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International NGOs often state that their biggest expense is staff salaries and the second biggest one, at
least at a US headquarters, is the costs associated with employee health insurance. And, it’s true. Health
care costs in the US are increasing an average of 7% per year over the last decade, and there is no reason
to expect a slowdown any time soon.
Considering the enormous cost of health care and the high year-on-year increases, we expect most
international development organizations would be keenly interested in a sustainable way to save money
on health insurance. In this article, we’ll present valuable insights into how your organization could receive
a 20% decrease in health care costs, along with manageable year-on-year increases.
INSURANCE FUNDAMENTALS
Let’s face it, insurance is not a subject many people know much about. We understand why insurance is
needed at a personal level, for health, life, disability and, of course, auto and homeowner’s insurance. In
many cases, we have these insurances because they are mandated (auto and homeowner’s) or they are
available through our employer (health, life and disability). We don’t think much about how insurance
works – it’s just something we know we need.
Insurance is all about the transfer of financial risk. Rather than assume the risks associated with funding
your personal health care costs, you buy insurance and transfer most of the risk to the insurance carrier.
You pay a premium, which is just a fancy name for the costs of insurance, and, if you incur expenses for
health care (the risk), the insurance company pays (risk – transferred).
GROUP INSURANCE FUNDAMENTALS
As an employer, you can purchase (or facilitate the purchase of) certain insurance benefits for your
employees. When employers purchase insurance on behalf of their employee group, it is referred to as
“group insurance.” The concepts are the same as individual insurance. The employer is transferring the
aggregate financial risks of their employee group to the insurance company in exchange for the payment
of a premium. In turn, the insurance company reimburses employees for claims under the plan.
HOW DOES THE INSURANCE COMPANY MAKE MONEY?
One thing is certain. Insurance companies make money. But, how? Let’s take a closer look at your
premiums to get a better understanding of what’s going on. Your insurance premium consists of costs and
fees that fall into one of these three categories – claims, administration and profit.
Insurance Premium "Medical Loss Ratio"

In the US, the Medical Loss Ratio (MLR)
regulations enacted as part of the
Affordable Care Act (aka Obamacare)
require that insurance companies pay out
at least 80% of premiums collected as
benefits (85% for large groups). This leaves
between 15% and 20% for other things,
including administration and profit.
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Here is an explanation of the components of your premium:
Expected Claims – This is the insurance company estimate of how much they will have to pay in
benefits to your employees during the year. Depending on the size of your group, this number
could be based on your organization’s past claims experience (so-called experience rating) or could
be based on the overall claims experience of your peer group (so-called community rating). Large
employers are usually eligible for experience rating, which links the estimated claims directly to the
experience of just your staff and dependents. If you have a healthy workforce, chances are your
experience will be better than if you have a group with a lot of medical conditions. This can also
vary depending on the makeup of your employee group – e.g., how many men versus women, age
range, children, etc. It could also vary by geography.
Administrative Fees – These are fees charged by the insurance company for the services they
provide in the adjudication and processing of claims, issuing ID cards, customer service, etc.
Profit – Simply stated, this is the difference between the expected claims and the actual claims
incurred by your group.

WHY DOES MY PREMIUM KEEP GOING UP? BUT, WE HAD GOOD EXPERIENCE!
Our broker told us we had good experience this year, so I expected our premium would reflect that.
Where is savings from our good experience going?
Under a “fully insured” plan, the insurance company assumes 100% of the risk associated with your group.
If your group has exceptionally good experience and the claims are lower than expected, they keep the
extra money and give you a break in the following year. The insurer makes a higher profit, and you might
get some good news from your broker – instead of a 7% increase this year, your rates are remaining flat or
increasing half the usual amount!
Don’t be fooled. This means you are one of the most profitable groups for the insurer, because your
claims were much lower than expected. Of course, if the opposite happens, you might see a 25% increase
instead. Rest assured, the insurance company always ensures they make their profit!
So, to summarize, the insurance company sets their premium for your organization’s insurance plan based
on the anticipated experience of your group (expected claims), the fees associated with administration and
profit. Each year, they recheck the numbers and pass along the increase in costs to you, the client, while
maintaining their profit – pretty simple.

