Self- Funding:  Frequently Asked Questions
 
1. What is Self-Funding, and how does it work?

Self-funding is an alternative method of paying for your company’s health and/or dental insurance.  The easiest way to understand it is to compare it to the more traditional fully insured program.  Insurance is all about the sharing of risk, or uncertainty.  When you buy regular insurance, you pay a premium to the insurance company.  The premium you pay is based on a process called underwriting, where the insurer considers the health information your employees provide on their applications, the size of your company, and (after you have been with them for a year or more) your past claims experience, to come up with a premium that they calculate will cover the cost of your anticipated claims and still provide them their desired profit margin.  If your company is large (usually 100 or more employees), the insurer may look at your company by itself when they make these calculations.  If it is smaller, they will probably group you with other similarly sized companies into a common risk pool and, at least to begin with, charge you all similar premiums with adjustments for the ages and family sizes of your participants.  Where the risk or uncertainty comes in is that, although their actuaries may predict the likelihood of a given level of expenditure for your company based on the benefit structure you select and the number, ages and health status of your employees and their family members, the insurance company can’t be absolutely certain that your expenditures will match their calculations when the year is over.  If your expenditures turn out to be lower than predicted, they keep the difference.  If your expenditures turn out to be higher, they eat the difference.  They bear all of the risk, or uncertainty, in regard to your company’s health plan.


Under a self-funded plan, your company or organization bears at least some of this uncertainty regarding your health care costs.  With most self-funded health plans, particularly with small companies, you also share a certain amount of it with other companies by buying stop loss insurance in conjunction with your health plan.  This stop loss insurance has a deductible, referred to as a Specific Deductible, or SPEC for short, below which you are completely responsible for all eligible health care expenditures, and above which the insurer is.  The deductible is usually a single figure that applies to each covered member of your group.  Thus, a Specific Deductible of $25,000 means that your company will cover all eligible expenditures below $25,000 for each covered member.  Should medical expenditures go above $25,000 for any single person (or for more than one), the stop loss insurance kicks in and covers any further costs for that individual(s) for the remainder of the plan year.  Your Stop Loss premium is calculated by means of a similar underwriting process to the fully insured plan referred to above.  Like car insurance or any other kind of insurance, the cost of your Stop Loss insurance also goes up or down according to the level of the Specific Deductible you choose.  If you choose a higher SPEC, your premium will be less than with a lower SPEC.  Generally, when you first set up your plan, the Stop Loss Insurer will offer you a range of Specific Deductibles to choose from, each with its own premium.  You choose the one that you are most comfortable with as a company.


For self-funded dental plans, stop loss insurance is not necessary, because of its more limited and precisely defined exposure.  This results from a combination of the fact that first, there is no hospitalization or other very expensive services offered, and second, there is a precisely defined annual limit for the dental expenditures for any one individual.  Such limitations are not generally possible with health, as opposed to dental, plans.


Once everything is in place, your self-funded plan works almost exactly like a regular insurance plan.  Your organization pays a set amount (analogous to a premium) for each employee based, among other things, on family size, into a special account that is maintained either by you or by the Third Party Administrator (TPA) that administers your plan.  When your covered members see a physician, go to the hospital, or have a prescription filled, a claim is sent to the TPA, who pays it with a check drawn on the account into which the funds were deposited.  The TPA also issues checks from this account to cover the administrative and overhead costs of the Plan, including the monthly premium for your Stop Loss Insurance, if applicable.  The primary difference between Self Funded and Fully Insured plans is the fact that you bear a larger share of the risk or uncertainty with a Self Funded plan.  If your costs are higher than you originally anticipated during any given plan year, you are responsible to pay the difference, at least until it reaches a point where the Stop Loss Insurance kicks in.  On the other hand, if your costs are lower, you keep the difference.  Any money left in the account after the end of the plan year belongs to you, and can be applied toward the coming year’s costs or used for any other purpose you desire.  It does not go to help line the pockets or increase the reserves of your insurance company, as it would in a fully insured plan. 

