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Understanding Managed Care Purpose
Purpose
Theterm “managed care” evokes strong positive and negative images.
The media, lobbying groups, politicians, and a host of other factors Notes

influence our perceptions about managed care. In reality, managed care
isneither “good” nor “bad” — it isthe integration of healthcare within a
system in an attempt to impact quality of care, cost, and access.
Managed care takes many forms, ranging from very tightly managed
health maintenance organizations (HMOs) to very loosely managed
traditional or indemnity plans. Most care delivered today is managed to
some extent, and managed care impacts not only patients and healthcare
providers but also the way healthcare services are delivered.

The purpose of this module isto provide information about managed
care, including evolution, key concepts, and implications for health care
providers. [Note: Definitions for the highlighted terms may be found in
the Glossary at the back of this module.]




Section One

Section One

Managed Care: A Brief History

Objectives

At the conclusion of this section, the learner will be able to:

1. Describe the origins and evolution of managed care.
2. Discuss reasons why managed care received negative pressin the
late 1990s

Study Questions

1. Wasthe HMO Act of 1973 the beginning of managed care?
2. Why would provider incentives offered by aHMO promote
concern about underuse of health care services?

—er~—

Managed care is not a new concept but can be traced to the early 1900s,

with the establishment of the first prepaid health plans. The impetus for

prepaid healthcare was largely economic. In 1910, the Western Clinic

provided arange of servicesto onecompany’ semployeesfor afixed amount

each month to ensure steady patient flow and revenue. Thisfee structure,
, Will be discussed in more detail in alater section.

Looking for ways to provide medical care coverage for workers and their
families, the Kaiser Construction Company created the Kaiser Planin 1937.
Consumers, rather than employers, initiated other plans, such as Group
Health Cooperative of Puget Sound in 1947. Today, both of these entities
continue to use innovative strategies to improve health care delivery for
their members.

Paul Ellwood Jr., MD, coined the term

1970. Ellwood noted that the fee-for-service payment system
provided physicians with incentives to benefit from illness. He argued
that healthcare financing should reward wellness, or health maintenance.
Ellwood proposed that federal resources be used to prepay for services
under and to stimulate the further growth of prepaid
health plans.

Notes
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Section One

In 1973, the HMO Act was passed, which provided start-up funding for
managed care organizations and ensured access to the commercial, or
employer-based, health care market. The HMO Act supported health
insurance market competition and attempted to reduce costs by rewarding
physicians for cost containment. The Act required employers with 25 or
more employees to offer two “federally qualified” HMOs, in addition to

healthinsurance coverage. Elementsof federal qualification
included comprehensive for preventive and screening services,
open enrollment without consideration of pre-existing condition, and
community-based premium ratings.

Thefedera qualification restrictions placed on HMOs madeit difficult for
them to be competitive. Amendments were enacted over time to remove
the federal qualification restrictions, and in the late 1970s, HMOs
experienced rapid growth. Between 1977 and 1987, HM Os experienced a
four-fold increasein membership, from 6.3 million to 29.3 million covered
lives.

The spiraling cost of healthcare also significantly impacted the growth of
the managed care industry. Inthe U.S,, the largest purchasers of health
care are state and federal governments and employers. As healthcare
premiums consumed larger and larger percentages of business expenses,

of care began to question both the quantity and quality of health
care services. Fee-for-service reimbursement was increasingly identified
as contributing to the tremendous rise in healthcare expenditures, with
little accountability for health care quality or consistency.

Managed care continued to grow throughout the 1980s and 1990s.
However, the origina HM O concept began to draw criticism, with growing
resistance to some of the cost-containment mechanisms associated with
HMOs. Although purchasers were pleased with more stable healthcare
costs, consumers covered under HM Os objected to the restrictive nature
of provider networks and the lack of ability to choose specific providers

and hospitals. Also, concern about perceived for providersto
withhold necessary care to maximize reimbursement increased, fueling
guestions about potential of services. Ultimately, questions

about quality and access to care in HMOs achieved prominence in the
press.
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Section One

Often, the genera public does not understand the relationship between
benefit coverage and health care denials. Inthelate 1990s, the pressfocused
onHMOs' denialsbut did not explain that many of these casesweredueto
lack of benefit coverage. Consumers did not understand that purchasers,
rather than insurers, determine healthcare benefit packages. As with
homeowner or vehicle insurance, many different benefits are offered by
health insurance companies. Purchasers (i.e., employers or individuals)
determine which benefits they select and pay for. Not every policy pays
for every service, and both managed care and indemnity insurance plans
approve or deny payment based on specific benefits that are purchased by
individualsor employers. Paying for non-covered services placesinsurers
at risk, both for financial insolvency and accusations of providing
inequitable services to members.

Consumer discontent about HMOs, and particularly HMOs restricting
members to use their network providers, resulted in the formation of
intermediate, or “hybrid,” formsof managed care organizations. Preferred
Provider Organizations (PPOs) and Point of Service (POS) plans offered
greater choice to members at higher out-of-pocket cost. Although these
products (which are discussed in greater detail in Section 5) are generally
more costly to purchase than HMOs, they have experienced the greatest
membership growth since the late 1990s, largely due to their flexibility
and increased compatibility with consumer choice.

