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Executive Summary 

Administration of health services has been the fastest growing segment of the health care market 
during the past eleven years. In order to slow the rate of growth in health care spending, attention 
must be given to control of administrative and management costs as well as direct health care deliv­
ery segments of the market. Health care management companies, as defined in the Report, are a 
complex portion of health care delivery, and their corporate business and profits derive from negoti­
ated contracts with health plans such as health maintenance organizations and self-insured employ­
ers to provide a wide variety of administrative and management services. To the extent that health 
care management companies contribute to the costs of health care, any direct or indirect controls of 
these costs may slow health care spending in Minnesota. 

The Minnesota Health Care Commission's recommendations include several proposals whjch may 
in part reduce administrative costs and will affect health care management companies. This Report 
recommends, as part of these efforts to reduce administrative and management costs, that health care 
management companies: 

• Adopt and use standard,' uniform claim forms; 
• Make use of electronic claims processing; 
• Participate in the data collection efforts established in the 1992 MinnesotaCare Act; 
• Comply with appropriate reporting requirements to report expenses/revenues as part of the 

overall data collection of health care expenditures in Minnesota. 
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Regulation of Health Care · 
Management Companies 

Among the provisions of Laws of Minnesota (1992), Chapter 549, as passed by the MiD.nesota 
Legislature in April 1992 was a requirement in Article I, Section 17 for the commissioners of 
commerce and health to study and to make recommendations to the legislature regarding the regula­
tion of "health care management companies"( hereafter, HCMCs). The law requires the report to 
include: 

(I) the definition of a for-profit, and non-profit health care management company; 
(2) the scope and appropriateness of regulation of for-profit health care management companies, and 

of non-profit health care management companies; 
(3) the extent to which cost containment and expenditure targets can be attained or realized through 

regulation of health care management companies; and 
( 4) the relationship between health care management companies and health care providers, health 

care plans, health care technology entities, and other components of the health care system. 

Regulation of Health Care ·Management Companies 5 
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Section 1: 
Introduction 

Much of the discussion on the rising costs of health care on a state or national level is attributed to 
administrative costs. One large segment of administrative costs is incurred through health care 
management companies (hereafter HCMC), both non-profit and for-profit. These management 
companies, as defined in Section 2, may sell health care related business products and services in 
addition to providing administrative and management services through contracts to other stakehold­
ers in the health care delivery system. Administrative costs of health care are included in direct 
payments from public programs, third party payers (insurance companies, health maintenance 
organizations) and in individual out-of-
pocket payments made to physicians, 
hospitals, clinics, and other groups which 
provide care. Hospitals and clinics 
likewise incur administrative costs asso­
ciated with processing of claims for 
services driven by requirements of health 
plans, insurers, and the federal govern­
ment. For example, the Mayo Clinic has 
70 full-time employees dealing with 
2,400 different insurers and government 
agencies 1

• 

A U. S. Department of Commerce study 
on national health care expenditures 
indicated that "program administration", 
i.e., administrative and management 
costs, increased by 350% between 1980 
and 19912 (Table 1). This is a greater 
percentage of change than any of the 
other types of health care spending in.the 
national economy ( e.g., hospital expendi­
tures, drugs, nursing home costs). 

In· addition, there are similar Minnesota 
data which support the premise that 

Table One 

··:~rprt)fes5iq1aff 
se'tvices, . 

42 

14 

9 

3) 

3) 

12 

100.4 

148 252.4 

'31 164.3 

35 288.9 

100.0 

61 2a5.0 

54 350.0 

health care administration is growing faster than any other type of health care spending. The at­
tached chart, Table 2, is from the HMO Annual Report database that shows a 502% increase in 
administrative costs between 1980 and 1992. (See Table 2). 

Nationally, total health care·costs in 1992·were estimated to account for 14% of the nation's gross 
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Table Two 

State of Minnesota HMO 
Expenditures 1980-91 
(Per HMO member month) 

•. ,. - .•• •:1 1991 % 

domestic product; this percentage of 
spending is expec.ted to rise. There is 
great debate about directions for 
constraining the rising cost of health 
care while simultaneously increasing 
access to health care to the uninsured 
or underinsured. A key issue in the 
economy and in health care is whether 
or not reductions in administrative/ 
management expenses--if they can 
indeed be identified, could be used to 
expand health care benefits: The 
purview of this study and recommen­
dations focus on HCMCs in connec­
tion with administrative costs because 
the business of these entities is to use 

Change 

$33.44 $122.43 366% 

$10.35 $32.81 317% 

$19.76 $73.92 373% 

$3.14 $15.78 502% 

1, 193,80 

their expertise to manage, for a fee, (Some totals do not tie due to rounding of numbers.) 
segments of the health care delivery 
system. We look to the possibilities for regulation, cost containment and expenditure targets in 
Minnesota as they exist at this time and particularly in light of the MinnesotaCare Act of 1992, the 
establishment of the Minnesota Health Care Commission and its plans to reduce costs and expand 
health care coverage. The charge to the Commission includes its own study and recommendations 
on the rate and growth of health care spending in general; however, its scope does not specifically 
address cost containment through regulation of HCMCs. 