2.
Why SF Insurance instead of typical health plans? 

There are two primary advantages to Self Funding.  The first is that, in general, your costs are much lower.  The typical health insurance company expects to apply about 30% of your insurance dollar towards “overhead” expenses, including administrative costs, re-insurance (insurance bought by the insurance company to cover the possibility of extraordinarily high claims), general reserves, and profit.  Under Self Funded plans, on the other hand, the overhead expense is usually 20% or less of the total dollars.  This cost savings, which may be considerable, goes directly to your organization’s bottom line.  The second advantage is that you have much more direct control over the benefit structure and other aspects of your health plan.  With traditional insurance, you can only choose among the range of plans that the insurance company offers; you cannot usually customize benefits within a given plan that you have chosen.  Basically, your premium dollars go into a “black hole,” regarding which you seldom receive feedback, except when your insurer hits you with their annual premium increases at renewal time.  When you self-fund, you receive as much or as little information during the plan year as you choose.  There is a wide range of reports available to you regarding how your covered members are utilizing your health care dollars, which can help you fine tune your plan in future years to get the most benefit from your health dollars.


A further advantage referred to above is that if your costs are lower than the level you have funded, you can apply the difference for the benefit of your members, or use it to help offset costs in any future plan years.  Any money left over at the end of the year is yours—to use as you see fit.

2.
What are PPO networks, and how do they affect the costs of the plan?

Tall Tree Administrators works with several provider networks, both within and outside of the State of Utah, to make it possible for you to buy your health care at a reduced cost, compared to what you would have to pay in the absence of the network discounts.  These Preferred Provider Organizations (PPOs), have agreed with their members to accept pre-negotiated, reduced fees for most of the services they provide.  Within the State of Utah, we have several medical and dental PPO’s available.  Most offer discounts of from 15 to 40 percent when you obtain services from providers who are members of the network.  This savings translates into lower premium costs to your members, and also reduces their out of pocket expenses, after the plan has paid its share of the allowed amounts.

3. 
What are the risks with Self Funding verses typical plans? 

The biggest single risk to any organization with a self-funded plan is that the health plan’s expenditures could end up higher than anticipated when you established your basic funding level, or premium.  Were this to happen, you would have to pay more money into your health plan account to cover the difference.  However, for health plans the total liability for any one individual during the year would only be as much as the Specific Deductible.  Any expenditure higher than the SPEC would be covered by your Stop Loss Insurance.  In addition, there is another deductible that applies, called the Aggregate Deductible.  When your Stop Loss Insurer sets your premium for the year, they do it based on your anticipated census.  Should the total expenditures for your company as a whole go above this Aggregate Deductible, which is calculated by multiplying the company’s census count by a figure they establish when issuing your Stop Loss Insurance, the Insurer pays all remaining eligible health plan expenses, regardless of whether anyone has already hit the Specific Deductible or not.

Let’s look at a couple of examples for typical self-funded health plans:

The Stop Loss Insurer usually proposes several Specific Deductibles to you. The following illustrations are based on a company with a mix of 13 single employees and 25 covered families.

A. Specific Deductible $20,000.  

Plan costs:

Annual overhead expenses (administration and stop loss insurance):

102,708.96


Total Aggregate Deductible (annual):





163,402.56

Maximum annual plan cost:






266,111.52


Likely annual plan cost (based on 55% of Aggregate, the TTA avg.)

192,580.37


Maximum additional risk (difference between 55% and 100% of the

  73,531.15


aggregate).  If any of your people hit their Specific Deductible, the 


Amount the Stop Loss insurer pays is subtracted from your claims before


your Aggregate Deductible is reached.  The 55% level anticipates an average 


expenditure of approximately $900 per covered member, while the 100% level 


anticipates an average of $1,600 per covered member.