Notes
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Section Two

Section Two: What is Managed Care?

Objectives

1. Define managed care.
2. Describe how managed care organizations impact accessibility,
cost, and quality of care.

Study Questions

1. Compare and contrast denials of service based on lack of benefit
coverage and medical necessity.

2. If amanaged care organization denies a service, is the member
able to appeal the decision?

N e

The term has become very familiar to healthcare
professionals and the general public. Most peoplereceivetheir healthcare
delivery and payment through some form of managed care. Currently in
the United States, managed care enrollment is estimated at 181.4 million,
or approximately 62 percent of thetotal population, including the uninsured
(Managed Care Online, 2003). Clearly, managed care is a significant
presence that will continue to impact health care delivery in this country.

The Academy for Healthcare Management (2003) defines managed care
as, “theintegration of both thefinancing and delivery of health-carewithin
a system that seeks to manage the accessibility, cost, and quality of that
care, with huge impact on both health care professionals and recipients of
care” A Is an entity that uses managed care
concepts or techniques to influence the accessibility, cost, and quality of
health care. It is important to realize that the terms managed care
organization (MCO) and health maintenance organization (HMO) are not
synonymous, aHMO is one type of MCO (refer to Section 5).

Notes
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Section Two

M anaged care organizations attempt to manage by establishing
provider networks that are sufficient to meet the needs of their enrollees,
or MCOs establish standards for access to primary care,
behavioral health, and specialty care and routinely measure how quickly
their members are able to obtain routine, urgent, and emergency
appointments (NCQA). MCOs also examine member satisfaction and
customer complaints about accessto care and take corrective action, when
necessary, toimprove accessibility. MCOsalso increase access by removing
financial barriers to make care more affordable. For example, members
generally pay a nomina fee, or , for most services and are
generally not required to meet annual deductible amountsprior to receiving
benefits.

MCOs attempt to manage through various forms of
. The nature and scope of utilization management programs
depend on the type of MCO and the organization’ s philosophy. Inthe past,
most MCOs required members to obtain approval in advance, or
, for to specialistsor for various procedures and
tests (even when ordered by their primary care physician). Theseutilization
management programsare very costly to administer, particularly sincemore
than 97 percent of referrals (AAHP, 2003) are ultimately approved. Asa
result, the managed care industry is redesigning utilization management
programs to focus on care consistent with :
MCOs are al so implementing comprehensive programs
for members requiring complex and costly care coordination.

Most MCOs require preauthorization for surgical procedures and certain
diagnostic tests. A service may be denied because it is (1) not a covered
benefit, or (2) becauseit does not meet criteria. Medical
necessity decisions are decisions regarding services that are covered
benefits, or that could be covered, depending on circumstances (NCQA,
2003). For example, if gastric bypass surgery is a covered benefit, a
managed care organization might also require approval for medical
necessity. In this instance, to determine medical necessity the member
would be required to meet certain requirements related to body massindex
and previous documented weight loss attempts. All medical necessity
denials are made by an appropriate medical professional (physician,
behavioral health practitioner, or pharmacist, depending on the service).
The MCO natifies both the member and the ordering physician of the
specific reason for the denial, with the process to the decision.
MCOs are required to have appeal processes; initial appeals are handled

Notes
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within the organization, but the final level of appeal is always outside the
MCO. Depending on the state where the MCO is located, the external
level of appeal might be handled by the courts, a state agency, or an
independent appeal organization.

MCOs influence quality through the implementation of comprehensive
quality improvement programs. Activities undertaken through these
programs include measuring and reporting performance against specific
clinical measures (e.g., HEDIS®) and studies to assess clinical
performance. These quality improvement activitiesarerequired foraMCO
to become accredited, which is necessary to meet purchaser expectations
and to remain competitive in the health care market. M CO accreditation
is arigorous process offered through several organizations. the National
Committee for Quality Assurance (NCQA), the Joint Commission on
Accreditation of Healthcare Organizations (JCAHO), and URAC (formerly
the Utilization Review Accreditation Commission).

Notes




Section Three

Section Three: Managed Care versus Traditional

Insurance
Objectives
1 Describe how managed care differs from traditional, or
indemnity, insurance.
2. Identify key characteristics of managed care plans.
Study Questions
1 Are similar benefit structures offered in managed care and

traditional indemnity insurance?
2. Discuss how capitation might lead to underutilization of health
care services.

