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(hereinafter collectively referred to as "The Benefit Plans" or "Plaintiffs"), for their Complaint 

against Defendants MagnaCare Administrative Services, LLC and MagnaCare LLC (hereinafter 

collectively referred to as "MagnaCare" or "Defendants"), state and allege as follows: 

I. INTRODUCTION 

1. This dispute arises out of the ongoing and systematic actions of Magna Care 

to, inter alia, breach their fiduciary duty to The Benefit Plans in violation of the Employee 

Retirement Income Security Act of 1974, as amended, 29 U.S.C. §§ 1001 et seq. ("ERISA") and 

breach their contractual obligations to The Benefit Plans; and defraud Plaintiffs. 

2. From 2001 through 2013, The Benefit Plans retained MagnaCare to 

administer their Funds, including negotiating rates with health care providers, adjudicating 

claims by providers to ensure that only valid claims were paid, and paying providers from Fund 

assets. Plaintiffs entrusted MagnaCare to act in Plaintiffs' best interest and to deal fairly with the 

Plaintiffs in accordance with its fiduciary duty and contractual obligations. Instead, MagnaCare 

acted in its own self-interest in violation of its fiduciary duty to the Funds, the contract between 

the parties, and its common law duty not to misappropriate fund assets or misrepresent and 

conceal material facts. Without any disclosure to the Funds, MagnaCare misappropriated Fund 

assets which the Funds entrusted to MagnaCare to pay providers of medical services. 

MagnaCare also failed to fulfill its contractual obligation to properly adjudicate provider claims 

to ensure that only valid claims were paid. And MagnaCare, contrary to representations made to 

Plaintiffs, failed to obtain favorable "in network" rates with hospitals and other providers. 

3. As explained in detail below, MagnaCare engaged in the following acts of 

misrepresentation, deception, and failure to fulfill its obligations to The Benefit Plans: 
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MagnaCare represented to Plaintiffs in a written contract between the parties that 

providers of diagnostic laboratory and ancillary services had "accepted" a "fee schedule" 

which included a "management fee" for MagnaCare. In fact, the providers had never 

"accepted' a fee schedule containing a "management fee" for MagnaCare. Rather, the 

providers had agreed to a fee schedule, which was a fraction of the amounts collected by 

MagnaCare from Plaintiffs. MagnaCare- without disclosure to Plaintiffs or the 

providers - simply misappropriated the difference between what Plaintiffs paid 

MagnaCare and what MagnaCare negotiated to pay the providers. 

Year after year, in response to direct inquiries from the Plaintiffs' accountants, 

who were charged with preparing the Plans' Federal Annual Return/Report of Employee 

Bene·fit Plan Form 5500 ("Form 5500") for filing with U.S. Department of the Treasury, 

Internal Revenue Service and Department of Labor Pension and Welfare Benefits 

Administration, MagnaCare repeatedly represented in writing that the only fees it 

received directly or indirectly from the Plans were administrative fees which were fully 

set forth in the contract between the parties. MagnaCare failed to make any mention of 

the funds it was siphoning off from the Funds' payments for provider services. 

Magna Care consistently failed in its duty of prudence to manually or auto-

adjudicate' submitted claims properly, thereby causing The Benefit Plans to pay claims 

that were improperly adjudicated; 

MagnaCare wrongfully caused The Benefit Plans to reimburse providers for 

Workers' Compensation claims for non-covered plan services, and then, at times secretly 

retained a portion of the refunded and credited claim recoveries due The Benefit Plans; 

1 The claim process is called auto-adjudication when it utilizes software to process the claims and makes a decision 
to pay or not and the amount to pay. 
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In addition to the administrative fees set forth above, Client acknowledges that 
Magna Care has developed a diagnostic fee schedule which includes a management fee. 
The diagnostic fee schedule accepted by participating diagnostic and ancillary providers 
represents a combined management/provider fee schedule. Fees paid pursuant to the 
diagnostic fee schedule include a management portion payable to MagnaCare and, a 
diagnostic Preferred Provider fee payable to the diagnostic Preferred Provider. 