SELF-INSURANCE
Self-insurance is a practice under which an organization or employer decides to absorb the financial risk
of a plan instead of transferring risk to an insurer. Simply put, the employer reimburses all claims. They
probably hire a claims administrator, which might even be the old insurance company. But the claims
administration fees are based on services provided, and the claims are debited to the employer’s bank
account.
This eliminates the profit component of the premium, but it also eliminates the protection afforded by
insurance with respect to high-risk claims. For example, if one of your employees is diagnosed with cancer,
needs an organ transplant or has a high-risk pregnancy, the costs for the claims could exceed whatever
you budget, and there is no insurance company to pay the excess.
This challenge is the most common reason why employers in the global development sector continue
to fully insure their benefit plans. They are afraid a catastrophic claims year could potentially break the
organization. There is a better way to accomplish two important goals: mitigation of risk and reduction in
overall costs.
PARTIAL SELF-INSURANCE OR "THE BEAUTY OF STOP-LOSS INSURANCE”
The idea behind partial self-insurance is straightforward. The employer decides how much they can afford
for direct claims payments. This is usually based on a percentage of actual claims over a prior period, say
70%. Or, you could set a specific dollar limit above which you want insurance protection, say $1MM.
Whatever the number, you set aside funds each month in an insurance reserve, as if you were paying
premiums to yourself, so there will be a reserve on the books to cover the claims when they start coming
in. Then, you buy insurance for the rest.
For example, an employer could decide they can afford to pay claims in the aggregate amount of $1MM
per year for their group. The risks associated with claims in excess of $1MM need to be assumed by
an insurer, so the employer obtains an insurance policy for this excess risk. Think about it like a big
deductible. The insurer will pay all claims in a year once the aggregate amount of claims payments for all
the covered persons in the group reaches $1MM. If the claims do not reach that level, the insurer doesn’t
pay anything.
This excess insurance is commonly called an aggregate stop-loss plan. It “stops the loss” of funds once an
aggregate limit is reached. In a similar manner, employers also buy insurance against any one employee
or dependent incurring high claims, called individual stop loss. The employer establishes an amount – say
$100,000 – after which, insurance must pay for claims related to any one individual for the balance of the
plan year.
These stop-loss policies are examples of partial self-insurance. The risks that are transferred to the insurer
represent a small portion of the total expected risk and allow the employer to sleep at night knowing that
should there be a rash of high claims, the organization is still insured.

Now, come the savings.
PARTIAL SELF-INSURANCE SAVES YOU MONEY
Insurance companies set premiums based on the three things we mentioned before – claims,
administrative fees and profit. If the insurance company is insuring a smaller portion of the expected
claims, that number is lower. Claims processing fees could be lower if you hire a third-party administrator
separate from your insurer (there are many which charge less for similar service). And, profit is a
percentage of the claims number, typically around 15%. Since the claims insured are lower, so is the profit.
The total savings is usually around 20% compared to a fully insured arrangement.

"

But, wait – there’s more.
Albert Einstein once said:

Compound interest is the eighth wonder of the world. He
who understands it, earns it... he who doesn't... pays it.

"

Not only will you save 20% immediately, but for every year going forward, the savings will compound.
Remember that insurance costs are increasing at an average rate of 7% annually.
Over 10 years, that 7% annual increase amounts to a whopping 96.7% due to compounding.

This is the increase that will apply to the insured portion of your plan. Since you are self-insuring most of
it, this very high increase will still result in lower overall costs, as only the insured portion is impacted. The
self-insured portion will also increase, but at a lower rate, since the profit component is removed.
ISN'T THIS RISKY? CAN WE AFFORD TO DO THIS?
Yes, you can! Remember what we are proposing is partial self-insurance. You can structure your stop-loss
insurance to mitigate the risk, so you won’t spend more than you were spending before. And, it is highly
likely you will spend less – a lot less.
ARE YOU TELLING ME THERE ARE NO RISKS?
No, there are risks associated with partial self-insurance that are not associated with fully insured plans
and should be carefully considered during an evaluation:
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The organization must be disciplined in budgeting to ensure that they can cover the amount
required before the stop-loss insurance begins to pay. Depending on your stop loss, these numbers
can be significant.
If an organization decides to leave a partially self-insured plan and return to a fully insured plan,
they would still be responsible for the continued claims payments that began when they were
partially self-insured. This is called “run-off” or “tail liability.”
Greater fiduciary liability falls on the organization as well due to the fact with a partially self-insured
program, the employer is now performing many of the administrative functions the insurer was
under a fully insured model.

THE FINAL VERDICT
The international development community at large has very little experience or knowledge with partial
self-insurance and this has led to avoidance. For the right organization, there is tremendous upside from
a partially self-insured plan. There are some increased risks factors that should be fully understood and
considered before making a change.
WHAT SHOULD YOU DO?
Explore partially self-insured options at your next renewal.
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