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• Client	
  Centric
• Retain	
  Leading	
  Talent
• Exceptional	
  Staff	
  to	
  Client	
  Ratio
• Hire	
  Ahead	
  of	
  Need
• In-­‐House	
  Resources:	
  Underwriting,	
  
Compliance,	
  Wellness,	
  Communications,	
  and	
  
Technology	
  Solutions

Breadth	
  of	
  Resources

• Over	
  $1.5B	
  Premium	
  Under	
  Management
• 400+	
  Clients
• 98% Client	
  Retention	
  Rate
• #1	
  Best	
  Places	
  to	
  Work	
   in	
  Orange	
  County	
  – OCBJ	
  
2011	
  through	
  2014	
  &	
  #1	
  in	
  Business	
   Insurance,	
  
Nationally	
  

• Premier	
  Broker	
  Status	
  with	
  Carriers

Burnham	
  in	
  Brief
• Health	
  Care	
  Reform	
  Guidance	
  /	
  Legislative	
  
Updates

• Educational	
  Webinars
• Employee	
  Communications
• In-­‐House	
  Compliance	
  Attorney
• Annual	
  Disclosure	
  Notices

Compliance

• Claims	
   and	
  Utilization	
  Analysis
• Underwriting	
  and	
  Actuarial	
  Services
• Financial	
  Forecasting
• Renewal	
  Projections	
   and	
  Marketing
• Benchmarking

Cost	
  Controls	
  and	
  Analytics

Who Is Burnham Benefits?
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Objectives of Course
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ü Compare	
  to	
  fully	
  insured
üMechanics	
  of	
  self	
  funding
ü Stop	
  Loss	
  contract	
  types
ü Types	
  of	
  self	
  funding	
  arrangements
ü Renewal	
  methodology
üWhen	
  to	
  move	
  to	
  self	
  funded
ü Plan	
  design	
  issues



Overview
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36	
  million	
  employees	
  are	
  covered	
  by	
  a	
  self-­‐
funded	
  medical	
  plan

One-­‐third	
  of	
  all	
  employer	
  sponsored	
  plan	
  
participants	
  are	
  in	
  a	
  self-­‐funded	
  plan

58%	
  of	
  companies	
  with	
  over	
  500	
  employees	
  
are	
  self-­‐funded



Prevalence of Self-funded Plans
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Why and Why Not – dispelling the myths

WHY?
• $$	
  Savings?
• Flexibility?
• Consistency	
  across	
  all	
  populations?
• Easy
• More	
  predictable

WHY	
  not?
• Major	
  claims	
  could	
  break	
  the	
  company
• More	
  legal	
  risk
• Too	
  hard	
  for	
  HR	
  to	
  administer
• Misunderstood	
   by	
  employees
• Unpredictable
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Fully	
  Insured	
  is	
  all	
  fixed	
  costs.	
  	
  (100%)
Self-­‐Insured	
  is	
  some	
  fixed	
  costs	
  (15%)	
  and	
  some	
  variable	
  costs	
  
(claims)	
  (85%)

Large	
  Employers	
  use	
  traditional	
  Self-­‐funding	
  models

Small	
  Employers	
  use	
  shared	
  return,	
   level	
  funded,	
   and	
  minimum	
  
premium	
  plans

What is Self-Insurance?
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Fully	
  Insured
Fixed	
  Costs	
  (premium)

Administrator	
  comes	
  
with	
  Insurance

Governed	
  by	
  federal	
  &	
  state	
  laws

Standard	
  plans	
  and	
  benefits

All	
  size	
  employers

All	
  ACA	
  Taxes,	
  plus	
  state	
  premium	
  taxes

3%-­‐5%	
  Carrier	
  profit

Self-­‐Funded
Fixed	
  costs	
  +	
  variable	
  costs	
  

Variety	
  of	
  service	
  providers	
  

Governed	
  by	
  federal	
  law	
  (ERISA)	
  

Flexible	
  plan	
  designs	
  and	
  benefits

Medium/large	
  employers

Some	
  ACA	
  Taxes,	
  no	
  state	
  premium	
  taxes

Overview
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Fixed	
  Costs
Administration

