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SUMMARY

The Texas Supreme Court considered whether stop-loss insurance sold to self-funded employee
health-benefit plans constituted direct health insurance or reinsurance. The court held that the Texas
Insurance Code was ambiguous on the issue and upheld the Texas Department of Insurance’s
reasonable, longstanding interpretation treating the policies as direct insurance subject to regulation.
The court reversed the court of appeals and rendered judgment for the Department.
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DISPOSITION reversed

PROCEDURAL POSTURE After exhausting administrative remedies, American sued the Texas
Department of Insurance for declaratory and injunctive relief,
challenging the Department's determination that stop-loss policies sold
to self-funded employee health-benefit plans constituted direct
insurance subject to regulation. The trial court granted the
Department's motion for summary judgment. The court of appeals
reversed, concluding that the policies were reinsurance beyond the
Department's regulatory authority. The Supreme Court of Texas
reversed the court of appeals and rendered judgment for the
Department.

STANDARD OF REVIEW The court reviewed the statutory and regulatory issues in the
summary-judgment proceeding. For an ambiguous statute, it deferred
to the enforcing agency's interpretation when the interpretation was
formally adopted, reasonable, and not plainly erroneous or inconsistent
with the statutory language.

PRECEDENTIAL VALUE Published opinion of the Supreme Court of Texas; precedential.
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QUESTIONS PRESENTED

1. Whether stop-loss insurance sold to self-funded employee health-benefit plans is reinsurance or direct
health insurance under the Texas Insurance Code.

2. Whether the Texas Insurance Code authorizes the Texas Department of Insurance to regulate those stop-
loss policies, including by requiring applicable assessments, reporting, and policy-form approval.

3. Whether the Department's longstanding interpretation of the ambiguous Insurance Code provisions was
entitled to deference.

HOLDINGS

1. Stop-loss insurance sold to a self-funded employee health-benefit plan is not reinsurance; it is direct
insurance in the nature of health insurance.

2. The Department may regulate stop-loss policies sold to self-funded employee health-benefit plans as
direct health insurance under the Texas Insurance Code.

3. The Department's longstanding interpretation was entitled to serious consideration and deference
because it was formally promulgated, reasonable, and consistent with the ambiguous Insurance Code.

KEY QUOTATIONS

“We accordingly agree with the Department’s construction and hold that stop-loss insurance sold to a self-
funded employee health-benefit plan is not reinsurance, but rather direct insurance subject to regulation
under the Insurance Code.” (at 855)

“The court of appeals’ judgment is reversed, and judgment is rendered for the Department.” (at 855)

“The answer to the first question is clearly yes under ERISA’s “insurance savings clause” and the Supreme
Court’s decision in Metropolitan. The answer to the second question is less clear, but the Department’s
longstanding interpretation of the statute is entitled to serious consideration.” (at 853)

FACTUAL BACKGROUND

American sold stop-loss insurance to self-funded employee health-benefit plans between January 1998 and
December 2002. The plans assumed responsibility for employees' health-care expenses but purchased stop-loss
coverage to limit exposure to catastrophic individual or aggregate losses. The Department determined that



American improperly recorded the premiums as assumed reinsurance, failed to pay assessments to the Texas
Health Insurance Risk Pool, and failed to submit policy forms for approval or request an exemption. The
Department treated the policies as direct health insurance subject to the Texas Insurance Code.

PROCEDURAL HISTORY

The Department discovered during an audit that American had sold stop-loss policies without paying required
taxes, assessments, and complying with policy-form approval and reporting requirements. The Department
formally found violations of the Texas Insurance Code. American sought judicial review and injunctive relief;
both parties moved for summary judgment. The trial court ruled for the Department, the court of appeals ruled
for American, and the Supreme Court of Texas reinstated the Department's position.

DISPOSITION

reversed
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