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PREFACE vii

Preface

The past decade has seen great growth in efforts by purchasers of health
care to understand and influence the treatment of patients. In large measure,
these efforts reflect purchasers' concerns that their increasing expenditures are
not matched by increasing value and even that a significant amount of care is
inappropriate and wasteful. Clinicians and researchers, too, are acutely
concerned about unexplained variations in practice patterns and lack of
evidence of treatment effectiveness. To respond to these concerns, we must
focus on how the health care system works as well as how individual patients
are served.

Utilization management brings patient-level and system-level concerns
together and represents a new nexus of relations among payers, practitioners,
hospitals, and patients. Because it is new, at least as broadly applied, and
because it is changing rapidly, utilization management needs to be watched.

This report is a preliminary effort in that direction, and the committee
hopes that it will inform private and public policymakers alike. Whether the
current organizational forms of utilization management remain or subside, the
function of managing utilization will remain a central challenge. Therefore, this
committee's conclusions and recommendations bear both on generic issues of
knowledge and values and on issues specific to current organizations and
procedures for influencing patient care decisions.

The first step in this study of utilization management by third parties was a
workshop held in the summer of 1987 to identify policy issues and research
questions, consider roles for the Institute of Medicine, and

Copyright © National Academy of Sciences. All rights reserved.
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PREFACE viii

discuss the organization and methods of utilization management. This workshop
provided initial direction and encouragement for the committee and staff, who
held seven meetings between December 1987 and February 1989. In addition to
soliciting presentations from knowledgeable persons at committee meetings, the
project sought views, data, and ideas through

* 12 site visits to organizations that provide utilization management services
(including freestanding firms, insurer subsidiaries, health maintenance
organizations, and peer review organizations);

* a June 1988 hearing in which written and oral testimony was presented by
over 30 consumer, provider, industry, employer, and other organizations;

e four papers commissioned by the committee from experts in different
aspects of utilization management (two of these papers appear in
Appendixes A and B of this report); and

* review of published and, in some cases, unpublished literature on the goals,
processes, effects, and operating contexts of utilization management.

Additional information was obtained from ongoing discussions with
people involved in utilization management as purchasers of utilization
management services, suppliers of these services, and subjects of utilization
management review, that is, physicians, hospitals, and patients. Reflecting the
competitive nature of the utilization management industry, all of the site visits
and some other discussions required commitments that the committee would
keep confidential any information that would identify the source.

The committee on utilization management plans further work to evaluate
the continued course of utilization management and related means of improving
the appropriateness and cost-effectiveness of medical services. Other
committees and councils of the Institute of Medicine are studying strategies for
quality review and assurance, methods for monitoring and improving access for
the uninsured, priorities and processes for technology assessment, and problems
facing employer-sponsored health benefit plans. This and related work grows
out of a continuing commitment by the Institute of Medicine to an agenda of
evaluation that encompasses the cost, quality, and availability of health services.

JEROME H. GROSSMAN

CHAIRMAN, COMMITTEE ON UTILIZATION MANAGEMENT BY
THIRD PARTIES

Copyright © National Academy of Sciences. All rights reserved.
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EXECUTIVE SUMMARY 1

Executive Summary

With great speed and relatively little public awareness, a significant
change has occurred in the way some decisions are made about a patient's
medical care. Decisions that were once the exclusive province of the doctor and
patient now may be examined in advance by an external reviewer—someone
accountable to an employer, insurer, health maintenance organization (HMO),
or other entity responsible for all or most of the cost of the care. Depending
upon the circumstances, this outside party may be involved in discussions about
where care will occur, how treatment will be provided, and even whether some
treatments are appropriate at all.

Such "utilization management" is part of a complex balancing act created
by society's struggles with two important questions. First, how do we ensure
that people get needed medical care without spending so much that we
compromise other important social objectives? Second, how do we discourage
unnecessary and inappropriate medical services without jeopardizing necessary
high-quality care?

Experience indicates that these questions have no fixed answers. Rather,
we find a series of working hypotheses and partial solutions that are continually
revised, discarded, and even reinvented as changes occur in medical
technology, social values, economic conditions, and other circumstances. In this
preliminary report, the Committee on Utilization Management by Third Parties
of the Institute of Medicine examines one current working hypothesis—that
external review of the appropriateness of proposed medical services for
individual patients can improve the way care is provided and, as one
consequence, help constrain health benefit costs.

Copyright © National Academy of Sciences. All rights reserved.
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EXECUTIVE SUMMARY 2

The validity of this hypothesis is of interest to everyone involved with
health care—patients and potential patients, practitioners and others who
provide medical services, employers, unions, insurers, and makers of public
policy.

Utilization management has become a growth industry, spurred by
purchasers' search for control over rapidly escalating expenditures for health
care. One recent survey reported average cost increases from 1987 to 1988 of
14 percent for employers with insured health benefit plans and 25 percent for
employers with self-insured plans. In the private insurance sector, many
commercial insurers, Blue Cross and Blue Shield plans, and HMOs have seen
substantial losses, and some commercial insurers are withdrawing from the
group health insurance market.

To the dismay over rising health care costs has been added a growing
perception that a significant amount of medical care is unnecessary and
sometimes harmful. The studies that have contributed to this perception have
also produced some optimism that external review of physician practice
decisions could detect unnecessary care, influence physician behavior, and
reduce costs without jeopardizing access to needed services. Such review has
also appeared to offer an alternative to retrospective denials of claims for
benefits and across-the-board cutbacks in health plan coverage.

In this preliminary report, the Committee on Utilization Management by
Third Parties examines several questions.

* How effective is utilization management in limiting utilization and
containing costs?

* Are there unintended positive and negative consequences of bringing an
outside party into the process of making decisions on patient care?

* Are utilization management organizations and purchasers sufficiently
accountable for their actions or are new forms of oversight, perhaps
government regulation, needed?

* What are the responsibilities of health care providers and patients for the
appropriate use of health services?

The focus is on the private sector, in which two-thirds of the nonelderly
population are covered directly or as dependents under employer-sponsored
health plans. An estimated one-half to three-quarters of the individuals in these
plans are subject to utilization management.

CURRENT STATUS OF UTILIZATION MANAGEMENT

Early in its discussions the committee realized that the term utilization
management has no single, well-accepted definition. As with the labels cost
containment and managed care, different people may mean different things by
the term. In this report, the committee considers utilization management as a set
of techniques used by or on behalf of purchasers of health benefits

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

EXECUTIVE SUMMARY 3

to manage health care costs by influencing patient care decision-making
through case-by-case assessments of the appropriateness of care prior to its
provision.

The dominant utilization management strategy is prior review of proposed
medical or surgical services, which includes several related techniques such as
preadmission review, continued-stay review, and second surgical opinions.
Prior review provides advance evaluation of whether medical services planned
for a specific patient conform to provisions of health plans that limit coverage
to medically necessary care. Typically, all elective hospital admissions are
subject to such review before the patient enters the hospital, all emergency
admissions must be reviewed within a short period following admission, and the
need for continued hospital care is assessed periodically.

High-cost case management is a more focused strategy that concentrates
on the relatively few people in any group who have generated or are likely to
generate very high expenditures. The management process involves an
assessment of an individual's health care needs and personal circumstances to
determine whether extra assistance in planning, arranging, and coordinating a
specialized treatment plan will permit appropriate but less costly care. If the
individual's health plan does not cover some elements of the treatment plan,
individual exceptions to these coverage limitations may be approved.

Empirical evidence on the effects of utilization management is fairly
limited and suffers from a number of methodological weaknesses. Despite these
limitations, the committee believes that available evidence, taken together,
indicates that utilization management has had some impact on health care use
and costs. Specifically:

» Utilization management has helped to reduce inpatient hospital use and to
limit inpatient costs for some purchasers beyond what could be expected
from other factors such as growth in outpatient resources, changes in
benefit plan design, and shifts in methods for paying hospitals. Employee
groups with higher initial levels of hospital use tend to show more change
than groups with lower initial hospital utilization.

e The impact of utilization management on net benefit costs is less clear.
Savings on inpatient care have been partially offset by increased spending
for outpatient care and program administration. Some of this offset is an
expected and acceptable result of utilization management (and other
factors), and some is an unwanted consequence of moving care to
outpatient settings, where fewer controls on use and price now operate.

* Although it probably has reduced the level of expenditures for some
purchasers, utilization management—Ilike most other cost containment
strategies—does not appear to have altered the long-term rate of

Copyright © National Academy of Sciences. All rights reserved.
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EXECUTIVE SUMMARY 4

increase in health care costs. Employers who saw a short-term moderation
in benefit expenditures are seeing a return to previous trends.

Systematic evidence about the impact of utilization management methods
on the quality of care and on patient and provider costs is virtually nonexistent.
Purchasers have not demanded such evidence, and researchers have found the
measurement of these effects even more costly, time-consuming, and uncertain
than the measurement of effects on purchasers' costs. During the course of this
study, the committee did not locate documented anecdotes or other information
to suggest that prior review programs in the private sector are jeopardizing
patient safety. However, the processes of prior review and associated changes in
courses of treatment may cause anxiety and inconvenience to some patients.
And utilization management does add to the administrative burdens on
practitioners and institutional providers and contributes to resentment about
reduced professional autonomy and satisfaction. More positively, the committee
has some confidence that high-cost case management is easing some financial
and emotional burdens on catastrophically ill patients and those who care for
them.

Several features of utilization management are important to keep in mind.
First, utilization management as it currently operates in the private sector is
highly variable, which makes generalizations difficult. Second, until recently
utilization management has focused on the site, duration, and timing of medical
care. The unnecessary use of the hospital, rather than the actual need for a
particular service, has been the main target. The primary strategy has been
discussion and negotiation about appropriate care. Refusals to certify benefits
appear uncommon, perhaps 1 to 2 percent of cases.

Third, utilization management in the private sector operates under few
explicit legal restrictions. There is, however, considerable awareness among
review organizations and major purchasers of the legal risks inherent in efforts
to influence patient care decisions and operationalize the terms of health benefit
plans. And there appears to be growing recognition of the conventional—but
not infallible—protections offered against liability by good management, good
judgment, good faith, and good documentation.

The lack of good research on the effectiveness and impact of utilization
management is a frequent theme in this report, which likewise notes that
research on the effectiveness of many medical procedures is also limited. As
utilization management expands its review of the actual need for specific
procedures, the clinical foundation for such assessments becomes more
important. Good research is a critical base for good utilization management.
Moreover, the research on feedback and education strategies to influence
physician decisions suggests that utilization management criteria will be

Copyright © National Academy of Sciences. All rights reserved.
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EXECUTIVE SUMMARY 5

more likely to win acceptance and change behavior if they are based on clear
clinical evidence from respected academic and professional sources.

HOW UTILIZATION MANAGEMENT IS EVOLVING

The continuing evolution of utilization management is most evident in its
scope and its operational efficiency. The reasons for these developments are
several. First, the initial savings from shifting the site and timing of care have
largely been realized, and the survival of review organizations may depend on
their continuing ability to affect benefit costs. Second, review organizations are
being influenced by researchers' beliefs that much care is still inappropriate and
unnecessary. Third, the administrative and other costs of review programs,
including physician dissatisfaction and employee confusion, make
simplification and efficiency important objectives.

Thus, based on survival instincts and evidence of continuing utilization
problems, the emphasis of utilization management is beginning to expand from
the site and duration of care to include the actual need for specific types of
inpatient and outpatient services. Again, the availability of sound clinical
criteria for assessing medical necessity is one constraint on this movement.
Legal concerns are another factor.

At this time, the committee does not see utilization management moving
toward intentional rationing of clinically necessary medical services. A decision
not to approve payment for an unnecessary service is not rationing per se.
However, the committee recognizes that there may be instances when review
nurses or physicians may apply implicit cost-effectiveness judgments. In high-
cost case management, such judgments may be explicit, but the intention is to
determine whether services normally excluded from a benefit plan should be
covered to permit less costly but still appropriate care for a particular patient.

With respect to administrative costs, frequently mentioned priorities
include greater computerization, expanded use of treatment protocols in high-
cost case management, and greater targeting of reviews to high-payoff
categories of problems and services. In some cases, gains in operational
efficiency should reduce administrative burdens on patients, physicians, and
institutional providers of care.

ISSUES FOR THE FUTURE

The committee has identified some shortcomings in utilization
management or gaps in the knowledge of it that raise concerns about patient
protection, particularly given the growing focus on the appropriateness of

Copyright © National Academy of Sciences. All rights reserved.
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EXECUTIVE SUMMARY 6

specific proposed procedures. If the positive potential of utilization
management for improving the cost-effective use of health resources is to be
encouraged, then the committee believes that several issues need attention.

* Objective methods and resources for evaluating the impact of utilization
management on health care costs, use, and quality are limited and must be
improved. There needs to be more confidence about what works and what
does not and under what circumstances.

* The review criteria used by those engaged in utilization management
(including hospitals and HMOs) should be available for outside scrutiny.
Physicians, purchasers, and patients should know the basis for judgments
about the site, timing, and need for care.

» Systematic investigation of the effects of utilization management not only
on purchaser costs but also on patient and provider costs and attitudes
should be a higher priority. A more complete picture of costs and benefits
is needed.

* The opportunities for patients and physicians to appeal review decisions
should be clearly described and free from unreasonable complexity, delay,
or other barriers. This is an essential protection for patients.

* The explicit links between utilization management and quality assessment
and assurance mechanisms need to be clarified and strengthened. Review
organizations should have standard operating procedures for responding to
the quality problems they uncover.

RECOMMENDATIONS FOR THE NEAR TERM

The committee believes that utilization management has sufficient promise
that a number of short-term and long-term efforts should be made to promote its
positive potential and guard against its shortcomings. A prudent course in the
near term is for the parties involved in utilization management—purchasers,
review organizations, physicians, and patients— to accept greater responsibility
for the reasonable and fair conduct of utilization management and the
appropriate use of medical care.

Responsibilities of Employers and Purchasers

As financers of both utilization management and health services,
employers are in the best position to exert influence on the conduct of
utilization management. Although such an effort may be beyond the resources
of small employers, larger purchasers should investigate the operating
procedures and capabilities of the organization or organizations from which
they purchase review services. This review should include organizations such as
HMOs that provide prior review and high-cost case management as part of a
broader package of services. Purchasers can visit review organizations,
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request detailed information and references, and seek advice from business
coalitions, consultants, and other similar resources. Human resources staff
should be trained to respond to employee questions, assist with problems, and
handle grievances.

Employers should also examine other aspects of their health benefit plans
for impediments to the appropriate use of medical services or the rational
payment for these services. Moreover, workers must be clearly informed of
their responsibilities and rights. Also, although employers have the right and
responsibility to take vigorous actions to manage the costs of employee health
benefits, they should respect both the confidentiality of medical information
about employees and the primary obligation that physicians have to serve their
patients.

Responsibilities of Utilization Management Organizations

Any supplier of services has responsibilities to purchasers that are intrinsic
to the concept of a buyer-seller relationship. It is in the business interest of
review organizations to anticipate and respond to purchaser demands for
information about the organization, its services, and its results. Further, it is in
the legal interest of these organizations to manage their activities rationally, to
act in good faith, and to maintain careful records.

Although good business and legal judgment should dictate prudent
behavior, those who provide utilization management services also have a moral
obligation not to harm the patients whose medical care they review and
influence. Harm includes discouraging appropriate care and mishandling
confidential information. When organizations perform prior review and high-
cost case management for individually purchased insurance plans (with no
employer sponsorship), they have a particular responsibility to provide good
educational materials and appeals processes for beneficiaries who have no
employer or other sponsor to act as their agent and aid. They should also
develop guidelines for what to do when they discover quality of care problems.
With respect to practitioners and individual providers of care, good business
sense should dictate that review organizations encourage provider acceptance
and cooperation by

* using sound clinical criteria that are open to examination,
* involving the medical community in criteria development,
* minimizing the administrative burdens placed on hospitals and physicians,
and
* clarifying and simplifying processes for appealing negative judgments.
The committee is aware that further steps, in particular, making clinical
criteria available, raise difficulties given the competitive environment of

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

not from the

original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book

are?: The Role of Utilization Management

EXECUTIVE SUMMARY 8

benefit plan administration. Organizations that have invested their own
resources in developing criteria will be reluctant, on the one hand, to make them
available to competitors with less initiative and, on the other hand, to reveal
some details to practitioners and institutions for fear of their "gaming the
criteria" by providing misleading information. Though these are reasonable
concerns, on balance, they are outweighed by the need to move toward open
criteria and standards.