Stop	
  Loss	
  Insurance
ACA	
  Fees

Variable	
  Costs
Claims

Reserves
Unpaid	
  Claim	
  Liability

Self-Funding Components



Paid
Claims

Reserves/
Run-­‐out	
  Claims

Fixed	
  Costs
Paid	
  to	
  

Administrator

Attachment	
  %	
  or	
  
Claim	
  Corridor

Paid
Claims

Carrier	
  Profit

Expected	
  
Liability

Participate	
  in	
  
claims

Paid
Claims

Paid
Claims

Reserves/
Run-­‐out	
  Claims

Fully	
  Insured Self	
  Insured

…funding	
  options	
  give	
  an	
  employer	
  the	
  choice	
  
of	
  how	
  they	
  want	
  to	
  pay	
  for	
  those	
  costs.

Fixed	
  Costs
Paid	
  to	
  Insurer

How Funding Works…
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Bundled

Claims	
  
Administration

Stop	
  Loss	
  
Insurance

Network	
  
Access

Care	
  
Management

Prescription	
  
Drugs	
  (PBM)

Single	
  Carrier	
  Providing	
  All	
  Services

• Blue	
  Cross/Blue	
  Shield
• United	
  Healthcare
• Aetna
• Cigna

Single	
  Vendor	
  Service	
  Team
One	
  Customer	
  Service	
  Number
for	
  Members

Bundled Approach
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Un-­‐
Bundled

Claims	
  
Administration

Stop	
  Loss	
  
Insurance

Network	
  AccessCare	
  
Management

Prescription	
  
Drugs	
  (PBM)

Several	
  Vendors	
  Providing	
  Services

• Third	
  Party	
  Administrator	
   (TPA)
• Pharmacy	
  Benefit	
  Manager	
  (PBM)
• Disease	
  &	
  Care	
  Management
• Stop	
  Loss	
  Insurance	
  Carrier
• Leased/Rented	
  Networks

Some	
  Vendors	
  May	
  Provide
Multiple	
  Services

Multiple	
  Service	
  Teams
Multiple	
  Customer	
  Service
Numbers	
  for	
  Members
Multiple	
  Eligibility	
  Feeds

Unbundled Approach
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• Medical	
  claims
• Prescription	
  Drugs	
  claims
• Dental	
  claims
• Vision	
  claims

Types	
  of	
  claims	
  covered	
  by	
  stop	
  loss	
  insurance

• Specific/Individual	
  Stop	
  Loss	
  (SSL	
  or	
  ISL)
• Aggregate	
  Stop	
  Loss	
  (ASL)

Types	
  of	
  stop	
  loss	
  insurance

Self-Funding Components: Fixed Costs

Stop	
  Loss	
  Insurance
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Example:	
  	
  
• $100,000	
  Specific	
  Stop	
  Loss	
  

deductible	
  
• $325,000	
   in	
  paid	
  claims.	
  
• Client	
  pays	
  only	
  $100,000

$0

$100,000

$200,000

$300,000

Large	
  Claimant

Employer	
  
Portion,	
  

$100,000

Stop	
  Loss	
  
Reimbursement,	
  

$225,000

Self-Funding Components: Fixed Costs

Specific/Individual	
  Stop	
  Loss	
  Insurance



Jan Nov DecJul Aug Sep OctMar Apr May JunFeb

Expected  cost

Minimum  cost

Maximum  cost

Chart shown for illustrative purposes only.

Confidential, unpublished property of Cigna. Do not duplicate or distribute. Use and distribution limited solely to authorized personnel. © 2015 Cigna  

Fixed  cost

Aggregate Example

15
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Increased	
  
Stop	
  Loss	
  
Premium	
  
Costs

Lower	
  Stop	
  Loss	
  
Level	
  &	
  Lower	
  

Employer	
  Claims	
  
Exposure

Determining	
  the	
  appropriate	
  
stop	
  loss	
  levels	
  is	
  a	
  balance	
  
between	
  expected	
  claims,	
  
stop	
  loss	
  premium	
  and	
  risk	
  
tolerance.

Consultants	
  will	
  help	
  you	
  
select	
  the	
  proper	
  stop	
  loss	
  
coverage	
  levels	
  based	
  your	
  
specific	
  plans,	
  claims,	
  
employees	
  and	
  risk	
  tolerance.

