MEDICAL STOP-LOSS INSURANCE OB-
5 TAINED BY CERTAIN PLAN SPONSORS OF
6 GROUP HEALTH PLANS NOT INCLUDED
7 UNDER THE DEFINITION OF HEALTH INSUR-
& ANCE COVERAGE.

9 (a) PHSA . —Section 2791(b)(1) of the Public Health

10 Serviee Aet (42 US.C. 300ge-91() (1)) is amended by
11 adding at the end the following new sentence: “Such term
12 shall not inchude a stop loss poliey obtained by a selfvin-
I3 sured health plan or a plan sponsor of a group health plan
14 that self-insures the health risks of its plan partieipants
15 to reimburse the plan or sponsor for losses that the plan
16 or spousor incurs in providing health or medical benefits
17 to sueh plan participants in excess of a predetermined level
18 set forth in the stop loss poliey obtained by such plan or
19 sponsor.”,

20 (b) ERISA —Section 733(b)(1) of the Ewplovee Re-
21 tirement Income Security Aet of 1974 (29 US.C
22 1191b(b)(1)) is amended by adding at the end the fol-
23 lowing new sentence: “Such term shall not include a stop
24 loss policy obtained by a self-insured health plan or a plan
25 sponsor of a group health plan that self-insures the health
26 risks of its plan participants to reimburse the plan or

«HR 3462 TH
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3
sponsor for losses that the plan or sponsor ineurs in pro-
viding health or medical benefits to such plan participants
in excess of a predetermined level set forth i the stop
loss poliey obtained by such plan or sponsor.”.

(e} TRU. —Section 9832(H)1H{A) of the Internal Rev-
enue Code of 1986 18 amended by adding at the end the
following new sentenee: “Such term shall not include a
stop loss poliey obtained by a self-insured health plan or
a plan sponsor of a group health plan that self-insures
the health risks of its plan participants to reimburse the
plan or sponsor for losses that the plan or sponsor ineurs
in providing health or medical benefits to sueh plan par-
ticipants in excess of a predetermined level set forth in
the stop loss poliey obtained by such plan or sponsor.”,

)
[

«HIR 3462 1H
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CHAMBER oF COMMERCE
OF THE

UNITED STATES oF AMERICA

R.BRUCE JOSTEN 1615 H STREET, N.W.
EXBCUTIVE VICE PRESIDENT WASHINGTON, D.C 200632000
GOVERNMENT AFFAIRS 202363310

November 20; 2013

The Honorable Bill Cassidy The Honorable Phil Roe
U8, House of Representatives U 8. House of Representatives
Washington, DC 20515 Washington, DC 20515

Dear Representatives Cassidy and Roe:

The U.S. Chamber of Commerce, the world’s largest business federation representing the
interests of more than three million businesses of all sizes, sectors, and regions, as well as state
and local chambers and industry associations, and dedicated to promoting, protectiiig, and
defending America’s free enterprise system, thanks you for introducing FLR. 3462, the "Self
Insurance Protection Act.” This legislation would ensute that the definition of health insurance
coverage will not improperly encompass certain medical stop-loss insurance used by self-insured
health plans and plan sponsors of group health plans as a form of financial protection.

Many businesses decide to offer their employees health benefits through self-insured
plans. Employers that self-insure, pacticularly small to mid-sized businesses, purchase stop-loss
insurance to protect the plan and plan sponsor in the event of uhexpected catastrophic Tosses.
H.R. 3462 would guarantee that employers may continue to have this effective option of
providing quality health benefits by limiting further regulation of self-insurance. Providing this
clarification to the law will make certain that federal regulstors cannot redefine stopsloss
insurance as traditional health insurance.

The U.S. Department of Health and Human Services his shown interest in the possibility
of regulating stop-loss insurance which raises concerns that future regulations may make the
administration of self-insured plans more burdensome and expensive for employers who choose
this option. In addition to making self-insurance coverage less-appealing, including stop-loss
insurance in the definition of health insurance coverage conld effectively force many self-insured
entities using stop-loss insurance to discontinue their plans. In light of this tumuliucus and
highly transitional time for our country’s private sector health insurance system, it is critical to
ensure that businesses continue to have a variety of accessible options to offer thetr workers
quality health care coverage.

The Chamber continues to support health care reform that builds on and reinforces the
employer-spensored system and looks forward to working with vou and your colleagues fo enact
this important legislation to protect the American workforce and the businesses that drive our
nation’s job creation.

