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No one knows whether the health 
care reform law will withstand the 
series of challenges that now con-
front it in the courts, Congress, and 
the states. But one thing is certain: 
Whether it’s through decreasing 
fraud and abuse or increasing op-
erational efficiency, the drive to 
cut health care administrative costs 
will continue, no matter how the 
health care reform battle turns out 
in 2011 and 2012. 

As a result, we expect that health 
care payers (insurers, health plans, 
and self-funded employers) will 
keep increasing their use of pur-
chased services through third-
party administrators (TPAs), both 
onshore and offshore, in an effort 
to reduce unwanted overhead.

For many, outsourcing makes a 
lot of sense in terms of jettison-
ing cumbersome, costly, and time-
consuming tasks, processes, and 
functions. But once this decision 
is made, the work for health care 
payers just begins. 

Indeed, payers who delegate ad-
ministrative programs to outside 
entities have a huge responsibility 
to manage and analyze the results 
of their performance. Without vig-
ilant oversight and sufficient ac-
countability, these organizations 
are at considerable risk—and may 
not realize cost savings that were 
expected. Despite this imperative, 
few health care payers effectively 
establish and manage the specifics 
of the outsourcing arrangement.  

Unfortunately, it’s in monitoring 
the complex provisions that the 
problems begin. Crafting contracts 
(such as purchased services agree-
ments, or PSAs) clearly, concisely, 
and unambiguously—so that all 
parties understand what’s expect-
ed—is the best first step toward 
making these relationships work. 
It’s also important to make sure 
each condition in a PSA is measur-
able and that everyone agrees on 
the right measurement methodol-
ogy and approach. Without these 
fundamentals in place up front, the 
likelihood of underperformance 
and litigation increases signifi-
cantly.

Furthermore, PSAs between pur-
chasers and administrators are ex-
tremely complex and particularly 
hard to manage. The purchaser 
must also identify, and be aware 
of, the high-risk areas that can 
cause huge problems down the 
road. And it helps considerably if 
the purchaser has a dedicated staff 
with the appropriate level of man-
aged care experience to monitor 
the administrator’s performance 
and adherence to contracts. In fact, 
this is crucial, because even the 
smallest errors can lead to millions 
of dollars in unwanted—and unex-
pected—costs.

Key questions to consider as a PSA 
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is being developed include:

• What provisions should you in-
corporate into the agreement?

• How do you keep the agree-
ment simple but effective?

• How do you structure the 
agreement so it’s easily admin-
istered?

• What are the agreed-upon 
goals and processes in place 
for monitoring performance?

• What are the mechanisms for 
addressing performance gaps?

These questions are especially rel-
evant for health care payers, who 
are currently outsourcing a va-
riety of services, such as claims 
processing, enrollment, authoriza-
tion, and referrals for health care, 
finance, information technology, 
operations, and benefit contracts.

Some of these areas are extreme-
ly intricate and business-critical. 
Claims processing, arguably the 
heart of any payer operation, in-
cludes interpretation of complex 
contracts, calculation of payment, 
determination of covered services, 
and eligibility for benefits. Infor-
mation technology needed to ad-
judicate these claims requires the 
configuration of complex files that 
control the level of payment, co-
payments, and benefit-level deter-
minations.

Making sure administrators meet 
their commitments in these crucial 
areas is absolutely essential for 
health care payers that outsource 
services—and it’s why these pro-
visions should be clearly identified 
in the PSA. Goals must be outlined 
to ensure performance standards 
are met. For example, if a TPA 
says it will accurately adjudicate 

98 percent of a client’s claims, 
and, after close examination, it’s 
discovered that only 92 percent of 
the claims are being processed cor-
rectly, the remedy must be clearly 
identified in the PSA.  

This kind of serious accountability 
is the only way health care pay-
ers can optimize savings through 
purchased service relationships in 
today’s marketplace. The system 
is just too complex, the metrics 
for success tend to be subject to 

great interpretation unless clearly 
defined, and the failure to follow 
up with rigorous management and 
monitoring is tempting and all too 
prevalent. 

The bottom line is that outsourcing 
administrative services in health 
care without proper oversight just 
won’t cut it—and may in fact in-
crease the expenses you hoped to 
reduce when you initially entered 
into your outsourcing arrange-
ment.
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