The	
  higher	
  
the	
  Stop	
  
Loss	
  level,	
  
the	
  higher	
  
the	
  risk

Self-Funding Components: Fixed Costs

Stop	
  Loss	
  Insurance



17Burnham	
  Benefits	
  |	
  CA	
  Lic#	
  0D86695

First	
  year	
  – eligible	
  claims	
  must	
  be	
  both	
  incurred	
  and	
  paid	
  within	
  the	
  12-­‐
month	
  benefit	
  period,	
  or	
  the	
  3	
  month	
  run	
  out	
  period
Renewal	
  year	
  – converts	
  to	
  12/24	
  or	
  Paid	
  basis
• Appropriate	
  for	
  plans	
  coming	
  from	
  fully	
  insured

CLAIM	
  INCURRED

CLAIM	
  PAID

DecemberJanuary

March

Self-Funding Components: Fixed Costs

Contract	
  – 12/15	
  Incurred	
  &	
  Paid
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Specific	
  
Advancement	
  
Reimbursement

Terminal	
  Liability

Aggregate	
  
Monthly	
  

Accommodation

Aggregating	
  
Specific

Family	
  Specific	
  
Deductible Lasers

Self-Funding Components: Fixed Costs

Other	
  Stop	
  Loss	
  Contract	
  Options
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CURRENT SELF-FUNDED PLAN (BLUE SHIELD) ANTHEM BLUE CROSS
PLAN PPO	
  500 PPO	
  1000 PLAN CLASSIC	
  PPO	
  500/20/20 CLASSIC	
  PPO	
  1000/30/20
Copay $25 $35 Copay $20 $30
Deductible $500	
  /	
  $1,500	
  x3	
  Fam $1,000	
  /	
  $3,000	
  x3	
  Fam Deductible $500	
  /	
  $1,500	
  x3	
  Fam $1,000	
  /	
  $3,000	
  x2	
  Fam
Coinsurance 80%	
  /	
  50% 70%	
  /	
  50% Coinsurance 80%	
  /	
  40% 80%	
  /	
  40%
OOPM $2,500	
  /	
  $5,000	
  x3	
  Fam $4,500	
  /	
  $7,500	
  x3	
  Fam OOPM $3,500	
  /	
  $7,000	
  x2	
  Fam $5,000	
  /	
  $10,000	
  x2	
  Fam
IP	
  Hospital 80%	
  /	
  50%	
  after	
  ded. 70%	
  /	
  50%	
  after	
  ded. IP	
  Hospital 80%	
  /	
  40%	
  after	
  ded. 80%	
  /	
  40%	
  after	
  ded.
Lab/X-­‐Ray 80%	
  /	
  50%	
  (ded	
  waived) 70%	
  /	
  50%	
  (ded	
  waived) Lab/X-­‐Ray 80%	
  /	
  40%	
  after	
  ded. 80%	
  /	
  40%	
  after	
  ded.
Rx $7	
  /	
  $30	
  /	
  $60 $10	
  /	
  $50	
  /	
  $75 Rx $10	
  /	
  $30	
  /	
  $50	
  /	
  30% $15	
  /	
  $30	
  /	
  $50	
  /	
  30%

ENROLLMENT RATES
Employee	
  Only 47 20 Employee	
  Only $682 $522
Employee	
  +	
  Spouse 25 3 Employee	
  +	
  Spouse $1,510 $1,148
Employee	
  +	
  Child(ren) 10 2 Employee	
  +	
  Child(ren) $1,235 $939
Employee	
  +	
  Family 43 5 Employee	
  +	
  Family $2,127 $1,618

125 30 $2,083,570 $375,362

CURRENT	
  COST	
  OF	
  PLAN TOTAL
PROJECTED	
  RENEWAL %	
  CHANGE	
  RENEWAL
MAXIMUM	
  LIABILITY

14.3%
$2,080,287
$2,152,070

$2,458,932

$2,574,000

Self-Funded vs. Fully Insured Analysis
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This  Year Next  Year %  Increase

Medical  Expense $200,000 $220,000 10%

Deductible 100,000 100,000 0%

Specific  Claim 100,000 120,000 20%

The	
  problem:

The	
  solution:

This  Year Next  Year %  Increase

Medical  Expense $200,000 $220,000 10%

Deductible 100,000 110,000 10%

Specific  Claim 100,000 110,000 10%

Why	
  do	
  Stop	
  Loss	
  renewals	
  have	
  a	
  higher	
  rate	
  increase	
  percentage	
  than	
  claims	
  or	
  
administrative	
  fees?