The MinnesotaCare Act of 1992 established the Minnesota Health Care-Commission with the charge 
of developing recommendations to slow the growth of health care expenditures by 10% per year· 
over the next five years. A major component of the·Commission's recommendations is the forma­
tion of Integrated Service Networks (ISNs) which would be subject to limits on aggregate revenues 
and monitoring of expenditures. Those providers not affiliated with ISNs would be subject to 
extensive regulations on their price and utilization. The net result of these recommendations will be 
extensive safeguards to control the overall costs of health services in Minnesota. 

One set of significant proposals in the Minnesota Health Care Commission's report deals with 
controlling the administrative costs of health services. Administrative costs will be reduced through 
the following: 

• 

Adoption of uniform billing and claims forms and electronic data transfer 

Competition and incentives for health plan and provider efficiency 

Public commitments by Minnesota providers to meet cost containment goals 

The collection and analysis of data on administrative costs 
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Through these recommendations, it is anticipated that there will be strong safeguards against 
HCMCs contributing excessively to increasing health care costs. For HCMCs which contract with 
hospitals, physician groups or other providers, there will be strong incentives to assure that these. 
providers' overall charges are in line with overall expenditure limits. Likewise, ISNs will be forced 
to develop and maintain contracts with HCMCs which allow the ISNs to stay within their overall 
budget cap. 

Finally, while state agencies presently have some regulatory powers over the HCMCs which provide 
adrriinistrative and other services connected with health care delivery, regulation may be either 
precluded or greatly limited by federal laws preempting state authority, with particular reference to 
the Employee Retirement Income Security Act of 1974 (ERISA)3, discussed further in Section 4. 
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Section 2: Definition 
Health Care Management Company 

For purposes of this report, HCMC is defined as "a for-profit or non-profit entity authorized to 
conduct business in this state, or under contract with another entity in this state, which provides 
management, administrative and other services related to health care delivery to another group for . 
remuneration." · 

These may include transaction related services, benefits management services, selling and marketing 
services and regulatory compliance services including but not limited to: 

claims administration including payments, premium collection and claim review; 
prospective, concurrent or retrospective utilization review and case management; 
consultative services on health care benefit packages; 
topical research on health care issues; 
marketing, advertising or enrollment services; 
development of criteria, guidelines or algorithms for use in health benefit plans; 
quality assurance activities including research on utilization data, outcomes data, and 
other elements of quality improvement/quality assurance which are required by a govern­
ment entity or by private insurers, unions or self- insured plans; 
staffing and resources_ to process enrollment information requests, complaint and appeal 
procedures; 
provider contracting; 
development of employee assistance programs for emplo"yer group plans; 
services involving establishment of preferred provider networks; 
sale or lease of computer programs for use in claims determinations, billing, accounts, 
utilization data or quality assurance/improvement research, and data proce~sing; and 
legal and actuarial services. 

Regulation of Health Care Management Companies 11 
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Section 3: 
Characteristics of Health Care 

Management Companies 

This section will describe some of the types of services which are provided 'in administering or 
managing health care systems in this state. We also will use three examples of entities which fit 
under· the definition of health care management companies to give a better understanding of the 
scope and breadth of the service types. It will also refer to other services and products of HCMCs 
provided in this state, regionally, or nationally, which are not typically administrative/management 
services products. 

A. ADMINISTRATIVE/MANAGEMENT 

Administrative costs for various sectors of the national health system (insurance and health plans, 
. hospitals, nursing homes, physicians and clinics, firms and consumers/customers) can be divided 
into four basic areas4: 

1. transaction-related 
.2. benefits management 
3. selling/marketing 
4. regulatory compliance 

TRANSACTION-RELATED 

Transaction-related costs include all costs connected with the submission and payment of claims, 
admitting and billing costs (for health care providers), tracking employee status in health cover­
age by employers, and submission of claims by consumers and individuals. 

