Greater Minnesota Health Care Coalition      December, 2007
Deprivatization of the State’s Low Income Health Care Programs

1) Which Programs does this involve?

  A) Medical Assistance (MA):  This is the federal program known as Medicaid, enacted in 1965, which is paid half by the feds and half by the state.  (Each state makes up its own name for the program, and Minnesota came up with “Medical Assistance.”)  It's for people of all ages with extremely little income and assets.  It includes adults, kids, seniors, and disabled people.

  B) MinnesotaCare (MnCare): This is a program created by the Minnesota legislature for low income adults and kids, whose income and assets are too high for MA, and are NOT on Medicare.  They pay a sliding scale premium based on income, and the state subsidizes the rest.

  C) General Assistance Medical Care (GAMC): This is a small program created by the Minnesota legislature for low income adults who "fall through the cracks"' of the other programs.  
  D) Other Specialized Programs:  These include Minnesota Senior Health Options, Minnesota Disability Health Options, and others which combine Medicaid and Medicare money, and include coverage for many non-medical services.   

2) What does Privatization mean in regard to these programs?

     Privatizing means having a private company run the program on behalf of the state, on a contractual basis. The state legislature, back in 1986, started to gradually hand over the administration of Medical Assistance to the HMOs.  The legislature privatized MinnesotaCare soon after creating it in the early 1990s. The legislature thought that privatizing the administration would save money and be more efficient.  The idea of saving money and having a more predictable budget year-to-year was the key motivation to privatizing.  It was officially enacted as a “demonstration project,” or experiment, to test the theory and see if in fact it would save money.  However, no evaluation was ever done to determine if this “demonstration” was a success, and the experimental phase was never officially ended.  
    The state pays the HMOs for these programs on a pre-paid, flat amount per month per enrollee, known as a “capitated” (per capita) payment. It is also known as “managed care” because some utilization review and other managed care procedures are required.  If an HMO didn't use up all the money it was given, it got to keep the rest -- within certain limits.  If expenses exceeded revenue, it could lose money.  If its financial reserves grew too large, then an HMO had to increase its benefits and/or reduce their premiums.  A minimum reserve amount is also required, for solvency.  In 2004, however, the legislature quietly      (in Conference Committee) completely removed the upper limit on financial reserves, in the guise of adopting what is called “market-based financing” for the HMOs – even though they are non-profits.     

    Minnesota’s Dept. of Human Services (DHS) contracts with five private HMOs to run the state’s low income health programs, and they get about 85% of all the premium revenues.  The ones with the largest shares are Medica and Blue Plus (a subsidiary of Blue Cross).  The others are Health Partners, First Plan (51% owned by Blue Cross), and U Care (owned by the U of M).   Note:  Some might claim that U Care is public-owned, and not private-owned, since it is owned by the public university, U of M.  However, it is operated as a spin-off business, and is not accountable to any elected body. 
3) Pre-paid Payment versus Fee For Service Reimbursement:
    It’s important to understand how the pre-paid, capitated system contrasts with the Fee For Service (FFS) payment system.  Prior to privatization and the creation of the pre-paid system, Medical Assistance in its entirety was on a FFS system, in which DHS directly paid every health care provider after they submitted bills for each service they performed.  
     In the pre-paid system, the formula for the monthly per-person amounts are negotiated privately between DHS and the HMOs.  Next, the HMOs decide on their own how much they will pay health care providers.  These amounts are secret, on the theory that they must be proprietary in order to have effective competition between the HMOs, since that supposedly will help hold costs down.  So, the state does not even know how much of its funds are being spent by the HMOs for specific treatments and procedures.
     The FFS payments system is not completely ended.  There are four counties (Clearwater, Lake of the Woods, Beltrami and Hubbard) which were never privatized and are still on a FFS system.  More significant, there are thousands of disabled people on Medical Assistance throughout the state whose health care is still on a FFS basis.   The private HMOs, however, now have their eye on them.
4) What public-owned systems does DHS contract with?

    DHS also contracts with a public-owned HMO, which is Metropolitan Health Plan (MHP), owned and run by Hennepin County.  In addition, provision was made in the early 1990’s for counties to run state low income programs instead of the HMOs if they chose to, with a method known as county based purchasing, in which the counties directly contract with health care providers and decide how much to pay them, and what benefits to provide above the program minimums.  Rural counties, which are almost all of the ones using county based purchasing, operate MA and GAMC with no HMO competition.  However, DHS does not allow them to run Minnesota Care exclusively, and they have to compete against private HMOs for the MnCare enrollees.  There are 25 low-population counties that use county based purchasing, in three systems:  Itasca Medical Care (one county); South Country Health Alliance (14 counties); and Prime West (ten counties).  They are all getting paid by the state on the same pre-paid capitated formula as are the private HMOs.   Itasca Medical Care actually started in 1985, as one part of the “demonstration project” which put into place pre-paid Medical Assistance and started privatizing it.  The county based purchasing systems collectively receive about 11% of the entire state premiums for the public programs, and MHP has another 4%.  For more information see GMHCC’s article on County Based Purchasing.
5) What does Deprivatizing these programs mean?