Sincerely,
gff o

1 e Lt

R. Bruce Josten
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Mr. Chairman,

I want to thank you for holding this hearing and highlighting the
value of self insurance as an affordable option for small businesses
seeking to provide their employees with quality health care.

As a former Chairman of the Self Insurance Institute of America
(SIIA), a former senior executive of two large Blue Cross health
plans and a former owner and current operator of a third party ad-
ministrator, I can tell you that self insurance is an important
model that is being adopted rapidly all over the country. Given my
extensive experience owning and operating third party administra-
tors (TPAs), I can tell you that not only do self-insured plans pro-
vide businesses with an opportunity to generate significant savings
but they provide employers with more flexibility to customize
health care benefits for their employees.

The commercial health insurance market has been steadily mov-
ing from fully insured to self insured for over three decades. Today
61% of all employers in the U.S. self insure and the small group
health insurance market is looking to self insurance as a more at-
tractive method of providing health benefits to employees. Accord-
ing to the Kaiser Family Foundation, 16% of small businesses cur-
rently self insure their medical benefits. Many industry consultants
believe that the cost advantage of self insuring will drive the small
group market to over 50% self-insured.

As a former senior executive of health plans, I can attest that the
trend toward self insurance is undesirable for the large national
health insurance carriers. The reason for this is that these large
health insurance companies make much more money from fully in-
sured clients than self insured clients. In many cases, I have seen
that these companies make 300% to over 500% more profit on fully
insured books of business compared to self insured business. Fully
insured small employers with less than 500 employees are gen-
erally the most profitable groups for the insurance carriers. Need-
less to say, they have a strong financial interest in deterring small-
er employers from making the switch to self insurance.

Traditionally, self insurance is about 4-10% cheaper than buying
a fully insured health policy, and given the costs of Obamacare
that self insured plans avoid, this savings advantage is projected
to grow to over 15%. Yet despite these significant savings, many
states are trying to limit access to smaller employers. Add to this
that some health insurance carriers, through pervasive market
practices, are artificially inflating costs for self insured plans.

In an attempt to protect their profits, some plans use tactics to
block their self insured clients from enjoying free and open choice
of vendors for their health plan, even though when an employer
self funds, they should have full control of how their dollars are
spent. Since the insurance company is only providing administra-
tive back office services like claims processing for self funded
groups, not taking risk, this practice is very restrictive.

For example, some carriers block independent specialty service
companies from offering medical cost saving solutions that would
make self insurance even more financially attractive. Specialty
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companies focus on driving cost savings and quality improvements
within a particular type of medical service such as pharmacy, vi-
sion, dental, mental health, radiology, oncology, fertility, transplant
management and physical therapy.

Further, many states ban smaller group self insurance or create
limitations by artificially forcing larger deductibles on reinsurance
for these smaller employers. These regulations amount to a re-
straint of trade designed to perpetuate the state tax revenue de-
rived from fully insured plans. While many states claim they limit
small employer self insurance because they want to protect those
constituents, statistics show that small employers can benefit from
this alternative insurance and strengthen their financial outlook.

Several large carriers will refuse to release the claim experience
for their insured smaller employers so that these customers cannot
get competitive self insurance proposals. This practice is common
and reflects further restraint of trade by these dominant insurers
while protecting their bottom lines.

These regulations and business practices have impaired the self
insured market, making it much less cost effective than it would
otherwise be under a truly free and open competitive market. I felt
it important that the Small Business Committee is made aware of
these detrimental market practices and I encourage further inves-
tigation. I appreciate your consideration of my testimony.

Sincerely,

Lawrence Thompson
Regional President
POMCO Group
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House Committee on Small Business

Subcommittee on Health and Technology Hearing

November 14, 2013

Self-Insurance and Health Benefits:

An Affordable Option for Small Business?

Statement for the Record
Rep. Bill Cassidy (LA-6)
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Chairman Collins, Ranking Member Hahn and members of the
committee. Thank you for the opportunity to submit my statement
for the record. Over 100 million Americans are currently covered
under self-insured health plans. The trend towards self-insurance
has been increasing for years, with 61 percent of the commercial
health insurance market currently covered under self-insurance.
Therefore, it is imperative to understand that self-insurance mar-
ket and protect it as an option for businesses throughout the coun-
try.

Self-insurance provides employers with the flexibility to cus-
tomize their employee health benefits to best meet the needs of
their workforce. Self-insurance also helps control costs because em-
ployers can more directly manage programs such as wellness pro-
grams, which save money and make people healthier.

