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In its current stage, the Patient
Protection and Affordable Care Actis a
bit like a Russian babushka

a doll. As bureaucrats open up
(R B cach section of this massive

& reform law to create

implementation regulations,

they find layer after layer of additional

questions inside.

In the meantime, employers across the nation are stuck in a holding pattern, uncertain how to
protect their bottom line while providing the health benefits that are such a powerful tool for
attracting and retaining employees. Many feel caught between the federal government and insurers,
with little control over the wild ride ahead.

Increasingly, they are turning to their insurance partners for advice and guidance. What can you,
as a benefit professional, tell them?

One option worth recommending is that employers put themselves in the driver’s seat by self-
funding their health benefits. The key to making this work for companies of all sizes is to show
them how to rigorously manage the risks that can come with infrequent but severe medical claims.
For companies already self-funding, re-examining their risk-transfer decisions is critical in an era of
unlimited annual and lifetime benefits.

Why Self-Funding is a Growing Trend

Federal statistics indicate that almost 41 million employees in the private sector are covered by
self-funded plans, with family members bringing the total to about 70 million. In general, large
companies are more likely to embrace self-funding, while smaller ones seem less comfortable with
the risk involved.

However, in the past few years, data from the latest Kaiser Family Foundation employer survey
shows a noticeable trend across companies of all sizes toward self-funding.
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Percentage of Covered Workers in Partially or Completely
Self-Funded Plans, by Firm Size, 2006-10

2006 2007 2008 2009 2010
3-199 Workers 13% 12% 12% 15% 16%
200-999 Workers 53 53 47 48 58
1,000-4,999 Workers 77 76 76 80 80
5,000 or More Workers 89 86 89 88 98
ALL FIRMS 55% 55% 55% 57% 59%

Source: Kaiser Family Foundatic

Survey of Employer Sp d Health Benefits 2010

It’s a trend that is likely to accelerate. While no one has all of the answers about where
health insurance reform will take us, one thing is clear: Insurance carriers are in the crosshairs
of federal efforts to make health care more accessible. New mandates, reporting requirements
and regulatory restrictions are going to increase overhead for the big insurers. Add the
reform’s lack of broad-based measures to control rising medical care costs, and premiums
have nowhere to go but up.

Self-funding health benefits is a way to escape the squeeze. While federal reform requires
self-funded employers to meet many of the same requirements as insurers, none of them come
with the extra layer of profit attached that the big players in health insurance will pass on to
their customers. In addition, the highly restrictive medical loss ratio requirement—spending
premium dollars directly on health care rather than administration and profit—has no impact
on self-funded employer plans.

Choosing to become self-funded, however, requires due diligence and a careful balance
between manageable risks and a company’s financial capability. Assessing risk is even more
important now that annual and lifetime caps on expenditures have been eliminated.

Choosing to become self-funded, however,
requires due diligence and a careful balance
between manageable risks and a company’s
financial capability.
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Transferring Risk

As a benefit professional, you can help employers by assessing the company’s financial
strength and recommending the appropriate level of risk transfer. The following are key
areas where companies can minimize their exposure to uncommon medical claims and save
on health care spending for high-cost treatments:

® Stop-loss insurance. A study by Evergreen Re and Ingenix has tracked the rise in claims
exceeding $1 million. In 2000, it was fewer than one per million members. By 2005, it was
11, a number that is expected to exceed 24 this year. Self-funding companies should
consider specific stop-loss coverage for individual claims at a level they are comfortable
with. Aggregate stop-loss to address yearly spending totals can also be considered for
employers that are particularly risk-averse.

® Organ transplants. By the end of 2007, 183,222 people in the United States were living
with a transplanted organ. In 2008, 27,281 transplants were performed and more than
100,000 people were waiting for an available organ. The chance of an employer seeing a
transplant claim may be small, but the cost could be devastating: from $259,000 for a
kidney to more than $1 million for a heart-lung transplant. By carving out this risk and
buying transplant insurance at a budgeted monthly cost per employee, companies can
manage this exposure in a cost-effective manner.

® Dialysis treatment. An estimated 27 million people in the United States have chronic
kidney disease, a number that rises as obesity and diabetes rates increase. In 2007, about
527,000 people were being treated for end-stage renal disease, with more than 365,000
undergoing dialysis. The typical dialysis case can cost between $30,000 and $50,000 per
month. By partnering with dialysis-management specialists, companies can reduce these
costs without impacting the quality of care for employees. The strategies include reviewing
invoices to enforce usual and reasonable rates, arranging for home dialysis whenever
appropriate (studies have shown it is not only cheaper, but also improves patient
outcomes), and carving out epogen from other prescription coverage so that deep
discounts can be arranged for this anemia-fighting drug.

® Specialty phar ticals. High-cost drugs to treat rare and/or deadly diseases can
quickly overwhelm a self-funded plan if not appropriately managed. In the 1990s, fewer
than 30 drugs were classified as specialty pharmaceuticals. Today more than 290—about
one in five pharmaceuticals—are in this category. The cost for a single patient can range as
high as $300,000 in one year. A pharmaceutical benefits management (PBM) team can
work with a company to save money with a number of steps, including requiring the use of
discount vendors rather than paying doctors cost-plus for drugs they purchase and
administer. PBMs can also negotiate for discount rates for each drug and handle utilization
review with a staff of experts to make sure drugs are being properly prescribed.

® Third-party administrators. Companies can save significant costs by finding the TPA
that delivers the best value. Many TPAs have become expert at enrolling employees,
providing customer service, processing claims and disbursing payments. However, TPAs
that go further can make a difference in a company’s health benefits spending. By
analyzing claims data on an aggregate basis, TPAs can help companies design wellness
plans that decrease the need for medical care, manage chronic conditions so that hospital
visits are reduced, and provide employees with the tools and resources to make good health
care choices.

The Time is Right

The years-long road to full implementation of health insurance reform has left many
companies paralyzed, uncertain how to shape their health care benefits to maximize
compliance and minimize costs. All indicators, however, point to taking control of health
care by moving to a self-funded approach as a smart decision.

Benefit professionals can help their employer customers by pointing the way to risk
transfer methods that protect companies while allowing them to reap cost savings. The
appropriate stop-loss strategy, coupled with carve-out policies and utilization management,
can put companies back in the driver’s seat for health benefits decisions. EI¥
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