Responsibilities of Practitioners and Institutions

The committee found the responsibilities of physicians and other health
care providers in utilization management the most troublesome to analyze and
define, a situation typical of many current ethical and policy issues in health
care today. On five basic issues, the committee agreed that health care
practitioners and institutions are responsible for

* cooperating with the reasonable efforts of payers, including utilization
management, to ensure that payments are for appropriate care within the
terms of a patient's benefit plan;

» constructively challenging unreasonable utilization management programs
and specific decisions that threaten patient safety or damage patient privacy;

* informing patients about treatment options, risks, and benefits and then
considering their preferences;

* seeking to ensure that patients get needed services, which may mean
locating an alternative source of care if the patient cannot pay and the
provider cannot give free treatment; and

* staying current with scientific literature on the necessity and effectiveness
of medical services in their areas of practice.

Although some difficult situations with insurers and review organizations
may be more conveniently and quickly dealt with in the short term by
misrepresenting patient symptoms, diagnoses, or treatments, the committee
believes that it is in the patient's, physician's, and society's interest over the long
term for physicians to deal honestly with reviewers and claims administrators
and to challenge questionable criteria, procedures, and decisions directly.
Manipulation and evasion can have serious risks. Specifically, incorrect
information may enter the patient's medical records or insurance history with
later negative consequences. Moreover, perceptions by purchasers that
physicians are gaming the system undermine professional credibility and
stimulate the sorts of auditing, second-guessing, and external oversight to which
practitioners object.
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Responsibilities of Patients

In many respects, patients and potential patients are the weakest strand in
the web of responsibilities for the appropriate use of medical services. When ill,
individuals may not be able to act in an informed and prudent way. And
whether well or ill, individuals may find both their benefit plans and their
medical care difficult to understand and evaluate. Nonetheless, health plan
members should try to understand their responsibilities under the plan. The
challenge for those involved in health care delivery and financing is to help all
kinds of patients make informed decisions about getting or not getting care.

LONGER-TERM RECOMMENDATIONS AND QUESTIONS

As noted earlier, the committee views utilization management as,
essentially, a working hypothesis—one of several partial and overlapping
strategies for balancing health care expenditures, access, and quality. When
knowledge advances, economic conditions change, and social values shift, these
partial strategies are revised, integrated, and sometimes discarded. However,
even if some of the techniques now employed by utilization management
organizations are abandoned or the organizations themselves change,
improvements in the criteria for judging appropriate care and for monitoring the
provision of care will continue to be relevant. The longer-term
recommendations of the committee focus on the foundations for improving
effective and safe decision-making about patient care: knowledge development,
knowledge utilization, and value clarification. The recommendations cover
three areas:

» research on the effectiveness of medical services and the effectiveness of
utilization management and related techniques,

e formulation and dissemination of guidelines for medical practice and
criteria for utilization review, and

* possible oversight of utilization management.

Research On Effectiveness

Utilization management can be no better than the clinical evidence and
expertise on which it is based. Although review organizations today may not be
effectively using all available research, they are still constrained by the large
areas of undocumented impact and clinical uncertainty involving many major
medical procedures.

Policymakers are increasingly recognizing that the free market system is
unlikely to invest sufficiently in outcomes research and data collection because
those making the investment cannot capture all the benefit but

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

EXECUTIVE SUMMARY 10

must share it with those who have not invested. Since the public gains from
investments in such research, public financing and priority setting are
appropriate, although they should add to rather than replace initiatives being
undertaken by private researchers, health care organizations, and others.

The creation of an agenda to strengthen knowledge of what is effective in
medical care is well under way, and the Institute of Medicine is actively
involved with many other private and public organizations in developing and
implementing this agenda. It is, however, important to have realistic
expectations.

In the first place, there are practical and ethical limits on clinical
effectiveness research—too few researchers, long time horizons, and numerous
procedures where clinicians would balk at research protocols that require
withholding treatments generally thought to be useful or providing treatments
generally thought to be inappropriate. Second, much care does not really focus
on the effectiveness of care in an average setting or population, nor does it
evaluate the impact of care on quality of life and many other outcomes that
society now considers important. Third, effectiveness research that relies on
existing claims and other records, although less expensive and time-consuming
than most clinical trials, is not quick or suitable for many questions. Fourth,
research cannot resolve some questions, for example, whether use of a specific
procedure for a specific problem is prudent given other uses to which limited
financial resources could (and would) be put. Fifth, sound clinical research does
not automatically affect behavior.

The research on what works in medical care should be complemented by
research on how to ensure that such knowledge is used effectively and
efficiently. Such programmatic research is, for the most part, a low priority
today. It is expensive, methodologically troublesome, and slow to pay off. As
part of the overall strategy for containing total health care costs and improving
the appropriateness of health care for all citizens, the committee urges federal
and private consideration of carefully targeted research projects to test prior
review and case management strategies and build methodologies for
documenting the effects of ongoing programs.

Practice Guidelines and Review Criteria

Translating effectiveness research into valid, reliable, and usable
guidelines for medical practice and utilization management is a complicated
undertaking. The committee has identified a number of questions about the
process of developing, disseminating, and updating practice guidelines that
need attention. They include the following:

* Should there be some kind of oversight of guidelines developed by different
sources—a sort of quality review mechanism that assesses both
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the method and the substance of specific guidelines? What should happen
when different sources develop conflicting guidelines?

* To what extent should patient preferences or cost-effectiveness analyses be
considered in the development of practice guidelines? How should these
issues of value be dealt with in the application of guidelines or in other
strategies?

* Should adherence to guidelines provide physicians with protection against
malpractice charges? Over the long term, should a role for community or
local standards continue?

*  What considerations should apply in the translation of guidelines into
criteria used in prospective or retrospective review programs?

These questions are relevant to much of the Institute of Medicine's work.
Further exploration of these issues is under way and will draw on the expertise
of the Committee on Utilization Management by Third Parties, the Committee
to Design a Strategy for Quality Review and Assurance in Medicare, the
Council on Health Care Technology, and other parties inside and outside the
Institute.

Oversight of Utilization Management

The protections offered by caveat emptor, self-regulation, and tort liability,
although important, do not respond to all concerns about the impact of
utilization management on patients, providers, and overall health care costs.
The committee believes that incompetent review organizations need to be
weeded out and that some form of oversight seems advisable. However,
premature or misguided regulation to accomplish this could stifle worthwhile
innovations, lock in ineffective methods, or so paralyze utilization management
that purchasers abandon it for more onerous methods of controlling their costs.
The experience of the federal government in overseeing peer review
organizations (PROs) shows how difficult the oversight function is.

At this time, the committee feels that neither it nor other parties are in a
good position to make sound specific recommendations about oversight for
utilization management. The committee has posed several questions that it
intends to explore further.

* How do we decide whether oversight is necessary and feasible?

» If an oversight mechanism is necessary and feasible, should it be public or
private?

* What should be its focus?

e Should utilization management conducted by different kinds of
organizations, for example, HMOs, be subject to different kinds of
oversight?
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* Can anything be learned from government oversight of PROs or the
accreditation process managed by the Joint Commission on the
Accreditation of Health Care Organizations?

These are not simple questions. Answering them demands more
information and more thoughtful debate over how to judge the strengths and
weaknesses of utilization management versus those of other strategies to control
costs and influence patient care decisions. This, in turn, will depend on better
evidence about the impacts of different cost containment strategies. Finally,
recommendations about oversight will require more deliberation about the
legitimate but sometimes conflicting needs, interests, and values of the parties
involved in utilization management.

In a broader sense, the limits of utilization management and any other
single strategy, even any combination of strategies, need to be recognized. The
issue is not whether utilization management does everything that needs to be
done but whether it produces desirable results in reasonable ways at an
acceptable cost. Is it, on balance, better to use it than to discard it? How can it
be improved, and what other strategies are needed to supplement it? This report
provides a progress report and some preliminary views on these issues.

The Institute of Medicine will continue its efforts to better define what role
utilization management might play in helping society find an acceptable balance
of efficiency, access, and appropriateness in health care. This clearly must be a
shared venture. Fortunately, the quest to know what is useful and how to apply
it universally are now central issues in medical research and public policy.
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1

Utilization Management: Introduction and
Definitions

Prior to having the cholecystectomy recommended by her physician, Greta
Harrison calls an 800 telephone number to notify the organization that does
utilization management for her employer. That organization gets in touch with
the surgeon's office to discuss various aspects of the care that is proposed for
her. Is hospitalization necessary or can the surgery be done as an ambulatory
procedure? How long will the patient need to be in the hospital? In this case,
the reviewer agrees that inpatient care is clearly appropriate but questions the
plan to admit the patient two days prior to surgery. Since the patient lives in
the same town as the hospital and can easily have preoperative tests performed
on an outpatient basis, the surgeon agrees to admit her on the day of the surgery.
After Michael Travers is admitted to the hospital following a myocardial
infarction, the hospital—aware of his benefit plan's requirements—notifies the
appropriate utilization management organization. The length of stay is
discussed, but no explicit target date for discharge is set. However, the hospital
is then called every third day by the organization, which evaluates information
about the patient's need for further hospitalization. The calls continue until Mr.
Travers, who has a difficult recovery, is improved enough to be discharged to
his home. The physician has not had to adjust the treatment plan but feels
irritated at the "red tape" involved. And Mr. Travers has worried on some
occasions that payment for part of his hospital stay might be denied.

With their daughter depending on a ventilator to breathe and receiving other
hospital care for muscular dystrophy, the parents of Patty Simon are contacted
by a case manager for the insurance company that covers the family. The
question is whether they and their physician would like to explore
arrangements for home care, which is possible in this case but considerably
more complex than usual. With the parents' and physician's cooperation, the
case manager works out a plan for transfer that includes assessment of the
home's wiring (which is adequate for the equipment), provision for two shifts
of home nursing care every day, and purchase of appropriate medical
equipment and supplies. This requires some expenditures not normally covered
by the benefit plan, but the employer agrees with the insurer to make an
exception in this case because the arrangements will not only be less costly
than hospital care but will also improve the quality of life for the family.
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With great rapidity and relatively little public awareness, a significant
change has taken place in the way some decisions are made about a patient's
medical care. Many decisions like those just described, once the exclusive
province of the doctor and patient, now have to be examined in advance by an
external reviewer, someone who is accountable to an employer, insurer, health
maintenance organization (HMO), preferred provider organization (PPO), or
other entity responsible for paying all or most of the cost of the care. Depending
upon the circumstances, this outside party may be involved in discussions about
whether a service is needed, how treatment will be provided, and where care
will occur.

This preliminary Institute of Medicine (IOM) report describes the nature of
this change in medical decision-making and assesses its impact on patients,
providers, and purchasers of medical services. It focuses on the utilization
management efforts of the private sector, which provides health benefits for
most Americans under age 65.!

Prior review of proposed medical care is not entirely new in the 1980s.
Review organizations for Medicare were performing some preadmission review
in the 1970s, and some private payers made limited use of the technique even
earlier. However, widespread application of this approach to managing health
care utilization is a phenomenon of the 1980s.

A survey conducted in 1983 reported that only 14 percent of corporate
benefit plans required prior approval of nonemergency admissions to hospitals
(Equitable Life Assurance Society of the United States, 1983). By 1988, another
survey found 95 of 100 large firms had such programs (Corporate Health
Strategies, 1988). Perhaps half to three-quarters of employees nationwide are
now covered by such programs, up from only 5 percent in 1984 (Foster
Higgins, 1987; Gabel et al., 1988).

What accounts for this rapid spread of utilization management through
external assessments of the need for proposed medical services? The most
obvious factor is rapidly rising health care costs. Purchasers' search for effective
ways to limit their financial liability for health benefits stems directly from their
belief that costs are out of control.

The trends responsible for this view are painfully familiar to everyone
concerned with health care financing. In 1987, the latest year for which
statistics are available, total spending on health care reached an estimated $500
billion, up from $234 billion just 5 years earlier (Levit and Freeland, 1988).
This spending has been increasing at a rate considerably above the rate of
general inflation (Table 1-1), and the share of the gross national product
attributed to health services went from 5.9 percent in 1965 to 11.1

! Public programs have been the subject of several reports in recent years (for
example, General Accounting Office, 1983, 1988a, 1988b; Health Care Financing
Administration, 1979; Physician Payment Review Commission, 1988, 1989, and Project
HOPE, 1987).
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TABLE 1-1 Consumer Price Index in the United States (Annual Average, 1967 = 100.0)

Item 1960 1967 1975 1980 1985 1986
All 88.7 100.0 161.2 246.8 3222 328.4
Medical care 79.1 100.0 168.6 265.9 403.1 433.5

NOTES: Some data are revised. Data for 1960 are based on urban wage and clerical workers.

Data for other years are for all urban consumers.

SOURCE: Health Insurance Association of America, Sourcebook of Health Insurance Data (1987,
1988). Based on Bureau of Labor Statistics, U.S. Department of Labor, CPI Detailed Report,
various issues.

percent in 1987. Spending for health care by business as a percentage of
the gross private domestic product grew from 1.1 percent in 1965 to 3.4 percent
in 1987 (Levit et al., 1989).

High health care costs for employers have been cited as one factor
impairing American competitiveness in world markets and a reason why many
small firms do not provide health benefits for workers. In 1987, spending for
health care by business equaled about 6 percent of total labor compensation
compared with about 2 percent in 1965 (Figure 1-1) (Levit et al., 1989). A
recent survey of nearly 800 employers of all sizes reported average premium
increases from 1987 to 1988 of 11 percent for conventional insurance plans and
between 8 and 10 percent for HMOs (Gabel et al., 1989). Another survey cited
average increases from 1987 to 1988 of 14 percent for employers with insured
programs and 25 percent for employers with self-insured programs (Foster
Higgins, 1989). Companies that self-insure assume all or most of the financial
risk of paying for covered medical services used by employees and their
dependents instead of paying an outside insurance to accept that risk. In the
private insurance sector, many commercial insurers, Blue Cross and Blue Shield
plans, and HMOs have seen significant underwriting losses—$3.6 billion for
commercial carriers and $1.1 billion for Blue Cross and Blue Shield plans in
1988 (Donahue, 1989). Some commercial insurers, for example, Kemper,
Provident Mutual, Allstate (for large groups only), and Transamerica
Occidental, are withdrawing from the group health insurance market (Meyer
and Page, 1988).

To the dismay over rising health care costs has been added a growing
perception that much medical care is unnecessary and sometimes harmful. The
studies that have contributed to this perception have also produced some
optimism that external review of physician practice decisions could detect
unnecessary care, influence physician behavior, and reduce costs without
jeopardizing access to needed services (Eisenberg, 1986; Schwartz,

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

are?: The Role of Utilization Management

UTILIZATION MANAGEMENT: INTRODUCTION AND DEFINITIONS 16

not from the

original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

PERCENT

S 21 i i I [
1965 1970 1975 1980 1085 1987
YEAR

Figure 1-1 Expenditures by private industry for health services and supplies as
a percent of total labor compensation, 1965-1987.
Source: Levit et al. (1989, p. 9).

1984; Wennberg, 1984; Wennberg et al., 1977). In addition, experience
has suggested that review of some care prospectively—prior to its provision—
would be more palatable and effective than retrospective review has been. This
set of perceptions and expectations is, in essence, the hypothesis of utilization
management, a hypothesis of interest to patients, practitioners, purchasers, and
policymakers.

The IOM Committee on Utilization Management by Third Parties has
examined the utilization management hypothesis by asking several questions.

* How effective is utilization management in limiting utilization and
containing costs?

* Are there unintended positive and negative consequences of bringing an
outside party into the process of making decisions about patient care?

* Are utilization management organizations and purchasers sufficiently
accountable for their actions, or are new forms of oversight, perhaps
government regulation, needed?
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* What are the responsibilities of health care providers and patients for the
appropriate use of health services?

The committee's investigatory approach has been described in the preface.
Chapters 2 through 5 discuss the committee's findings about why utilization
management has become so widespread, how utilization management actually
operates and appears to be evolving, and what is known about its effects. In
Chapter 6, the committee assesses the current status of utilization management,
including its strengths and shortcomings, and recommends near-term and
longer-range actions that could help utilization management realize its
objectives of controlling costs and reducing inappropriate services without
undermining patient access to needed care.

WHAT IS UTILIZATION MANAGEMENT?

In its study of utilization management, the committee found that the term
has no single, well-accepted definition. As with the labels cost containment and
managed care, different people may mean different things by the same term. In
this report, the committee considers utilization management as a set of
techniques used by or on behalf of purchasers of health care benefits to manage
health care costs by influencing patient care decision-making through case-by-
case assessments of the appropriateness of care prior to its provision.

Three points about the committee's focus are worth underscoring. First, the
committee examines methods that rely on case-by-case assessments of care.
Second, the focus is on review prior to the provision of services. Third, this
report stresses actions taken to reduce costs for third-party purchasers of care.
The first characteristic distinguishes utilization management from methods that
analyze aggregate utilization patterns to identify potential problems or that rely
on across-the-board limits on health care benefits that take no account of
individual patient characteristics. The second -characteristic differentiates
utilization management from the retrospective review of claims or medical
records submitted after care has been provided. The third characteristic directs
attention to purchaser-sponsored—rather than provider-sponsored—utilization
management efforts, except when providers explicitly share the financial risk
with purchasers of care, as they do in HMOs.

