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                               Basics of County-Based Purchasing:

1) What is it? 

County based purchasing (CBP) is an option, unique to Minnesota statutes, which lets county governments (either individually, or jointly with other counties) directly operate the state’s low income health care programs (such as Medical Assistance, MinnesotaCare, and General Assistance Medical Care) on a pre-paid basis.  The counties which choose to do this create their own arrangements and reimbursements with local health care providers.  The counties are paid a fixed amount per month per enrollee.  If the income exceeds the expenses, they get to keep the difference.  If the expenses exceed income, the county is liable for the difference; but in reality, this rarely happens, because the payment amount is high enough, and over all, there are strong, positive net revenues.   The counties also are required to do some managed-care coordination, such as utilization review.  They actually acquire HMO licenses from the state, and are subject to most of the rules on private HMOs.    To do county-based purchasing, a county needs to get both state and federal approvals.   If at some point a county decides it no longer wants to do this, it can bail out by giving one year’s advance notice.  In 2007, 25 counties  operated CBP programs, in three separate systems: Itasca Medical Care (one county); South Country Health Alliance (fourteen counties); and Prime West (ten counties).
2) Rural versus Urban:

As far as the federal government is concerned, a rural county can be the sole operator of these programs within its boundaries. Rural counties are typically the sole operator of Medical Assistance and General Assistance Medical Care. But, DHS is requiring, on its own volition, that rural counties have to compete with private HMOs for MinnesotaCare enrollees.  Things are different for urban counties (defined as those that are part of a Standard Metropolitan Statistical Area).  In urban counties, the feds require a “choice” of health plan. (Ironically, when an enrollee picks an HMO, he/she then has reduced choices of doctors and hospitals.)  In other words, the county system in an urban area must compete, for enrollees, with one or more private HMOs.  Currently, the state government -- Dept. of Human Services (DHS) -- can decide whether an urban county will have just one private HMO competitor, or more than one.  
It might be possible for the required “other competitor” to be a public entity, but this is very speculative.
3) Comparing private HMO-run versus county-run public programs:
     Private HMOs: They have about 85% of the entire budget and enrollments for the public programs.  They typically pay health care providers only slightly above the DHS fee for service rates (although what the HMOs actually pay providers is secret).  This is especially hard on dentists since the reimbursement is far below cost, and so there is poor participation by dentists, and a huge access problem for enrollees.  There is a large use of emergency rooms for dental pain and infection by the HMOs’ public program enrollees – over 3,500 visits a year, which wastes more than $1.5 million/yr over the cost of the routine dental care which would have obviated the ER visits. The private HMOs have high administrative costs which we believe are close to 20%, including huge executive salaries, fancy office buildings, and layers of bureaucracy to micro-manage doctors and argue with providers to deny or delay payments.  They generate over half of their total profits off of the public programs, and build up huge financial reserves.  They also subcontract some operations to for-profit companies.  The worst example is Medica, which farms out most of its administrative work to the for-profit United Health (its former parent company), on an inflated, no-bid basis.  The private HMOs’ motives are clearly to maximize their net gain, at the expense of providers and enrollees.   Even though they are required by the state to be not-for-profit companies, Minnesota’s HMOs are huge corporate 
operations which are not pursuing a true non-profit public purpose mission. They exhibit typical 
large-HMO arrogance and unaccountability towards health care providers and enrollees alike.
     County-based purchasing systems:  25 of Minnesota’s 87 counties are doing this, but since they are low-density rural areas, they only have about 11% of the total enrollments statewide.  Their administrative costs are about 8% to 10% (and would be less if the government reporting requirements were streamlined).  They pay providers more than the private HMOs, including up to twice the DHS rate for some dental services.  As a result, most of them have very good access for dentists.  They set up cooperative, partnership arrangements with their local health care providers, and maximize the access and benefits for their enrollees.  Some of them have end-of-year revenue-sharing agreements with their health care providers.  More counties are planning to apply to do county-based purchasing, including Olmsted County, which would be the first urban county to try to “break into” the market of the private HMOs.  The counties’ motives are to truly promote health and service, operate as efficiently as possible; maintain local control; and preserve autonomy for local health care providers.  They allow all willing providers to participate equally, and the reimbursement rates are public knowledge.   A strong reason for rural counties to undertake county based purchasing is protect their local health care providers from being dominated or swallowed up by the large Twin-Cities based HMOs.
     Special case –  Hennepin County:    Hennepin County is unique in that it is not  a CBP system, but something close to it. Hennepin owns and operates its own HMO (Metropolitan Health Plan, or MHP for short), which is highly connected to its public hospital and clinic, Hennepin County Medical Center.  The county created its HMO before the CBP statutes were enacted. It is the only county-owned HMO in the state. The Medical Center has its physician services run by a private non-profit association of its doctors.  MHP operates the state’s low income programs, like CBP systems do.   Because it is an urban county, however, Hennepin cannot operate the state’s programs exclusively, and has to compete with the private HMOs for “market share” of enrollees.  MHP has about one-third of the enrollees in its service area.  It also has higher administrative costs than the rural CBP systems, and has had more trouble than the CBP systems in generating positive net revenues.  
4) Is CBP a financial risk for counties? 
There is some financial risk, but it is fairly modest and predictable.  To get going, the counties loan start-up money (at interest) to the CBP unit.  There is an initial period of roughly four to five years during which the start-up funds are gradually paid off with the ongoing positive cash flow of the programs.  After that, there is usually significant net revenue, in the multi-million dollar/year range, varying with the size of the enrollment base and the program mix. The funds that the state gives to the CBP systems, just like to the HMOs, is in the form of pre-payments at the beginning of the month.  It includes some coarse risk adjustments based on a few factors such as the age of the enrollee and whether they are institutionalized. The financial risk is so minimal because the counties get paid on the same formula which the private HMOs negotiate with the state DHS.  The counties actually benefit from the political clout of the HMOs which results in ample enough reimbursements.  There is also an escape clause:  If a county feels that this is not working out financially, it can cancel its CBP operations by giving the state one year’s advance notice, just like the HMOs can do.  Prime West, after a few years of operation, had enough surplus to give $200,000 to the social service budgets of each of its member counties.  
5) Do counties simply contract with HMOs for administrative services?

