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LOUISIANA LEGISLATIVE AUDITOR
DARYL G. PURPERA, CPA, CFE

November 15, 2017

The Honorable Neil Riser,
State Senator

Dear Senator Riser:

Senate Resolution (SR) 171 of the 2017 Regular Session requests and urges the
Legislative Auditor to study the feasibility and possible savings to taxpayers if the State of
Louisiana were to purchase a traditional fully insured private health insurance plan for state
employees instead of continuing the current self-insured health plan administered by a third-
party administrator. Under the current self-insured plan, the state is liable for employee health
benefit costs but contracts with a third-party administrator to process claims. Under a fully
insured plan, the State would pay a premium to an insurer who would be liable for employee
health benefit costs. Our results addressing SR 171 are summarized below.

Without knowing the specific parameters of the proposed alternative plan, it is not
possible to forecast whether the State could save money on employee health benefits by
switching from a self-insured plan to a fully insured plan. However, an analysis of health
plan data shows that the vast majority of states and other large employers have either self-insured
health plans or some mix of self-insured and fully insured plans, as shown below.

. According to the National Conference of State Legislatures (NCSL), as of April
2017, only two states — Idaho and North Dakota — have plans that are fully insured
in their entirety. Nineteen states, including Louisiana, have plans with some fully
insured and some self-insured components. The remaining 29 states have entirely
self-insured plans.! In 2017, ldaho retained the actuarial firm Mercer to study this
issue, and Mercer projected that the state could save $13 million by moving from
its current fully insured plan to a self-insured plan, mostly by avoiding paying
premium taxes and Affordable Care Act (ACA) fees.?

. The U.S. Department of Labor reports that, as of 2014 (the most recent year
available), 90% of private employers with 5,000 or more plan participants were
partly or entirely self-insured.®

. The Kaiser Family Foundation (KFF) reports that 91% of workers at firms with
5,000 or more employees in 2017 were in plans that were partially or entirely self-
insured.*
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In addition, NCSL’s report from 2017 classifies Wisconsin’s state employee health
insurance plan as having both self-insured and fully insured characteristics.” In May 2017,
Wisconsin Gov. Scott Walker proposed moving to a self-insured plan. The proposal was
expected to save $60 million over two years.® However, the Wisconsin Legislature’s Joint
Finance Committee rejected this plan in June 2017 because of uncertainty and because the state
had seen higher growth in health care costs under its self-insured plan that was in effect in the
early 1980s."®

Forecasting potential savings requires knowledge of the specific parameters of the
proposed alternative plan coupled with an actuarial analysis of the state’s experience and
projections about future costs. Even without knowing the specific parameters of the proposed
alternative plan, we did identify the following factors that affect the cost-effectiveness of the
different plans:

All else being equal, the following factors would make a self-insured plan more cost-effective:

. Self-insurance enables the State to avoid paying premium taxes, ACA fees, and
for a private insurer’s profit margin, which are built in to the premiums for a fully
insured plan.**

. Self-insurance can give the State more control and better access to information on
factors affecting cost, which could enable the State to make better decisions to
reduce cost.™*

All else being equal, the following factors would make a fully insured plan more cost-effective:

. Some private insurers may have greater expertise than the State’s current third-
party administrator in disease management, wellness programs, or other programs
to reduce utilization, which could result in greater savings."

. Some private insurers may have greater bargaining power or negotiating expertise
than the State’s current third-party administrator, which would enable them to
secure more favorable prices from providers.*

. Some private insurers may have more efficient administrative practices than the
State’s current third-party administrator.'

This is not an exhaustive list of factors. Whether the State can save money by moving to
a fully insured model will depend upon the extent to which one set of factors prevails over
another. Although the State could save money in a fully insured plan if employee health claims
are higher than expected, it is also possible that the State could lose money if claims are less than
expected.

The State’s current self-insured health plan already provides incentives for Blue
Cross Blue Shield (BCBS), the State’s third-party administrator, to deliver cost savings
through disease management, wellness programs, provider discounts, and other cost
management services.” Although insurers typically provide these services in connection with
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fully insured health plans, such services are distinct from insurance and can be purchased
separately as part of a self-insured plan. In other words, a self-insured employer can still benefit
from an insurance company’s cost management services and bargaining power without buying
insurance and paying the insurer to assume liability for employees’ health claims. Any
evaluation of a fully insured policy should consider whether the State could still realize savings
by purchasing the insurer’s other services separate from a fully insured health plan.

The State could reduce its risk for sickness and catastrophic illness as a self-insured
employer by purchasing stop-loss coverage, which enables an employer to reduce its
exposure to losses from large, catastrophic claims. A fully insured plan enables the employer
to pay a fixed amount per participant for the duration of the policy, even if health care costs are
higher than expected. In contrast, a self-insured employer is liable for all employee health care
expenses, even if costs are higher than expected.*

A self-insured employer can purchase stop-loss coverage so that the employer pays
claims up to a certain dollar threshold, but the stop-loss coverage pays any amounts exceeding
the stop-loss threshold. In exchange, the stop-loss insurance provider receives a premium. Stop-
loss coverage costs more in the long run, but the employer benefits from less year-to-year
variation resulting from catastrophically large claims. KFF reports that 39% of workers in self-
insured plans at firms with 5,000 or more employees in 2017 were covered by stop-loss
coverage.

. A May 2017 analysis by Arthur J. Gallagher & Co., the Office of Group Benefits’
actuary, concluded that purchasing stop-loss coverage for State employee health
benefits would be “atypical and not recommended.” The State would pay roughly
$1 in premiums for every $0.75 it received in reimbursements, which would
increase health care costs in the long run. In the short run, the state’s large risk
pool enables it to absorb large claims more easily.®® The $0.75 figure is also
supported by a report from A.M. Best Rating Services on the status of the stop-
loss market in 2016, released in August 2017.*

The purpose of this letter is solely to describe our research and conclusions pertaining to
SR 171. Under Louisiana Revised Statute 24:513, this letter is a public document, and it has been
distributed to appropriate public officials.

Sincerely,
Daryl G. Purpera, CPA, CFE
Legislative Auditor

DGP/aa
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