The dominant utilization management strategy is prior review of proposed
medical services, which includes several related techniques. A second, more
focused, strategy is high-cost case management (see Table 1-2).

Prior Review

Prior review provides advance evaluation of whether medical services
proposed for a specific person conform to provisions of health plans that
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TABLE 1-2 Utilization Management Methods

Prior Review Techniques
Preadmission Review
Admission Review
Continued-Stay Review
Discharge Planning
Second Opinion

High-Cost Case Management

limit coverage to medically necessary care.> Most prior review programs
include an integrated set of review steps, not all of which will apply to any
single patient. The focus may be on the site of care, the timing or duration of
care, or the need for a specific procedure or other service.

The first point of assessment, often called preadmission review, may occur
before an elective hospital admission. This is what Greta Harrison and her
physician experienced in one of the vignettes that opened this chapter. In this
case, the review did not challenge the need for the procedure itself or the need
for hospital care, but it did challenge the proposed admission 2 days before
surgery. The terms preservice review and preprocedure review are sometimes
used to indicate that the focus of review is the need for a procedure, regardless
of whether it is to be performed on an inpatient or an outpatient basis.

For emergency or urgent admissions to the hospital when prior review is
not reasonable or feasible, admission review may be required within 24 to 72
hours after hospitalization to check the appropriateness of the admission as
early as possible. The vignette describing Mr. Travers involved this technique
as well as continued-stay review or concurrent review, which assesses the
length of stay for both urgent and nonurgent admissions. Reviewers may press
for timely discharge planning by hospital staff and, in some instances, assist in
identifying and arranging appropriate alternatives to inpatient care.

In addition, a patient may be required to get a second opinion on the need
for certain proposed treatments from a practitioner other than the patient's
physician. Increasingly, preadmission review or preservice review is used to
screen patients so that referrals for second opinions are focused on patients for
whom the clinical indications for a service are dubious.

To encourage patients covered by a health plan to cooperate in the

2 Medical necessity is another term that is used differently by different people in
different contexts. Some use it generally to cover assessments of the site and duration of
care as well as the clinical need for a particular procedure, whereas others use it only in
the latter sense. Those who use the term more restrictively tend to apply the term
appropriateness to the former assessments. For a discussion of legal interpretations of
medical necessity, see the paper by William A. Helvestine in Appendix A of this report.
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prior review process, a financial penalty, such as higher cost-sharing, may apply
when individuals fail to obtain necessary certifications. Chapter 3 provides
more details about the mechanisms of prior review.

Although terms like prior review, predetermination, precertification, and
prior authorization of benefits are often used interchangeably, the approval of
benefits in advance of service provision may be contingent rather than final. For
example, if a retrospective claims review suggests that the information on
which the predetermination was based was seriously flawed, payment of a claim
may be denied upon further investigation. Or if a utilization management firm
does not have access to the details of the benefit plan for a group, it might
authorize services not covered by the contract. A review of claims prior to
payment might then result in denial of benefits. Since this latter practice usually
makes patients unhappy, many utilization management firms try to consider
restrictions in a client's health plan in their determinations. Retrospective
denials of claims following prior certification appear to be rare, as are refusals
to preauthorize services.

High-Cost Case Management

High-cost case management—also called large case management, medical
case management, catastrophic case management, or individual benefits
management—focuses on the relatively few beneficiaries in any group who
have generated or are likely to generate very high expenditures. This small
percentage of individuals—perhaps 1 to 7 percent of a group—may account for
30 to 60 percent of the group's total costs. For the United States as a whole in
1980, 1 percent of the population accounted for 29 percent of total health care
spending (Berk et al., 1988).

Case management for individuals with high-cost illnesses is similar to
other forms of social and health case management, in that it involves assessing a
person's needs and personal circumstances and then planning, arranging, and
coordinating the recommended services. It differs in its targets, those very
expensive cases for which specialized attention may encourage appropriate but
less costly alternative forms of treatment.

In contrast to prior review programs, high-cost case management programs
are usually voluntary, with no penalties for patient failure to become involved
in the process or comply with its recommendations. (In the third vignette, Patty
Simon's parents could have refused the alternative course of care suggested for
her.) In addition, more effort is generally devoted to reviewing the patient's
particular condition and circumstances and exploring, even arranging,
alternative modes of treatment. Finally, exceptions to limitations in benefit
contracts may be authorized in advance if this will permit appropriate but less
expensive care. For instance, additional home nursing benefits may be arranged
so that an individual can avoid further
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hospitalization. In unusual cases, benefits may be provided for other than health
care services, such as construction of a wheelchair ramp or rewiring a patient's
home, if these expenditures will allow home care or self-care to be substituted
for institutional services at a lower total cost. (The assessment of the wiring in
Patty Simon's home would have been covered in this fashion.)

Retrospective Utilization Review

Utilization management techniques, particularly prior review methods,
attempt to overcome the disadvantages and unhappiness associated with
retrospective review and denial of claims after services have already been
provided. Retrospective claims and medical record reviews can, however,
support and reinforce utilization management by

* monitoring the accuracy of information provided during prior review and
identifying problem areas,

* examining claims that are unsuitable for predetermination (generally those
with high volume and low unit costs), and

* analyzing patterns of practitioner or institutional care for use in provider
education programs and selective contracting arrangements.

Retrospective utilization review methods have a longer history of general
application than do prospective methods (Blum et al., 1977; Congressional
Budget Office, 1979, 1981; Institute of Medicine, 1976; Law, 1974). Its
strengths and weaknesses have been scrutinized in a number of studies before
this one and are not explicitly considered in this report. However, constraints on
retrospective review have been a key stimulus for the development of prior
review methods. Many of the concerns raised by the committee about the
clinical soundness of review criteria, the fairness of procedures, and other
matters described apply to both prospective and retrospective reviews.

Other Cost-Containment Methods

The techniques of prior review and high-cost case management are but a
subset of the cost-containment methods that can influence decisions about
patient care. Other methods, some of which are discussed in Chapter 2 and
Appendix B, include the following:

* benefit design (including patient cost-sharing and coverage exclusions),
consumer education, and other approaches that shape patient demand for
care;

 financial incentives (for example, capitation or bonuses) that are designed
to reward physicians or institutions for providing less costly care;
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» contracts with health care practitioners and institutions that establish limits
on payment for care provided to health plan enrollees;

» use of gatekeeping, triaging, and other devices to manage patient flow to
specialists and expensive services; and

* physician education and feedback on standards of care and patterns of
practice.

Utilization management shares with the last four strategies a recognition of
the physician's central role as the player-manager of the health care team who is
responsible for organizing and directing the production process and providing
some of the productive input (Eisenberg, 1986). The different strategies for
influencing decisions about patient care, however, vary in their emphasis or
reliance on different models of control (such as professional self-regulation,
informed consumerism, or prudent purchasing), their techniques of influence
(such as education, financial incentives, peer pressure, or external oversight),
and the parties involved (that is, patients, primary care practitioners, or
specialists).

As will be described in Chapter 2, different strategies for cost containment
have been tried, abandoned, and revived as third-party financing of health care
has expanded. This history reflects both the difficulties of the task and an
appreciation that there is no single solution to problems of health care costs,
quality, or access. Many strategies have a place, each of which has different
strengths and weaknesses and each of which needs monitoring and adjustment
as circumstances change and people adapt to various attempts to shape their
behavior.

TWO NOTES OF CAUTION

Obstacles To Evaluation

This report laments the limited evidence on utilization management and
calls repeatedly for more and better assessments. Nonetheless, the committee is
well aware that sound evaluation of utilization management programs faces
several obstacles. Some are intrinsic to the research problem, some reflect
common organizational behaviors, and some involve particular pressures faced
by market-driven organizations. Rigorous evaluation also tends to be quite
expensive. In Appendix B of this report, the commissioned paper by Joan B.
Trauner notes that evidence about the impact of physician financial incentives
on patient care decisions and quality of care is also quite limited.

Intrinsic Conceptual and Methodological Problems

A number of problems in evaluating utilization management and other cost-
containment programs are predictable difficulties faced, to one degree
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or another, in much social and evaluation research (Eddy and Billings, 1988;
Wennberg, 1987). One such problem is that there are no uniformly accepted and
applied rules for measuring health care utilization or adjusting data for
differences in the characteristics of groups being compared. Other
methodological difficulties involve (1) data quality and availability; (2)
definitions and measurements of program characteristics, group characteristics,
outcomes, and other variables; (3) projections of what would have happened
without the interventions; and (4) generalizations to other programs and settings.

Common Behavioral Biases Against Evaluation

Under this heading come obstacles to systematic evaluation that are typical
of organizations whether they be public or private, for-profit or not-for-profit,
big or small (Eddy and Billings, 1988; Hatry et al., 1973; March and Simon,
1958; Suchman, 1967). They include preferences for

* action over evaluation, for example, developing, selling, and running a
program rather than seeing if it works;

* quick payoff rather than long-term products or results;

* casy rather than difficult actions (for example, using data on inputs and
procedures that are simpler to collect rather than data on outputs or
outcomes);

* compelling anecdotes, consensus, or tradition over careful and complex
analyses; and

* positive rather than negative results.

In addition, faced with limited resources, managers are frequently reluctant
to allocate funds for evaluation instead of wages and benefits, shareholder
dividends, or other activities. The committee has no information about what
utilization management firms spend on evaluation (for internal use or for
clients) or how much different employers invest in systematically assessing the
impact of prior review or other cost-containment strategies.’

Competition and Evaluation

The normal individual and organizational biases against systematic
evaluation may be both mitigated and intensified in competitive environments.

3 The private sector is not alone in providing meager resources for program
evaluation. The utilization and quality review components of Medicare's peer review
organization (PRO) program have not been very rigorously examined (General
Accounting Office, 1988a; Physician Payment Review Commission, 1988). The Health
Care Financing Administration does have performance standards for PROs, but they tend
to emphasize process rather than outcome and tend to involve measures of impact that
are more appropriate for ongoing monitoring rather than systematic evaluation of the
review techniques.
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Certainly, competition can be a powerful stimulus for internal evaluation of
how well a product is working and what makes it work better. Also, clients of
utilization management organizations have a strong interest in obtaining reports
on results and in shifting their business to other firms if they cannot get such
reports.

Balanced against these forces are several threats posed by evaluation. Most
obviously, an evaluation may be negative and thereby reduce a firm's chances
for retaining clients or winning new clients.* Moreover, when an evaluation is
publicly available, a firm's competitors gain information that could help them
build a case to inform potential clients that the competitor could provide better
results or, at least, better reports. Further, evaluations of utilization management
programs may provide competitors with statistical norms or even provider-
specific information that would not be readily available to them otherwise.
Likewise, if firms that invest in relatively sophisticated research and
development reveal their work, they may give a free ride for competitors to
copy or build on the resulting review criteria, analytic methodologies, or other
products. In a new and rapidly evolving industry, this can seem a significant
issue for more experienced organizations.

Forces Behind Rising Health Care Costs

The Committee on Utilization Management by Third Parties also
recognizes that the forces behind rising health care costs are exceptionally
strong and difficult to constrain through moderate means. Many believe that, for
the foreseeable future, health care costs will continue to increase faster than
costs in the rest of the economy.

* Clinical judgments about the value of treatment for various categories of
patients are changing as new treatments or new evidence of treatment
impact emerges. For example, women who underwent mastectomy for
breast cancer and had no evidence that the cancer had spread were until
recently not expected to benefit from chemotherapy, but some new
analyses suggest such treatment does increase survival rates. It also
increases initial treatment costs (Early Breast Cancer Trialists'
Collaborative Group, 1988). Recent guidelines for the wuse of
mammography screening could greatly expand the amount of such
screening but some professional sources question whether the guidelines
are clinically warranted (Mcllrath, 1989).

4 Even when the reported results were positive, the committee encountered
considerable reluctance by review organizations to have their analyses published.
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* New tests may reduce diagnostic uncertainty but not add any information
that aids in treatment decision-making (Kassirer, 1989). Advances in
screening techniques may catch individuals much earlier in the course of
disease and reduce the numbers who will receive later expensive
treatments. The question is, will the costs of screening and early treatment
offset the savings? Will real survival rates increase? Researchers involved
with cancer point to methods under development to screen for very early
traces of dozens of different kinds of cancer, not all of which are more
successfully treated if they are detected earlier.

* The work force and the general population are aging, and the use of both
acute-care and long-term-care services is higher for people in the older age
groups.

* Between 1980 and 2000, the number of physicians has been projected to
increase from 171 to 260 per 100,000 population (Graduate Medical
Education National Advisory Committee, 1981; U.S. Department of Health
and Human Services, 1985). Whether this will bring a surplus of physicians
is a matter for debate (Ginsburg, 1989; Schwartz et al., 1989). Nonetheless,
one estimate, now many years out of date, is that every additional physician
results in $400,000 in additional yearly expenditures for medical services.

* The concern about the millions of Americans who have no routine health
insurance coverage is generating various proposals to protect these
individuals through, for example, state-sponsored insurance pools,
mandated employer-based insurance, expansions of Medicaid, and
universal federal health insurance (Congressional Research Service, 1988).
What are the short-term costs (and for whom) of increasing access? What
long-term costs and benefits can be expected?

Reducing increases in health care costs such that they are much closer to
the level of general inflation would appear to demand radical changes in
American health policy, either major restructuring of the financing and delivery
systems or major cutbacks through large shifts in costs to patients, severe
limitations on patients' choices of hospitals and physicians, and explicit
rationing of some technologies for all or some individuals. Society may not be
willing to make such changes, particularly in the short run (Curran, 1987). It
may continue the search, described in the next chapter, for more moderate
strategies to control health care expenditures. Utilization management is one
such strategy.

It is an unfortunate reality, however, that most cost-containment strategies
eventually disappoint their supporters and evaluators to some degree. Even
when these strategies seem to reduce costs initially, trend projections do not
appear to show an appreciably lower increase in total costs over the longer term
(Prospective Payment Assessment Commission, 1989). Given
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the effort and optimism it generally takes to commit a corporation or a
government to a new program, it is not surprising that excessively high
expectations often give way eventually to disillusionment. Unwarranted or
excessive negativism can, in turn, be counterproductive and lead to premature
abandonment of modest but still helpful strategies.

Cognizant of these hazards, the Committee on Utilization Management by
Third Parties has tried to approach its initial evaluation of utilization
management with reasonable expectations. To this end, the committee has
reviewed the development of third-party financing of health care in the United
States and the ways in which various strategies to manage costs have evolved.
The next chapter summarizes this review.
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2

Origins of Utilization Management

In introducing this report, the committee has emphasized the seriousness of
the health care cost problem and the challenges involved in constraining
expenditures. The next step is to put the problems and strategies in a historical
context. Without understanding how or why utilization management and other
cost-containment strategies have developed, policymakers may oversimplify
both the difficulties and opportunities they face in managing health care
benefits. This chapter

* reviews the development of third-party financing of health services in the
United States;

* summarizes early efforts to control costs for health benefits;

* describes the growth of government and private employer involvement in
cost containment; and

* identifies some factors behind the change in societal attitudes about medical
care and the acceptance of external assessments of the appropriateness of
health care use.

THE GROWTH OF THIRD-PARTY FINANCING OF HEALTH
CARE

Extensive third-party financing of individual health services is relatively
new, emerging in this country largely in the past 60 years. Its development
reflects more than a century of scientific progress in the diagnosis and treatment
of illness. This progress has stimulated substantial growth and change in health
care institutions and professions, raised public expectations about
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the benefits of medical care, and increased the costs of that care. These
developments, in turn, have led to broad-based demands that individuals and
families be protected against medical expenses by means other than charity.
Although third-party payment was and is among the causes of escalating health
care costs, it is also a crucially important social invention to deal with that
problem. Some key dates in the move to third-party payment are summarized in
Table 2-1. Table 2-2 shows the shift in funding sources for selected medical
care expenses over the last 60 years.

Before the 1930s, few Americans had anything resembling modern health
benefit plans (Anderson, 1968, 1972; Somers and Somers, 1961). Concerns
about medical costs were defined largely in personal rather than governmental
or corporate terms. For example, the Committee on the Costs of Medical Care
(CCMC) reported in the early 1930s that less than 15 percent of American
families bore the burden of more than half of all annual family expenditures for
illness (Anderson, 1968). For individuals, medical care expenses were highly
unpredictable, ranging at that time "from five dollars to one thousand dollars or
more" for a single illness (Rorem, 1982, p. 62). When patients and families
(first parties) could not pay these costs, health care providers (second parties)
absorbed them with varying amounts of assistance from other organizations
(third parties) such as local governments, religious groups, and private charities.!