BENEFITS MANAGEMENT 

Benefits management .includes such diverse areas as statistical analyses, quality assurance, plan 
design, management of appeals by enrollees for coverage of services, and, for providers such as 
hospitals, physicians and nursing homes, and managemenfinformation systems. 

SELLING/MARKETING 

Selling and marketing costs include underwriting, risk management, premium design, advertis- . 
ing, strategic planning and search costs for consumers (including employers) and individuals 
seeking health care coverage. 
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REGULATORY COMPLIANCE 

Regulatory compliance includes, for example, payment of state premium taxes and co'mpliance with 
statutory _reserve and licensing requirements, filing of health plan descriptions, certificates of cover­
age and enrollment information, and administration of mandated state and federal benefits and 
continued coverage laws. 

The Health Care Financing Administration has estimated that administrative costs for health care 
insurers, both public and private insurers, were approximately $38.2 billion nationwide for 1991. 
Of this, $2_8.2 billion represented costs to administer private insurance and $10 billion for public 
programs such as Medicare and Medicaid. 

The following two tables illustrate administrative/management costs as percent of incurred claims in 
the private sector (Table 2A) and for public insurance (Table. 2B):5 

Table Two A 

Private Health Plans Expenses as 
Percentage of Incurred Claims 

Group Size* 

Function Individual 100 Oler 
10,000 

Commissions. 8.4% 4.3% 3.0'% 

Sales, marketing, c 12.5 4.8 0.7 
ontract and legal work, 
undeJWriting, screening 
for adverse selection, 
client interaction, billing, 
accounting and data 
reports, personnel, 
accounting and facilities 

Risk and profit -<4 8.5 5.5 1.1 
.· 

Claims administratio 9.3 -4.3 3.0 
·J, 

Regulatory costs (netbf) 1.3 0.9 0.6 
premium taxes and 
interest credit 

Total 40.0 18.0 5.5 

Table Two B 

Public Insurance Expenses as 
Percentage of Incurred Claims 

--·111111111111 
::-~§WT~1%~Wh 
i!1ti~rlf~ 

' . 
. ~rlcjf3fWriti,ng/: 
ta;: adverse/,:se .~c _. , : 

. client . intera.qtioq~'://j~W !A 
accountin,g anctil!J:!~\t:( 
reports,. • .. personn,el,="(Z' ,:'.} 
accounting' <and:}'f ap{ftt'@~ 

not 
available 

1.5% 

l~~gJ@tfrxl§Ji,, . 0.0** 

prem1u~1?(~6-.. > 
interest i' credif,, ,>, 

Tota/! 2.1 

low* 

not 
available 

0.0% 

not 
available 

0.0 

5.1 

• Some expenses are incurred within Medicaid to enroll potentially eligible 
individuals. Medicare carriers Incur some costs to receive designation as a 
fiscal intermediary. 
•• Does not include an-estimated $294 million (fiscal year 1992) in direct costs 
within the Health Care Financing Administration (.liCFA). Breakouts of 
Medicare totals are $1 A57 billion In total expenses for Medicare contractors 
(Part A), $1.065 billion for claims processing, and $324 million for payment 
safeguards and $68 million In productMty Investments. 75% of Medicare Part A 
and 42% of Part B claims are submitted electronically. 
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It should be noted that the data on private and public administrative expenditures are not directly 
comparable. FedGral and state administrative costs m_ay include many components (such as costs of 
certifying providers, determining program eligibility for Medicare and Medicaid, providing over­
sight through contracted peer review organizations and investigation of possibl~ fraud and a bus~ by 
health care providers) which are not found in private insurance coverage. These costs are not in­
cluded in estimates of public administration expenses. 

Some costs of processing Medicare and Medicaid claims are lower than the private market possibly 
because standardized claim forms are currently in place and electronic billing is more highly devel­
oped and utilized than in the private sector. There are several other distinctions which make a 
comparison of administrative costs of private and public insurance difficult. 

On the other hand, the costs of benefits management and regulatory compliance are greater in public 
programs than private programs. Commonly available comparisions of the two types of administra­
tive costs do not include the federal/state regulatory costs and the substantial costs by providers to 
comply with the myriad of government requirements. 