     Deprivatizing means taking the administration of the programs away from the private HMOs, and putting it back into public hands.  This is simply “eliminating the middleman” which is an oligopoly of a few large private corporations which take a large “slice off the top.”  With deprivatization, the programs would instead be run directly by counties that wish to do so (with county-based purchasing), and in other cases by the state DHS, with its FFS payment system.  DHS has some authority to limit approvals for expensive procedures, and so the FFS system is not just a “blank checkbook” as some fear. There might be some further cost-control measures that could make sense to add to the DHS FFS system.  An important issue is that DHS’ FFS payments for some services – such as dental – are unrealistically low, and need to be upgraded if there are to be enough participating providers and adequate access. 
     However, there is a special problem for urban areas of the state:  If an urban county wants to run the programs itself, the federal government will not allow full deprivatization.  The feds require that in urban counties which want to use county based purchasing, there must be at least one private HMO competing against them.  This provision was enacted in the 1997 Balanced Budget Act, in the name of offering “choice of health plan” to the enrollees, even though most HMOs limit their enrollees’ actual choices of doctors and hospitals. Therefore, in the urban parts of the state, the only way to apparently ensure full deprivatization is to have DHS completely run the programs on a FFS system, like it once did.
    If urban counties compete against private HMOs, it’s theoretically possible that they could “win” the competition to the point that the HMOs give up trying to offer services there.  Another possibility, although very speculative, is that the “other choice” to the county system could be decreed to be the state DHS FFS system.  The federal regulators would have the final word on these possibilities.

    Therefore, the idea of full deprivatization in urban counties is complicated and unclear.  
It might come down to a choice of either (1) Going fully back to a DHS FFS system, or (2) Having urban counties compete against one or more private HMOs and seeing how well they do.  This would amount to only partial deprivatization, unless some change in the federal rules occurs that would allow otherwise.

    It is also important to note that counties which currently operate county based systems are showing that they can run efficient, public purpose-minded programs that benefit enrollees, providers, and the taxpayers’ interest while using the pre-paid capitated method of funding.  In other words, the root of the problem isn’t so much whether FFS or pre-payment is being used, but rather what entity is using it, and under which motivations.   The private HMOs are officially non-profits but they are also huge corporations which operate with a net-gain mission and arrogant attitude much closer to that of for-profit insurance companies than to a true purpose to benefit the public. 

6) What are the Reasons to Deprivatize?

