State Licensing Handbook

Chapter 23

Managed Care Providers
Health Maintenance Organizations

A health maintenance organization (HMO) is a type of managed care organization that provides a form of health care
coverage that is fulfilled through hospitals, doctors and other providers with which the HMO has a contract. Unlike
traditional health insurance, an HMO sets out guidelines under which doctors can operate. On average, an HMO costs
less than comparable traditional health insurance, with a trade-off of limitations on the range of treatments available.
Unlike many traditional insurers, HMOs do not merely provide financing for medical care. The HMO actually delivers
the treatment as well. Doctors, hospitals and insurers all participate in the HMO business arrangement.

The NAIC has adopted a model law and regulation that governs the licensure of HMOs: the Health Maintenance
Organization Model Act (#430) and the Model Regulation to Implement Rules Regarding Contracts and Services of
Health Maintenance Organization (#432). In most cases, access to an HMO is only available to employer group plans.

Preferred Provider Organizations

A preferred provider organization (PPO) is a group of doctors and/or hospitals that provides medical service only to
a specific group or association. The PPO may be sponsored by a particular insurance company, one or more employers,
or some other type of organization. PPO physicians provide medical services to the policyholders, employees or
members of the sponsor(s) at discounted rates, and they may set up utilization review programs to help control the
cost of medical care.

In some states, managed care providers may be licensed by an agency outside the insurance department.
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