The above breakdown of administrative expenses also may not entirely reflect the differences and 
realities of administrative/management expenses of the various private sector entities. Factors such 
as the complexity and scope of administrative services, the experience and size of entities providing 
services, the size of enrollee base (employers, individuals) and in what setting they occur and who 
pays for the expenses make exact percentages difficult to assess. For exampie, health maintenance 
organizations in Minnesota incur a variety of administrative expenses ( e.g, marketing the product, 
carrying out utilization review and quality improvement activities), which may be done by the 
health maintenance organization's staff or contracted out to a health care management company for 
a management fee. Health maintenance organization costs also vary from traditional indemnity 
insurance administrative costs since a health maintenance organization may act as both insurer and 
provider of health care. Insurance companies marketing health insurance incur costs of determining 
and paying claims~ in this instance, the "costs" are a part of their profit margins. The large variation 
in administrative costs for the private sector is explained by the variation in scope of services pro­
vided to the individual consumer or commercial.buyer, the number of enrollees serviced, and the 
substantial economies of scale which may exist for large and more "mature" companies providing 
management and administrative services. · 

Finally, hospitals and clinics incur admin.istrative costs driven by the demands of submitting myriad 
claim forms, records and documentation to other parties such as Medicare's fiscal intermediarie~, 
insurance companies, health maintenance organizations or the third party administrators who man­
age self-insured employer plans. Provider administrative expenses are costs of production, not . 
activities which generate profits as is the ca~e for management companies who provide these ser­
vices for a fee. 
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B. OTHER ACTIVITIES OF HEALTH CARE MANAGEMENT 
COMPANIES 

Many entities doing business in Minnesota provide other health care services and health care prod­
ucts in addition to providing administrative and management services. We have selected three 
entities to demonstrate the wide variety of types of HCMCs and the broad scope of activities they 
conduct. They are Employee Benefit Plans Inc. (EBP), an investor-owned corporation based in 
Minnesota, Healthspan, a non-profit corporation organized in Minnesota, and United HealthCare 
Corporation (UHC), another investor-owned corporation based in Minnesota. Limited information 
is available and is dependent upon voluntary reporting or required financial filings for investor­
owned companies. These are examples of companies which provide a variety of health care prod­
ucts and are not inclusive of all HCMCs doing a portion of business in Minnesota. They are only 
intended to illustrate the wide variety of HCMC's involved in health care delivery. 

1. Employee Benefit Plans (EBP) is an "integrated· managed care company dedicated to helping 
America's employers control the cost of providing health care benefits to their work force" 
according to EBP's 1992 annual report. A Delaware corporation based in Minnesota, EBP 
provides health plan services to employers with self-funded employee benefit plans ·as an alter-

. native to traditional indemnity health insurance or health maintenance organizations. Services 
include underwriting of stoploss insurance, claims paytl)ent and other administrative services 
including utilization review. EBP is licensed in Minnesota as a third party administrator (TP A) 
and must comply with the state statutes and rules of the Department of Commerce (see next 
section). The Department of Health has no regulatory authority over this corporation or its 
services, nor are figures available as to how many of the 626,300 employees (2,772 employer 
customers) covered nationwide are Minnesotans or how much reveriue was generated in Minne­
sota. R_evenues nationwide in 1992 were $218,648,000. 

2. Healthspan, a non-profit corporation organized in Minnesota, was formed as a result of the 
merger of HealthOne Corporation and Lifespan and is a health care provider (hospitals, skilled 
nursing facilities, preferred provider organizations for employers with self-funded employee 
benefit plans such as the corporation itself) as well as a provider of management/administrative 
services and other diversified services in Minnesota, Michigan, South Dakota and Iowa. 
Healthspan owns ten Minnesota hospitals and is affiliated or provides management services to 9 
more, some of which are located in other states. It has outright ownership or management con­
trol over 2600 licensed acute care ,beds in Minnesota hospitals, making it the second largest 
secular non-profit health care system in the United States. It provides management services for 
hospitals, long term care facilities, affiliated medical groups, and also operates diversified 
businesses such as medical transportation and home medical equipment. According to informa­
tion provided by Healthspan,. it is the largest health care delivery system in Minnesota with 
17,000 professional, technical and support staff as well as responsibility for ownership and 
management of health facilities. Total revenues of the former separate entities in 1991 were 
$1.03 billion6 

• Present state regulation includes licensure for hospitals, health care profession-
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als, ambulance services and nursing homes, as well as compliance with the state Department of 
Revenue regarding unrelated business income. 