Among actuaries and others involved with the commercial life and
casualty insurance industry that had developed in the nineteenth century, there
was considerable doubt that medical care was an insurable risk (Donabedian,
1976). A classic text on insurance (Mclntyre, 1962) describes traditional
conditions for insuring a hazard or risk. The insured event (1) must be
susceptible to unambiguous description, (2) must not be something the insured
person wants or can control, and (3) must be a relatively uncommon occurrence
for individuals but have a predictable incidence for a group. Medical care
presents problems in all three areas.

Nevertheless, in the early 1930s, a number of individuals, influenced by
the analyses of the CCMC, began a virtual social movement to organize and
promote new kinds of "third-party" financing for health care—although they did
not use the term explicitly (Anderson, 1968, 1975; Rorem, 1982; Somers and
Somers, 1961). They believed that medical expenses—at least, hospitalization
expenses—for a group of people could be projected with some accuracy so that
a group could do what the individual could not:

"'In 1961, Somers and Somers wrote: "The term 'third party, usage of which varies
from a technical concept of contract law to a popular epithet, means... an organization or
institution involved in the financing or provision of medical care, other than the two
primary parties: the vendor— doctor or hospital—and the patient. For most practical
purposes the third party is a private insurance carrier, prepayment plan, or government
agency." Today, employers should be added to that list.
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£22
»E § :% TABLE 2-1 Key Dates in the Move from First-Party to Third-Party Payment
e 5 © 1798 U.S. Maritime Hospital Service established; deductions from seamen's pay
<38 cover part of cost
8=zc¢c 1847 First company to issue health insurance organized in Boston
= 28 1847 American Medical Association organized
g9 § 1863 Travelers Insurance Company offers accident insurance
g -% o 1870s Employee benefit associations formed; offer small death and disability
- 2= payments
e g .%’ 1883 Germany passes broad social insurance laws
2% 8 1898 American Hospital Association organized
2 5 g 1910s Physician service and industrial health plans established in Northwest and
£ 905 remote areas
£ ‘% = 1912 First model law developed for regulating health insurance
2 2a 1915 Referenda to establish compulsory state health insurance defeated
b § 5 1917 American College of Surgeons sets standards for hospitals
8= 1927 Committee on the Costs of Medical Care established
5 e § 1929 Stock market crash followed by Depression
i g 5 1929 Ross-Loos group founded (first prepaid group practice)
9 £ % 1929 Baylor hospitalization plan founded (first Blue Cross plan)
. _g = 1934 Roosevelt puts low priority on public health insurance during planning of
S5% Social Security legislation
E G 5 1937 Blue Cross Commission established
2% 1939 Federal Security Agency (predecessor of U.S. Department of Health and
£ 3 Human Services) established
B o2E 1940 Predecessor of Group Health Association of America founded
855§ 1940s Federal wage freeze increases union interest in fringe benefits
E 3o 1945 Kaiser Foundation Health Plan opens to non-Kaiser groups
S <5 1946 Hill-Burton hospital construction program established
23 1946 Blue Shield Commission and Health Insurance Council organized
c @ 3 1949 Supreme Court decisions allow employee benefits to be part of collective
a2 bargaining
i g § 1951 Joint Commission on the Accreditation of Hospitals founded
25 1954 San Joaquin County Foundation for Medical Care established
~ g9 1965 Medicare and Medicaid legislation
g %) § 1971-1974  Economic Stabilization Program (wage and price controls)
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TABLE 2-2 Expenditures for Personal Health Care, Hospital Care, and Physician
Services, by Major Sources of Funds, in Percentages, 1929-1987

Year  Type of Care Direct Patient _ Private Insurance  Government

1929  All personal health care 88.4 NA 9.0
(PHC)

1950  All PHC 65.5 9.1 22.4
Hospital care 29.9 17.7 48.9
Physician services 83.2 11.4 52

1960  All PHC 54.9 21.1 21.8
Hospital care 19.8 36.3 41.3
Physician services 65.4 28.0 6.4

1970  All PHC 40.0 24.1 34.4
Hospital care 10.1 36.0 525
Physician services 44.1 34.2 21.6

1980  All PHC 28.7 30.7 39.4
Hospital care 7.8 38.1 53.1
Physician services 30.4 42.6 26.9

1987  All PHC 27.8 31.4 39.6
Hospital care 9.5 36.9 52.5
Physician services 25.6 43.4 30.9

SOURCE: Adapted from Gibson (1980) and Letsch (1988). Government expenditures include both
direct services and public insurance. Figures do not add to 100%.

budget the costs of medical care and share the risk of expense among the
well and the unwell.

Real growth in health insurance began during the crisis of the Depression.
The federal government rejected health insurance as a priority in developing
Social Security legislation, but in the private sector communitywide hospital
benefit plans began to be organized for employed groups. These plans collected
monthly per-employee payments (premiums) that were independent of
individual episodes of ill health. Early premiums ran about 50 to 75 cents per
month per member.

Once private health insurance had a chance to prove itself, it quickly
became regarded as a necessity and enrollments grew rapidly (Figure 2-1). By
the end of World War II, more than 30 million people had private hospital
insurance, and employment-based insurance was becoming the norm in major
companies.” Also, as early as 1940, the movement for prepaid group practices
(PGPs) had helped organize enough PGPs, such as Group Health Association of
Washington, D.C., to warrant establishment of

2 Although some predecessors of Blue Shield plans, the physician service bureaus in
the Northwest, predate the Depression, insurance for physicians services grew more
slowly than did coverage for hospital services. In part, this reflected the lesser expense of
such services compared with that of institutional services. It also reflected resistance
from physicians, many of whom agreed with one leader's 1939 quote from George
Washington: "He who would surrender liberty for security is likely to lose both"
(Fishbein cited in Rorem, 1982, p. 94).
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Figure 2-1 Private health insurance enrollment. Percentage of civilian
population with hospital expense, surgical expense, "regular medical," and
"major medical" coverage, 1940-1959. Data are based on end-of-year
population and enrollment figures. Sources: Somers and Somers (1961). Based
on data from the Health Insurance Council and the Social Security
Administration of the U.S. Department of Health, Education, and Welfare.

the trade association that eventually became the Group Health Association
of America (Somers and Somers, 1961). Insurance coverage continued to
expand during the next quarter century, reaching a peak of over 188 million
people in 1982 (Health Insurance Association of America, 1987, 1988).

Recently, after 50 years of growth, the reach of private health insurance
has begun to decline. AS shown in Table 2-3, the percentage of the nonelderly
population covered by employment-based plans dropped from 67.4 percent in
1979 to 64.8 percent in 1986 (Congressional Research Service, 1988). In the
same period, the number of individuals with neither public nor private insurance
expanded to an estimated 37 million in 1986
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TABLE 2-3 Sources of Health Insurance Coverage for Nonelderly Population, 1979,
1983, and 1986

Percentage of Nonelderly Population

Coverage Source 1979 1983 1986
Employment-based plans

Covered on own job 33.1 325 334
Covered through someone else 343 32.1 314
Total employment-based 67.4 64.6 64.8
Other plansp® 17.9 18.5 17.7
Uninsured 14.6 16.9 17.5
Total 100.0 100.0 100.0

2 Excludes persons covered by employment-based plans.
SOURCE: Congressional Research Service (1988, p. 181).

(Chollet, 1988; Congressional Research Service, 1988). Those people
represent 17.5 percent of the civilian population, up from 14.6 percent in 1982.
(A recent revised estimate puts the number of uninsured at 31.1 million in 1987
[Rich, 1989].) Some individuals move in and out of coverage as they take
seasonal or other periodic employment, but many of the uninsured are full-time
workers and their dependents. In 1986, 15 percent of workers reported no health
insurance from any source (Monheit and Schur, 1988).

Although a variety of economic and social conditions lie behind the
decline in insurance coverage, high costs for health care certainly contribute to
it. In fact, the continuing escalation of health care costs is once again prompting
questions about the insurability of medical care and the viability of private
health benefit plans (Abramowitz, 1989; Freudenheim, 1989; National Health
Policy Forum, 1988).

EARLY COST-MANAGEMENT EFFORTS BY THIRD PARTIES

The transfer of many health care costs from individuals to third parties has
been accompanied both by a shift and a recasting of the cost problem. Insurance
has added new complexities to the problem, along with new resources for
managing it. Table 2-4, which shows changes in the general consumer price
index and selected medical care items from 1929 to 1960, reveals a sharp
postwar increase in hospital rates compared to physician fees.

Between 1920 and 1965, many of the basic elements of today's strategies
for managing health benefit costs were identified, even if they were not
persuasively articulated or successfully applied. These include
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TABLE 2-4 Consumer Price Indexes for All Items, All Services, and Medical Care Items,
Selected Years, 1929-1960 (Average Annual Index, 1947-1949 = 100.0)

Item or Service 1929 1935 1940 1950 1955 June 1960
All items 73.3 58.7 59.9 102.8 114.5 126.5
Medical care 73.5 714 72.7 106.0 128.0 156.1
General practitioners' fees — 73.9 74.7 104.0 124.3 147.5
Surgeons' fees - 73.8 74.0 104.5 116.4 129.3
Hospital rates — 47.1 50.4 114.6 164.4 222.7
Hospitalization insurance® — — — — 115.5 174.3

NOTE: Values are annual averages, except for those in June 1960.

2 Index for December 1952 is 100.

SOURCE: Adapted from Somers and Somers (1961, p. 545). Data from consumer price index,
Bureau of Labor Statistics.

* management of the risk pool,

* design of the benefit plan,

* controls on payments to health care providers,

* constraints on the supply of health care resources, and
* review of the appropriateness of utilization.

Management of the Risk Pool

The founders of health insurance plans in the 1920s and 1930s had to abide
by a fundamental principle of all insurance: The composition of the risk pool is
critical to the cost and survival of a plan. If the people who buy health insurance
are disproportionately those who expect high expenses for health care, then
insurance will be, at best, a form of group budgeting for the ill minus the critical
feature of risk-sharing with healthy individuals.

The choice of the employment group as the foundation for private health
insurance was a key element in managing the risk pool. The employee group
was attractive because it existed for reasons other than the purchase of insurance.

Many of the early nonprofit health insurance plans were also committed to
"community rating." That is, they charged the same amount per individual
based on the projected expenditures for all those covered in the community.
However, "experience rating" soon emerged as a way for insurers to compete by
segmenting risk. Insurers could attract business by offering lower premiums to
groups with lower health cost experience or lower projected costs. This left
smaller employers, groups with older and less healthy workers, and self-
insuring individuals to pay higher premiums.
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To make it feasible to sell insurance directly to individuals, most insurers
have devised various controls. These include medical underwriting (that is,
excluding those with conditions such as cancer or charging them higher rates)
and waiting periods for coverage of preexisting medical problems. Such
controls are designed to limit or compensate for the disproportionate selection
of an insurance product by less healthy individuals.> Even so, individually
purchased insurance was and is more expensive than comparable group
insurance.

Recently, with many employers offering several health plans to their
employees, the management of risk within and across these plans has become a
major issue. The long-term impact of this new fragmentation of the risk pool on
benefit costs and on the stability of health plans is the subject of spirited
controversy (Scheffler and Rossiter, 1985). Efforts to create sound risk pools
for small groups, the self-employed, the fragmented employer group, and others
remain an elusive goal for those trying to extend health benefits to the nonpoor
uninsured.

Design of the Benefit Plan

Like management of the risk pool, the centrality of benefit design was also
quickly appreciated as a vehicle to control health plan costs. One way to limit
expenses is to require patients to bear some of the cost of care themselves
through deductibles, copayments (a flat payment per service), coinsurance (a
percentage of a charge), and dollar maximums on benefits for all services or
specific categories of service. Cost-sharing has two objectives—first, the simple
transfer of some liability for costs to the patient and, second, the discouraging
of patient demand for care.

Plan administrators also concluded that premiums could be held in check
by excluding coverage for experimental and ineffective treatments, for
treatments whose use was highly discretionary or difficult to monitor, for
extended or custodial care for chronic conditions, and for relatively low-cost
services that could be scheduled and budgeted. Early benefit plans often limited
coverage to selected hospital services. These coverage limitations applied
uniformly to the covered group and did not require patient-by-patient judgments
of medical appropriateness. Later, as insurers

3 The difference between individual and group coverage risk pools is illustrated by
statistics from a recent report issued by Independence Blue Cross and Pennsylvania Blue
Shield (1988). The Blue Cross plan offers individual coverage without medical
underwriting on an open enrollment basis throughout the calendar year for residents of
its five-county service area. In 1987, individual subscribers were 6 years older on
average (44 versus 38 years), had a hospital admission rate that was 46 percent higher
than that for all group subscribers, and incurred costs that were 60 percent higher. Fifty-
five percent of the individual subscribers were age 50 or over compared with 35 percent
of the group subscribers.
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and employers became more comfortable with sponsoring health plans,
coverage began to include nonhospital services.

Controls On Payments To Providers

During the financially uncertain years of the 1930s, contracting and risk-
sharing with providers were important economic elements of prepaid group
practice arrangements and some health insurance plans. One of the earliest
prepaid group practices, the Ross-Loos Medical Group, was started in 1929 and
later followed by the Group Health Association of Washington, D.C., the Kaiser
Foundation Health Plan (as a community-based organization), and the Health
Insurance Plan of Greater New York. Also in 1929, what is considered the first
Blue Cross plan was established (for a public teachers group) and
"underwritten" by Baylor University Hospital. Later Blue Cross plans also had
provisions for some sharing of risk by their contracting hospitals or physicians,
and negotiated limits on fees were elements in many plans (Donabedian, 1976;
Hellinger, 1976).

Strong contractual relationships that included some risk-sharing or limits
on payments to providers, however, were hard to establish and maintain
(Werlin, 1973). The expansionary postwar decades stimulated hospital
restiveness with the contractual relationship that guaranteed service to Blue
Cross enrollees at a negotiated price (Anderson, 1975). Physicians continued to
fight prepaid group practice plans and other forms of contracting and risk-
sharing. However, some medical societies took a less negative approach,
establishing Foundations for Medical Care (FMCs), beginning with the San
Joaquin County (California) Foundation in 1954. Those FMCs that were based
on contracts and physician acceptance of financial risk are the predecessors of
today's independent practice associations (IPAs) (Egdahl, 1973).4

Constraints On Supply

Another approach to cost containment was developed under the rubric of
health planning. Health planning had received much of its initial nationwide
impetus as a tool for guiding the expansion in community hospital resources
under the Hill-Burton program established after World War II. Beginning in the
late 1950s, however, the growing supply of hospital resources came to be
viewed as a source of rising health care costs (Roemet

4 Egdahl (1973) distinguishes two types of FMCs. The comprehensive FMCs
sponsored prepaid health insurance and performed peer review of health care quality.
The other type provided peer review services to insurers and other organizations and
became the model for government-mandated professional standards review organizations
(PSROs) and peer review organizations established in the 1970s and 1980s.
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and Shain, 1959), and health planning was seen as a way to limit excessive
capital investment (Somers and Somers, 1961). By the 1970s, a full-blown
federal, state, and local health planning program was attempting to regulate
resource development (IOM, 1981; Yordy, 1972). Many insurance officials and
employers were active supporters of these efforts (Ennes, 1974; Herod, 1974).
Using a tactic pioneered by Blue Cross of Northeast Ohio as early as 1950 (U.S.
Department of Health, Education, and Welfare, 1976), some insurers warned
that unless hospitals cooperated with public or voluntary health planning, "we
will not pay full reimbursement or continue our contract with a hospital"
(Walter McNerney, quoted in Somers, 1969, p. 138). In the 1980s, faith waned
that health planning could be effectively implemented as a cost-control tool
(Schwartz, W., 1981), and much of the federal and state legal framework for
health planning was dismantled.

Utilization Review

Historically, payers have concentrated their cost-containment energies on
the unit price of medical services and have directed less attention to the volume
of those services provided by institutions and practitioners. Although some
hospitals used committees to monitor utilization in an effort to cope with the
short supply of hospital beds during World War II, the first explicit use of
retrospective utilization review to control fee-for-service payments for
unnecessary and inappropriate hospital services seems to have begun in the
1950s (Payne, 1987, p. 724).5 In 1954, Fred Carter, a physician, wrote in The
Modem Hospital, "Why not appoint a standing hospital staff committee
designated as the 'hospital utilization committee' to do in the field of hospital
and medical economics what the tissue committee does . . . in the field of
surgery. Abuses in the use of hospital services and facilities coming to the
attention of this hospital utilization committee could be disciplined to the point
of near deletion" (cited in London, 1965,

5 To a considerable degree, this utilization review was built on earlier efforts to
standardize medical care delivery and establish mechanisms for overseeing the quality of
care (Payne, 1976; Starr, 1982). Before the turn of the century, Florence Nightingale had
pioneered techniques for assessing and improving the quality of medical services and
spurred advances in the training and use of nurses. In the early 1900s, the Flexner report
(1910) stimulated reforms in medical education. Ernest Codman developed techniques to
audit medical care and identify corrective strategies for treatment deficiencies. Studies
by the American College of Surgeons (ACS) identifying problems in the quality of
hospital care led in 1917 to the Hospital Standardization Program of the ACS, which was
refashioned after World War II into the Joint Commission on the Accreditation of
Hospitals (Roberts et al., 1987). The ACS also initiated the professional activities studies
to develop abstracting techniques to help audit committees. Over time other professional
societies, such as the American College of Physicians and the American Society of
Anesthesiologists, have also worked to develop standards of care and guidelines for
medical practice.
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p. 77). Apparently, high optimism about the impact of utilization review was
born with the idea itself.

