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In this sixth issue of the
McGraw Wentworth Benefit
Advisor for 2002,�we will re-
view the Electronic Health
Care Transactions and Code
Sets Standards portion of
HIPAA. These Standards are
the first of three parts of the
Administrative Simplifica-
tion Mandates that may af-
fect your group health plan.
We will review the entities to
which these standards apply
and how a group health plan
should address compliance.
We also discuss the compli-
ance date and, if necessary,
how to file for an extension.

We welcome your comments
and suggestions regarding
this issue of our technical
bulletin. For more informa-
tion on this  Benefit Advisor,
please contact your Account
Manager or visit the McGraw
Wentworth web site at
www.mcgrawwentworth.com.

In 1996, the Health Insurance Portabil-
ity and Accountability Act (HIPAA)
became law. The enactment of HIPAA
has had a global impact on health and
welfare benefit plans.  A portion of
HIPAA addresses “administrative sim-
plification man-
dates.”  There are
three key sections
of the simplifica-
tion mandates:

� Electronic
Healthcare
Transactions
and Code Sets
Standards

� Privacy Standards

� Security Standards

The Electronic Transaction Standards are
scheduled to affect “covered entities”
effective October 16, 2002.  This effec-
tive date can be delayed one year, if a
“covered entity” files a compliance plan
with the Department of Health and
Human Services (HHS) by October 15,
2002.  This Benefit Advisor will address
the requirements of the Electronic
Transactions portion of HIPAA, the cov-
ered entities affected and how to file
for an extension with the HHS.

Overview

Electronic Healthcare Transactions and
Code Sets Standards create a uniform
format that should be used by all pri-
vate and public health programs/pro-

viders when transacting business in
an electronic format.  The goal of this
legislation is to improve the effec-
tiveness and efficiency of the
healthcare industry by simplifying
process administration and enabling

efficient transmis-
sion of specific
health informa-
tion.

To view the regu-
lations and re-
view key aspects
of the Electronic
Healthcare Trans-
actions and Code

Sets rules, visit the HHS web-site at
http://aspe.os.dhhs.gov/admnsimp/
index.htm.

The rules require a covered entity to
be able to receive and transmit elec-
tronic data in specific format for par-
ticular transactions.

A “covered entity” is a healthcare pro-
vider, a health plan, or a healthcare
information clearinghouse that trans-
mits specific healthcare data in an
electronic format.  The Electronic Data
Interchange (EDI) transactions that
must comply with the uniform stan-
dards are as follows:

� Health claims or similar encoun-
ter information

� Healthcare payment & remittance
advice
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� Coordination of benefits
information

� Health claim status

� Enrollment and dis-enrollment
in a health plan

� Eligibility for a health plan

� Health plan premium pay-
ments

� Referral certification &
authorization

The legislation defines electronic
transactions to include:

� Electronic transmissions using
all electronic media, including
a transmission that may be
physically moved from one
location to another using
magnetic tape, disk or CD.

� Transmissions over the
Internet (public network),
Extranet, leased lines, dial-up
lines, etc.

� Telephone voice response, html
and faxback systems were
initially not included; however,
the Final Rule includes these
interactions as well as direct
data entry between browser
and server.  These functions
must now comply with data
content requirements but not
data format standards.

What is a Group Health Plan?

It is important to determine the
definition of “health plan” under the
regulations to determine if an em-
ployer, by sponsoring a group

health plan, may have some obliga-
tion under these regulations.

The term “health plan” covers just
about every government, private and
public health plan or payer and is
divided into two types - large and
small:

� Small health plans are defined
by income; they incur less than
$5,000,000 in “annual re-
ceipts”.  Under HIPAA, small
group health plans already have
an
additional
year to
comply
with these
standards.
Small
group
health
plans do
not need to
request a
special extension.

� Large group health plans are
health plans with “annual
receipts” that exceed
$5,000,000.  A large group
health plan must comply by
October 16, 2002 or file for an
extension.

The definition of health plan is
an individual or group plan that
provides (or covers the cost of)
healthcare.  It includes virtually all
arrangements that cover the cost of
healthcare including group health
plans, group health insurers, HMOs,
ERISA plans, etc.

The regulations recently issued
guidance on defining “annual re-
ceipts.”  Fully insured health plans
should use the amount of total pre-
mium paid for health benefits dur-
ing the plan’s last full year.  For self-
insured plans, annual receipts are
the total amount paid for healthcare
claims by the employer during the
plan’s last full fiscal year.  If the
employer offers a combination of
insured and self-funded options,
annual receipts are the combined
annual premiums and claim costs

on self-funded
plans.