3. United HealthCare Corporation (UHC), an investor-owned corporation based in Minnesota, 
provides a variety of health industry services to clients in all fifty states and Puerto Rico, inch.id­
ing ownership of for-profit health maintenance organizations in other states. Total enrollment in 
its owned and managed health plans nationwide was 1,380,000 persons at the time it~ annual 
report was issued in 1991. UHC provides comprehensive management services for two health 
maintenance organizations in Minnesota, Medica Primary and Medica Choice, including mental 
health and chemical dependency management services through a subsidiary corporation. Over 
500,0007 Minnesotans are enrolled in either the two HMOs or in self-funded employer plan 
groups managed by UHC for Medica. Less than 10% of the corporation's total revenues are 
attributed to business done in Minnesota for Medica. Its specialty managed care services in 
other areas includ~ Diversified Pharmaceutical Services (a prescription drug management pro­
gram), United Behavioral Systems (providing mental health and chemical dependencies ser­
vices), a transplant center network, employee assistance programs and utilization management 
programs. UHC had national enrollments of 14,111,000 for these services during this period. 
UHC's major source of revenue nationally is from its owned for-profit health plans in otlier 
states ($664,806,000 of total revenues of $847,130,000 in 1991). 

The state has no direct regulatory authority over UHC except licensure as a third party adminis­
trator for employers with self-funded employee benefit plans, which is the purview of the 
Department of Commerce (see Section 4, present state regulatory authority). 

Table 3 (next page) is a chart showing the services offered by these companies and the state regula-
tory authority. · 
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Table 3: Selected businesses/services of three health care management companies and present state regulatory 
authority, if any. All references are to Minnesota Statutes only, and regulation references are to licensing and 
compliance with statutes and rules relating to the entity. · 

State Regulatory Authority 
Service/business · · f!eattpspah,'· · UniteciHea Ith Care··, Emptqyee. '.B.iff1~fit$.Pfan 

.. -~- .... , '. . : . . . . . : ··;' ·-(·· , .. ,:... ' . . ' 

Hospital ownership ii X- M.S. Chap. 
\ 144 (Health) 

Hospital management- X 
.• ',,, .. ,''· 

' 
Nursing home ownership or ... 
management 

•.. X - M.S. Chap. 
,, 144A (Health) 

Preferred Provider 
Organization 

' }" X - M.S. Chap. 

HorDe/Hospice .... 
Care/Management 

Medical. Equipment 
,' 

72A (Commerce) 

X - M.S. Chap. 
144A (Health) 

Am bu lance Services . f X- M.S. Chap. 
144 (Health) 

3rd party administrator for 
employer selMunded plans. ·· 

Employee Assistance Services 

Organ Transplant 
Management ''· ,; 

··.,,.·{ 

Workers Compensation Casa;,t 
Management · · 

,· 

HMO Management Seryibes ) 

HMO ownership (otb$rstates) • .... :~.~:,.· ,,.,:,, .. ,,.: ····· ·r 
Benefit Plan De~J J-/( 
(sett-funded enJBIQ..,.~ ... ·"·,,. c:· .• : .•. ,,, .•. :: .. 

Mental Health/Chem'f8itif~~~~ky~f{ 
Dependency Ma~age.menf '/··{: 

Underwriting of stop/loss 
insurance 

,· ,. 

X- Chap. M.S. 79A 
(Commerce) 

X 

X 

X- M.S. Chap. 79A 
(Commerce) 

X 

X 

M.S. Chap. 245 M.S. 
Chap. 148 (Human 
Services) 

X- same 

X 

X 

X - M.S. Chap. 72A 
(Commerce) 

Healthspan is a non-profit corporation doing business in Minnesota and several other states. 
United HealthCare is an investor-owned corporation doing business in all fifty states and Puerto Rico. 
Employee Benefits Plan is an investor-owned corporation doing business nation~lly. 
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s·ection 4: 
Present State Regulatory Authority of­

Health Care Management Companies 
This section will briefly describe some, but not all, of the present authority over HCMCs, health 
maintenance organizations and third party administrators. Regulation related to licensing, permits, 
or Department of Revenue tax requirements are not included here. Part A describes the authority of 
the Department of Health with respect to health maintenance organizations and contracted manage­
ment entities and Part B describes the authority of the Department of Commerce. Part C briefly 
describes the federal preemption from state regulation imposed by the _Employee Retirement Income 
Security Act of 1974. ' 

A. DEPARTMENT OF HEALTH 

The Department of Health has limited regulatory authority over HCMCs which provide administra­
tive, management and other services, including those which are reimbursed by the state's health 
maintenance organizations (HMOs). 

