
Group purchasing arrangements (GPAs)
seek to achieve cost savings by combining
their purchasing power to negotiate rates
lower than each could otherwise get from an
insurance company or HMO. Self-insured
GPAs seek to reduce costs by operating
more inexpensively than traditional insurers
(by eliminating insurance costs such as taxes
on their premiums, for example). 

Policymakers in several states have introduced
legislation to establish GPAs for small busi-
nesses. Earlier this year, H.R. 660 was intro-
duced in the U.S. House of Representatives
and S. 545 was introduced in the Senate.
These bills seek to establish federally regulat-
ed association health plans (AHPs; these are
one type of GPA). President George W. Bush
has actively promoted similar proposals.3

Decisions about which state insurance laws
should apply to GPAs and who should spon-
sor and manage them will have important
consequences for consumers—both those
covered through GPAs and those insured
outside of such arrangements. In addressing
these issues, policymakers will need to bal-
ance two potentially competing goals: to pro-
tect consumers and encourage the growth of
GPAs, thus helping small employers offer
insurance. This brief will highlight federal
laws that affect states’ authority to regulate
GPAs.  

Types of GPAs
There are several types of GPAs, including
employer alliances or health insurance pur-
chasing coalitions (HIPCs), association health
plans (AHPs), and multiple employer welfare
arrangements (MEWAs). The differences in
their goals and functions may mean that
some GPAs provide a better opportunity than
others for coverage expansion.

GPAs may differ from one another in their
structure and operation, as illustrated in Table
1. They can be privately managed or run by a
state agency, for example. Some GPAs can be
established only through state legislation,
while others are formed by associations of
employers and individuals without legislative
action. GPAs may elect to offer health cover-
age to small businesses, large employers, 
self-employed individuals, or any combination
of these.4 They may be fully insured (pur-
chase health insurance from insurers) or 
self-insured (pay medical claims directly);5

or for-profit or not-for-profit.6

Any GPA can perform a variety of functions,
including negotiating rates and benefits with
insurers, marketing their products, enrolling
new members, performing billing functions
and paying premiums, and assisting with
claims disputes. Some GPAs do not negotiate
rates or benefits, but rather endorse coverage
offered by an insurer in exchange for a fee.7

Group Purchasing Arrangements: 
Issues for States 
by Mila Kofman

In the wake of escalating health

care costs, state and federal policy-

makers are increasingly interested

in creating low-cost health insur-

ance options to help small busi-

nesses buy coverage for their

employees. One approach is group

purchasing, an arrangement in

which a group of small businesses

and sometimes self-employed 

individuals combine resources 

to provide health benefits for 

their workers and themselves.1,2

issue brief

AcademyHealth is the national program
office for SCI, an initiative of 
The Robert Wood Johnson Foundation.

Vol. IV, No. 3 
April 2003



In a functional sense, self-insured GPAs oper-
ate like insurers. They set rates and design
benefit options, perform underwriting, mar-
ket products, enroll new employees and
dependents, collect premiums, and process
claims. In addition, self-insured groups must
remain solvent by collecting adequate premi-
ums and maintaining sufficient reserves to
cover a revenue shortfall, a miscalculation, or
an unexpected increase in the cost of benefits
(e.g., for prescription drugs).

Sponsorship of GPAs
Most GPAs are private entities that operate
independently from insurance companies. In
some cases, however, GPAs are affiliated with,
controlled, or owned by the insurance compa-
nies from which the arrangement purchases
health insurance. This could create a potential
conflict of interest because the association is
the purchaser and decision-maker on behalf of
association members. This conflict of interest
could be avoided by prohibiting insurers from
owning or affiliating with a GPA, by requiring
a diverse board of directors, or by creating a
quasi-governmental GPA.

Policymakers can take several steps to pro-
mote independence among GPAs. They
could prohibit them from being affiliated
with insurers, for example, or establish con-
flict-of-interest rules that require decisions to
be made in the best interest of their mem-
bers. In addition, requiring that a GPA’s
board of directors or trustees be comprised
of a broad range of stakeholders can also
help to ensure that the interest of enrolled
members and workers are considered in
board decisions. For example, a board may
include participating employers and their
employees, consumers, providers, and others
with relevant expertise. 