28. While the MagnaCare agreements were in effect, UTF and Local522 covered 

the health care costs of approximately 4,180 individuals plus their qualified dependents. When a 

member7 went to a provider for health care treatments and services, the provider submitted a 

claim for reimbursement for medical services directly to MagnaCare. MagnaCare received and 

determined the validity ("adjudicated") of the claim; ifthe claim was approved, MagnaCare paid 

the provider from The Benefit Plans' assets. MagnaCare informed The Benefit Plans of the 

monthly claims cost, and The Benefit Plans paid the total claim reimbursement amount from 

their operating account by transferring that amount into a separate Health Care Benefit Fund 

Bank Account and then finally into a MagnaCare controlled Benefit Account. Although the 

funds in the Health Care Benefit Fund account were assets of The Benefit Plans, MagnaCare had 

authorized access to all funds in the Accounts. MagnaCare paid The Benefit Plans' claims from 

funds transferred by Plaintiffs into the Benefit Account. 

MagnaCare's Unlaw(ulActs 

(1 ) Unlawful Act: MagnaCare 's "management foes" 

29. When a UTF/Local 522 member received services from a diagnostic provider 

laboratory for a diagnostic service, such as a blood test, the laboratory submitted the claim for 

reimbursement directly to MagnaCare, which was required to adjudicate and pay the claim. 

Magna Care notified The Benefit Plans each month of the total amount to be paid by The Benefit 

Plans for laboratory and ancillary providers' services, and The Benefit Plans deposited that 

7 A member means any employee or qualified dependent who is eligible, properly enrolled and entitled to benefits 
under the terms of the Benefit Plan. 
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amount in the Benefit Accounts to which MagnaCare had access. 

30. Between August 2007- 2014 The Benefit Plans paid $17,617,066.33 to 

MagnaCare, which set fees for laboratory diagnostic and ancillary services to The Benefit Plans' 

members. 

31. Upon information and belief, unbeknownst to The Benefit Plans (or the 

laboratory and ancillary service providers) almost (REDACTED) of these payments 

(REDACTED) were never paid to the laboratory or ancillary service providers. Instead, the 

money was secretly pocketed by MagnaCare. 

32. Similarly for the period 2001- July 2007, upon information and belief, 

Magna Care secretly retained for itself in excess of (REDACTED) from payments made from 

The Benefit Plans to the laboratory and ancillary service providers. 

33. For the period August 2007-2014, the amount of Plaintiffs' payments for 

diagnostic and ancillary services Magna Care kept for itself represented approximately 

(REDACTED) of all monies paid by the Plans for non-hospital laboratory diagnostic services 

and (REDACTED) of monies paid for other healthcare provider services. The amount retained 

by MagnaCare as a percentage of The Benefit Plans' payments varies from claim to claim, with 

no discernible pattern. On over 500 claims for a laboratory test measuring antinuclear antibodies 

(CPT code 86038), MagnaCare took (REDACTED) of the monies paid by The Benefit Plans for 

itself, and gave only (REDACTED) of the payment to the laboratories. On over 1,000 claims for 

a routine laboratory test that measures vitamin B-12 (CPT code 82607), MagnaCare kept 

(REDACTED) of the payment, and gave (REDACTED) to the laboratory provider. 

34. The monies retained by MagnaCare out of Benefit Plan payments for 

diagnostic, laboratory and ancillary services were not "management fees" as that term was used 
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in the Agreement between the parties. The contract provided that MagnaCare would retain a 

portion of funds paid for diagnostic laboratory and ancillary services pursuant to a "combined 

management/provider fee schedule" "accepted by" the providers. In reality, no such "combined 

management/provider fee schedule" was ever shown to providers, much less "accepted" by them. 

The only fee schedule "accepted" by providers was a schedule showing the gross amounts 

payable to the providers, and made no mention of a "management fee." Both the Plaintiffs and 

the providers were thus unaware that the Plaintiffs were paying MagnaCare substantially more 

than the healthcare providers were receiving. 