   A) Financial waste:  These privatized programs waste large amounts of money, because their administrative costs are excessive-- about 20%, compared to less than 10% for the county-run programs.  This excess goes to huge profits (net revenues) and reserves; enormous CEO and executive salaries; fancy buildings; and bureaucracies to micromanage doctors and delay or deny payments.  The total excess is over $200 million per year, and a large portion of that is profit (net revenue) for the HMOs.  Meanwhile, tight government budgets have and will cut these programs, reducing benefits and eligibility.   The HMOs might be reducing the money paid to health care providers in the form of restrictions on services and reduced reimbursements, but it is unlikely this is more than a 5% savings.  At the same time, the HMOs add their own administrative expense layer of about 20%, which is over 10% more than it needs to be.   Meanwhile, DHS still has its own administrative expense to oversee the contracts, and to perform a crude risk adjustment for the monthly pre-payment for every single public program enrollee of the HMOs.  In the old, completely non-privatized system, DHS’ administrative expense was about 5%.  So taking all things into consideration, the private HMOs have to be costing the state more than would be the case if the privatization never happened.  The experiment to save money has apparently failed.
   B) Cover-up of excess administrative cost:  Even though the state never performed its promised evaluation to see if the experiment succeeded in saving money, there is evidence that the private HMOs have not achieved anywhere near the level of administrative efficiency that they claim.  The 20% figure (approx.) mentioned above comes from the Attorney General’s (AG) compliance reviews.  They found that Medica’s 2000 administrative percentage was 19%, compared to 9% claimed by the company.  The discrepancy is explained by the fact that the private HMOs routinely label many administrative expenses as “health care” instead, as if that money was going to medical professionals for direct care to patients.  The state agencies, particularly Commerce Dept., give some permission for these accounting practices, and apparently perform little if any verification of what the HMOs say is in their books.  The agencies’  lack of verification is supporting the “Enron-style” bookkeeping of the HMOs.  The AG’s investigations, which were the only independent external audits ever done on these companies, uncovered many items which could not possibly be viewed as anything other than administrative and management expenses.  Currently, the private HMOs claim that their administrative expenses for the public programs are as low as 3% to 5%, which strains credulity.   The accounting tricks, and the claims of great efficiency which they rationalize, place great doubts on the private HMOs’ overall credibility.
   C) Inadequate access to services:  The enrollees don’t always get the services from these HMOs that the state pays for.  This is especially true regarding dental care. Very low, below-cost payments by the HMOs (barely above DHS’ FFS rates) cause many dentists to not participate.  The result is poor access for enrollees due to too few providers. Over two thirds of all the emergency room visits for dental pain are by enrollees of the state’s low income programs.  This is a large waste of money in itself.  Mental health care might also be questionable, in terms of the HMOs’ discretion in approving treatments.  The county systems, in contrast, pay much higher than the FFS rates for dentists.  Hence, they don’t have the same access problem, and little or no usage of emergency rooms for dental care, unlike the private HMOs.
     D) Not fulfilling non-profit mission: The state government requires the private HMOs to be non-profit, but the state regulatory agencies (especially Health Dept.) don’t perform their duty of monitoring the HMOs to see if they are fulfilling their statutory requirements to earn their non-profit status.  These include operating at “reasonable” levels of expenses and reserves, and providing health care benefits with better efficiency and access than would be done if they were for-profit.   The state AG, in 2006, declared that Blue Cross/Blue Shield of Minnesota had violated the “reasonable” standard for reserves, because of their excessive size, which the AG also found to be much larger than what Blue Cross officially reported.  
   E) Siphoning funds to for-profit contractors:  An important example of the violation of the non-profit public purpose and efficiency mission which the HMOs are supposed to uphold is the fact that a large amount of HMO services are contracted out to for-profit middlemen agencies. The worst example is Medica, which contracts the bulk of its administrative work to United Health, the Minnetonka-based for-profit giant and second largest insurance company in the country.  The AG’s investigation found that Medica does this on a no-bid sweetheart deal at twice what it would cost otherwise, which is not surprising since United Health is Medica’s former parent company.  Thus some state tax dollars, intended for low income health care, in effect found their way into William McGuire’s infamous stock options.
   F) Incorrect claim of better quality:  The HMOs justify themselves to the legislature on the basis of claims that they have improved quality and access, but use only their own self-generated studies to support it.  DHS did one research study of its own on HMO quality (1993), and found a reduced incidence of mammograms for public enrollees.  However, DHS suppressed the study at the request of the HMOs.
7) Who Would Want Deprivatization?
   Counties which would like to run these programs themselves; Health care providers who would prefer to deal with the counties or the state, rather than be under the thumb of the big HMOs; Program enrollees who are getting shortchanged on their services in these programs; Agencies and groups that advocate for low income people; Advocates who want single-payer; Legislators who want to improve these programs and are not worried about angering the HMOs; Unions and others which support progressive, non-market-based health care reform; and Taxpayers who don’t want to see their tax dollars wasted for private greed.
8) Who Would Oppose Deprivatization?
    The HMOs -- which are some of the largest, most powerful corporations in the state; State agency officials who support what the HMOs are doing, and vouch for their creative bookkeeping;  Legislators who support what the HMOs are doing, or are worried about angering them; and the MN Chamber of Commerce, which ideologically prefers more services to be privatized, not less.
9) How is Deprivatization a Stepping Stone to Single-Payer?
   Although perhaps not obvious at first, these two issues are very closely related.  Both are involved with removing private HMO or insurance company “middlemen” from the health care system, for the purpose of eliminating unnecessary financial waste as well as a business model that depends, for its financial success, on limiting the payments for medical services.   Both aim to remove the motive of private economic gain for insurance corporations – be they for-profit or non-profit – and remove the incentive to deny or delay care for the express purpose of maximizing that private gain.
    The key difference is primarily one of scale.  Deprivatization is aimed at the state’s taxpayer-subsidized low income programs, which affect a small portion of the population, yet consume a very large portion of the state budget, and are financially benefiting the private, non-profit HMOs.

    A state single-payer system goes further and removes the middlemen – both non-profit HMOs and for-profit insurance companies – from the equation, in terms of who controls health care and makes critical decisions on payments for everyone.  
    Deprivatization is thus a “stepping stone” to single-payer because it tackles one very manageable, smaller part of the problem.  It does not undercut and disrupt the entire HMO industry at once, but rather “shrinks it down” for starts by removing one large part of its business. It does not disturb the health care coverage of the general population, but does make improved use of their tax dollars.  Deprivatization also is “holding all the cards” in terms of arguments in favor:  (1) The contrast to the county-run systems proves that the private HMOs are very wasteful in terms of how much the administration ought to cost; (2) The private HMOs waste over $200 million dollars of taxpayer funds per year, and are a valid target for legislators’ concerns about “cost containment” for health care; (3) The HMOs’ claims for efficiency in administration are falsely propped up by creative bookkeeping which hides many administrative expenses, and so their credibility is very suspect; and (4) The enrollees are being badly served by the private HMOs, compared to what the county based systems are doing.
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