The 1950s also appear to have seen the first attempt to establish provisions
in health benefit plans to encourage or require second surgical opinions
(Rutgow and Sieverts, 1989). The United Mine Workers Union tried to institute
second opinion requirements but failed because of resistance from organized
medicine. It was not until the 1970s that such provisions were successfully
introduced by the Store Workers Health and Welfare Fund working with
Eugene McCarthy and his colleagues at the Cornell University Medical College
in New York City (McCarthy and Widmer, 1974).

The San Joaquin County Foundation for Medical Care (FMC), founded in
1954, not only served as a model for many IPAs but also helped inspire several
medical societies to organize peer review of health care utilization and quality.
FMCs pioneered many utilization review tools, including model treatment
profiles to assess physician performance, protocols for reviewing ambulatory
care, and computerized screening of claims. By 1973, there were 61 FMCs in
27 states (Egdahl, 1973).

Utilization review also spread in other settings (Werlin, 1973). In the early
1960s, more than 60 Blue Cross plans reported programs to review hospital
claims for the appropriateness of admissions, and more than 50 looked at the
length of stay.® Some required physicians to certify at admission that hospital
care was necessary for cases such as diagnostic and dental admissions, and
more than two dozen required physicians to certify the need for continued
hospital care after a specified length of stay (Fitzpatrick, 1965; Young, 1965).

In an observation echoed many times over the next 25 years, one speaker
at a 1964 conference on cost-containment programs observed that insurer staffs
had varying opinions on the effectiveness of utilization review, lamenting that
"specific data are lacking" (Fitzpatrick, 1965, p. 24). In a prescient comment,
Odin Anderson noted in 1968 that as payers showed increasing interest in
medical practice patterns, "the central concern of the medical profession today
and in the years ahead might well be 'bureaucracy™ (Anderson, 1968, p. 161).

To summarize, as third-party payment for medical care services expanded
from the 1930s into the 1960s, payers—primarily insurers and

6 State insurance commissioners, who often have considerable power over Blue Cross
plans by virtue of their power to approve rate increases, spurred some of the utilization
review and other cost-containment initiatives of these plans. This was true, for example,
in Michigan, Pennsylvania, and New York (Anderson, 1968; Law, 1974). However,
these initiatives—at least their outward forms—seem to have spread rather quickly
elsewhere without intervention by state officials (Fitzpatrick, 1965). In the late 1950s,
many Blue Cross plans were in precarious financial condition (Anderson, 1975).
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health maintenance organizations (HMOs)—tried various tools to control these
costs. These tools may have had some impact, but they often were neither
rigorously applied nor rigorously evaluated. In general, concerns about
controlling costs were still overshadowed by society's desire to expand access
and improve health outcomes through the development and implementation of
advances in medical care.

GOVERNMENT AND EMPLOYER INVOLVEMENT

Two major developments differentiate third-party involvement in
containing health care costs during the periods before and after 1965. The first
is the entry of the federal government as a powerful force for both cost
escalation and cost control. Second, and somewhat later, private employers
began serious efforts to control their expenditures for employee health benefits.

Federal Government Initiatives

The federal government's interest in health care cost containment was
prompted primarily by its creation in the 1960s of two major health benefit
programs: the federal Medicare program for the elderly and the federal and state
Medicaid program for some of the poor. (The latter program also gave states an
increased stake in containing health care costs.) Both programs responded to
inadequacies in private group insurance as a means for covering high-risk or
low-income individuals. Government's stake in health costs consequently
increased. State and federal spending for personal health care services rose from
22 percent of total spending on these services in 1960 to 40 percent by 1980
(Table 2-2).

When Congress established the Medicare and Medicaid programs in 1965
to increase access to health services, it also recognized the need for constraints
against overuse of services. The initial strategy was to expand and strengthen
provider-based utilization review. Hospitals and extended-care facilities were
required, as a condition of participation in Medicare, to have operational
utilization review committees to assure the medical necessity and quality of
care "without involving government in day-to-day hospital operations" (Mills,
1967). This was consistent with the preamble to the Medicare legislation, with
its famous prohibition against federal "supervision or control over the practice
of medicine or the manner in which medical services are provided" (P.L. 89-97).

The costs of the Medicare program soon climbed at rates far above what
was predicted when the program began. As one result, policymakers came to
view the strategy of delegating utilization review as ineffective, "more form
than substance" (U.S. Congress, Senate, 1970). In addition, the
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medical profession and some consumer groups were complaining about the
claims reviews and payment denials instituted by the private contractors that
processed Medicare claims. The U.S. Department of Health, Education, and
Welfare had required these activities—which some contractors already used in
their private business—when they saw that expenditures were quickly
exceeding projections (Blum, et al., 1977; Law, 1974).

In the Social Security Amendments of 1972 (P.L. 92-603), Congress
provided for the establishment of PSROs to control costs and improve the
quality of care through independent peer review. Building on many of the
concepts developed by the Foundations for Medical Care and the Experimental
Medical Care Review Organizations (federal demonstration projects beginning
in 1971), PSROs were to be physician-controlled community organizations that
would develop and apply professional standards to the review of institutional
health services (Blum et al., 1977; Ermann, 1988; Gosfield, 1975; Nelson,
1984). The law required PSROs to perform concurrent review, but preadmission
and retrospective review were optional. In their decade or so of existence, the
PSROs designed and refined many of the data collection and analysis
techniques used by successor organizations to serve both public and private
purchasers.

Congress also got interested in the mid-1970s in second surgical opinion
programs as a means of reducing unnecessary surgery. A congressional
subcommittee stated that there were more than 2 million unnecessary operations
each year, a figure it reached by extrapolating from rates of nonconfirming
second opinions found in early research (American College of Surgeons, 1982).
Although researchers disavowed this kind of projection, the figures got a lot of
attention and helped persuade Congress to authorize demonstration projects to
test second-opinion programs for Medicare and Medicaid beneficiaries.

Despite some positive accomplishments, the PSROs—Ilike hospital-based
utilization review—disappointed policymakers (Berman and Gertman, 1981;
Chassin, 1978; Congressional Budget Office, HCFA, 1979, 1981; Institute of
Medicine, 1976; Nelson, 1984). Most PSROs delegated review to hospitals
(Ermann, 1988), and the PSROs had little power to penalize physicians for
inappropriate practices. Also, general problems in the economy of the United
States—the combination of high inflation and low economic growth—
complicated efforts to contain costs.

In 1982, Congress replaced PSROs with statewide "utilization and quality
control peer review organizations," PROs for short (P.L 97-248) (Gosfield,
1989). Three years later, Congress added a requirement for PROs to manage a
focused second-opinion program, a provision not actually implemented until
1989. Appendix C of this report describes some ways in which PROs tend to
differ from private review organizations. Many PROs also have review
contracts with private employers.
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Utilization review by PROs was intended to supplement and monitor
another reform that most viewed as much more important—the introduction of
the prospective payment system (PPS) for hospital services provided to
Medicare beneficiaries. PPS itself was another response by government
policymakers to the frustration with earlier cost-containment efforts, for
example, the Economic Stabilization Program with its wage and price controls
and the health planning program, which tried to limit major capital investments.
The end result of the former, in one evaluator's assessment, was considerable
effectiveness in "reducing rates of increase in hospital employees' wages but
[little impact] . . . on hospital costs" (Ginsburg, 1978).

Private Purchasers Become an Force

In the private sector, purchasers more gradually came to understand that
they too had to be aggressive and prudent buyers of health benefits for their
employees. Indicative of employers' low profile in the 1960s was a National
Conference on Medical Costs, convened at the request of President Johnson to
consider the general problem of rising costs. This 1967 conference had no
corporate members (outside the health industry) on its advisory committee,
listed no business associations among the groups that were consulted, and
included only one corporate representative on its agenda (U.S. Department of
Health, Education, and Welfare, 1968). As one employee benefits manager put
it later:

In the past, many of us in the business community routinely paid bills for

medical care with no questions asked. Unknowingly, we contributed to the

continuation of many abuses in the medical care system by simply signing the
cheek and looking the other way (Chinsky, 1986).

The oil embargo in 1973 and subsequent jumps in oil prices, rising interest
rates, stiffer foreign competition, and other economic shocks combined with
even sharper increases in health benefit costs finally overcame the employer
passivity. By 1976 the Council on Wage and Price Stability was holding
hearings, later published, on private sector concerns and initiatives to control
costs (Council on Wage and Price Stability, 1976). The share of national
spending for health services and supplies accounted for by business grew from
17 percent in 1965 to around 30 percent in 1987 (Levit et al., 1989).

One event that helped influence the thinking of the business community
was the publication in 1978 of a 37-page report entitled, simply, "Labor-
Management Group Position Paper on Health Care Costs" (Labor-Management
Group, 1978). This labor-management group included former Secretary of
Labor John Dunlop, the chairmen of eight major corporations, and presidents of
seven influential labor unions. Their report, issued after 9
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months of meetings and staff work, supported such utilization management
precursors as retroactive utilization review (supported by explicit provisions in
collectively bargained benefit plans) and coverage of alternatives to inpatient
hospital treatment. It also promoted a variety of other initiatives, including
prospective reimbursement, HMOs, health planning, technology assessment,
medical malpractice reform, and health education.

In 1987, a new task force of the Labor-Management Group issued a
statement that emphasized preadmission review, (high-cost) case management,
and review of nonhospital care as key strategies for cost containment (Labor-
Management Group, 1987). A related group, the so-called Dunlop Group of
Six, has met on an ongoing basis to investigate and develop cost-containment
proposals. The group consists of the American Hospital Association, American
Medical Association, Health Insurance Association of America, Blue Cross and
Blue Shield Association, Business Roundtable, and the AFL-CIO (Cronin, 1988).

Another early manifestation of greater business interest in health benefit
costs was the move to self-insurance by employers large enough to bear the
risk. In 1975, perhaps 3 percent of companies were self-insured (Gabel et al.,
1986). Among companies surveyed in 1986, the proportion of those that were
self-funded had jumped from 19 to 59 percent between 1980 and 1986 (The
Wyatt Company, 1986). Many of the advantages of self-insurance lie not in
reduced costs for health care but in reduced underwriting, tax, and other
expenses associated with the insurance mechanism. Moreover, the Employment
Retirement and Income Security Act allows self-insured employers to avoid
paying benefits under state-mandated coverage for a variety of services and
providers. These mandates raise both health care and administrative costs,
particularly for multistate employers. Despite the apparent advantages of self-
insurance, a recent study of Bureau of Labor Statistics data found that monthly
costs for family coverage were higher for self-insured groups than for those
with Blue Cross and Blue Shield or commercial insurance (Jensen and Gabel,
1988). It also reported that groups converting from insured to self-insured status
showed higher cost increases (19 percent over 4 years) than did those remaining
insured (10 percent) or those already self-insured (16 percent).

Once larger employers began to assume more active roles in managing
their health benefit plans, their initiatives multiplied (Sullivan, 1984). These
initiatives have included both individual and collective efforts and have often
involved participation by other groups, such as labor representatives. A few
examples can illustrate the wide variety of these activities.

* Beginning in 1979, General Motors started joint labor-management efforts
to monitor the cost-containment activities of participating Blue Cross plans,
implement pilot cost-containment projects, and undertake special
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studies. In 1984, management and labor agreed to a target 10 percent
reduction in health benefit costs (in constant dollars) over 3 years (Labor-
Management Group, 1987).

* The state of Pennsylvania and Council 14 of the American Federation of
State, County, and Municipal Employees agreed in 1984 to institute a
statewide plan for prior review of the medical necessity (not just site of
care) of certain elective procedures. Other activities involve employee
education, HMOs, preferred provider organizations, and program
evaluation (Labor-Management Group, 1987).

* The Massachusetts Business Roundtable helped forge revisions in the
state's regulation of hospital rates (Bergthold, 1988).

* The Greater Phoenix Affordable Health Care Foundation developed a
software package for local physician offices (with monthly updates) that
lists features of hundreds of employer-based benefit plans (Lockhart, 1988).

* Business coalitions, such as the Washington Business Group on Health and
the Midwest Group on Health, have been formed to pursue a broad range of
educational, data collection, and other activities.

More and more corporate benefits managers now talk about health benefits
as a complicated instance of a familiar problem: the procurement of the supplies
and services needed to produce the companies' products. A vivid illustration of
this shift was described in 1986 by Patricia M. Nazemetz, Xerox's benefits
development manager,

We realize that the purchase of poorly defined products and services at
undefined prices is not consistent with good business practice. It does not meet
the standards of the quality improvement process that is applied to every other
aspect of our business. While we have taken steps toward cost containment
through plan redesign and expansion of alternative delivery options, we have
continued to purchase off-the-shelf [health care] products that do not
necessarily meet our customer requirements. A logical next step will be to
define our customer requirements [and then] request proposals from providers
and select those who can conform best to our specifications ....

We realize the importance of developing measurement systems... that allow all
the parties involved to determine if... service and quality standards are being
met and if benefits are being delivered at the right level for the negotiated
price. Conformance to service standards will be determined through
employees' input .... Measuring quality will be much more difficult. The key
will be to identify and agree upon those things that are appropriate quality
indicators. For example, we may need to consider time lost from work,
hospital readmissions, relapses, infections, etc. (Nazemetz, 1986).

Although many larger businesses can take advantage of these approaches,
it should be noted that small businesses often lack the financial and managerial
resources and the economic leverage necessary to implement many cost-
management strategies. Many small employers see cutting or eliminating health
benefits as their major option.

The ability of large purchasers to secure better terms for their purchase
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of medical care is attributable, in part, to shifts in the relative supply of
providers versus users of care. The perceived shortage of health care resources
following World War II enhanced the position of hospitals and physicians.
More recently, the greatly increased ratios of hospital beds and physicians to
population have turned the resource shortage into a surplus in most areas. What
is in relatively shorter supply today is patients. Occupancy levels in community
hospitals, for example, have dropped from a national average of 76 percent in
1980 to 65 percent in 1987 (American Hospital Association, 1988). Since
ability to pay now depends largely on public or private insurance, one result is
enhanced power for government and employers, at least large employers.

Many approaches now being used by payers to bring about modifications
in patterns of care have been initiated by Medicare, the largest single payer. On
the private side, the first use of utilization review requirements also appears to
have occurred where certain purchasers were in a particularly powerful position
vis-a-vis health care providers, for example, among manufacturers with large
facilities in small or mid-sized cities (such as Caterpillar, Inc.) or among
insurance plans with large local market shares (such as the Blue Cross and Blue
Shield plans in Pennsylvania) (Richards, 1984). Although many individual
employers in large cities lack leverage on their own, business coalitions in a
number of communities are attempting to combine employer purchasing power.
An estimated 200 to 250 business coalitions now operate; at least 72 have paid
staff (Cronin, 1988).

OTHER FACTORS GIVING RISE TO UTILIZATION
MANAGEMENT

The intensified involvement of government and private purchasers in
efforts to contain health care costs has been a key element in the rise of more
direct and assertive programs to influence patient care decisions. Purchasers
have acted as both a stimulus and a lever for the development and application of
new approaches to modifying medical practice patterns and limiting the
unnecessary use of services (Webber and Goldbeck, 1984).

In addition, at least three other factors have played a role in the transition
from the provider-based utilization review of the 1960s and 1970s to utilization
management by third parties in the 1980s. These factors include

* a growing body of research suggesting that many medical services are
unnecessary or inappropriate and could safely be eliminated;

* an increasing emphasis by purchasers on linking cost containment anti
quality assurance; anti

* a proliferation of information resources, assessment tools, and
organizations that make case-by-case review of proposed services feasible
on a large scale.
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More generally, the 1960s and 1970s saw the growth of doubts that greater
expenditures on medical care were improving health status. As one sociologist
has put it, this idea "hit with the force of a thunderclap" and added to pressure to
constrain medical care expenditures (Starr, 1982).

