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SELF-MANAGED GROUPS AND HEALTHCARE REFORM 

 
For all of our talk of healthcare as an individual resource, “my healthcare”, it is actually a group 
resource, a shared risk pool like any other kind of insurance.  And like any other kind of 
insurance there has to be a limit to the group’s liability – no group health plan can afford to pay 
an unlimited amount of money for any person’s care.  This question, “How much can we afford 
to pay to keep any one person alive?” as harsh as it is, has to be answered.  If we don’t trust 
insurers and employers to strike the balance, then we need to let the group members themselves 
decide – we need to let the members of the tens of thousands of group health plans take control 
of the annual plan decisions and decide the proper balance between cost and coverage.   
 
This paper makes the case for allowing self-managed healthcare groups within our existing 
healthcare system, for allowing the members of group health plans to take control of the annual 
plan decisions that are currently made by their employer or insurer.  With that control they can 
make the same broad decisions employers make annually on the boundaries of coverage and also 
on the appropriate limits on liability for the group.   
 
This paper also suggests that self-managed healthcare groups in conjunction with an approach to 
funding referred to as a Fixed Tax Credit offer a realistic path to transforming our healthcare 
system to insure equitable, universal coverage for all.  The Fixed Tax Credit approach would 
change the funding mechanism but not the structure itself, fitting into our existing healthcare 
system with minimal upheaval or disruption.  It won’t solve every healthcare issue facing our 
country, but would be a significant step towards meaningful healthcare reform.   
 
Implementing self-managed groups doesn’t require a radical overhaul of our existing healthcare 
legislation.  Instead it is possible within the framework of Patient Protection and Affordable Care 
Act (PPACA), with incremental legislative changes and rule making:    
 

• Develop rules defining what constitutes Member self-management, and define a process 
for achieving that status. 

• Amend PPACA to allow self-managed groups to apply for exemptions to certain PPACA 
mandates.   

• Develop rules requiring insurers offering insurance through the exchanges to provide 
ongoing group financial transparency at the group level. 

• Lobby against state efforts to restrict stop loss insurance for smaller groups. 
 
This draft white paper was prepared by Blake Ashby, president of Adjudica, LLC.  We are 
interested in feedback.   Please send your comments and thoughts to:   
 

Blake.ashby@adjudica.net 
 
Thank you for your time and assistance. 
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CONTROLLING COSTS 

 
The greatest challenge to the U.S. healthcare system is the high cost of care.  Unless we can 
control costs all other efforts to improve care and insure access are at risk.  Eventually, our 
nation will be at risk as well.  Already the U.S. spends 18% of its gross domestic product on 
healthcare; most advanced nations spend 10% to 12%.  Rising healthcare costs will undermine 
our ability to succeed in our global economy. 
 
PPACA and Cost:  The Patient Protection and Affordable Care Act (PPACA) is bringing 
significant changes to the U.S. healthcare system.  It will provide government funding vehicles 
to extend coverage to 30 million Americans that are currently uninsured, establish insurance 
exchanges, lead to the establishment of Accountable Care Organizations and also provides 
funding for startup insurance companies referred to as Co-ops.  However these different 
initiatives are unlikely to reduce the cost of care.   
 
What Drives Costs:  In the political debate, insurance companies make an easy target to blame 
for costs and lack of coverage.  But the insurance companies are the least responsible for the 
significant increase in the cost of care our country has seen over the past four decades.  Instead 
the increase primarily comes down to two factors:  technology and utilization.  We have a vast 
and increasing range of healthcare services that the care community provides, and these services 
get used by more and more people.  PPACA, for all of its new initiatives and new thinking, does 
very little to address technology and utilization, and in some ways creates structures that will 
increase utilization.   
 
The Impact of Technology:  When we discuss rising healthcare costs in the U.S. it’s easier to 
focus on challenges like waste and unnecessary procedures.  But by far the largest driver of cost 
is technology.  Every year doctors come up with new procedures to fix maladies we used to have 
to live with and new technologies to save people that once would have died. Keeping death at 
bay can be extremely expensive. We have a vast and increasing range of healthcare services that 
the care community provides, and these services get used by more and more people.  And 
technology options and costs are likely to continue going up.  Every week brings new advances 
in genomics, new ways of treating illnesses and the ravages of age.  Many of these treatments are 
extremely expensive but extend life only a few months. 
 