Minn. Stat. 62D (1992) empowers the Department of Health to regulate the state's health mainte­
nance organizations (HMOs), which, since they themselves may contract with provider physicians, 
hospitals and other health care facilities, are types of "health care management companies". Al­
though all HMOs in Minnesota are non-profit by statute, several contract with separate for-profit 
management companies (some of which are "major participating entities" under the statute govern­
ing HM Os) to provide a variety of administrative services. In 1992, six of ten of the HM Os in 
Minnesota had management contracts with for-profit companies. These for-profit companies are 
United HealthCare Corporation, NWNL Management Compan·y, Mayo Management Company, and 
American MedCenters Inc. (d.b.a. AEtna Health Benefits Inc.). The management cbntracts between 
a HCMC and an HMO may be scrutinized by the Department, and financial audits on an HMO and 
its contract provisions with a HCMC may be carried out to obtain needed financial information. 
Any fines, deficiencies or directives for corrective action plans are directed to the HMO. Table 4 
(next page) ·shows HMOs by name, enrollment, management company, and for-profit or non-profit 
status of management company. 

For those HMOs which contract with another entity to provide management services, HCMCs may 
be considered "major participating entities" as defined in Minn. Stat. 62D.02 subd. 13 (1992). A 
rilajor participating entity (hereafter, MPE, used here rather than HCMC) is one which receives as 
compensation for services a sum greater than 30% of the HMO gross annual revenue QI an entity 
providing administrative, financial or management services to the HMO if the total paym~nt for all 
services provided by the participating entity exceeds 3% of the gross revenue of the HMO. HCMCs 
as "major participating entities" which provide services to HMOs come under the latter definition. 
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Table 4 

Blue Plus 69,844 BCBS/MN Non-profit 

Central MN GHP 16,712 Self-managed Non-profit 

First Plan HMO 9,232 Self-managed Non-profit 

GHI/GroupCare 294,969 Self-managed Non-profit 

Mayo Health Plan 4,144 Mayo Mgmt. Co. . For-profit 

MedCenters 258,839 AEtna Health Plans* For-profit 

Medica Choice & Primary 481,015 United HealthCare For-profit. 

Metropolitan Health Plan 28,712 Self-managed Local Government 

NWNL Health Network 19,586 NWNL Mgmt. Co. For-profit 

UCare MN 10,709 University Affiliated Non-profit 
Family Physici~ns 

Total Enrollment 1,193,802 

• Recently merged with Group Health. A portion of the 1993 administrative services are 
done by the new GHI/MedCenter holding company directly. 
NOTE: All Minnesota HMO corporations are nonprofit corporations or local government 
utilities. Management companies may be any type of corporation. 

The Department of Health has statutory authority to examine the affairs of HM Os and their con­
tracts/agreements with major participating entities. This includes inspection of an MPE's financial 
statements kept in the ordinary course of business as well as an examination of a MPE to ensure that 
an-HMO has not incurred "unreasonable expenses", that is, any expense of any nature which is 
unreasonably high in relation to the value of the service or goods provided. The rationale for an 
"unr~asonable expense" review is to ~afeguard the non-profit status of an HMO and to ensure that 
payments for services result in corresponding benefits to the organization (HMO) and its enrollees. 
Consideration is to be given to whether officers and trustees of an HMO have acted in good.faith 
and in the best interest of the HMO in negotiating ~anagement agreements and in paying for_ the 
contracted services. In addition, an HMO must annually file, within 120 days of the anniversary of 
the implementation of a contract with a MPE, a document setting out the actual expenses incurred 
by the MPE in performing the contract in the preceding year as well as the revenues received by the 
entity from the HMO. Subsequent amendments to an original contract between a MPE, or a new 
contract for management services, must be filed with the Commissioner and may not be imple­
mented until approved. 

The Department has the authority to assess fines against HMOs and has done so in the past for 
deficiencies in management contracts. A substantial fine was assessed against an HMO and depos­
ited in the general fund for violation of the management contract and failure of the HMO board to 
administer the contract in a m'anner which would min.imize costs to the HMO. A finding of defi-
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ciencies may be accompanied by a request for a corrective action p Ian, or for affirmative actions to 
correct a deficiency. In the instance cited above, a recommendation that the HMO retain an internal 
auditor to review management contract payments led to a substantial repayment from a MPE to the 
HMO. . 

Management contracts may involve a set percentage of HMO revenues or a fixed fee per HMO 
enrollee as payment for management services. Any payment of fees must take into consideration the 
size of the management entity (a very large and well-run organization may mean savings from the 
viewpoint of economies of scale and efficiency), the number of enrollees in the HMO, and the scope 
of the services provided to the HMO. There is not, in the national health care industry, a benchmark 
or uniform set of guidelines on costs (revenues to a MPE) which are "reasonable" or "unreasonable." 

The Department reviews management contracts using the most current data, including anticipated· 
fees compared to prior years' management fees, areas of management services supplied to the HMO 
and prior management contracts. Fees are reviewed and compared to state and national data. 