Inappropriate Utilization as an Cost-Containment Target

The move by third-party payers to become more aggressive about
detecting and eliminating the inappropriate use of medical services has been
strongly influenced by research suggesting that some costly patient care is
unnecessary or inappropriate and that less costly and more appropriate ways of
providing care are possible. Support for these views comes from two directions:
studies that document substantial variations in the use of medical services
across different settings and studies that assess medical services by using
explicit criteria of appropriateness.

Variations in Utilization

Some of the most influential research on medical care utilization has
examined how the variations in the volume of medical services relate to
variations in ways of organizing and financing medical care. For example,
several studies suggest that the volume of physician services tends to increase
when fee-for-service payment rates are frozen but levels off or decreases when
prices are allowed to rise (Gabel and Rice, 1985; Mitchell, 1988; Rice, 1983;
Rossiter and Wilensky, 1983; Schwartz, M., et al., 1981). Most widely known
are the array of studies reporting that hospital use tends to be 5 to 35 percent
lower in HMOs than in fee-for-service systems. Lower use rates in HMOs have
been linked to (1) the financial incentives of capitated or salaried payment for
services; (2) the advantages of group practice in providing peer pressure,
feedback, and practice protocols; (3) the combination of organizational
selection and self-selection that leads practitioners with different styles of
practice into different practice settings; and (4) the tendency of healthier
individuals to be more accepting of health benefit plans that limit their choice of
physician (Epstein et al., 1986; Luft, 1987; Luft and Miller, 1988; Manning et
al., 1984; Norbrega, 1982; Siu et al., 1986; Ware et al., 1986). The latter
explanation is the only one in which differences in the clinical status of patients
might play a significant role in explaining differences in utilization.

The view that medical practice patterns are not a precise and unvarying
function of medical science is also supported by studies showing substantial and
largely unexpected variations in patient care patterns across geographic areas.
The studies date back to the late 1960s and early 1970s (Bunker, 1970; Lewis,
1969; Vayda, 1973). John Wennberg's 1973 article in Science on variations in
small geographic areas attracted much attention, both
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for its findings and for its methodological innovations (Wennberg, 1973). Small-
area studies frequently show two-to fourfold differences in the use of various
procedures (Eisenberg, 1986; Lohr et al., 1985; Sandrick, 1984; Wennberg,
1984). They have led purchasers to ask increasingly pointed questions about the
rationale for such variations.’

Small-area studies tend not to label any particular level of utilization as
appropriate or inappropriate (Wennberg, 1986). Certainly, some variation in use
is thought to be due to different population needs for care (Blumberg, 1987;
Wennberg, 1987). For example, a small-area study sponsored by Blue Cross
and Blue Shield of Minnesota found one rural county with unusually high rates
of hospitalization for acute myocardial infarction (80 percent higher than the
statewide average) and several other heart conditions or symptoms that are not
thought to involve much discretion in hospital admission decisions (Thomas,
1989). The insurer asked academic epidemiologists to investigate, and they
came up with evidence to suggest disproportionate rates of coronary heart
disease in the county. (In response, the insurer joined with others to fund a
$300,000 wellness program for the county.)

Inappropriate Utilization

Studies of variations in utilization levels have been complemented by
research that attempts to distinguish clinically between appropriate and
inappropriate care and to compare actual with correct use of services. These
studies have examined hospital admissions, days of inpatient care, ancillary
services, and surgical and other medical procedures.

This research has used a number of methods for identifying inappropriate
use, including review of pathology specimens after surgery, second opinions on
the need for recommended surgery, and audits of medical records. Some
studies, for example, those employing second surgical opinions and early audits
of medical records, have relied on clinical judgment without explicit written
criteria. For other methods, such as certain kinds of medical record audits,
explicit written criteria are central to the assessment process (Payne, 1987).

Taken together, research on appropriateness suggests that perhaps one-
quarter to one-third of medical services may be of little or no benefit to patients
(Brook and Lohr, 1986). For example, several studies have suggested that
between 20 and 40 percent of ancillary services in hospitals

7 To help PROs understand area utilization patterns and target potential problems, the
federal government is funding a 12-state demonstration project to make small-area
analyses available for use by PROs (Tokarski, 1989). In addition, small-area studies have
been initiated by public and private organizations in such states as Maine, Minnesota,
North Carolina, Iowa, California, and New York (Caper, 1987, Tokarski, 1989,
Wennberg, 1984).
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were unnecessary or inappropriate (Eisenberg, 1977; Hughes et al., 1984;
Schroeder et al., 1984). Other studies have found similar rates of inappropriate
hospital admissions and days of care (Restuccia, 1984). Recent work by the
Rand Corporation suggests that one-third or more of coronary angiographies
and coronary artery bypass surgeries may be performed for patients whose risk
from the procedure equals or exceeds the expected benefit (Winslow et al.,
1988b). Carotid endarterectomies (which remove clots in the arteries leading to
the brain) were judged appropriate in only 35 percent of cases (Chassin et al.,
1988; Winslow et al., 1988a).

Some inappropriate use of medical services is probably an inescapable
consequence of the inexactitude of medical science, and geographic variations
are not necessarily correlated with variations in appropriate use (Chassin et al.,
1987). Nevertheless, the great variability in the use of medical services and the
studies suggesting that many services are unnecessary have led purchasers to
target such services for cost containment.

Linking Cost and Quality

Purchasers have also recognized that a single-minded concern with the
costs of inappropriate utilization can be counterproductive. It can create
suspicion, antagonism, and resistance rather than cooperation among payers,
practitioners, and patients. By tying utilization management to quality of care as
well as cost, purchasers do two things:

* they underscore the responsibilities of health care institutions and
physicians for providing patients with safe, effective care, and

* they emphasize to policymakers and health plan beneficiaries that payment
for poor-quality care and unneeded services is a bad use of limited resources.

Researchers have noted that where there is strong professional consensus
on the appropriate use of particular services, such as surgery for cancer of the
bowel or hospitalization for hip fracture, there tends to be less variation in
levels of utilization. Where consensus is low, for example, on the need for
hysterectomy and prostatectomy, utilization is more variable (Caper, 1984).
Although differences among populations in the use of particular services can
reflect differences in the incidence of the relevant medical problems, many
variations appear to be due to differences in what Wennberg (1984) calls
physician "practice styles." To strengthen consensus and reduce inappropriate
care, the federal government, many medical societies, and other organizations
are encouraging the development of practice guidelines or protocols for the
appropriate and cost-effective use of specific medical services.
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The value of linking cost and quality concerns is suggested by several
developments over the past two decades. For example, the growing support for
research on the effectiveness of medical services—support that cuts across
purchaser, provider, and consumer interests—might not have materialized based
on only cost or quality considerations. In addition, the legislative history of
PROs and HMOs suggests that congressional support for these programs
depends on their perception that quality of care as well as cost-containment
goals are being served. When Congress banned hospitals from making incentive
payments to physicians as an inducement to reduce services to Medicare
beneficiaries, it also set restrictions on some financial incentives used by HMOs
that were to take effect in 1989 (P.L. 99-509). The effective date has been
shifted to 1990, and other changes may result from further study of these
incentives, but the basic concern about the cost containment/quality link
remains (Ready, 1989). The paper on utilization management in HMOs in
Appendix B of this report discusses these concerns at greater length.

Improving the Tools and Structures for Utilization
Management

Changing perceptions about the extent of unnecessary medical care and the
impact of such care on both cost and quality have been intertwined with
changes in information resources, analytical tools, and organizational structures.
Although there is substantial need for improvement in each area, these technical
and organizational developments have made it more feasible to move from
problem identification to problem solving.

Information Resources

The past two decades have seen many advances in the quality and
availability of data on the cost and use of health services. These advances include

» greater, though still incomplete, standardization of cost and utilization data
from different provider and payer sources;

* more rationality and uniformity in the definition and coding of medical
diagnoses and services;

» creation of more large utilization and cost data bases covering hospital,
physician, and other services; and

* development of computer software to manage and analyze information.

Each of these developments has increased the ability of purchasers,
researchers, and others to describe utilization and cost patterns, track changes
across time, and identify anomalies. This kind of descriptive
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information has been a powerful stimulus for purchaser efforts to reduce
inappropriate utilization.

The committee recognizes that, despite considerable progress, many
problems with the availability and quality of data remain. Studies continue to
document imprecise or inaccurate diagnosis and procedure coding, lack of
diagnostic codes on most claims forms, only scattered documentation about
entire episodes of treatment or illness, errors and ambiguities in preparation and
processing of claims data, and limited information on patient and population
characteristics (Larks, 1989; PPRC, 1988). However, the momentum for
solving these problems is substantial and stems from multiple public and private
interests and needs. These include the demands of purchasers for better
documentation on claims for payment, the specter of malpractice, the interest of
policymakers in data to develop and monitor changes in methods of paying
providers, and technological advances in computer hardware and software.

Assessment and Education Strategies

Assessment and analytic tools that have helped the move toward utilization
management include (1) explicit criteria for assessing the appropriateness of
medical services, (2) statistical methods for setting utilization norms, and (3)
methods for assessing the health status of different patients and population
groups. On this analytic base are built feedback techniques for informing
physicians about how their practice patterns compare with statistical norms and
criteria for appropriate care (Eisenberg, 1986; Wennberg, 1984; Wennberg et
al., 1977).

Explicit criteria for judging the appropriateness of medical services include
methods that are diagnosis-specific and those that are not (Payne, 1987). The
studies of carotid endarterectomies and cardiac pacemakers cited earlier rely on
the former, whereas studies of the need for hospital admission or clays of
hospital care rely on the latter.

Statistical norms have been used most frequently to assess lengths of
hospital stay and frequencies of diagnostic or treatment procedures. Average
lengths of stay for patients in the western United States, which are lower than
those for patients in other regions, are frequently used as a standard in
continued-stay review.

Since one reason that health care use and costs may differ across groups is
because the health status of group members differs, much effort has gone into
methods to assess how severely ill individual patients are, whether they need to
be hospitalized, and how institutions and practitioners vary in the overall
severity of their mix of cases. These methods use various approaches, including
patient resource consumption, organ system involvement, disease stage, and
diagnosis (Aronow, 1988; Hornbrook,
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1982). Some rely on claims data; others require abstracted information from
medical records.

Two cautions should be offered about the current interest in developing
medical practice guidelines to influence physician behavior. First, the quality of
the relevant medical evidence and the quality of the guideline development
process can have major impacts on the soundness and utility of the guidelines.
A number of researchers have written persuasively about the limits of clinical
research, the lack of fit between some guidelines and relevant clinical evidence,
and the problems with methods for generating guidelines (Bunker, 1988;
Chassin, 1989; Eddy and Billings, 1988; Schwartz, 1984; Wennberg, 1984).
Moreover, empirical research itself can clarify but not fully resolve some
questions, for example, whether it is an appropriate use of limited resources to
perform cataract surgery to correct small visual deficits.

A second caution about the influence of guidelines is that the success of
education programs in changing physician behavior is mixed (Donabedian,
1982; HCFA, 1979; Myers and Gleicher, 1988; Restuccia, 1982; Schroeder, et
al., 1984; Wennberg et al., 1977; White et al., 1975). One thorough review of
research in this area concluded that just presenting facts is not likely to
accomplish much in the absence of other facilitating conditions (Eisenberg,
1986). These conditions include a supportive professional environment, a
perceived need for the information, an active involvement by respected peers
and professional leaders, and careful targeting of quality, utilization, and cost
problems.

The growth of new contracting and payment techniques that put physicians
at financial risk is increasing the perceived need for information feedback to
practitioners. Analyses and comparisons of practice patterns may have a greater
impact on practitioners when reenforced by the specter of future claims denials,
exclusion from an HMO or PPO, or loss of a year-end bonus. Moreover, the
skilled use of feedback techniques may avoid the tensions created when the
more negative or punitive strategies are actually used.

New Organizations

The demand on the part of large public and private purchasers of care for
ways to manage, rather than only review, health care utilization has been
matched by the emergence of many "suppliers" wanting to take on this role (de
Lissovoy et al., 1987; Freund, 1987; Gardner and Scheffler, 1988; InterStudy,
1989; Mayo Clinic, 1988). These suppliers fall into two broad categories: first,
organizations that integrate utilization and cost control with service delivery
and, second, organizations that offer specialized utilization management
services to both health care providers

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

ORIGINS OF UTILIZATION MANAGEMENT 50

and purchasers. One 1987 survey of over 700 employers found that about one-
third of those covered by the employers' health plans were enrolled in "managed
fee-for-service" programs and over a quarter more were enrolled in either
HMOs or PPOs (Gabel et al., 1988).

The 1980s have seen substantial growth in the number and types of
organizations that integrate, to some degree, cost-management and service
delivery functions. The number of HMOs has grown from 175 in 1976 to over
600 in 1988, and membership has risen from 6 million to over 32 million
(Group Health Association of America, 1988; InterStudy, 1989). A recent
survey placed the number of PPOs at over 600 (American Medical Care and
Review Association, 1988). Declining hospital occupancy rates and competition
for the business of large purchasers has stimulated some of the country's largest
multihospital systems and insurers to develop integrated service/insurance
products. By 1986, all six of the largest multihospital systems, nine of the
largest ten group insurance carriers plus the Blue Cross and Blue Shield system,
and six of the eight largest HMO systems had developed some kind of
integrated product or products (Patricelli, 1986).

These organizations differ in the weight they place on financial incentives,
favorable unit prices, utilization management, and other means to control costs.
Some, including many PPOs, develop and manage contractual arrangements
with health care providers but do not underwrite the cost of services. Others,
such as many HMOs, accept risk for the cost of services, although they
typically share that risk with their participating hospitals and physicians.

The financial incentives used by many of these organizations, such as
capitation and bonuses, target both elements of utilization risk, that is, the
number of services per episode of care and the number of episodes. Although
these arrangements may reassure payers that overuse of services is not being
encouraged, that reassurance may be countered by concerns that some needed
care will be discouraged (AFL-CIO, 1986; Halowell, 1989).% These worries are
reflected in congressional requirements for PRO monitoring of the quality of
care provided to Medicare beneficiaries in capitated HMOs and PPOs (P.L.
99-272) and in proposals that people be informed about financial arrangements
for participating providers before they enroll in such health plans (Physician
Payment Review Commission, 1989).

8 One early critic of bonuses and withholds linked them pejoratively to such historic
arrangements as "split fees, kickbacks, rebates, bribes, and so forth." However, these
latter incentives have generally been regarded as unethical inducements to over-rather
than underutilization (Geist, 1974, p. 1306).
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Disappointing earnings, and perhaps increasing concern about regulatory
restrictions, have led many sponsors and investors to drop their new products or
move out of certain geographic markets. Still, the array of organizations
offering integrated service delivery and cost management is larger and more
diverse than it was a decade ago and gives employers more leverage than they
had in the past.

Some of the vertically integrated organizations that remain are promoting
and underwriting an integrated health benefit package, the so-called triple
option. Such programs, which are not yet widespread, typically allow
employees to enroll in an HMO, a PPO, or a traditional benefit plan based on
their own weighing of coverage, premium, and freedom of choice of provider.
Ideally, since all options are purchased from only one supplier, the employer
gets a less complex program to manage plus an integrated premium that helps
adjust for any tendency of sicker individuals to choose more generous and
expensive plans while healthy individuals choose more restrictive and less
expensive alternatives. A variant on this concept is the open-ended HMO that
provides limited coverage for nonemergency use of providers outside the HMO
panel.

A second market response to purchaser demands for cost containment has
involved lower entry costs and lower risks than the product integration and
triple-option strategies (McGraw-Hill, 1987). Many organizations have been
established to offer freestanding utilization management services to providers,
insurers, and employers. Although some purchasers, such as prepaid group
practices, are well situated to undertake utilization management internally,
others, such as many independent practice associations, have found it easier to
obtain the services from an external agent. Also, some purchasers prefer not to
buy an integrated product.

The utilization management industry, although growing fast and coveting
an increasing number of benefit plans and beneficiaries, has received little
systematic study. This report is designed to help correct that deficiency.

CONCLUSION

Much of this century has been devoted, first, to improving the
effectiveness of medical treatments, second, to increasing individual protection
against the financial burdens of medical services, and, third, to trying to control
the economic costs of expanding access to more sophisticated medical care. In
each endeavor, various strategies or working hypotheses rise and wane in
popularity as initial promising ideas or results are subjected to empirical
evaluation, trials of administrative feasibility, or tests of political acceptability.
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Most current approaches to controlling costs and improving the
appropriateness of care have been tried and revised, with varying degrees of
enthusiasm and sophistication, over several decades. Utilization management
builds on the gradual accumulation of experience and data that suggest that
externally applied assessments of the appropriateness of proposed medical
services can constructively influence how care is provided and, as one
consequence, help constrain health care costs. The next three chapters describe
what we know about the varied ways in which utilization management works.
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3

The Utilization Management Industry:
Structure and Process

Analyzing the changes brought about by utilization management requires a
basic understanding of how utilization management actually works. What
decisions do utilization management organizations make and on what basis? To
whom are they accountable and for what? How do they try to be effective in
controlling costs without harming patients? How standardized are their methods
and criteria?