N e

Payment Arrangements

Several characteristics distinguish managed care from traditional, or
indemnity, insurance. The characteristic most frequently associated with
managed care is payment or reimbursement, which differs significantly
from indemnity payment systems. Traditional indemnity insurance
reimbursesfor servicesalready rendered, usualy ona basis.
Thegreater the number of services provided, the greater the reimbursement.
Since this is the case, of services is a potential problem
with traditional insurance. Patients may al so be expected to pay for alarger
proportion of their healthcare. Typically, patients are responsible for an
annual amount; once this is reached, the insurance will cover
healthcare services up to a specific percentage of the billed amount. For
example, if an individual’s policy had a $500 annua deductible and 80
percent coverage, the individual would be responsible for the first $500
healthcare expenses each year. After thefirst $500 was paid, the insurance
policy would cover 80 percent of bills for eligible services, and the
individual would be responsible for the remaining 20 percent. Many
traditional insurance policies do not include coverage for provider office
visits, check-ups, or many preventive screening services.

Notes
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Section Three

Managed care plans contract with healthcare providers to accept payment
for services, and payment arrangements vary. Some managed care plans
use where providers accept afixed amount of money per member
per month. Capitation is beneficial for providers, because it provides a
consi stent, predictableincome and cash flow for practice operation. Under
capitation, providers do not receive additional reimbursement for routine
visits, so judicious use of services (and decreased expenses) increases
potential profit. Since this is the case, of servicesis a
potential problem with capitated payment arrangements. MCOs using
capitation must closely monitor use of services, to ensure that
underutilization does not occur.

Some managed care organizations pay providersfor billed servicesin what
isknown asa arrangement. In discounted fee-
for-service, MCOs seek a percentage discount from the provider’s usual
fee. Some MCOs use acombination of capitation and discounted fee-for-
service; in either of these arrangements, members generally pay no
deductible. However, co-payments may be established for services, such
as office visits and prescriptions.

Care Délivery

The most important characteristic that distinguishes managed care from
traditional insurance is active influence on care delivery. Managed care
plans seek to directly influence the process of healthcarefor their members.

Managed care organizations influence clinical decision-making through
the creation of comprised of providers who agree to adhere to
the plan’ s practice standards and al so through the dissemination of

These guidelines are generally adopted from
recognized national entities(e.g., American DiabetesA ssociation, American
Academy of Family Physicians) and are intended to reduce inappropriate
individual or regional variation in care delivery. However, guidelinesare
not intended to restrict practitioners from making appropriate clinical
decisions in the care of individual patients and do not substitute for a
practitioner’s clinical judgment.

10
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Section Three

Table 1 outlines the characteristics of managed care plans versus
traditional indemnity insurance.

Table 1. Characteristics of Managed Care Plans versus Traditional
Indemnity Insurance

Characteristic Indemnity M anaged
Care
Regulated by State Health Insurance Commission v v

Patient arranges for own health care services
including use of specialists

Patient often pays for health care and submit claim v
for reimbursement

Insurance company remains solvent, providing a v v
community benefit (not for profit) and/or providing
areturn to shareholders (for profit)

Insurance company evidence-based, nationally v
recognized clinical practice guidelines and monitors
use of these guidelinesin order to reduce individual
or regional variation in care

Insurance company uses payment models other than v
fee for service

Coverage includes preventive or screening services, sometimes v
such as immunizations or pap smears

Mandated annual reporting on quality, satisfaction v
and impact of health care services

Provider/Patient Relationships and Provider Satisfaction

There has been much discussion among providers that managed care may
negatively impact the relationship between healthcare providers and
patients. Providershave expressed concern about potential conflict intheir
role as patient advocate while being required to consider cost of care and
appropriate use of services.

Managed care organizations have been widely criticized for providing
financial incentives that encourage physicians to withhold or limit care,
particularly under a capitation payment arrangement. Some patients may
guestion the motivation of aprovider who does not automatically authorize
referrals to specialists or extensive testing without clinical rationale.
Discussing recommended treatment guidelines for the patient’s condition
and the risks associated with unnecessary testing/procedures may help to
alleviate these concerns.

Notes
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Section Three

Providers tend to be more dissatisfied with managed care than with
traditional insurance. Thisis not surprising, considering the active role
that MCOs take in developing guidelines that may constrain preferred
practice patterns. Providers caring for patients in a managed care
environment also become more aware of the cost of medical servicesthan
in fee-for-service environment.

Attempts to control pharmaceutical costs are aso a frequent source of
provider discontent, because these cost-saving measures are sometimes
viewed as interfering with provider practice.  MCOs manage pharmacy
benefits internally (within pharmacy departments) or may contract with
companies called pharmacy benefits managers (PBMs) for this purpose.
MCOsand PBMsdevelop , or lists of preferred drugs, that are
to beused by affiliated providerswhen prescribing medications. To develop
formularies, it is necessary to determine the most appropriate drug to be

in each . Both MCOs and PBMstypicaly use
pharmacy and therapeutics committees comprised of pharmacists and
practitionersto make these decisions, based on the best avail able scientific
evidence. Considerations in the decision-making process include the
physiological impact of each drug in the therapeutic class, results of placebo-
controlled trials, results of patient-reported effectiveness, treatment
efficiency, and cost.