Finally, those MPEs (HCMCs) which provide services to HMOs in Minnesota may be corporations 
which provide similar management services or other for-profit businesses in the health care industry 
in other states. None of the for-profit major participating providers (HCMCs) which provide ser-

. vices to the non-profit HMOs in Minnesota do business exclusively in this state. 

B. DEPARTMENT OF COMMERCE 

HCMCs, in and of.themselves, are neither presently defined as a specific commercial entity nor 
licensed by the state of Minnesota. ~e definition could, however, include a licensed third party 
administrator (TP A) or a licensed insurance company marketing and providing administrative 
services. The Department of Commerce licenses and regulates all insurance companies which 
operate in Minnesota. At any time and for any reason related to the enforcement of insurance law or 
for financial solvency, the Commerce Commissioner may examine the affairs and conditions of any 
foreign or domestic insurance company engaged in health insurance; this also includes Blue Cross 
Blue Shield of Minnesota, a non-profit health service plan corporation licensed and regulated under 
Minn. Stat. 62C. 

TP As are ·not insuranc·e companies selling health insurance in the state but are health care manage­
ment companies, under the definition, cited above, which provide health care related services to 
employers with self-funded employee benefit plans subject to federal ERISA statutes and regula­
tions. Under Minnesota Statute 60A.23, subd. 8, "no vendor of risk management services or entity 
administering a self-insurance or insurance plan may transact this business in this state unless it ·is 
licensed to do so by the commissioner" ( of Commerce). A "vendor of risk management services" 
means an entity providing, for compensation, actuarial, financial management, accounting, legal or 
other services for the purpose of designing and establishing a self-insurance or an insurance plan for 
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an employer. "Administering a self-insurance or insurance plan" means (i) processing, reviewing or 
paying claims, (ii) establishing or operating funds or accounts, or (iii) otherwise providing necessary 
administrative services in connection with the operation .of a self-insurance or insurance pfan. 

The license may be granted only when the commissioner' ( of Commerce) is satisfied that the entity 
possesses the necessary organization, background, expertise, and financial integrity to supply the 
services sought to be offered. At the present time, there are 167 entities which are licensed as third 
party administrators. Of the total, 128 provide services for the type of insurance encompassing 
accid_ent, health, medical, hospital care, sickness, disability and dental care. The services provided 
by these entities can include any combination of the following: accounting services/record reten­
tion, actuarial services, claims administration, general administration, insurance, legal services, loss 
control and safety, rehabilitation, and risk management and analysis. Proof of coverage under a 
fidelity bond for all persons involved in making claim payments, and all officers of the company, is 
required to be submitted. The amount of fidelity bond required depends on ·whether or not the 
administrator commingles funds of either its fiduciary account or claims paying account. 

Licenses are normally granted for a two-year period. At the time of application renewal, the entity 
is required to submitfinancial statements for the two most recent years. In the case of a renewal, the 
most recent year is required to have been audited. In addition to the financial statement require­
ment, the entity must complete an application indicating the types of insurance they wish to continue 
servicing and the type of services provided. The key employee/subcontractor must be specified and 
a resume on that specified individual must be included. If the applicant intends to.provide workers' 
compensation and other liability claims adjusting, a resume detailing the experience of the supervi­
sor who shall possess at least three years' experie~ce adjusting claims in the area of services to be 
provided must be included. Furthermore, a copy of the license of the adjuster responsible for work­
ers' compensation or other liability claims, if applicable, must be provided since the administrator or 
its subcontractor must have at least one adjuster licensed under Minnesota Statute 72B. The infor­
m·ation is then reviewed by designated Commerce department personnel to insure that the applicant 
is in compliance with these statutory requirements. Once this determination has been made,' a 
license will be granted or denied. 

C. FEDERAL REGULATION THROUGH ERISA 

The Employee Retirement Income Security Act of 1974 (ERISA) allows self-funded employer. 
health benefit plans to develop individual packages for employees which need not comply with state 
mandated benefits set out in health insurance and health maintenance organization statutes or pay 
premium taxes. The U. S. Department of Labor oversees employer compliance with statutes and 
federal regulations related to these employer-funded plans. 

As noted above, Minnesota does require licensure and compliance with statutes and rules by third 
party administrators which provide administrative and management services to self-funded employer 
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sponsored benefit plans. This is the extent of regulatory authority the state presently has with 
· reference to ERISA self-funded employer plans. 