Forcing the Hard Question:  Sixty years ago there wasn’t all that much doctors could do to 
save people and it was easy to make an open ended commitment, to promise to spend any 
amount necessary to keep a person alive.  Now the modern medical system has thousands of 
different treatments and operations and approaches, at the cost of tens or even hundreds of 
thousands of dollars.  For all practical purposes, there is no limit to the amount of money that can 
be spent keeping a single person alive; a woman in Florida, Terry Schiavo, was kept alive on a 
feeding tube for fifteen years.  The life saving potential, and cost, of modern healthcare, forces us 
to face a very difficult question:  How much money should we spend to keep any one person 
alive?   
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Healthcare as a Group Resource:  A risk pool is the most basic element of health insurance.  
Each of the tens of thousands of employer group health plans in the United States is a risk pool.  
Insurers such as Blue Cross treat all of their individual policy holders in a city or state as a risk 
pool.  Insurance works by spreading the risk among a pool or group of individuals.  Health 
insurance providers use an underwriter to estimate the total cost of care for everybody in the 
pool.  Most people will be assumed to have minimal healthcare expenditures.  A small 
percentage will be assumed to make more use of the healthcare system.  A very small percentage 
will be assumed to have catastrophic conditions that generate extensive healthcare costs.  The 
total projected cost of care for the risk pool is divided by the total number of participants to set 
the premiums or contributions for each person.  Each year, most people pay for more care than 
they receive.  A small number of people receive far more care than they pay for.   
 
The Reality of the Risk Pool:  It’s nice to think that we could spend any amount of money 
necessary to save a life, but not realistic. If costs for any one participant are too high, then 
premiums have to increase for everyone.  And as premiums increase, people are forced to drop 
out of the pool.  Eventually the pool goes into what is referred to as a “death spiral”, with fewer 
and fewer people in the pool until eventually it collapses. We cannot afford to pay all of the 
money in the pool to save the lives of a small number of people.  We cannot afford to sacrifice 
the coverage of the majority of the group to pay the sometimes extreme costs of keeping a single 
person alive.  Like it or not, at some point the group has to place a limit on its liability to pay for 
care.   
 
Uncapping Liability:  This question is a primary point of contention in the debate over 
healthcare.  Many Progressives favor a national health plan, with the Federal Government 
deciding the covered care and how much will be paid to keep any one person alive.  Many 
Conservatives don’t trust the government with this kind of power over individuals’ lives and 
would prefer to have those decisions made by insurance providers.  But PPACA effectively 
forbids insurance companies from drawing financial boundaries around acceptable care.  Insurers 
had begun setting annual and lifetime caps on payments for any one individual.  Annual caps of 
$500,000 and lifetime caps of $2.5 to $5 million helped insurers keep premiums down.  PPACA 
prohibits insurers and plan sponsors setting annual and lifetime caps on the cost of care, the two 
most effective tools insurers had to limit costs.  Approximately 8,000 people in the U.S. had 
reached their lifetime cap.  By some estimates over 200,000 additional people will exceed $2.5 
million in spending over the next twenty years.  PPACA for all practical purposes guarantees that 
cost of care in our existing private healthcare system will continue to rise for employers and for 
health plan members. 
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SELF-MANAGED GROUPS 

 
A self managed group is a group health plan in which the members themselves decide on the 
boundaries of their plan; the plan members make the annual decisions on plan design that are 
currently made by the employer or insurers.  In theory, any group health plan in the U.S. – 
employer, union, insurer - could become a self-managed group if the plan sponsor transfers 
control over the annual decision process to the members. 
 
Let the Group Members Decide:  At some point we are going to have to make a decision on 
how much we can spend to keep any one person alive.  At some point, our health plans are again 
going to have to be able to set annual and lifetime caps on payments.  If we don’t trust employers 
and insurers with the decision, we need to let the plan members themselves decide.  We need to 
let the people actually receiving the care, actually part of the risk pool, decide what limits on 
liability are reasonable, even if it means allowing them to choose a level of coverage that does 
not meet PPACA. 
 
What the Members Could Decide:  At its simplest this could be plan members agreeing to an 
annual and lifetime caps on awards.  However the decision process could potentially go much 
deeper.  The members could decide how best to allocate the budget for care set by the employer, 
or the preferred mix of premiums and co-insurance.  Members could decide the impact of 
lifestyle on premiums, or the degree to which wellness is promoted.  The members could make 
any almost any decision currently made by employers.   
 
Are the Members Qualified to Decide?  As qualified as the employers.  They don’t have to 
understand the difference between DNA and RNA, they just have to understand the spending in 
the broad categories of care and the different plan options underwriters develop.  As long as the 
members have access to the ongoing group spending information and trends and cost drivers that 
the employers see, then the members are just as qualified to make the annual plan decisions.   
 