Providers who do not prescribe the preferred drug within a therapeutic
classmight berequired to obtain preauthorization or provide an explanation.
Often, there are several layersor “tiers’ within aformulary. For example,
a or brand-name preferred drug could be covered without any out-
of -pocket expense (co-payment) for the member. A non-preferred drugin
the second “tier” might be covered with ahigher co-payment, and drugson
the third tier will have the highest co-payment or might not be covered at
all.

Managed care organizations also hold physicians accountable for
comprehensive care through quality improvement initiatives and provider

. The ability to measure quality and to hold individual providers
responsible for the care they deliver has a significant impact on physician
practice.

Notes
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Section Four

Section Four: Managed Care Core Concepts and
Benefit Structures
Notes

Objectives

At the conclusion of this section the learner will be able to:
1. Describe typical benefits offered by managed care organizations.
2. ldentify seven characteristics common to managed care
organizations.

Study Questions
1. How do disease management and case management programs
benefit members of managed care organizations?

2. Discuss at |least one specific situation where a managed care
organization might pay for a service that is not a covered benefit.

Core concepts

Managed care organizations share common characteristics, or core concepts.
Table 2 (on the next page) outlines some of these concepts.

13
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Care of adefined
population

Characteristic Description

There is a population of enrolled members at any
point in time.

Health plan is responsible for health care services
delivered to this population

Health plan focuses on continuum of care
(prevention/wellness and acute) rather than episodic
or acute care only.

Members choose or are assigned to a primary care
practitioner (PCP)

PCP is responsible for coordinating care for all the
patients in his’her panel

The PCP is held accountable for members obtaining
recommended preventive care, as well as appropriate
care for chronic conditions

Clinical practice
guidelines

Based on appropriate clinical evidence

Goal isto reduce unnecessary practice variation and
define expected patterns of care

Guidelines are not absolute; provider may deviate
from a guideline to meet individual patient needs but
may be required to document rationale for variation
from guideline recommendations

Guideline sources include specialty sources or
governmental agencies; guidelines define approaches
to diagnosis and treatment of a specific condition

Quality Improvement
Programs

Comprehensive quality improvement (QI) program
required for MCO accreditation and also expected by
purchasers

Goal isto improve quality of care and service
delivery

HEDI S® (Health Plan Employer Data and
Information Set) is a set of annual performance
measures required for MCOs seeking accreditation
from the National Committee for Quality Assurance
(NCQA)

HEDIS® datainclude measures for preventive and
chronic care, as well as accessibility and use of
services; reported publicly by NCQA

CAHPS® (Consumer Assessment of Health Plans)
member satisfaction survey also conducted and
reported annually

Financial incentives

Withholds (portion of a provider’s total payment
held until the end of the year, with disbursement
dependent on meeting quality or financial targets)
Incentive pools (monies set aside by the MCO that
are awarded to providers meeting quality or financial
targets in addition to regular compensation)

14
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Benefits vary by the type of MCO, as well as by policies purchased by
employers or individuals. Most MCOs offer multiple benefit packages
from which the purchaser may choose. Six members of the same health
plan might have six significantly different benefit packages with different
covered services, co-payments, and price structures.

Typically, MCO benefits include the following:

*
*
*

L IR JBK R 2

Physician services (ambulatory and inpatient)

Hospital services

Preventiveor well care (including immunizations, well child exams,
periodic health maintenance exams for adults, pap smears, etc.)
Prenatal care

Emergency services

Diagnostic and laboratory tests

Some home care services

Since MCOs attempt to influence care provided to their members, they
may choose to pay for services outside of the benefit package, if doing so
allows the patient to receive care in a more appropriate or less expensive
setting (e.g., home or skilled nursing facility, rather than hospital).

Notes
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Section Five

Section Five: Managed Care
Products (Types of MCOs)

Objectives

At the conclusion of this section the learner will be able to:

1. Describe the differences between tightly managed and loosely
managed health plans.

2. Discussthe implications for amember of a Point-of-Service
(POS) health plan who self-refers to an out-of-network physi-
cian.

Study Questions
1. Can amember of a health maintenance organization obtain
health care from a physician outside the HMO network?

2. Why is consumer education essential for individuals enrolled in
consumer directed health plans?

— ez~

Managed care organizations are sometimes described as either “loosely”
or “tightly” managed, indicating how strictly they implement processesto

manage care and control costs.
For example, aloosely managed health plan might allow a
member to:

o Sdf-refer to a specialist without approval from the PCP

& Seek carefrom aphysician who isnot part of the plan’s network

(with the plan still paying for al or part of the service)
¢ Obtain care at urgent care centers without preauthorization

A tightly managed health plan might require a member to:

¢ Seek al routine care from the PCP

& Obtain prior authorization for urgent/emergency care that is not

life threatening
o Obtain areferral from the PCP for any specialty services

Notes
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Section Five

Figure 1 displays how various types of managed care organizations fall
on a continuum. The most loosely managed form of care would
resemble traditional indemnity insurance, while the most tightly
managed form would be the HMO. It should also be noted that many
traditional/indemnity insurance companies are incorporating certain
MCO elements, such as formularies an disease management
programs, these are represented as “managed traditional” on the
managed care continuum.