The pattern has been that CBPs initially do this, in order to speed up the process and piggy-back on the existing networks that the HMOs have with providers.  However, CBPs then later transition to do all the administrative work and network contracting in-house, as they build up the expertise to do so.  IM Care did this many years ago, and Prime West is now transitioning to in-house administration.  South Country Health Alliance has just decided to no longer contract with U Care, and plans to contract with Mayo Information Systems for most of its enrollees.   The new CBP starting up in Olmsted County also plans to initially use Mayo Information Systems for its third party administrator instead of any HMO.  
It would be possible for a CBP system to build its own network and contracts with local providers at the outset, but this would require more time and expense before program operations could start.
6) Role of the state government:

The current state administration in Minnesota, through its Health Dept. and DHS, is very antagonistic to county-based purchasing, and very protective of the private HMOs.  Over the past several years DHS has fought, delayed and hampered counties that want to begin county-based purchasing, although most have prevailed with enough persistence. If the legislature wanted to, it could act to pre-empt some of the decisions that DHS makes regarding where and how much competition there is.  DHS, the Health Dept. and the Commerce Dept. also “cover for” the private HMOs by accepting without question their creative bookkeeping techniques that make it look as if their administrative expense is at a very efficient 10% or even 5% or less, while in reality it is closer to 20%.  This fact was uncovered by the state Attorney General, who performed the only independent, external audits ever done on the HMOs. When the Minnesota legislature first privatized Medical Assistance and MinnesotaCare, it said these were “demonstration projects” to determine whether or not privatizing these programs would be more efficient and save the state money, compared to the previous Fee For Service method of paying providers.   But, the state never evaluated whether the “demonstration” was a success or not.
State legislators claim they are protecting the public interest by requiring HMOs to be not-for-profit, but the state is not monitoring and ensuring that the HMOs meet their non-profit mission of having reasonable expenses and reserves, and delivering health care more efficiently than for-profit insurance.
      And finally, the legislature in 2004 quietly removed the upper limit on how much financial reserves HMOs can keep.  So now, there is an enhanced incentive for HMOs to spend as little as possible on the public programs, in order to keep even more for themselves.
7) What’s in store for the future:
1) The private HMOs want to maintain and expand their lucrative operations of the state programs, especially as more businesses drop employee insurance plans.  They want to expand into operating the programs for disabled and mentally ill people, which now are mostly run on a Fee For Service Basis.  They also want the option to compete in rural counties that they might find worthwhile to be in.
2) More and more counties are thinking of getting into county-based purchasing, because they know they can operate these in the black, treat providers and enrollees better, and protect their own social service caseworkers from getting controlled or eliminated by the private HMOs, when they start operating the programs for the disabled.  Besides the current 25 CBP counties, another 25 are already applying for CBP or getting ready to.  It’s a choice for counties between sitting back and letting the HMOs take over it all, or step up to the plate and run these programs themselves.
3) The current state administration can be expected to favor the private HMOs and restrict the counties, unless the legislature takes specific action otherwise.

4) The more counties that start applying for county-based purchasing, especially urban ones, will test the limits of the federal government’s willingness to allow this to happen.  It is obvious that the HMOs and managed care industry have had the upper hand in Congress and the federal Administrations for quite a long time.
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