The preamble
to these regu-
lations specifi-
cally state that
employers are
not considered
covered enti-
ties.  Interest-
ingly, while an

employer is not considered a cov-
ered entity, its group health plan
is.  If an employer acts as the Plan
Administrator for a group health
plan, the employer may want to
take additional steps to document
the compliance of the group health
plan it sponsors.

In addition, although an employer
is not considered a covered entity,
if it is a healthcare information
clearinghouse organization or a
healthcare provider, it is considered
a covered entity.  The organization
must comply with the regulations
when performing its functions as a
covered entity.  However, when it
performs the functions of an em-
ployer, it is not obligated to meet
the standards.

Develop a Compliance Plan

Many “group health plans” trans-
mit eligibility, enrollment and even
premium payments in an electronic

NOTABLE QUOTE

“NOTHING IS SO EMBARASSING AS WATCHING SOMEONE

DO SOMETHING THAT YOU SAID COULDN’T BE DONE.”

SAM EWING
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format.  However, most TPA’s or car-
riers specify the format required.
Either the insurance carrier or TPA
maintains the electronic system or
specifies the mapping for electronic
data exchanges.

An employer, as the plan sponsor
of a group health plan, is ultimately
responsible for complying with
HIPAA.  The employer should take
the following additional steps to
insure their vendors are compliant
with HIPAA:

� Request written documentation
on behalf of your Group Health
Plan from your TPA or insurer
that they will be compliant with
the EDI Standards as required
by HIPAA by October 16, 2002.
The request and the response
should specifically verify that
your Group Health Plan will be
HIPAA compliant by relying in
the TPA’s electronic system.

� If your insurer/TPA will not be
compliant with EDI Standards,
you should request the follow-
ing:

� The insurer/TPA should
file an extension on
behalf of your covered
group health plan.  If the
insurer/TPA will not be
compliant by the October
16 deadline, it will need
to file an extension
specific to your Group
Health Plan.  You should
verify that they do so.

� If your insurer/TPA
refuses to file the
extension, it should
provide you with all the
information relating to
their compliance efforts
so that you can file an
extension on behalf of
your group health plan.

How to File for an Extension

If you need to file for an extension
on behalf of your large group health
plan, you may do so in the follow-
ing ways:

� Electronically:  Complete a
compliance plan on-line at
http://www.cms.hhs.gov/hipaa/
hipaa2/ASCAForm.asp.  Once
you complete the questions, click
“submit”.  You will receive an
on-line confirmation number
that serves as an
acknowledgement of your
extension; you will not receive
an official approval of your
compliance plan.

� Paper Submission: You can
download the
compliance
form in an
Adobe PDF
file.  Com-
plete the
form and
submit by US
mail.  The
form must be
postmarked
at the latest
October 15, 2002.

� Compliance Plan: You may
submit a summary of your
existing compliance plan
instead.  Your plan must
include:

� A timeline for achieving
compliance

� A budget and brief
implementation strategy

� Statement of how covered
entity will use consultants,
contract workers and
vendors

� Dates for testing transac-
tions with other covered
entities (testing must
begin no later than April
16, 2003)

Please note, if you manually sub-
mit the compliance form, you will
not receive a notice that your com-
pliance plan has been approved.  If
you complete the form or include
all elements noted above in a sum-
mary of compliance plan, you may
consider your plan complete and
your extension approved.

You will need direction from your
current TPA or insurer to file the
extension form correctly.

Conclusion

These regulations recognize the
ERISA rule that an employer and its
Group Health Plan are two distinct
legal entities.  Employers are not

covered entities;
Group Health
Plans are cov-
ered entities.  In
de te rm in ing
your responsi-
bility in com-
plying with any
portion of the
Electronic Stan-
dards, review

the following information in regard
to your Group Health Plan:

� Does your organization fully
insure your Group Health
Plan?  If the answer is yes and
your organization pays more
than $5,000,000 in annual
premiums, you should contact
your insurer and follow the
recommendations in the
“Develop a Compliance Plan”
portion of this Benefits Advisor.

� If you self-fund your Group
Health plan, do your “annual
receipts” exceed $5,000,000?
If the answer is no, your Group
Health Plan is considered a
small Group Health Plan and
your Group Health Plan’s
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compliance deadline is October
16, 2003.

� If you self-fund your Group
Health plan, do your “annual
receipts” exceed $5,000,000?
If the answer is yes, you should
contact your current TPA and
follow the recommendation in
the “Develop a Compliance
Plan” portion of this Benefits
Advisor.

It is important to submit the ex-
tension request prior to the Octo-
ber 15 deadline if you have any
questions about your Group Health
Plan’s ability to meet the require-
ments.

In addition, your organization
needs to be prepared to meet the
obligations of the other two seg-
ments of the administrative simpli-
fication rules: the privacy standards
and security standards.  These is-
sues will be addressed in detail in
upcoming issues of our Benefits Ad-
visor. MW
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