Self-Funding Components: Fixed Costs

Stop	
  Loss	
  Renewals	
  – Leveraged	
  Trend
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• Services	
  or	
   supplies	
  which	
  are	
  not	
  Medically	
  Necessary
• Drugs,	
  treatment,	
  services	
  or	
  supplies	
  which	
  are	
  Experimental	
  or	
  Investigational
• In	
  excess	
  of	
  the	
  Usual	
  and	
  Customary	
  (U&C) charge	
  for	
  the	
  locality	
  where	
  
administered

• Any	
  managed	
  care	
  discount,	
  negotiated	
  discount	
  or	
  any	
  other	
  discount	
  or	
  savings	
  
forfeited	
  or	
  waived	
  by	
  the	
  policyholder including	
  but	
  not	
  limited	
  to	
  untimely	
  
payment

• Treatment	
  received	
  outside	
   the	
  U.S.
• All	
  cosmetic	
  surgery

Stop	
  loss	
  
contracts	
  
generally	
  
exclude

Medical	
  plan	
  excludes	
  only	
  “felonies”	
  but	
  the	
  stop	
  loss	
  contract	
  excludes	
  “all	
  illegal	
  
acts.”	
  A	
  serious	
  car	
  accident	
  resulting	
  in	
  $300k	
  in	
  claims	
  from	
  a	
  misdemeanorDWI	
  

will	
  not	
  be	
  paid	
  under	
  the	
  stop	
  loss	
  plan.

Self-Funding Components: Fixed Costs

Stop	
  Loss	
  – Gaps	
  or	
  Exclusions
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• Actual	
  paid	
  claims	
  in	
  the	
  first	
  12	
  months	
  will	
  be	
  15%-­‐25%	
  lower	
  than	
  the	
  
second	
  12	
  month	
  period

• A	
  12/12	
  stop	
  loss	
  contract	
  is	
  not	
  a	
  fair	
  comparison	
  to	
  a	
  fully	
  insured	
  plan.	
  
Fully	
  insured	
  pricing	
  compares	
  more	
  closely	
  to	
  a	
  24/12	
  or	
  Paid	
  stop	
  loss	
  
contract.

• The	
  policy	
  change	
  from	
  12/12	
  contract	
  to	
  24/12	
  or	
  Paid	
  contract	
  on	
  the	
  
initial	
  renewal,	
  plus	
  trend	
  will	
  produce	
  a	
  renewal	
  increase	
  of	
  
approximately	
  30%

Considerations	
  when	
  moving	
  from	
  a	
  fully	
  insured	
  to	
  a	
  self-­‐funded	
  plan.

Self-Funding Components: Fixed Costs

Moving	
  to	
  a	
  Self-­‐Funded	
  Program



• Like	
  CIGNA,	
  Starmark,
• How	
  they	
  differ
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Small Employer Programs
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• Level  FundingSM is  a  participating  contract
• Client  pays  preset  level  payments  (maximum  costs)  each  month
• Regardless  of  claim  activity  from  month  to  month,  client  costs  do  not  fluctuate

(except  to  adjust  for  enrollment  shifts)
• Client  and  broker  can  view  monthly  claims  reporting  and  assess  expected  surplus  

throughout  the  year
• In  month  15,  the  claims  funding  surplus  and  terminal  fund  are  assessed  

(terminal  fund  covers  run-­out  claims;;  no  additional  fees  due)
• In  month  16,  the  client  receives  their  portion*  of  the  claims  funding  surplus

*Surplus share arrangements vary and may be impacted by state regulations.  Includes ⅔ option, ½ option, and 100% option. Surplus is given as an administrative fee credit.