35. Even if the monies secretly retained by MagnaCare out of funds paid by the 

Plaintiffs could be characterized as a "management fee" (despite the fact that no 

"management/provider fee schedule" was ever accepted by the providers), the amounts retained 

by MagnaCare were so grossly excessive as to shock the conscience and constituted a violation 

ofMagnaCare's fiduciary duty to Plaintiffs. 

36. MagnaCare did little or nothing to earn a "management fee." Virtually no 

management services were involved in processing the claims for diagnostic tests and ancillary 

services, and any such minimal services were more than paid for by the monthly per capita 

Administration Fee. 

3 7. The undisclosed "management fee" secretly raked off by Magna Care from 

payments for laboratory diagnostic and ancillary services contrasts sharply to the disclosed and 

negotiated per capita Administration Fee paid by The Benefit Plans to MagnaCare for 

administering the plans, which fee averaged about four percent (4%) of total payments. 

38. By claiming that it was merely retaining a management fee, MagnaCare 

fraudulently led Plaintiffs to believe that the fee was reasonable and in approximately the same 
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percentage as other fees charged by Magna Care, that this fee had been accepted by all of the 

diagnostic and ancillary providers performing the laboratory and other services, and that it 

represented MagnaCare's reasoned judgment that it constituted fair and reasonable compensation 

for "management" services. The fact that the Agreement stated that the providers have 

"accepted" the diagnostic fee schedule gave Plaintiffs even more reason to believe that 

MagnaCare's management fee was reasonable. 

39. MagnaCare knew or should have known that The Benefit Plans would not 

have paid a fee of the magnitude of the fee Magna Care was surreptitiously charging, and 

intentionally deceived The Benefit Plans by disguising its "portion" as a "management" fee. 

40. The monies that MagnaCare took for itself were significant and part of The 

Benefit Plans' assets. Magna Care used these monies to benefit itself at the expense of Plaintiffs' 

plan participants. In keeping this management fee for the diagnostic, ancillary and other claims 

paid by The Benefit Plans, MagnaCare exercised discretionary authority over the disposition of 

The Benefit Plans' assets. MagnaCare determined the amount of each management fee, and took 

this money and paid itself directly out ofThe Benefit Plans' assets. MagnaCare retained, 

managed and disposed of The Benefit Plans' assets in its discretion, and thus, was a fiduciary of 

The Benefit Plans under ERISA. 

False Representations and Concealment o(the Management Fee 

41. For 12 years, MagnaCare engaged in a pattern of false statements and 

concealment to hide its practice of keeping excessive portions of fees paid by Plaintiffs. On an 

annual basis, MagnaCare falsely represented in writing to Plaintiffs' accountant the amount of 

fees the Funds were paying by claiming that the only fees it received were the administrative fees 

expressly identified in the Agreement. The annual written misrepresentations were made in 
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response to an inquiry by Plaintiffs and their accountants in connection with their preparation of 

Form 5500, required to be filed with the Internal Revenue Service. Form 5500 requires that the 

Funds declare all compensation - direct or indirect -paid to vendors, such as MagnaCare. 

42. Typical of the communications between Magna Care and The Benefit Plans was 

a letter dated May 9, 2013, which MagnaCare's Director of Accounting wrote to PlaintiffUTF's 

administrator. In this letter, MagnaCare wrote: "It is our understanding that the Plan's reporting 

period is May 1, 2012 to April30, 2013. For your filing of Form 5500 for that period, please 

note that the amount of fees received directly by our organization for services rendered to the 

Plan was $738,951.34" (i.e., the administrative fee negotiated between the parties). In the same 

letter, MagnaCare also represented that "no indirect compensation was received in connection 

with services rendered directly to the Plan." MagnaCare did not report that it had also secretly 

paid itself that year from Benefit Plan assets (REDACTED). 