Another strategy is to establish quasi-govern-
mental purchasing pools, in which a state
agency is responsible for managing a public-
private arrangement. The state agency makes
decisions about covered benefits, exclusions,
limitations, and co-pays and coinsurance. It
also negotiates premiums with insurers,
handles marketing, and performs enroll-
ment functions. 

Examples of such public-private partnerships
include the Healthcare Group of Arizona
(HCGA), which included 3,859 employers
and covered 11,985 people in 2002, and the
New Mexico Health Insurance Alliance
(NMHIA), a group of 1,036 employers pro-
viding benefits to more than 5,200 people.8

Both programs are primarily financed
through premiums and assessments on
insurers. Neither was established to address
conflicts of interest, but state policymakers
in Arizona and New Mexico have sought to
prevent such conflicts by empowering a state
agency to make key decisions affecting pre-
miums and coverage. 

Public-private partnerships have other advan-
tages as well. By limiting an insurer’s financial
exposure in cases of enrollees with serious
medical conditions, these arrangements
encourage voluntary participation by insurers9

more successfully than do purely private
arrangements. For example, Arizona’s pro-
gram purchases a catastrophic reinsurance
policy using state funding for claims exceeding
$100,000 and self-insures claims between
$20,000 and $100,000. Insurers are only
responsible for claims up to $20,000.

Public-private partnerships also do not expe-
rience problems like insolvency and fraud,
which sometimes plague private arrange-
ments. For state policymakers, a potential
drawback to public-private partnerships is
that such arrangements may experience loss-
es and thus run the risk that state funding
may be necessary (e.g., assessments on
insurers) in addition to premiums. 

Setting Standards for GPAs 
State policymakers must decide which state
insurance laws will apply to coverage offered
through GPAs. These decisions will affect con-
sumers, GPAs, and insurers selling traditional
health insurance policies. There are some limi-
tations on state actions by federal law. 

Exemptions from State Law
States can exempt any type of GPA from any
or all insurance market regulations. Some
argue that subjecting GPAs to state regula-
tions, such as restrictions on premiums and
benefit mandates, makes health insurance

more expensive and therefore inhibits the
growth of GPAs.  

Indeed, a major advantage of exempting GPAs
from state insurance laws is that doing so
encourages these arrangements to form and
grow.10 For example, in Kentucky the number
of people covered by AHPs nearly doubled
within 90 days after the state enacted an
exemption from its insurance reforms.11,12

Exempting GPAs from state laws can, howev-
er, have the undesired consequence of weak-
ening consumer protections.13 For example,
one multi-state association sold coverage to
Florida residents. Many of Florida’s insurance
laws do not apply to coverage sold through
such arrangements, and the insurance depart-
ment’s authority to help consumers is limited.
The insurer raised premiums up to 300 per-
cent, targeting patients who had claims or a
diagnosis of an illness—a practice that Florida
law prohibits for traditional health insurance
policies.14 In response, Florida’s legislature is
reassessing exemptions from Florida’s laws
for multi-state associations.

Exempting GPAs from rating rules can also
affect the price of coverage in the rest of the
insured market. If GPAs can manipulate
premiums to attract healthy people and deter
the sick, the cost of coverage in traditional
insurance markets will be higher.15 The
Congressional Budget Office, in evaluating a
proposal to establish federally regulated
AHPs, found that, through price manipula-
tion, AHPs’ ability to attract healthy people
could lead to nationwide premium increases
for 20 million people with traditional health
insurance coverage.16

Market dynamics can be influenced even when
exemptions are narrow, such as waiving bene-
fit mandates. Small-business owners may be
less likely to purchase a policy without certain
benefits (e.g., prescription drug coverage)
when they have employees who require those
benefits. In the absence of benefit require-
ments, GPAs can design packages that dis-
courage businesses with employees who have
medical conditions from enrolling—which
may lead to coverage in the traditional market
becoming more expensive. 
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In addition, exemptions for GPAs create
incentives for insurance companies to offer
coverage only through such arrangements.
Otherwise, they are at a competitive disad-
vantage. Selling traditional policies means
complying with more regulations than does
selling policies through GPAs. This means
that consumers who want traditional insur-
ance may have fewer options when insurers
sell coverage only through GPAs.17