To answer these questions, the committee set out to learn more about the
workings of utilization management. What it found about prior review
procedures is described in this chapter. Chapter 5 covers high-cost case
management. Judgments and recommendations are reserved primarily for
Chapter 6.

From the standpoint of the employers or governmental programs that
purchase medical care, utilization management can be brought into play in one
of three ways. The purchaser can

* engage in utilization management directly, as some Medicaid programs do;

* contract with another organization for utilization management services, as
Medicare and many employers do; or

» shift some of the financial risk to another party, such as an insurer, an
HMO, or a PPO, which is then faced with the same three choices of doing
utilization management directly, contracting for the services, or shifting
risk to still another party (for example, physicians or hospitals).
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The committee did not focus on utilization management activities
undertaken directly by employers. Rather, it looked at the broad and varied
array of organizations that either contract directly with employers to provide
utilization management services or, like some HMOs and insurers, provide
utilization management as part of a larger package of services. The products,
target markets, philosophies, and technologies of these organizations vary
widely, but the industry is evolving so rapidly that summary is difficult. What
follows is a snapshot of the field of utilization management.

INDUSTRY OVERVIEW

In 1980, there was no utilization management industry to speak of,
although some of the building blocks existed in HMOs, professional standards
review organizations (PSROs), insurance plans, and hospital utilization review
programs. Now hundreds of organizations offer utilization management
services to thousands of clients who employ perhaps half to two-thirds of all
American workers (Foster Higgins, 1987; Gabel et al., 1988). A precise count
of utilization management organizations is virtually impossible because the
industry is changing constantly, and no single trade association or industry
information source exists. A 1987 publication listed 158 private independent
utilization review companies (McGraw-Hill, 1987). However, this list did not
include the utilization management departments of those commercial insurers
and Blue Cross and Blue Shield plans that do not have separate utilization
management subsidiaries. Also not included were the internal utilization
management departments of HMOs, independent practice associations (IPAs),
and PPOs. A 1989 survey by Business Insurance reported 125 review
organizations (Business Insurance, 1989). Again, utilization management
departments of many insurers were not listed. The companies listed in this
second survey covered from 10,000 to over 11 million individuals, and review
services accounted for 2 to 100 percent of company revenues. The ten largest
firms are listed in Table 3-1.

Figure 3-1 charts the industry's growth, a growth vividly illustrated by the
experience of the Mayo Clinic (Mayo Clinic, 1988). In 1984, the Mayo Clinic
was dealing with only one utilization management program—precertification
for Medicare beneficiaries. Four years later it was working with approximately
1,000 utilization review plans. This does not equate to 1,000 review
organizations, however, because many review companies alter some details of
their programs to fit particular client preferences. (The Mayo Clinic, for
example, reported dealing with over 200 Blue Cross and Blue Shield review
programs, but there are fewer than 75 Blue Cross and Blue Shield organizations
in existence.) The American Hospital Association (1989) reports that hospitals
may deal with from 50 to 250 organizations doing prior and retrospective review.
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TABLE 3-1 The 10 Largest General Service Utilization Review Firms
No. of Full-Time Staff
Company No. of Lives Total  Physicians  Registered Physicians
(Ownership) Serviced Nurses on Retainer
Intracorp 11,500,000 600 NA NA NA
(CIGNA Corp.)
Corporate 6,200,000 243 6 228 7
Health
Strategies
(Metropolitan
Life Insurance
Co.)
HealthCare 5,000,000 433 27 300 NA
COMPARE
Corp.
(independent)
Peer Review 4,000,000 45 7 16 65
Analysis, Inc.
(privately held)
Corporate 3,750,000 236 9 93 23
Health Care
Management
(EQUICOR,
Inc.)
Cost Care, Inc. 2,900,000 268 19 136 6
(independent)
Value Health, 2,800,000 119 5 9 7
Inc. (privately
held)
The 2,683,000 293 2 89 0
Sunderbrunch
Corp.
(privately held)
Western 2,000,000 40 1 22 50
Medical
Review
(nonprofit)
August 1,979,750 230 3 48 45
International
Corp.
(privately held)

NOTE: NA, not available.
SOURCE: Business Insurance (1989).

Some utilization management organizations are spin-offs and descendants
of the PSROs developed for Medicare after 1972. Many PSROs had private
clients, as do many of the successor PROs. Over three-quarters of the PROs
were listed in a 1987 compilation of private independent utilization review
companies (McGraw-Hill, 1987), although only a handful appeared in a 1989
directory compiled by Business Insurance (Business Insurance, 1989).

Insurance companies, which are coping with the loss of business that
resulted from employers' decisions to self-insure, offer utilization management
services both to control costs for underwritten accounts and to provide new
products for both insured and self-insured groups. From 1982 to 1986, the
percentage of Blue Cross plans reporting prior review programs
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Figure 3-1 Founding years for utilization management organizations. All
organizations founded before 1970 were founded to perform other functions
such as insurance or claims administration. Some organizations founded later
are subsidiaries of older insurance companies or other organizations.
Regardless of founding data, most initiated utilization management services
after 1982. Source: Business Insurance (1988).

jumped from 28 to 95 percent (Scheffler et al., 1988). Third-party
administrators, which began by specializing in processing claims for self-
insured employers, have also diversified into prior review. In addition, a few
community coalitions are administering utilization management programs for
employers.

The strategies, lines of business, market niches, and sophistication of
organizations in the utilization management field are quite varied. Some
organizations specialize in a particular service, such as high-cost case
management or review of mental health services, whereas others offer

original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be
retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

THE UTILIZATION MANAGEMENT INDUSTRY: STRUCTURE AND PROCESS 62

a broad range of services, including underwriting, claims administration, and
provider contracting. Certain organizations concentrate on developing software
packages for analyzing claims data and assessing the appropriateness of
services but actually administer programs for relatively few clients.

The relative youth of utilization management organizations, their limited
track records, and the inexperience of purchasers have created a small offshoot
industry: firms that review the reviewers. These firms provide consulting
services to employers and other purchasers. They also conduct independent
audits of hospital medical records and compare their results with those of
different review systems or organizations (Milstein et al., 1987).

The description of utilization management that follows is drawn largely
from a series of site visits during the summer of 1988 to 12 organizations
engaged in utilization management (see Appendix E for summaries of these
visits). The organizations visited were selected for variability, not because they
were believed to be exemplary. They included both industry leaders and
organizations that are not as well known. Site visit teams were made up of two
staff members and one or two members of the committee. The visits generally
consumed a full day and focused heavily on the details of the operation of
preadmission review and high-cost case management programs. The committee
asked the utilization management organizations that it visited for examples of
contracts with clients. Appendix F in this report presents a review of the
agreements that were submitted.

The organizations visited included three independent utilization
management companies, three insurance company subsidiaries, two third-party
administrators, two PROs engaged in private review, and two HMOs (one staff
model and one IPA). This mixture of organizations conveys something of the
variety in the utilization management field but not the extent of cross-
fertilization that is built into these organizations. The backgrounds of the
organizations and their founders includes HMOs, PSROs, the insurance
industry, claims administration, employee benefit management, disability
management, and academic research. These differences in origins and
backgrounds translate in complex and subtle ways into differences in corporate
cultures, data systems, computerization, attitudes toward physicians and
institutional providers, expectations about what utilization levels can be
achieved, and sensitivity to the employee relations issues that utilization
management can create for employers.

Although any simple categorizations inevitably oversimplify the situation,
it is helpful to define several basic ways in which the utilization management
function can relate to the functions of health care delivery, insurance, and
benefit plan administration. The following four categories of utilization
management are described below: (1) freestanding service,
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(2) insurer-based service without provider contracts, (3) insurer-or broker-based
service with provider contracts, and (4) provider-based service.

In the first category, utilization management is carried out by an
organization that (1) does not have contracts or other formal relationships with
providers and (2) is not at risk for the costs of medical care services. The party
at risk may be an employer, an insurer, or even an HMO or PPO that contracts
with the organization for utilization management services. Even though the
review function may be freestanding, the organization itself may be a subsidiary
or an affiliate of an insurance company or a subdivision of a third-party
administrator rather than a completely independent organization. What
distinguishes these programs from those that are integrated into the insurance or
claims administration function is that they may be marketed as a freestanding
product to purchasers that use other companies for insurance or claims
administration or that perform those functions themselves.

The organizations that engage in utilization management as a freestanding
service have gained so much attention that they are often thought of as
constituting the utilization management industry. And, in fact, except for two
HMOs, all of the organizations visited in this study—including the PROs—fit
into the freestanding category.

In the category of an insurer-based service without provider contracts,
utilization management is done by a party that is at risk for the costs of
additional medical services but has no contractual relationship with the
hospitals or physicians who are subject to its utilization management efforts.
Many insurers, acting in their insurance capacity,! engage in utilization
management as a way of controlling claims costs, with the administrative
expense for the function built into their premiums. Alternatively, they may offer
prior review as a separate option to their customers, but they do not market their
service on a freestanding basis to clients whom they do not insure.

The third category of utilization management covers organizations that
establish and manage explicit networks or panels of providers. These
organizations include some HMOs, some PPOs, and some Blue Cross and Blue
Shield plans. The specific arrangements vary from highly integrated group
practice HMOs to PPOs and other models with weaker ties between the
providers and the broker or other entity that organized the network. The entity
that organizes and manages the network may act simply as a broker that does
not accept economic risk for the cost of services delivered by network
providers. Alternatively, the organization may accept risk, typically

! The implied distinction arises bemuse insurance companies and Blue Cross and Blue
Shield plans may either act as an insurer (accepting actuarial risk) or as an entity that
provides only administrative services for self-insuring clients.
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sharing it with the providers in the network. Generally, the provider agrees to
initiate the prior review process and to not bill the patient for any claim denied
for lack of medical necessity.

When an organization has the kinds of contractual relationships with
physicians described above, it has at least three types of potential influence over
physicians. The first lies in its control of continuing access to the network's
patients, which can be effective with doctors who need the patients furnished by
the network more than the network needs access to the services provided by that
doctor. Second, because the organization generally has the provider's agreement
not to bill patients when claims are denied for lack of medical necessity, the
threat of a payment denial can be significant. The organization does not have to
face unhappy patients whose bills are not being covered or unhappy clients
whose employees are complaining about denied claims. Third, the organization
can establish economizing or risk-sharing incentives, for example, capitation or
bonuses, as part of its compensation arrangements. (The commissioned paper
by Joan B. Trauner and Sybil Tilson in Appendix B describes utilization
management in HMOSs in more details.)

Provider-based utilization management, the fourth category, is undertaken
out of self-interest by hospitals or other health care organizations that have
formal relationships with physicians, for example, employment or admitting
privileges. One incentive for health care organizations to undertake utilization
management is to reduce the potential for retrospective denial of payment for
services judged medically unnecessary. In addition, hospitals paid on a
prospective per-case basis have an incentive to minimize costs once a patient is
admitted. Institutions may also undertake utilization management as an
alternative to having the function performed by an external organization, as may
happen with some HMOs or PPOs.

For provider-based utilization management, effectiveness may rest less on
the threat of payment denial than on administrative pressure, a perceived
mutuality of interest, and the risk that the institution might sever its relationship
with the physician, for example, by not renewing an employment contract or by
withdrawing admitting privileges. Although several payers (most importantly,
Medicare) provide institutions with economic incentives to minimize
unnecessary days of care, little documentation is available on the extent to
which health care institutions actually use the methods of utilization
management (Burda, 1989; Project HOPE, 1987).

The committee notes that those who consider the full research and policy
questions raised by utilization management must recognize the existence of
provider-based utilization management. The committee, however, has not
focused on the utilization management activities of institutional providers of
health care for several reasons. Most hospitals have been responsible for
utilization review and discharge planning for many years, so hospital-based
prior review is a less dramatic change from past practices
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than are programs undertaken by external organizations. Institutional providers
also face comparatively small changes in their legal responsibilities for patient
care, which exists independently of any prior review programs.

In theory, the differences among the various organizational contexts of
utilization management described above could have important implications for
an organization's efficiency and effectiveness, its sensitivity to the complexities
and costs created for patients and physicians, its ability to assess the impact of
its activities, and the extent to which it is exposed to legal risk. Unfortunately,
as described in Chapter 4, virtually no research exists on the effects of these
organizational differences. As Appendix B points out, this also holds true for
many organizational differences among HMOs.

Even though the organizations visited do not represent the full range of
organizations that carry out utilization management activities, the committee
found many noteworthy variations in the ways that utilization management is
designed and implemented. The description that follows covers several areas of
variation in prior review processes. The short history and rapid evolution of the
industry and the flux in employer-sponsored health benefits make it impossible
to predict how long this description will hold.

THE REALITIES OF PRIOR REVIEW: HOW IS IT
ACTUALLY DONE?

"We have the same things that everyone else has ... a book, a WATS line, and

nurses."?

Despite certain basic similarities implied by this quote and by the
definitions offered in Chapter 1, each utilization management organization's
programs are a mixture of invention, imitation, borrowing, and adaptation by an
organization that has its own history, market niche, and strengths and
weaknesses. Moreover, the industry is subject to little explicit regulation and
has not developed any extensive form of self-regulation during its relatively
brief existence. For these reasons, it is not surprising to find variations in how
such "standard" methods as preadmission and continued-stay review are carried
out by different organizations. Even the PROs that contract with Medicare,
which are subject to very detailed oversight and performance specifications
from the federal government, vary a great deal in their organization and
activities (General Accounting Office, 1988).

2 Robert E. Becker, M.D., founder of HealthCare COMPARE Corp., at the June 6,
1988, hearing of the Committee on Utilization Management by Third Parties. Dr. Becker
followed this characterization with his views on why his company is, in fact, different.
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Likewise, the means used by HMOs to influence patient care decisions
vary widely, as described in Appendix B of this report.

To date, little or no documentation exists regarding the nature, extent, or
consequences of such variations. This report attempts to correct some of that
descriptive void, but the committee's charter did not and could not include
empirical research on the impact of organizational differences.

Certain elements appear to be common to all or most programs in which
prior authorization or certification must be obtained from an external
organization regarding the necessity or appropriateness (different programs use
different terms) of hospitalization or other services. First, all programs offer
some or all of the prior review and high-cost case management activities
described in Chapter 1.

Second, all rely on telephone rather than face-to-face contact with the
patient or physician. The major exception is that some programs for continued-
stay review programs use review nurses who are employed by the utilization
management organization but who work on-site in the health care facilities that
are subject to review. This arrangement was typical of PSROs and continues to
be common in PROs. It is also used by HMOs, particularly those that have
contractual relationships with a limited number of hospitals. In addition, for
admissions planned weeks in advance, written forms may be used, with the
telephone used for follow-up as needed.

Third, programs use a two-stage assessment process. In the first stage, the
review organization obtains information about the patient and the proposed
services; services that pass the screening criteria are certified as necessary or
appropriate. This first stage is handled by nurses in most programs, although
experienced medical secretaries perform this function in one program that the
committee visited. Services that do not pass the screening criteria pass to the
second stage, which involves physician review. Nurses may authorize services,
but only physicians may deny authorization.

Fourth, the current focus of prior review is on the appropriateness of the
site of care, the timing of an admission, or the duration of care. A few
organizations examine the need for specific procedures, but most currently do
not. During preadmission review, the cost of alternative care is not evaluated on
a case-by-case basis. (As described in Chapter 5, high-cost case management
includes such an assessment.)

The typical steps in the prior review process are described in Figure 3-2.
Beyond these elements, organizations vary widely, as described below.

How Prior Review Is Integrated with Other Administrative
Functions

Because utilization management is done by organizations with different
purchaser and provider relationships, there are significant differences in the
extent to which the prior review function is integrated with other
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Figure 3-2 Typical basic steps in the prior review process.
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aspects of benefit plan administration, such as determination of whether a
proposed or alternative service falls in a category covered by a patient's benefit
plan. Some organizations have no information about benefit plan provisions and
thus can make judgments only about the appropriateness of proposed services,
not whether a general category of care is covered for a particular patient. Such
organizations typically tell the patient or the provider that they must find out
from the employer, insurer, or claims administrator whether or not the benefit
plan covers the particular services. Even organizations that have information
about benefit plan provisions do not always have on-line information about
whether a particular patient is still eligible for benefits or has left the employer,
been dropped as a dependent, or joined another health plan.

Moreover, some review organizations have no connection with the claims
payment function and possess little or no information about the actual use of
services. Thus, they can report only on their activities (for example, the
numbers of admissions requested and authorized), not on services actually used
or paid for. They also cannot readily determine whether adherence to utilization
management requirements is being checked during the claims payment process.