B. Specific Deductible $25,000

Plan Costs:

Annual overhead expenses:






  90,038

Total annual Aggregate Deductible:





169,542
Maximum annual plan cost:






259,580

Likely Annual Plan Cost (55% of Aggregate)




183,286

Maximum additional risk:






  76,294

C. Specific Deductible $30,000

Plan Costs:


Annual overhead expenses:






  78,976

Total annual Aggregate Deductible:





173,772
Maximum annual plan cost:






252,748

Likely annual plan cost:







174,551

Maximum additional risk:






  78,197

4. How long has Tall Tree Administrators (TTA) been around, and what is its track record? 

HealthUtah and DentalUtah have been operating since 1999.  For the first two years, we partnered with insurance companies to provide fully insured coverage to small businesses.  In 2001 we acquired our own TPA, Tall Tree Administrators, and began to change our emphasis to managing self-funded plans.  Our oldest self-funded client has been with us since Fall 2001.  Since then, we have lost only a few self-funded clients who elected to look elsewhere for a variety of reasons, although some of our previously fully insured clients, who wanted to remain fully-insured, have taken their business to other carriers.  We have acquired a reputation as a company that provides outstanding value, excellent customer service, and does a remarkable job of handling what is, by all accounts, a very demanding business.  

5. What size and profile of a company works best for SF? 

The ideal size for a company to self-fund is 75 or more employees.  However, we have a number of smaller client companies who have maintained successful self-funded plans for several years.

6. If our group has a higher incidence of claims how will SF work for us? 

One of the services we provide, in addition to keeping you informed regarding your health care expenditures, is to keep your Stop Loss carrier informed.  We use aggressive medical management to insure that all services provided are entirely appropriate to the patient’s condition, and that everything possible is done to give patients the most appropriate and cost-effective care available.  The only satisfactory outcome, as far as we are concerned, is the most complete and rapid recovery possible, so your employee can return to work or work with a clear mind, and not have to waste energy worrying about his own or his family’s medical condition.  


When a given individual’s expenditures reach 50% of the Specific Deductible, we notify the Stop Loss carrier, and partner with them to provide even more intensive medical management, with the same objectives as described above.  We continue to do this, even if the cost of their care rises above the Specific Deductible and the Stop Loss carrier has to step in and begin paying the cost of the claims incurred by that patient.


On an ongoing basis, we will also monitor the plan’s performance in terms of overall costs, and periodically meet with you to inform you concerning current trends and strategies you might consider to reduce your overall health care costs.  As mentioned before, one of the real strengths of self-funding is the degree of control it gives you regarding what you can do to help keep your overall costs within affordable levels and enable you to provide the maximum coverage you can for your valuable employees and their family members.

7. What are the possible negatives for our employees? 

The plan we anticipate providing for you would be structured to look and work just like your current coverage.  The most likely negative, if you established a self-funded health plan with us,  would be that your employees would not be able to use certain hospitals, or at least there would be strong financial incentives not to.  Which hospitals are in or out of the network depends on which network you select to use.  


For dental coverage, the plan pays basically the same fees and benefits whether the dentist is in or out of the network.  However, going to an out-of-network dentist may result in your being expected to pay the dentist the difference between what he or she has billed and the plan allows.  The choice is still yours, and you will still receive the same full benefit you would receive if you went to an in-network dentist.

8. Will employees who have more claims expect to pay more of their share? 

Not unless your company makes changes in their current benefits structure.  As stated above, our current cost proposals involve mirroring your current benefits to the greatest extent possible.  Regarding how claims are paid, self-funding works identically to regular insurance, as far as your employees are concerned.  Your doctors and others will simply send their claims to a different address.

9. What would you say to our people who are hesitant with SF insurance? 

Any new way of doing things is naturally scary.  On a day-to-day basis, though, your coverage will look the same to your employees whether your plan is fully insured or self-funded.  The biggest difference will be the insurance card they carry.  From the company perspective, the differences will involve how and where your organization pays its monthly premiums, the level of information they receive regarding their health plan expenditures (it will be much greater) and the overall costs you experience (they should be much lower).  The savings you experience, though, will not come out of your members’ pockets, but rather from a combination of lower overhead costs and buying your care in a more cost-effective manner.