Federal Law
In some cases, exempting GPAs from state
law may implicate federal enforcement of
the 1996 Health Insurance Portability and
Accountability Act (HIPAA), which is now

enforced by state insurance departments.
HIPAA requires insurers to offer coverage
to small businesses (2 to 50 employees),
regardless of whether the insurance is pur-
chased through a GPA or directly from car-
riers.18 In addition, federal rules require
insurers to accept everyone in an employer
group regardless of medical history or exist-
ing health conditions and prohibit carriers
from charging higher rates to employees
with medical conditions. HIPAA portability
rules also limit the use of preexisting condi-
tion exclusion periods. Finally, HIPAA-
eligible individuals may also have guaran-
teed access rights in some circumstances.19

States have enacted their own laws to
implement HIPAA. If a state exempts
GPAs from state HIPAA requirements,
then the Centers for Medicare and
Medicaid Services (CMS) may elect to
enforce federal HIPAA standards against
insurers, and the state may lose its right to
regulate insurers with respect to HIPAA
requirements. HIPAA can also preempt
such state-based exemptions if state law is
less protective of consumers than HIPAA.
Generally, however, federal law does not
limit states that choose to exempt GPAs
from laws not related to HIPAA, including
premium rules and benefit requirements. 
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Group Purchasing
Arrangements

Health Insurance Purchasing
Coalitions (HIPCs)/Employer
Alliances

Association Health Plans (AHPs) Multiple Employer Welfare
Arrangements (MEWAs)

Primary Purpose To buy or provide health
insurance to small businesses
and/or self-employed people.

To meet various business goals;
these health plans are offered by
professional and trade associations
as one of many benefits to their
members.

To provide health coverage to employees
of two or more employers or self-
employed individuals, according to
federal law.

HIPCs, alliances, AHPs, and any other
group purchasing arrangement may also
be considered MEWAs for purposes of
federal law.

Eligibility
Requirements

Generally any employer may
enroll as long as the employer
meets size qualifications (i.e.,
employs 2–50 employees).

One must be a member of the
association. Associations may
restrict membership to a particular
trade or industry, or may permit any
employer or individual to join.

Varies depending on whether the
arrangement is a HIPC, an AHP, or
another type of GPA.

State Legislation
Needed

Generally, authorizing statute
is needed (especially in states
prohibiting insurers from
selling coverage to groups
formed for the sole purpose
of buying health insurance).

A HIPC that is considered a 
MEWA under federal law would 
also be subject to ERISA.

Generally, specific legislation is not
required.

An AHP that is considered a MEWA 
under federal law would also be 
subject to ERISA.

Generally authorizing statute is not
needed because MEWAs are defined by
the federal Employee Retirement Income
Security Act (ERISA) of 1974. States may
also enact MEWA-specific standards
(e.g., solvency requirements for self-
funded MEWAs).

Private/Public
Arrangements

These could be private
arrangements or quasi-
governmental pools managed
by a state agency.

Private Public or private

Examples Healthcare Group of Arizona California Society of Certified Public
Accountants Group Insurance Trust

Healthcare Group of Arizona and the
California Society of Certified Public 
Accountants Group Insurance Trust are 
considered MEWAs.

Table 1. Types of GPAs



Insolvency of Self-insured GPAs
Effective state oversight of GPAs is particularly
important in light of a recent surge of problems
with insolvency (See Table 2). Solvency and
reserve requirements are less stringent for
GPAs than for insurers in some states. State
guaranty associations, which pay a significant
portion of outstanding medical bills when an
insurance company becomes insolvent, gener-
ally do not cover consumers in GPAs. 

Thus, when a GPA becomes insolvent, con-
sumers are responsible for unpaid medical
bills. Consumers are further disadvantaged
because, in some cases, federal bankruptcy
courts rather than state receivers liquidate
insolvent arrangements. State receivers general-
ly provide more protection to covered individu-
als. Bankruptcy courts typically allow assets to
be used to pay certain creditors before they are
used to pay outstanding medical claims.  

Although some GPAs have been self-insured
for decades and remained solvent,20 many
others became bankrupt in the last 25 years,
leaving thousands of people with millions of
dollars in unpaid medical bills.
Unanticipated double-digit increases in
health care costs and inadequate reserves
may have contributed to recent insolvencies.
In the last few years, several well-established
self-insured groups became insolvent. 