Unlike traditional health insurance, self-insured employers take
on the risk for their employees. It is impossible for the employer
to precisely predict the amount of health claims they must provide
from year to year. In order to limit the employer’s exposure, they
often buy stop-loss insurance. This financial tool is important to
provide certainty to employers.

Moreover, the Obama administration has recently expressed in-
terest in regulating stop-loss insurance. As recently as August 22,
2013 in a letter to Congress, HHS Secretary Kathleen Sebelius con-
firmed that the department is interested in how regulating stop-
loss insurance could affect the risk pools in the fully insured mar-
ket. It is concerning that the administration is considering limiting
access to the stop-loss financial tool for businesses. Stop-loss insur-
ance has always been a state-regulated insurance tool. Limiting it
would have a detrimental effect on the self-insurance market.

In order to protect the self-insurance market, I introduced H.R.
3462, the Self-Insurance Protection Act (SIPA). The legislation
would clarify that federal regulators cannot re-interpret stop-loss
insurance as traditional health insurance for the purpose of regu-
lating it. This clarification would protect this important financial
option and provide certainty for thousands of businesses across the
country. The legislation is supported by the Self-insurance Institute
of America (SITA) and the U.S. Chamber of Commerce.

Again, thank you for the opportunity to include this statement
for the record. Also included are H.R. 3462, and a letter of support
by the U.S. Chamber of Commerce.

Sincerely,

Rep. Bill Cassidy (LA-6)
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WOODLAND TRUCK LINE, INC.

November 21, 2013

Te Whom It May Concern:

Jim & 1 have owned Woodland Truck Line, Inc. since 1967, We are a small union carrier
with 29 trucks and 40+ employvees. We have survived many changes in the economy,
energy prices, and regulations. These latest changes could be the straw that breaks the
camel’s back. Woodland Truck Line, Inc. has nevermade a big profit but we usually have
not lost money, however, since this law we have had losses every month.

The new hours’ rule allows drivers to take only one 34-hour restart a week and requires
that restart to have two 1 a.m. to 5 a.m. time periods within, and 168 hours in between
restarts, It also requires that drivers take a 30-minute break after eight hours on-duty
hours. The 100 air mile exemption does not help a small carrier like Woodland Truck
Line, Inc.. It really just helps UPS and FEDEX. Also with serving just Washington,
Oregon, BC and a little of Idaho our drivers usually do not drive 8 hours straight because
they are stopping to make pickups or deliveries; From the driver’s side, all this-doesis
put more drivers on the road and reduces the driver’s pay. From the Company’s side,
productivity per employee and truck is reduced which adds greatly to costs espegially if
that company provides any employee fringes, whieh we do (like family medical with
dental and vision and a pension plan).

Our drivers hate the new rules because it keeps them away from home longer with no
extra compensation. With a small carrier, flexibility is our main advantage over the big
guys and this law takes that away. Making the 34-hour restart conditional is wrong,
and the current rule penalizes night shift drivers. A day shift driver could restart after as
little as 34 hrs, whereas a night shift driver with a shift ending between 1:00 am. 10 3
a.m. could add an additional 24 hours. That is not fair for a night shift driver. Some of
our drivers prefer this shift because their shifts go easier with less of the public on the
road. This also reduces peak hour congestion,

Additionally, if a driver wanted to take two days off during the week (which he used to
be able to do) he could make up the time by working on the weekend. Not so, with the
new conditional 34 rule.

1€ you really think about it, 34 hours off is 34 hours off regardless of restart time,

According to our accident investigations and our drivers we would see no increase in
safety, in fact the opposite is true because this rule decreases drivers’ flexibility.

This downward pressure on driver pay would hinder safety when more experienced and

qualified drivers choose to do some other job instead of losing pay. Carriers would be

1776 Schurman Way P, O, BOX 1808 WOODLAND, WA 98674
PHONE: 360-225-9433 FAX: 360-225.9434
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WOODLAND TRUCK LINE, INC.
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left with less experienced and qualified individuals to replace them. Which is what is
currently happening in our country.

It is frustrating for us that the same city, county, state and federal agencies that are
responsible for, but have failed to provide adequate road capacity, are sometimes the

same agencies that regulate our industry.

As stated earlier, currently the trucking industry is showing a good safety record under-the
old rules, If it is not broke do not fix it.

Thank you,

Darlene Johnson
President
Woodland Truck Line, Inc.

1776 Schurman Way P. O, BOX 1508 WOODLAND, WA 98674
PHONE: 360-225-9433 FAX: 360-225-9434
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