In 1991 approximately 1.3 million Minnesotans received their health care through their employer 
via an ERISA plan8, and figures on total payments and administrative costs for these self-insured 
plans are unavailable except for voluntary reporting and information found in required federal 
i:Jlings for investor-owned corporations. Approximately 1.2 million Minnesotans were enrolled in 
health maintenance organizations during that period. 

Regulation of Health Care Management Companies 23 



24 Regulation of Health Care Manageme"t Companies 



Section 5: 
Recommendations 

Following are our recommendations to the legislature regarding Article I, Section 17 of the 
MinnesotaCare legislation. · 

Cl) The definition of a for-profit, and non-profit health care management company: 

We recommend the definition of a health care management company as set out in Section 2 as 
follows: 

For purposes of this report, a health care management company (hereafter, HCMC) is defined as 
"a for-profit or non-profit entity authorized to conduct business in this state, or under contract 
with another entity in this state, which provides management, administrative and other services 
related to health care delivery." 

These include transaction related services, benefits management services, selling and marketing 
services and regulatory compliance services including but not limited to: 

• 

• 

Claims administration including payments, premium collection and claim review 
Prospective, concurrent or retrospective utilization review and case management 
Consultative services on health care benefit packages; 
Topical research on health care issues; 
Marketing, advertising or enrollment services; 
Development of criteria, guidelines or algorithms for use in health benefit plans; 
Quality assurance activities including research on utilization data, outcomes data, and other 
elements of quality improvement/quality assurance activities which are required by a govern­
ment entity or by private insurers, union _or self-insured plans; 
Staffing and resources to process enrollment information requests, complaint and appeal 

• procedures; 
Contracting services for health care providers 
Development of employee assistance programs for employer group plans; 
Services involving establishment of preferred provider networks; . 
Sale or lease of computer programs f~r use in claims determination, billing, accounts, 
utilization data or quality assurance/improvement research; 
Data processing; 
Legal and accounting services. 
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<2> The scope and appropriateness of regulation of for-profit health care 
management companies, and of non-profit health cqre management companies: 

We recommend controlling rising administrative costs attributable in part to the business of HCMCs 
to be handled within the overall context of the recommendations of the Minnesota Health Care 
Commission. The combination of incentives for competition, extensive data reporting and account­
ability for meeting overall expenditures will enable overall health care costs including the costs of 
HCMCs to be controlled. 

In accord~nce with this overall recommendation, we propose specifically the following items relat­
ing to the costs of HCMCs: 

a. We recommend that all HCMCs contracting with Minnesota providers and health plans use 
standardized claims and billing forms. 

b. We recommend that all HCMCs participate in the data collection effort established in the 
1992 MinnesotaCare Act and delineated by the Minnesota Health Care Commission. 

c. We recommend that the appropriate reporting requirements be established for HCMCs to 
·report expenses/revenues as part of the overall data collection of health care expenditures. 

d. We recommend and encourage the use of electronic claims processing as proposed by the 
Administrative Uniformity Committee to the Minnesota Health Care Commission. 

<3> The extent to which cost containment and expenditure targets can be attained 
or realized through regulation of health care management companies; 

the overall target for the recommendations of the Minnesota Health Care Commission is to slow the 
growth in health care expenditures by 10% over the next five years. It is the consensus of the 
Commission that all of the proposals for cost containment taken together will enable this target to be 
met. 

As a result, we recommend that no additional regulation of HCMCs be instituted, above and beyond 
the recommendations of the Minnesota Health. Care Commission. The involvement of HCMCs in 
the data reporting and the overall expenditure limits of health care· providers will assure their contri­
bution to meeting the overall health expenditure target. 
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C4> The relotionship between heolth core management componies and health 
care providers. health core plans. health care technology entities. and other 
components of the health core system: 

We recognize that the relationship between HCMCs and health care providers, health plans, health 
care technology entities and other components of the health care system to be extremely complex. 

For those organizations which organize their services as an Integrated Service Network, as proposed 
by the Minnesota Health Care Commission, there will be overall accountability for controlling 
health expenditures without "micromanaging" the internal operations within the ISN. As a result, as 
much flexibility as possible should be given to ISNs in their dealings with HCMCs. 

For providers who do not participate in an ISN, stringent price and volume limits will be imposed 
on individual services . .Those providers will be responsible .for determining the extent to which their 
relationships with HCMCs enable them to operate efficiently within the price and volume limits. 

The recommendations of the Minnesota Health Care Commission will need to be carefully moni­
tored in future years to assure that the health expenditure targets are adequately met. One compo­
nent of these evaluations should be the role of HCMCs in their services for health care providers and 
health plans. 
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