Giving Members the Information They Will Need:  Technology makes it possible.  Through 
the Internet members can have ongoing transparency into the group-level spending of the plan 
and a means of reviewing, discussing and deciding upon next year’s plan parameters.  Members 
can see the same monthly and quarterly information that employers see, where spending is in 
comparison to budget, what’s driving the plan over budget and developing trends.  This ongoing 
financial transparency provides a context for understanding and choosing next year’s plan 
parameters.  Members can see the options developed by the plan’s brokers and underwriters, 
discuss and debate the options, and eventually vote on the preferred mix of elements.  Working 
from the same information and support that employers have access to, the members make the 
decisions previously made by the employer or insurer.  
 
Will Members want Self Management?  Already the members of a group health plan are used 
to selecting from a small range of options.  A self-managed group would become another option, 
with lower premiums.  For many people the lower premiums will be worth the trade off of a cap 
on liability.   
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A Gradual Path for Employers:  Moving to a self-managed group can be a gradual process.   
Employees can be provided group transparency into the operation of their plan now, allowing 
them to become familiar with the economics of healthcare and what is being spent on the group 
as a whole.  The employer can then begin soliciting input on broad plan decisions.  Eventually 
the employees could be given full responsibility for deciding how to make the coverage fit 
within the available employer contribution. 
 
A Fit With Consumer Directed Plans:  In an effort to better engage members many employers 
have implemented high deductible plans.  Adding group self-management further extends the 
engagement, getting people to pay attention to not just what they pay out of pocket but also what 
the group pays for; it gives members a complete view of the economics of their healthcare. 
 
A Fit with Private Exchanges:  Faced with rising costs, many employers are actively looking 
for ways to transition their healthcare from a defined benefit to a defined contribution.  Some are 
exploring private exchanges.  While a private exchange doesn’t actually end the employer’s role 
or liability as the plan aggregator, it does help change how employees view their benefits; it 
gives them a much clearer view of how much is being spent, and put at their disposal, and gets 
them in the habit of making decisions about plan coverage, different options – private exchanges 
start the educational process.   Moving to a self-managed group is a logical next step.  It gives 
members a much better understanding of how much is being spent on healthcare and the ability 
to shape their plan to stay within the budget the employer sets.   
 
Moving Defined Contribution:  Private exchanges by themselves are unlikely to control costs, 
putting employers in a tough position – they might try to keep their contributions flat, but this 
then forces a larger cost shift on the employees.  An exchange with self-managed groups would 
have a better chance to control costs and help employers achieve their goal of turning healthcare 
into a defined contribution.  The employer would set the amount of money it would contribute.  
The underwriter would develop different coverage and cost scenarios.  The members would then 
vote each year on the coverage/cost combination they prefer.  If they can manage to control or 
even decrease costs, the members could potentially see their own costs decrease.   
 
A Fit with Public Exchanges:  Like the private exchanges, the public healthcare exchanges 
mandated by PPACA begin the process of changing how people view their healthcare.  This 
process can be continued by requiring insurers that offer plans through exchanges to provide 
ongoing group financial transparency for the group as a whole.  Transparency could be a path to 
letting the group, the people buying a carrier’s plan through the exchange, assume control of the 
annual plan decisions.   
 
A More Engaged Consumer:  An added advantage of the self-managed groups is that it would 
cause members to be more engaged in their care, whether leading healthier lives or trying to get 
the best value for their healthcare dollar.  Understanding the difference in cost between urgent 
care and the emergency room, or the importance of completing a drug regimen.  Understanding 
the financial impact of high blood pressure or Type 2 diabetes.  Engaged members will be 
critical to flattening, or even reversing, the curve of healthcare cost trends.  Throughout the plan 
year, members are proactively informed of the membership aggregate group spending to date 
compared to the budget.  Members are able to understand what is driving spending over-runs and 
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how they can act responsibly, as individuals and as a group, to bring spending back in line with 
budget.  Understanding how their health care funds are spent and how their individual spending 
impacts benefits, coverage and premiums, members have a motivation to take make better 
choices in their personal healthcare.   
 
Even a Possibility for Medicaid:  Already many states have privatized Medicaid management.  
While the privatization brings cost certainty to the states, it also puts the Medicaid providers at 
risk.  Offering the option of participating in a self-managed group would give the recipients the 
ability to shape the care they receive.  This would be a radical departure from how Medicaid is 
handled now, but would undoubtedly better engage Medicare recipients in getting better value 
out of limited spending. 
 
The Impact on Medical Technology:  Medical Technology has made a significant difference in 
the lives of a great many people; ninety years ago children with diabetes died.  Implementing 
self-managed groups with caps on spending won’t roll back the technology that we already have, 
but it will eventually have an impact on future developments.  It will eventually cause the 
medical research community to narrow its focus to treatments that can prove cost-effectiveness. 
 