Figure 1. Managed Care Continuum?

Less Use of Managed Care Techniques More

Traditional  Traditional PPO POS HMO
Indemnity  with Cost
Health Plan Containment

Health Maintenance Organization (HMO)

TheHMO isgenerally the most tightly managed form of managed care. As
described earlier, thisterm describesaplan in which routine careisprovided
exclusively by physicians who are affiliated (or contracted) with the plan.
In some HMOs, primary care providers may act as " gatekeepers’ and be
required to approve al ancillary services. Prior authorization may also be
used to review non-emergent or non-urgent procedures and services. This
usually means that a request is sent to the health plan for a procedure or
service before it occurs, alowing the plan time to review the request and
determineif it is a covered benefit under the member’s policy and meets
clinical guidelinesfor care. If the plan doesnot feel the serviceismedically
necessary or if it does not fall within the benefit structure, payment could
be denied. It is important to note that the MCO is not saying the patient
cannot have the care or service, smply that it will not be paid for under
their benefit. Members may choose to pay for certain services themselves,
explore coordination of benefit payment from other active insurance
coverage, or may appeal to the MCO for reconsideration.

7
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Section Five

Point of Service (POS)

Point of Service (POS) productsarelesstightly managed than HM Os (and,
as aresult, tend to be more costly for purchasers). POS health plans were
originally created as a transition to move patients from traditional or
indemnity insurance to managed care with the security of knowing they
could seek care from out-of-network specialists. Members can choose
whether they wish to see a provider contracted with the plan or go outside
the plan’ s network at the time medical servicesare needed. If the member
elects to see a provider outside the network, s’/he will generaly have a
larger co-payment or more out of pocket cost. POS products have become
very popular managed care products, since Americans continue to equate
choice with quality in healthcare.

Preferred Provider Organization (PPO)

Preferred Provider Organization (PPO) products are less tightly managed
than POS products but still incorporate managed care principles. PPO
networks are arranged to supply healthcare services at adiscounted cost by
providing incentives for members to use designated (i.e., “preferred”)
healthcare providers. Healthcare providers agree to accept a discounted
fee schedul erather than acapitation reimbursement arrangement. Members
areresponsible for alarger percent of the cost of care obtained outside the
preferred network than for care delivered by PPO network providers.

Consumer-Driven Health Plans

Consumer-directed or consumer-driven health plans are relatively new
entriesinto the health insurance market. These* defined contribution” health
plans allow employers to set aside tax-free dollars to pay for medical
expenses. The foundation of these plans is the individual health
reimbursement account, funded by the employer and available to the
employee to pay for medical expenses (HR, 2003). The employer
determines how much money to put into the health reimbursement account
and which IRS-approved health servicesit will cover.

In addition to health reimbursement accounts, many plans also offer
comprehensive health insurance with high deductible amounts. Inthiscase,
“deductible” refers to the amount that employees must pay out of pocket
after exhausting their health reimbursement accounts before comprehensive
health insurance kicksin, often with co-payments. Consumer-driven health
plansallow great flexibility for those who select them. However, enrollees
in these plans must be highly motivated to become effective health care
consumers. The increasing popularity of these plans suggests that
consumer-driven plans will continue to emerge as a popular choice for
healthcare coverage.

Notes
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Summary

In 2002, over 181 million Americanswere enrolled in sometype of managed
careplan, representing 62% of the popul ation (Managed Care Online, 2003).
Those not enrolled in managed care were covered by traditional insurance
companies, government programs (Medicare or Medicaid), or were
uninsured. Even with increasing managed care market share, today’s
managed care environment bears little resemblance to the environment
predicted with the implementation of the HMO Act. Managed care plans
continueto evolveto meet the needs of consumersand the health insurance
market. This evolution comes with increased public accountability and
specific expectations that all health insurance plans will be able to report
clinical and cost outcomes.

Health care costs will continue to rise due to increases in pharmaceutical
costs, rising provider expenses, inflation, increased regulation, and the
impact of litigation, among other factors. A recent report (2002) from the
American Association of Health Plans projected that in the absence of
managed care, health care costswould be expected to rise from $537 billion
in 2002 to $833 billion by 2007 (an annual growth rate of 9.2 percent).
With managed care, the projected increase would be to $767 billion, a
difference of $182 billion over a5-year period (Pricewaterhouse Coopers,
2002).

It is important for health care professionals to understand managed care
principles in order to function in the current and future health care
environment. At this timein the U.S,, there are no clear alternatives to
managed care. Thegreatest strugglein thiscountry arisesfrom the conflict
between how healthcareisfunded and how citizenswish to haveit applied.
Health careinthe United Statesisfinanced asacommoadity but iscommonly
felt tobearight. Until thisbasic conflict isresolved, it will be difficult to
develop a system that provides access to quality healthcare for all.