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

15  month run-­out

Terminal	
  fund$35

30

25

20

15

10

5

0

$  Thousands

Monthly   claims  funding   (MCF)

Administrative  and   insurance  costs  
(A&I)

Total  
costs

Level Funding

24



Burnham	
  Benefits	
  |	
  CA	
  Lic#	
  0D86695 25

ACA Fees
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Employees Save on ACA
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ACA Fee Comparison
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ACA Fee Comparison
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• Typically	
  about	
  between	
  80%-­‐85%	
  of	
  yearly	
  expenses

Claims	
  payments	
  represent	
  the	
  largest	
  portion	
  of	
  plan	
  cost

• Claims	
  that	
  have	
  been	
  adjudicated,	
  reviewed	
  and	
  payment	
  has	
  
been	
  made	
  to	
  the	
  provider	
  or	
  facility

Incurred	
  claims	
  that	
  have	
  already	
  been	
  paid

Self-Funding Components: Variable Costs

Claims



30Burnham	
  Benefits	
  |	
  CA	
  Lic#	
  0D86695

Underwriting
• Expected	
  claims	
  costs	
  are	
  derived	
  from	
  reviewing	
  one	
  or	
  more	
  prior	
  year’s	
  

claims	
  history	
  and	
  applying	
  trend	
  projections	
  and	
  credibility	
  adjustments
• Maximum	
  claims	
  protection	
  (aggregate)	
  are	
  generally	
  set	
  at	
  25%	
  above	
  

expected.

Employer	
  Becomes	
  the	
  Insurer
• The	
  employer	
  assumes	
  responsibility	
   to	
  pay	
  ALL	
  claim	
  payments
• A	
  portion	
  of	
  claims	
  may	
  be	
  reimbursed	
   from	
  stop	
  loss	
  insurance

Self-Funding Components: Variable Costs

Claims
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• Claim	
  Reserves	
  IBNR	
  – Incurred	
  But	
  Not	
  Reported

Incurred	
  claims	
  that	
  have	
  not	
  yet	
  been	
  paid

• Claims	
  that	
  were	
  incurred	
  prior	
  to	
  but	
  not	
  paid	
  before	
  the	
  
termination	
  date	
  of	
  the	
  plan

Used	
  to	
  pay	
  claims	
  after	
  plan	
  termination	
  – run-­‐out	
  claims

Self-Funding Components: Reserves

Claim	
  Reserve	
  Liability
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Overall	
  Budget	
  &
Premium	
  Equivalent	
  Rates

Reserves

Variable	
  
Costs

Fixed	
  
Costs

Self-Funding Components
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Fully Insured vs. Self-Insured
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Underwriting Sample



Employers that provide self-­‐funded benefits to their employees must
comply with the HIPAA privacy & security laws. Self-­‐funded health
plans include major medical plans with claims paid from employer
assets and stop loss coverage, medical flexible spending account
plans, employee assistance plans, wellness programs, and self-­‐
funded vision or dental coverage. Fully-­‐insured plans are not
required to comply with the majority of the HIPAA privacy provisions
as long as the employer only receives eligibility information from the
insurance carrier.

HIPAA	
  Privacy

HIPAA	
  Security

HIPAA Compliance
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Advantages
of
Self-­‐Funding

Administration	
   tailored	
   to	
  the	
  employer’s	
  needs – The	
  employer	
  has	
  the	
  ability	
  to	
  purchase	
  and	
  carve	
  
our	
  various	
  administrative	
  functions	
  and	
  services	
  to	
  find	
  a	
  vendor	
   that	
  best	
  suites	
  the	
  needs	
  of	
  
employees.	
  

Control	
   of	
  the	
  plan	
  design	
  – In	
  a	
  self-­‐funded	
  environment,	
  the	
  employer	
  has	
  the	
  ability	
  to	
  customize	
  
the	
  plan	
  design.	
  State	
  regulations	
  mandating	
  costly	
  benefits	
  are	
  avoided	
  since	
  self-­‐funded	
  health	
  plans	
  
are	
  not	
   subject	
  to	
  state	
  mandates.	
  Self-­‐funded	
  plans	
  are	
  governed	
  by	
  federal	
  laws.

Cash	
  flow	
  benefits	
  – Money	
   that	
  was	
  typically	
  kept	
  by	
   the	
  insurance	
  companies	
  is	
  now	
  kept	
  in	
  the	
  
employer’s	
  own	
  bank	
  account(s).	
  There	
  are	
  no	
  pre-­‐payment	
  for	
  claims	
  in	
  a	
  self-­‐funded	
  plan.	
  	
  All	
  claim	
  
expenses	
  are	
  only	
  paid	
  when	
  claims	
  are	
  received	
  and	
  processed.