43. As noted above, in addition to falsely representing on an annual basis, and in 

response to direct inquiry, the total amount of fees paid by the Funds, MagnaCare also 

misrepresented in the Agreement that MagnaCare was collecting a "management fee" pursuant 

to a "combined management/provider fee schedule" "accepted" by the providers. In truth, the 

providers never saw the diagnostic fee schedule pursuant to which The Benefit Plans paid for 

diagnostic and ancillary services and which included the management fees. Rather, the providers 

"accepted" only a schedule of payments actually charged and collected by the providers, which 

did not include a "management fee portion." By falsely claiming that the providers had 

"accepted" the fee schedule, Magna Care lulled The Benefit Plans into a sense of complacency in 

the belief that the providers would not agree to let MagnaCare keep an unreasonable portion of 

the total amount paid by the Plans. 
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44. MagnaCare also concealed that it was taking for itself a substantial portion of 

fees paid by the Plaintiffs by failing to itemize the amounts paid to providers and the amounts 

kept by MagnaCare in monthly reports MagnaCare prepared and distributed to Plaintiffs. 

MagnaCare 's secret payments to itself: in greater detail: 

45. At all times relevant herein, the then-Medicare reimbursement amount for 

laboratory tests and services was and is the starting point for all commercial payer 

reimbursement fee schedules. 

46. MagnaCare's network laboratory providers can be divided into three basic 

groups: (1) large national; (2) regional/local; and (3) hospital based providers. Upon 

information and belief, MagnaCare took more than (REDACTED) of The Benefit Plans' 

payments for the large national (REDACTED) and regional/local (REDACTED) (i.e. non

hospital) laboratory claims, and paid those laboratories less than (REDACTED) of the payments 

from the Plaintiffs' funds. 

Large National Labs- Lab Corp. and Quest 

47. MagnaCare's large national network laboratory providers, Laboratory 

Corporation of America ("Lab Corp.") and Quest Diagnostic Laboratory ("Quest") consistently 

provided the highest percentage of laboratory tests and services to The Bene.fit Plans' members. 

48. On information and belief, MagnaCare's laboratory test fee schedule with both 

Quest and Lab Corp. was and is the then-Medicare reimbursement amount minus, at least, 

(REDACTED) (Medicare minus (REDACTED). 

49. A 2007- 2014 Benefit Plans claim data analysis ofMagnaCare's claim 

reimbursement amounts for both Quest and Lab Corp. adjusted by the then-Medicare minus 

approximately (REDACTED) fee schedule rate provides the following MagnaCare management 
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(2) Unlawful Act: MagnaCare 's Failure to Adjudicate Claims Properly 

62. MagnaCare holds itself out as "the leader" in servicing the health care needs of 

Taft Hartley Funds with "nearly 20 years" of experience. 8 As the TP A to the Plaintiffs' self

insured health benefit plans, Magna Care had a contractual duty to "perform all services ... in 

accordance with sound administrative practices and with the care, skill, prudence and diligence 

that a competent professional administrator, consistent with industry standards, would exercise 

with regard to an employee benefit fund subject to ERISA." (See Exhibit 1, Article 6.a.i). 

63. Pursuant to its Agreements with The Benefit Plans, Magna Care was required to 

review provider claims submitted to MagnaCare for payment, and deny or re-price improper or 

excessive claims ("adjudication"). 

64. Upon information and belief, MagnaCare failed to adjudicate provider claims in 

accordance with the care, skill, prudence and diligence that MagnaCare agreed to exercise and 

that a competent TP A, consistent with industry standards, would exercise with regard to The 

Benefit Plans' ERISA fund. 

65. As described below, MagnaCare failed to undertake any effective and appropriate 

inquiry into the accuracy of its claim adjudication process and failed to effectively review and 

undertake appropriate post-payment claim sampling resulting in the inappropriate payment of 

thousands ofprovider claims that: (a) improperly unbundled laboratory tests; (b) made improper 

use of Modifier 25 (as described below); (c) were not supported by the ordering physician's 

diagnosis; (d) were billed as individual components of global procedures codes; and (e) 

constituted double billing. MagnaCare caused these improper claims to be allowed, and the 

providers were paid with The Benefit Plans' assets, and, with respect to the non-hospital 

laboratory tests, paid to itself a "management fee" for each diagnostic claim paid. 