Notes
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Understanding Managed Care Glossary

Glossary

Accessibility: The degree to which a member of a managed care plan can obtain services when
they need them. “Services’ includes both telephone access and ease of scheduling appointments.

Accreditation: An evaluative process in which a healthcare organization undergoes an
examination of its operating procedures to determine whether the procedures meet designated
criteria as defined by the accrediting body and to ensure that the organization meets a specified
level of quality (Academy for Healthcare Management, 1997).

Ambulatory Care: Healthcare services provided on an outpatient basis. -No overnight stay in a
hospital is required. -The services of ambulatory care centers, hospital outpatient departments,
physicians offices and home healthcare services fall under this heading.

Benchmark: For a particular measure or performance goal, the industry measure of best
performance. The benchmarking process identifies the best performance in the industry (health
care or non-health care) for a particular process or outcome, determines how that performanceis
achieved and applies the lessons |earned to improve performance.

Beneficiary: Individual who is either using or eligible to use insurance benefits, including
health insurance benefits, under an insurance contract.

Capitation: A payment system whereby managed care plans pay healthcare providers or groups
of providers afixed amount to provide specified health services for a patient over a given period
regardless of the actual number of services provided to each person. Providers are not
reimbursed for services that exceed the allotted amount. The rate may be fixed for all members
or it can be adjusted for the age and gender of the member, based on actuarial projections of
medical utilization. It isusually expressed in per member, per month figures.

Consumer Assessment of Health Plans Survey (CAHPS®): . A set of standardized surveys of
members in a managed care plan that summarizes satisfaction with their experience of care
through ratings and composite scores. CAHPS® is sponsored by the Agency for Healthcare
Research and Quality (AHRQ) and was developed in collaboration with the National Committee
for Quality Assurance (NCQA) and other key stakeholders.

Case Management: The process by which all health-related matters of a case are managed by a
physician or nurse or designated health professional. Physician case managers coordinate
designated components of healthcare, such as appropriate referral to consultants, specialists,
hospitals, ancillary providers and services. Case management is intended to ensure continuity of

20
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services and accessibility to overcome rigidity, fragmented services, and the misutilization of
facilities and resources. It also attempts to match the appropriate intensity of services with the
patient’ s needs over time. Usually targeted at chronic or catastrophic, high cost cases.

Charges. The posted price of services provided by afacility. Medicare requires hospitals to
apply the same schedule of chargesto all patients, regardless of the expected sources or amount
of payment.

Clinical Practice Guideline: Systematically developed descriptive tools or standardized
specifications for care to assist practitioner and patient decisions about appropriate health care
for specific clinical circumstances. Practice guidelines are typically developed through aformal
process and are based on authoritative sources, including clinical literature and expert consensus.

Concurrent Review: Review of aprocedure or hospital admission done by a healthcare
professional (usually anurse) at the time of care delivery.

Continuity: The degree to which the care or intervention for a patient is coordinated among
practitioners, anong departments, anong organizations and over time. A component of quality of
care and access.

Continuous Quality Improvement (CQI): A business management technique that has been
applied to healthcare to assess and improve various functions. The process of CQI involves
setting goals, implementing systematic changes, measuring outcomes, and making subsequent
appropriate improvements. CQI focuses on organization systems rather than individual
performance and crises.

Co-Payment: A type of cost-sharing which requires the insured or subscriber to pay a specified
flat dollar amount, usually on a per unit of service basis, with the third party payer reimbursing
some portion of remaining charges.

Cost-Effectiveness: An economic evaluation in which alternative programs, services or
interventions are compared in terms of the cost per unit of clinical effect; for example, cost per
life saved.

Cost Sharing: The genera set of financing arrangements whereby the consumer must pay out of
pocket to receive care, either at the time of initiating care, during the provision of healthcare
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services, or both. Cost sharing can also occur when an insured pays a portion of the monthly premium
for healthcare insurance.

Covered Lives. The total number of individuals (enrollees) for whom premiums are paid and for
which a managed care organization, insurer or provider group is liable to provide services.

Credentialing: The process of reviewing a practitioner’s credentials (i.e., training, experience, or
demonstrated ability) for the purpose of determining criteriafor clinical privileging. Thisreview
includes a query of the practitioner data bank and verification of appropriate professional malpractice
insurance coverage. Managed care organizations generally credential all affiliated or contracted
providers.

Deductible: The out of pocket expenses that must be borne by an insurance subscriber before the
insurer will begin reimbursing the subscriber.

Denial: Nonauthorization of arequest for care or service based on either medical appropriateness or
benefit coverage.

Dependents: Individuals receiving health insurance through a subscriber.

Discharge Planning: A technique for determining appropriate patient aftercare following discharge
from the hospital. Discharge planning begins before or upon admission. The process of deciding what
services are required and arranging for these services may involve the physician, case manager,
discharge planner, and /or other professional staff.

Discounted Fee-for-Service Payment: Physician’s services are provided on afee-for-service basis,
but at a negotiated rate less than the usual and customary fee.