Lower	
  administrative	
  costs	
  – Employers	
  always	
  find	
  that	
  the	
  administrative	
  costs	
  of	
  a	
  self-­‐funded	
  
health	
  plan	
  are	
  lower	
  than	
  that	
  of	
  its	
  fully	
  insured	
  competitors.

Reduced	
  premium	
  tax	
  and	
  ACA	
  fees	
  – Employers	
  only	
  pay	
  a	
  premium	
  tax	
  on	
  their	
  stop	
  loss	
  insurance.	
  	
  
Stop	
  loss	
  premiums	
  typically	
  account	
  for	
  only	
  10%	
  of	
  the	
  total	
  cost	
  of	
  a	
  self-­‐funded	
  plan.	
  Typically,	
  an	
  
immediate	
  2-­‐4%	
  savings	
  is	
  realized.

Collection	
  of	
  health	
  plan	
  data – In	
  a	
  self-­‐funded	
  environment,	
  the	
  employer	
  and	
  its	
  consultant	
  have	
  
the	
  ability	
  to	
  make	
  well	
  informed	
  benefit	
  changes	
  based	
  upon	
   full	
  reporting	
  of	
  claims	
  experience.	
  

Elimination	
  of	
  carrier	
  profit	
  margin	
  – The	
  group	
  benefits	
  directly	
  from	
  favorable	
  claims	
  experience,	
  
managed	
  care	
  programs,	
  and	
  other	
  cost	
  control	
  measures.	
  	
  

The	
  ability	
  to	
  build	
   reserves	
  –When	
  claims	
  experience	
  is	
  lower	
  than	
  projected,	
   the	
  plan	
  builds	
  
reserves	
  to	
  help	
  cover	
  future	
  costs.	
  When	
  there	
  are	
  savings	
  in	
  a	
  fully	
  insured	
  arrangement,	
  the	
  
insurance	
  company	
  keeps	
  those	
  funds.	
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Self-Funding Disadvantages
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Disadvantages	
  
of
Self-­‐Funding

Increased	
  risk – The	
  employer	
  assumes	
   a	
  portion	
  of	
  the	
  risk	
  not	
  covered	
  by	
  stop	
  loss	
  
protection.	
  If	
  there	
  is	
  a	
  gap	
  in	
  coverage,	
  the	
  employer	
  is	
  responsible	
   for	
  all	
  claims	
  
allowed	
  by	
  the	
  plan.

Can	
  be	
  difficult	
  to	
  budget –Monthly	
   claims	
  will	
  fluctuate	
  and	
  large	
  claims	
  are	
  often	
  not	
  
foreseen	
  and	
  can	
  be	
  catastrophic.	
  A	
  company	
  wishing	
  to	
  be	
  self-­‐funded	
   should	
   have	
  an	
  
adequate	
  cash	
  flow	
  to	
  support	
  months	
  with	
  higher	
  claims	
  payments	
  than	
  normal.	
  In	
  
addition,	
   a	
  year	
  that	
  brings	
  large	
  unexpected	
  medical	
  claims	
  requires	
  that	
  a	
  company	
  
has	
  the	
  financial	
  resources	
  to	
  meet	
  its	
  obligations.	
  

Fiduciary	
  responsibility – In	
  a	
  self-­‐funded	
   environment,	
   the	
  employer	
  has	
  fiduciary	
  
responsibility	
   for	
  all	
  members	
  enrolled	
  in	
  the	
  plan.	
  As	
  such,	
   the	
  employer’s	
   assets	
  are	
  
exposed	
   to	
  legal	
  action	
  against	
  the	
  sponsored	
   benefit	
  plan.

Increased	
  responsibilities –The	
  employer	
  must	
  provide	
  the	
  services	
   normally	
  provided	
  
by	
  the	
  insurance	
  carrier.	
  Some	
  of	
  these	
  services	
   are	
  handled	
  by	
  the	
  TPA	
  or	
  other	
  
vendors,	
   but	
  there	
  is	
  almost	
  always	
  a	
  cost	
  to	
  having	
  an	
  outside	
   vendor	
  provide	
  a	
  
service.
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Long	
  Term	
  Commitment Employer	
  as	
  insurer Flexibility	
  of	
  Plan	
  Design

Cash	
  Flow Financially	
  Protected

Transparency	
  
Freedom

Savings	
  on	
  ACA	
  and	
  State	
  
Tax