 
 

HEALTHCARE REFORM 
 
PPACA was the start of the conversation on how to reform our healthcare system, but by no 
means the final answer.  Although PPACA strongly points our country toward an eventual single 
payer plan, self-managed groups in conjunction with a fixed tax credit for healthcare offer a 
viable alternative that is actually possible within our existing healthcare infrastructure.   
 
The Fixed Tax Credit:  Insuring that all Americans have access to basic healthcare is a goal that 
most people agree with.  One equitable way to insure healthcare for all is to have the government 
collect a basic tax to pay for healthcare and then provide every citizen a tax credit that can only 
be used to purchase health insurance.  The idea originated with a pair of Rutgers academics over 
25 year ago and was also incorporated into John McCain healthcare proposals during the 2008 
election.  The tax credit would insure universal coverage but still put each person in charge of 
selecting the coverage they wanted.   
 
Using Existing Plan Aggregators:  The original proposal contemplated that the tax credit would 
be paid to an insurance company.  However over the past 25 years employers have increasingly 
embraced self-insured health plans.  We now have tens of thousands of group health plans 
covering employee and union groups.  These existing employer and union plans can become 
options for the tax credits.  An employer or union could still sponsor a plan, with each 
employee’s tax credit contributed towards the cost of coverage.  Employers or unions could then 
supplement the member’s tax credits to provide more robust coverage and help attract and retain 
talent.  The tax credits would change the funding mechanism, but not the mechanics of the group 
health plans that most Americans rely upon. 
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Creating New Plan Aggregators:  One of the strengths of the Fixed Tax Credit approach is that 
it would allow a vast range of different groups to be formed.  A city or state could form its own 
risk pool, and there could even be a national risk pool for people that wanted a national plan.  Or 
a group could be as small a neighborhood or even extended family.  These new groups would be 
able to tap into the same infrastructure used by employers.  The groups would work with brokers 
to decide plan design options to be presented to the members.  The plans would be administrated 
by existing insurance carriers or third party administrators, use existing care networks and 
providers, even Accountable Care Organizations.   
 
Tax Credits and Self-Managed Groups.  By definition the plans would have to make decisions 
on coverage; the tax credit will cover basic care only.  Members will have to decide whether or 
not to supplement the credit out of their own pockets, or to live with scaled back, basic coverage.  
Self-managed groups are a natural fit for the financial constraints of the Fixed Tax Credit 
approach.  Implementing self-managed groups would give the members a vehicle for making the 
necessary decisions on the plan parameters.    
 
A New Way To Manage Costs:  Currently health plans lock in coverage for a twelve month 
period.  In a self-managed group, the members themselves are responsible as a group for the cost 
of care.  If costs are running over budget, a traditional insurance company makes up the 
difference out of its reserves – it is legally unable to change the coverage to reduce costs for the 
rest of the year.  In theory a self-managed group could make changes at mid year as long as they 
were not discriminatory.  This could mean reducing coverage for discretionary procedures, 
increasing co-pays, even extending out of pocket maximums.  If the group is exceeding the 
budget, the members could formally vote to reduce coverage, or increase in contributions for the 
remainder of the year.   
 
 

CONCLUSION 
 
Self-managed groups offer a middle path to meaningful healthcare reform and cost control. 
Instead of the federal government or for profit insurance companies making the decisions on 
what to cover this responsibility devolves to the group, to the people actually receiving the care.  
This approach allows employers to move from a defined benefit to a defined contribution, 
engages the members in meaningful conversations about what the group can afford to cover and 
provides a mechanism for controlling healthcare costs.   
 
One of the great advantages of the Fixed Tax Credit approach to healthcare reform is that it is 
actually possible.  Unlike other proposals that would require an epic re-structuring of our 
existing healthcare system, Fixed Tax Credits would leave the existing benefits and care system 
in place, just changing the funding mechanism.  But the Fixed Tax Credit approach would still 
lead to a transformation of our healthcare system.  Individuals would no longer be tied to their 
employer, and employers would no longer be obligated to provide group plans.  Instead people 
could instead choose to form their own groups with their credit from the government.  The 
groups might be based on geography, occupation, employer, even extended family.  State and 
local government might sponsor groups.  The coverage that the groups select might vary from 
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region to region or even group to group, and some might chose to introduce lifestyle or even 
individual responsibility into their definitions of provided care.  Some will choose higher cost 
options that require more from the members while others will opt for less robust coverage.  Fixed 
Tax Credits, with self-managed groups, would provide the flexibility of approach necessary for a 
country as large and varied at the U.S.   
 
 