Disease Management: A multidisciplinary, continuum-based approach to health care delivery that
proactively identifies population with, or at risk for, established medical conditions that: supports the
practitioner/patient relationship and plan of care; emphasizes prevention of exacerbations and
complications utilizing cost-effective evidence-based practice guidelines and patient empowerment

22



Glossary

strategies such as self-management education; and continuously evaluates clinical, humanistic
and economic outcomes with the goal of improving overall health.

Disenrollment: The process of termination of healthcare coverage, either voluntary or
involuntary.

Effectiveness of Care: The degree to which care is provided in the correct manner, that is,
without error, given the current state of the art; a component of quality of care.

Encounter: One patient visit to a provider. If more than one evaluation or treatment takes place
at that vigit, it isusually considered one encounter.

Enrollee: A member enrolled in a particular managed care plan.

Enrollment: The process of initiating healthcare coverage; the aggregate of enrollees as of a
given time.

Evidence-based medicine: The conscientious, explicit and judicious use of current best
evidence in making decisions about the care of individual patients. The practice of evidence-
based medicine means integrating individual clinical expertise with the best available external
clinical evidence from systematic research

Evidence-based guideline: Protocols, pathways, Standards of Care or clinical guidelines
developed from valid scientific research.

Fee-For-Service: Thetraditional payment methods whereby patients pay doctors, hospitals, and
other providers for services rendered and then bill private insurers or the government. The CPT
Payment System and the Medicare Fee Schedule are examples of fee-for-service in which a
“reasonable or customary fee” is paid for a unit of service.

Formulary: A list of selected pharmaceuticals and their appropriate dosages felt to be the most
useful and cost effective for patient care. Organizations often develop aformulary under the aegis
of a pharmacy and therapeutics committee. In HMOs, physicians are often required to prescribe
from the formulary.

Gatekeeper: A primary care provider responsible for overseeing and coordinating all aspects of
apatient’smedical care. In order for a patient to receive a specialty care referral or hospital
admission, the gatekeeper must preauthorize the visit, unless there is an emergency.

Health Maintenance Organization (HMO): Health insurance plan that provides coverage for
access to healthcare. A prepaid, organized healthcare plan that provides a broad basic benefit
package that includes ambulatory and preventive health as well as the traditional hospital and
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catastrophic care. The primary care physician may be a gatekeeper who authorizes access to
specialized and hospital care. Thereis often a defined network of participating providers and thus
an element of limited choice. Members are enrolled for a specified period of time.

Health Outcomes. These are outcomes that patients can experience (physically and mentally)
that relate to the length and quality of life and include death, functional disability, mental health,
role function, symptom control, appearance, pain, anxiety and peace of mind. Outcomes may be
immediate, short-term and long-term.

Health Plan Employer Data and Information Set (HEDIS): A set of performance measures
designed to help employers and other purchasers of healthcare by providing standardized
information and a comparison of health plans. The performance measures cover the areas of
quality, access, patient satisfaction, membership, utilization and finance. HEDIS was initially
developed in 1991 by the National Committee for Quality Assurance (NCQA).

Health Status. State of health of an individual, group or population as measured against a
specific index (for example, mortality rate, morbidity rate, physical and emotional health and
infant mortality rate). An outcome measure.

Incentive: A reimbursement method under which aphysician or plan’sincome may be affective
by their performance (i.e., utilization, medical cost, quality measurements, member satisfaction).
(Physician Incentive Program or Plan Incentive Program)

I npatient Services: Inpatient hospital services are items and services furnished to an inpatient
of ahospital by the hospital, including bed and board, nursing and related services, diagnostic
and therapeutic services, and medical or surgical services.

Managed Care: Theintegration of both the financing and delivery of healthcare within a system
that seeks to manage the accessibility, cost and quality of that care (Academy for Healthcare
Management, 1997).

Managed Care Organization: Refersto any type of organization that integrates the
management, financing and delivery of quality healthcare services with attempts to contain
health costs and improve quality of care. Managed Care Organizations include HMOs, PPOs,
POSs, EPOs, etc.

Measure: A quantifiable element of performance that can be compared with the same elements
of other performances, such as adimension of afunction, process or outcome. Measures can be
activities, events, occurrences or outcomes for which data can be collected to allow comparison
with athreshold, a benchmark or prior performance. Clinical measures are of two types.
Outcome measures are incidence of prevalence rates for desirable or undesirable health status
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outcomes (e.g., mortality). Process measures are usually of clinical performance and are based on
objective clinical criteria defined from practice guidelines or other clinical specifications (e.g.,
immunization rates).

Medicaid: Entitlement program funded by both state and federal governments for the provision
of healthcare insurance to patients under 65 who cannot afford to pay for private health
insurance, are disabled or otherwise unable to work. The federal government matches the state’s
contribution to aminimal level of available coverage. States may customize coverage within
federal guidelines, making Medicaid coverage different from state to state.

Medically Necessary: Those covered services required to preserve and maintain the health
status of a member or eligible person in accordance with the area standards of medical practice.