8 http://www.magnacare.com/solutionstraft_Hartley _Funds.aspx 

22 

MARK
Highlight



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 23 of 50

           

              

               

              

 

    

             

              

             

           

            

               

             

             

          

              

                 

                 

     

                
         

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 24 of 50

             

            

 

              

           

              

             

       

             

              

        

    

     
      

 
       

   

   

   

  

   

           

                 

             

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 25 of 50

           

               

             

             

              

           

              

      

  
      
    

    

      

      

     

    

      
     

      
      

      

     

     

      
      
      

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 26 of 50

  
     

    

   

    

  

  

   

            

             

           

          

   

           

                

               

              

            

                 

            

            

            

                   
                  

                   
                  

                  
             

 





Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 28 of 50

            

  

            

               

             

             

             

          

           

          

              

              

             

     

           

           

            

                

            

               

               

 

                

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 29 of 50

            

                 

            

             

              

               

                 

                

      

               

           

     
      

       

        

     

      

        

      

       

     

      

     

     

      

       

     

      

       

       

        

     

     

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 30 of 50

      

       

    

       

      
   

               

        

           

            

  

       

            

            

               

       

           

            

      

             

               

               

            

           

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 31 of 50

 
      

       

      
            

           

            

              

             

       

             

             

            

          

           

               

              

            

             

            

   

             

                
                

                  
                

               

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 32 of 50

              

             

            

             

               

               

         

          

               

             

            

         

            

             

            

          

       

            

               

             

            

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 33 of 50

          

             

             

               

            

   

            

             

             

             

          

           

            

       

          

                 

          

              

               

                  

               
                  

                
               

   

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 34 of 50

              

  

              

              

          

           

           

            

              

            

           

      

              

           

             

            

             

               

              

            

              

               

 

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 35 of 50

            

              

             

          

                

            

               

              

                

       

         
       

      
  

  
 

 
     
     
      
     

     
     
     
     
     
       
     
      
     
     
     
     

 





Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 37 of 50

              

           

             

    

         

              

                

           

    

             

        

               

               

            

        

             

            

             

 

             

             

            

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 38 of 50

     

              

            

     

           

              

 

             

                

              

                  

            

             

                 

                   

           

             

                 

 

             

             

              

            

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 39 of 50

             

                 

 

            

                  

  

   

              

         

             

                 

    

             

                 

               

           

              

    

              

               

            

              

              

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 40 of 50

 

             

             

            

               

               

   

           

             

            

 

             

           

             

              

             

      

           

             

       

             

             

               

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 41 of 50

  

   

            

            

            

              

         

           

            

    

          
        

         
       
      
         

         
        

    

             

             

              

                

           

              

              

                

              

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 42 of 50

                

                 

          

             

                 

               

           

              

            

                

               

              

             

             

              

               

           

        

          

           

           

               

              

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 43 of 50

           

             

              

               

            

             

                  

              

        

          

               

             

             

                

              

             

           

          

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 44 of 50

           

                 

               

                 

             

         

  

      
      

    

             

          

            

                 

              

           

              

   

              

             

            

             

         

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 45 of 50

              

             

            

             

  

          

                  

              

      

             

                  

              

              

            

 

             

              

                

          

           

               

                

    

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 46 of 50

                 

   

  

        
      

             

       

           

            

             

       

           

        

   

             

            

         

               

                 

         

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 47 of 50

  

          

            

          

            

                

            

             

                

          

             

             

            

              

               

             

                

                   

                 

   

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 48 of 50

  

 

            

         

              

             

            

                 

 

  

  

            

         

            

      

             

      

            

             

  

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 49 of 50

              

              

                

               

       

                

  

 



Case 1:13-cv-06062-WHP-FM   Document 93   Filed 10/21/15   Page 50 of 50

       

     

   

        

  

             

    

 

  

   
      
    

      
       

 

 

    
      

        
      

       
      

     
  

   
 

      
     

  
 

   
   

     
   
     

  
 