Insolvency presents a big challenge to policy-
makers. Establishing strong solvency and
reserve requirements may mitigate the risk
of future insolvencies. It has been argued,
however, that such requirements may add to
plan costs. This must be balanced against
allowing self-insured GPAs to be under-
capitalized, which has more serious conse-

quences than allowing insurance companies
to be under-capitalized. Requiring that GPAs
meet the same standards that are applicable
to other insurers would help protect con-
sumers. Ensuring that consumers have a
strong safety net similar to guaranty associa-
tions will also help better protect those who
rely on self-insured GPAs for their coverage.
Hands-on oversight by state regulators can
also help prevent insolvency through early
detection of financial problems and required
remedial actions.  

Federal Law
Both state insurance departments and the
U.S. Department of Labor (DOL) pursuant to
the Employee Retirement Income and
Security Act (ERISA) of 1974 regulate GPAs
(called MEWAs under ERISA).21 ERISA does
not establish federal solvency standards for
self-insured arrangements and the U.S.
Department of Labor does not have authority
to establish such standards. Therefore, con-
sumers look to states for solvency protection
in self-insured GPAs.  

States may regulate GPAs like insurers with
few limitations by ERISA. However, this was
not always the case. When Congress federal-
ized regulation of employee benefits by
enacting ERISA, it severely restricted states’
authority to regulate GPAs. Unfortunately,
broad preemption of state law had the unin-
tended consequences of leading to wide-
spread insolvencies and fraud. To address
those problems, Congress amended ERISA
in 1982 (effective in 1983) to limit its pre-
emptive effect on state law in this area. As a
result, both states and the federal govern-
ment are now permitted to regulate
MEWAs.22

The 1983 amendments have been interpret-
ed to allow states to regulate self-insured
MEWAs as licensed insurers as long as state
laws are not inconsistent with ERISA. Some
states have enacted MEWA laws, which, as
evidenced by recent insolvencies, can some-
times be inadequate in protecting con-
sumers against insolvency. 

Pending Federal Legislation
Since the early 1990s and, more recently, in
the 108th Congress (H.R. 660 and S. 545),
federal policymakers have sponsored bills to
establish federal solvency standards for
AHPs in an effort to federalize regulation of
such arrangements. If enacted, states would
lose their ability to apply state consumer pro-
tections to federally licensed AHPs.
Consumer groups and other stakeholders
have criticized these proposals for not ade-
quately addressing the problem of insolvency
and potentially making the problem worse
by eliminating state authority and state-
based consumer protections.23

Fraud
Although many GPAs have played an impor-
tant role in helping employers finance health
benefits for their employees, such arrange-
ments have also presented an opportunity
for unscrupulous individuals to defraud
employers and their workers by marketing
non-existent health insurance through well-
established associations or by establishing
phony ones. In 2002, consumers in all 50
states and the District of Columbia were
affected by health insurance scams.

Recently, the number and magnitude of AHP
scams have increased to unprecedented levels.
In 2001 and 2002, states and the federal gov-
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Number of People Covered Outstanding Medical
Claims

Assets

Sunkist Growers, Inc. 23,000 $11 million less than $1 million 

New Jersey’s Coalition of Automotive
Retailers (established 1978)

20,000 $16 million less than $2 million

Indiana Construction Industry Trust
(established in 1960s)

22,000 individuals 
(790 employers & 14 association groups)

$20 million less than $1 million

Table 2: Recent Examples of Self-insured GPA Insolvency 24



ernment shut down two nationwide entities
that left more than 60,000 workers and their
families without health insurance and an esti-
mated $40 million to $65 million in unpaid
medical bills. In January 2002, DOL reported
having 76 civil and 14 criminal nationwide
investigations.25 Between 1988 and 1991, the
last time there was a large number of scams,
nearly 400,000 patients were left with medical
bills exceeding $123 million.26

New legislation to establish GPAs should
include criminal penalties for promoters
falsely claiming to be licensed or authorized
as GPAs. Also, enforcement efforts can be
strengthened with allocation of additional
resources. This will help protect consumers
against fraud.  

Conclusion
As states consider low-cost options to expand
or maintain coverage in challenging eco-
nomic times, pooled purchasing is attractive.
Policymakers must balance their goal to
expand coverage through GPAs with the
need to protect consumers who rely on such
arrangements as well as those who will
remain covered by traditional policies.  They
must also ensure adequate protection against
insolvency and scams. To do this, they will
have to address issues such as how to estab-
lish and promote GPAs, who should sponsor
such arrangements, and which state laws
should apply to them. Q
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