Medicare (Title XVII11): Entitlement program run by the Healthcare Financing Administration
(HCFA) of the federa government by which people 65 years of age and older receive healthcare
insurance. Medicare Part A covers hospitalization and is a compulsory benefit. Medicare Part B

covers outpatient services and is an optional service.

Member: A participant in a healthcare plan who is entitled to contractually specified heathcare
and health insurance benefits.

National Committee for Quality Assurance (NCQA): A non-profit organization created to
improve patient care quality and health plan performance in partnership with managed care
plans, purchasers, consumers and the public sector.

Network: The doctors, clinics, health centers, medical group practices, hospitals, and other
providers that a managed care plan has contracted with to care for its members.

Outcomes M easurement: Formal, systematic process for measuring the effectiveness of
medical treatment, patient satisfaction with treatment results, and standardized patient appraisals
of their health status as a result of treatment.

Out-of-Pocket Costs: Medical expenses that are the responsibility of the patient because they
are not covered under the insurance plan.

Over utilization: Providing clinical servicesthat are not clearly indicated or providing more
services than are medically indicated or in a higher-level setting than is required.

Panel or Patient Panel: The number of patients for whom a primary care physician accepts
responsibility to treat and for whom, in a capitated system, providers receive prepaid revenues.
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Panel size will vary depending on the age, sex and morbidity of the patients.

Participating Provider: A healthcare provider who participates through a contractua
arrangement with a healthcare service contractor, HMO, PPO, IPA or other managed care
organization.

Per Member Per Month (PMPM): Specifically appliesto arevenue or cost for each enrolled
member each month.

Physician/Hospital Organization (PHO/PHO): Organizations that unite hospitals and their
attending medical staffs. They are often created to contract with managed care plans.

Point of Service (POS) Plan: Also known as an open-ended HMO, POS plans encourage, but
do not require, members to choose a primary care physician. Asin traditional HMOs, the primary
care physician acts as a “ gatekeeper” when making referrals; plan members may, however, opt to
visit non-network providers at their discretion. Subscribers choosing to use non- network
providers must pay higher deductibles and co-pays than those using network physicians.

Practitioner (Provider) Profiling: Collection of data on practitioner performance and
comparing the data to established thresholds.

Preauthorization: A method of monitoring and controlling utilization by evaluating the need
and appropriate site for medical service prior to it being performed.

Precertification: The process of obtaining certification or authorization from a health plan or
other authorized body for routine hospital admissions (inpatient or outpatient) and/or procedures.
Also known as pre-admission review, preadmission certification and “ precert.”

Preferred Provider Organization (PPO): A PPO is a healthcare arrangement between
purchasers of care (e.g., employers, insurance companies) and providers that provides benefits at
areasonable cost through member incentives (such as lower deductibles and co-pays) to use
providers within the network. Members who prefer to use nonpreferred physicians may do so, but
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only at ahigher cost. Preferred providers must agree to specified fee schedules in exchange for a
preferred status and are required to comply with certain utilization review guidelines.

Premium: The amount paid, usually on a monthly basis, to an insurance carrier or health plan
for providing healthcare coverage.

Prepaid Health Plan: Plan that collects a premium and contracts to provide a defined benefit
package for that premium.

Primary Care Physician: Physician who provides basic health services and manages access to
specialists. Oftentimes an internist, pediatrician, family physician or general practitioner. Also
informally referred to as a “ gatekeeper” in some forms of managed care.

Prospective Review: Any review activity that occurs prior to the delivery of services such as
precertification for a hospitalization or a major procedure.

Purchaser: An entity or individual that buys health care coverage. This could be an individual,
small or large employer group or governmental agency (Medicare, Medicaid).

Quality Improvement: The effort to assess and improve the level of performance of key
processes and outcomes within an organization. Opportunities to improve care and service are
found primarily by examining the systems and processes by which care and services are
provided.

Quality of Care: Degree or grade of excellence with respect to services received by patients and
administered by provider or programs. Criteriatypically include technical competence, process,
need, appropriateness, acceptability, humanity, structure and timeliness.

Referral: A formal process that authorizes a health plan member to get care from a specialist or
hospital. To assure coverage, a managed care member must generally get areferral from hisor
her primary care physician before seeing a specialist.
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The mission of the Institute for Health Care Studies at Michigan State University (MSU) is to improve
the health care available to Michigan residents through research, policy analysis, education and
outreach, and support of quality improvement activities. The Institute achieves its mission by an
ongoing commitment to several specific functions:

supporting externally-funded health services research by MSU faculty members on
issues of quality of care, access to care, and eliminating disparities in quality of care;
organizing conferences, workshops, and seminars for various audiences, participating
in the educational functions of several MSU colleges, and participating in the educational
activities of other organizations;

conducting health policy analyses and health policy research for decision-makers at
local, state, and national levels;

providing data management and other research support services for MSU faculty who
are conducting clinical, epidemiological, and health services research.

Please visit our web site at www.ihcs.msu.edu for more educational resources and information
about our current activities.
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