At the other extreme are organizations that do both utilization management
and claims payment and that have fully integrated data systems. Such
integration provides greater certainty that unauthorized services are not paid for
inadvertently, a problem that may occur more often when one organization does
utilization management and another pays claims. It also makes possible the
generation of reports based on actual claims experience. Ready access to
particular patients' claims histories, which some organizations possess, may
permit more sophisticated judgments about the appropriateness of proposed
treatment.

For example, a third-party administrator that the committee visited had a
system in which the patient's claims history appeared automatically on the
computer screen when the nurse reviewer began to enter data during a telephone
request for prior authorization. The example that was demonstrated involved a
child for whom a tonsillectomy was proposed—a procedure that was subject to
a "focused second opinion" program under the insured's health benefits. The
child's claims history showed that a series of office visits for tonsillitis had
occurred over the previous year. Since this suggested a recurrent problem that
was not responding to less intense treatment, the second-opinion requirement
was waived because it was likely to concur. This saved the family some
inconvenience and the purchaser the cost of the second opinion.

Systems that integrate utilization management with claims information
also facilitate identification of potential cases for high-cost case management,
for example, by flagging repeat hospitalizations. Integrated systems
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also make possible, at least in theory, a kind of outcome measurement, because
future services will show up in additional claims. Although none of the
organizations that were visited reported doing outcome studies, such
assessments are not far beyond the capacity of several of them.

Another form of data integration takes place at some utilization
management organizations whose activities are highly concentrated in a
particular geographic area. PROs, Medicaid programs, Blue Cross and Blue
Shield plans, HMOs, and PPOs operate largely in particular states or
metropolitan areas, whereas the larger commercial insurance companies, third-
party administrators, and independent review organizations often do business
nationally and deal with a much more dispersed group of providers. The
geographic concentration of a relatively high volume of business provides an
opportunity, if data systems are properly organized, to accumulate considerable
experience with particular hospitals and physicians and to better target review
activities on problem services or providers.

None of the review organizations visited in this study confined their prior
review or case management programs to providers who had been identified as
problems. However, focusing on problem providers has been an important
feature of the retrospective review activities of the PSRO, PRO, and carrier
programs conducted for Medicare. One PRO visited by the committee reported
that they had tried unsuccessfully to interest their private customers in a focused
precertification program.

How Basic Logistical Matters Are Handled

For utilization management organizations, like most service companies,
the ways in which basic operations are handled can have a major effect on
relations with clients and suppliers. Purchasers often insist on visiting a review
organization in an effort to assess how well the program is run, and many ask
for periodic reports on service levels, for example, the percentage of telephone
calls answered within five rings. Although the impact of logistical differences
on benefit costs cannot now be documented empirically, the committee found a
number of plan characteristics that are widely regarded as important.

Initiating Review

For organizations that do not have contracts with providers (and for some
that do), the enrollee is usually responsible for initiating the review process.
Otherwise, the enrollee may incur a financial penalty. One of the biggest
challenges for purchasers and suppliers of utilization management services is to
educate employees about this responsibility. Mere discussion in a benefits
handbook is generally regarded as insufficient, and an array of additional
information efforts are often attempted. These include
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highlighted notices on benefit plan identification cards, discussions during new
employee orientation, and information letters that must be returned to the
personnel office with a signed acknowledgment of receipt from the employee.?
As a practical matter, physician and hospital offices often make the initial
calls to the utilization management organization since they generally end up
discussing the case with the reviewer anyway and also want to reduce the risk
of a denied claim or bad debt. For many years most hospitals have had standard
routines to check a patient's insurance coverage before admission, and contact
with review organizations can be incorporated into this process. Some
utilization management firms say that they try to obtain all the information they
need from the patient or the patient's family, but many make it a practice to talk
to the physician's office to confirm the information, obtain additional
information, and describe directly their review policies or guidelines.

Handling Telephone Calls

In some utilization management organizations, the calls from patients or
providers are answered centrally and passed along to the first available review
nurse. In other organizations, review nurses answer calls directly. Before the
actual admission takes place, as many as three or four telephone conversations
may take place, since review organizations may be notified of a pending
admission by more than one party and may have to talk to the physician's office
more than once, particularly if the proposed services do not pass the
organization's screens for certification.

How quickly the caller gets through to the correct party will depend upon
the organization's staffing levels, phone system, and other factors. Some firms
with clients nationwide provide a single toll-free 800 number, but calls are
automatically routed to different regional offices, depending on where the calls
originate. Many but not all review organizations have computerized telephone
systems that allow supervisors to monitor telephone waiting time and track how
often callers encounter busy signals or hang up because the phone was not
answered after several rings. Attention to these matters varies enormously from
organization to organization. For example, some organizations lack the
equipment for systematic telephone

3 For example, the identification card for the indemnity health plan offered by the
National Academy of Sciences includes one warning of special plan review requirements
on the front of the card (in red capital letters) and two warnings (in boldface capital
letters) at the top and the bottom of the card's reverse side. The reverse side also includes
brief summaries of the plan requirements and relevant phone numbers.
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monitoring, whereas others not only have the equipment but also have specific
performance standards and incentives. In general, sophisticated phone systems
are a high priority for major utilization management organizations.

Computerization

The degree of computerization also varies greatly across utilization
management organizations. At one extreme there are organizations that use
computers off-line only for recordkeeping purposes. Some organizations have
gone to this approach after finding that their software was too slow to be
efficient for data entry while the patient or provider was on the telephone. Since
flexible and fast software can be very expensive to develop or license, some
organizations have been slow to upgrade their systems. At the other extreme are
organizations that use networked computers into which are built (1) questions
for patients or providers, (2) decision protocols and criteria to assess the
information and determine whether to certify care or refer it for further review,
(3) details of client benefit plan limitations, (4) individual claims histories, (5)
automatic diagnosis and procedure coding, (6) diagnosis or procedure-specific
length-of-stay norms, and (7) addresses for practitioners and institutional
providers. These systems may also allow the automatic preparation of letters to
patients, physicians, and hospitals to confirm the results of the review. These
aspects of computerization affect not only the comparative efficiencies of
different utilization management programs but also the kinds of analyses and
reports that can be generated.

Because multiple calls involving multiple parties may take place, logistics
can be important for the patient or provider. In a highly computerized
organization, any nurse reviewer or physician adviser can take up a case exactly
where it was left on a previous call. Organizations that use pencil and paper or
inflexible telephone and computer systems may require the person who took the
initial call to take follow-up calls. Since nurse reviewers and physician advisers
spend much of their time on the telephone, this means that the hospitals,
doctors, or patients who deal with the latter type of organization may have to
make many calls before they reach the right individual. Because this can be
time-consuming, physicians often turn the function over to employees. Thus,
the prior review process often becomes a discussion between a nurse reviewer
at the utilization management organization and a secretary or nurse in the
physician's office.

How Nurse Reviewers Work

Nurses play an integral role in most prior authorization programs. This role
usually includes obtaining all requisite information about the patient and
proposed treatment, entering the information into the computer,

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

not from the

original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book

are?: The Role of Utilization Management

THE UTILIZATION MANAGEMENT INDUSTRY: STRUCTURE AND PROCESS 72

assigning diagnosis and procedure codes, reviewing the proposed treatment
against the organization's criteria of appropriateness, and conveying approval
for treatment that conforms to those criteria. Two organizations departed from
this pattern. One uses experienced medical secretaries in this role. The other
gives staff physicians—assisted by computerized screening -criteria—the
responsibility for reviewing treatment against approval criteria and conveying
approval.

Several organizations report that nurse reviewers handle 40-50 calls per
day, doing anywhere from 10 to 20 certifications (certification may require
several calls to complete). In most organizations, nurse reviewers do other
functions, such as high-cost case management and answering inquiries from
beneficiaries. Some organizations assign those functions to a separate group or
groups, and others rotate nurses through different functions.

Even in the organizations that use nurses for apparently similar functions,
the nature of their authority varies substantially. No organization visited gives
nurses the authority to refuse prior certification of care proposed by attending
physicians, but most give nurses the authority to try to negotiate conformity
with review criteria. However, two organizations instruct nurses not to negotiate
with attending physicians or their employees; anything that does not fit the
organization's criteria of appropriateness must be referred to a physician
consultant. Even in these organizations, the nurse reviewer's questions may
prompt the physician to modify a proposed plan of care.

Organizations also vary in whether they direct nurse reviewers not to
coach attending physicians on how to gain approval of proposed care. In one
organization that the committee visited, the attitude is that attending physicians
do not always know the right language to be used to gain approval of an
appropriate admission. If nurse reviewers' believe that a patient probably needs
to be admitted, they can give the attending physician's office the cues needed to
gain approval. Other organizations explicitly instruct nurse reviewers not to do
this.

Another area in which nurse reviewers' authority varies from organization
to organization is whether they are permitted to make exceptions to review
criteria on the basis of their clinical judgment. At least two organizations visited
permit review nurses to certify an admission that does not meet review criteria
if, in their judgment, it is nevertheless appropriate. Many utilization
management organizations do not permit this and require referral of all such
cases for review by physicians.

Most organizations prefer to hire nurse reviewers who are registered nurses
with at least 5 years of experience; however, one required only one year of
experience. Most organizations also prefer reviewers with hospital experience.
One mentioned experience in utilization review in hospitals
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as being important; another prefered nurse reviewers to have emergency room
or intensive care unit experience.

The training of new nurse reviewers can be quite variable. Some are
trained in one-to-one sessions with a supervisor; others go through formal
training periods that last anywhere from 2 to 6 weeks. Most organizations report
that after some initial loss of nurses who simply do not like the work, there is
very little turnover. Recently, one national association implemented a training
and monitoring program to instruct nurse reviewers how to analyze and listen to
patient or provider requests and calls, explain insurance plan requirements, pose
questions effectively, and manage difficult calls ("New Blues Program to Train
Nurse Reviewers," 1989).

How nurse reviewers are monitored also varies. Supervisors in most
organizations are responsible for anywhere from 6 to 12 nurse reviewers, but in
a few organizations supervision is much less close. One PRO that was visited
had 76 nurses and one supervisor. Monitoring ranges from informal oversight
done by walking around and overhearing the nurse's end of conversations to
very rigorous and systematic monitoring. Several organizations monitor
telephone activity by using a computer (which can compute such things as the
average length per call and number of calls per day) and by silently listening in
on a sample of calls. Several organizations also systematically review a sample
of cases handled by nurse reviewers by looking at the appropriateness and
consistency of decisions made and the accuracy of coding. In a few
organizations, the physicians who receive cases on referral from nurse
reviewers play a role in monitoring their performance.

Several of the organizations visited provide incentives for accuracy and
productivity. When asked, none reported attaching any rewards to such
measures as days or dollars saved or utilization levels achieved.

What Role Do Physician Advisers Play?

All utilization management organizations that were visited refer cases that
fail screens to physician advisers. These physician advisers are expected to use
their clinical judgment and experience to determine whether the services should
be certified as medically appropriate. One organization that was visited noted
that under its state's law, this function could be construed to be the practice of
medicine and thus must be carried out by a physician who is licensed to practice
in the state. All organizations visited said that their physician advisers are not
bound by the organization's criteria or rules about what services are appropriate.
This is quite consistent with the logic of the entire process—otherwise,
decisions not to certify services could be made by computers. Thus, the
physician adviser's role is crucial.
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However, responsibilities and work arrangements vary in some important
ways across organizations.

One important source of variation involves the nature and sources of the
information on which the physician advisers base their decisions. In most of the
organizations visited, the physician advisers call the attending physician to
discuss cases that the nurse reviewers cannot certify. Companies say that
physician advisers have excellent success in establishing direct contact with
attending physicians. One reason for this is that, in at least some companies, the
physician adviser calls the patient's physician's office directly, announces
himself as Dr. X without disclosing the purpose of the call, and asks to speak
with the attending physician. (The committee's site visitors were unable to
ascertain physicians' reactions to receiving a call from another physician and
finding out when they come on the line that the calling physician was from a
review company.) Companies also say that by approaching attending physicians
as colleagues, physician advisers, are often able to obtain important additional
information that was not provided to the nurse reviewer, and they can work out
a satisfactory agreement with the attending physicians about the services that
will be certified as appropriate.

Some utilization management organizations, however, use their physician
advisers in quite a different way. In a pattern that may be particularly
characteristic of PROs, some physician advisers have no contact with attending
physicians. Ordinarily, they make their decisions based only on the information
obtained by the nurse reviewers and then convey their results to these nurse
reviewers, who carry on from there.

The relationship between physician advisers and utilization management
organizations varies. Four arrangements were seen during the site visits:

* The medical director and physician advisers are full-time employees of the
utilization management organization.

* The medical director and physician advisers are part-time employees and
part-time practitioners.

e The medical director is employed by the utilization management
organization, and physician advisers are outside consultants.

» The medical director and physician advisers are outside consultants.

In the first arrangement, the medical director and physician advisers are
full-time employees who work from the utilization management organization's
offices. This requires a certain volume of business to be practical, but it
provides advantages in standardizing operations such as recordkeeping,
monitoring performance, and developing a corporate culture. A potential danger
is that the corporate culture will include a significant degree of cynicism about
the abilities and motivations of practicing physicians. Also,
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this type of arrangement is inconsistent with a strongly held, though
nonvalidated, belief of practicing physicians (and some people in the utilization
management business) that physicians who leave practice to work as reviewers
lose touch with important realities of medical practice. The opposing argument,
also unverified, is that physicians who work for a large review firm deal with
thousands of clinical situations each year and therefore not only keep current
but have a broader and deeper understanding of what goes on in medical
practice (such as variations among practitioners).

The second arrangement, the use of reviewers who are part-time
employees and part-time practitioners, appears to combine the advantages of the
first arrangement while avoiding the criticism about the loss of touch with the
realities of medical practice. Of course, the use of part-time physician advisers
is a less stable situation, since their practices may grow or they may assume full-
time responsibilities elsewhere. However, with the growing physician supply
nationally, review organizations in many areas of the country are able to find
practitioners who can commit a certain number of hours per week to review. By
law, physician advisers for PROs must be in active practice.

The third arrangement involves the use of an in-house medical director
who is responsible for the organization's medical decision-making and consults,
as needed, with a panel of practicing physicians in particular specialties, most of
whom work from their own offices. The medical director may seek advice from
these advisers or may refer to them an occasional case that they need to deal
with fully, including discussion with the attending physician. Because most
decisions and most feedback from practicing physicians pass through a single
individual, this arrangement may provide for a comparatively high degree of
consistency in the organization's decisions. However, the arrangement also has
dangers if the medical director's judgment is idiosyncratic and not balanced by
other on-site physicians.

The final arrangement, which was observed in several organizations and
may be the most common of all, particularly in small organizations, involves
the use of physician advisers (and even medical directors) who do their work
for the utilization management firm from their own offices. Although this is
probably the least expensive way to organize the function, it has several
potential weaknesses. It can be difficult to monitor reviewers' performance,
maintain consistency, and develop a corporate culture. Some organizations say
that it can be difficult to reach a physician adviser who has a busy practice, to
get him or her to attend to cases in a timely fashion, and to produce the
necessary documentation. Some organizations have found that physicians who
agree to be on their panel are reluctant to call the attending physicians or to
raise the necessary questions with them. This reluctance may be a source of the
delays in the review process complained of by some attending physicians.
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Variations among utilization management organizations in the use of local
versus nonlocal medical advisers also have important implications. Again,
several arrangements exist. First, there are organizations that operate in a
relatively confined geographic area, like PROs, and that use local physicians as
reviewers. These reviewers may be more reluctant to challenge their peers
because of social or professional contacts.

A second variation is for an organization to do prior review on a national
basis but draw physician advisers from the areas where the firm's offices are
located. (An unusual version of this model involves a large insurance company
that uses its own nurse reviewers but contracts with organizations located
elsewhere for the services of physician advisers.) During the site visits, such
organizations did not complain of having difficulty in getting their physician
advisers to make the necessary phone calls. On the other hand, this arrangement
can lead to problems when practice standards that are commonplace where the
reviewers are located differ from the standards where the attending physician is
located. For instance, several organizations reported substantial regional
differences in whether surgeons will admit patients on the morning of rather
than the day before surgery or whether they will perform tonsillectomies on an
outpatient basis.

Probably the least common situation is for a company to do business over
a large geographic area with little or no use of local physician advisers. In part,
this approach may reflect the logistical difficulties that a review organization
can face in developing and monitoring physician advisers scattered around a
larger region. In one state that the committee visited, an entrepreneurial group
of physicians put together a statewide network of physicians who were wining
to do reviews on a contract basis. It can ensure that the physician reviewer who
is assigned to a case is from a different part of the state than the attending
physician.

There are also major differences among utilization management
organizations in how much physicians are involved in prior review. On the low
side, the proportion of cases that go to physician advisers for review runs about
1 or 2 percent in two organizations visited and about 10 to 15 percent in five
organizations visited. In contrast, 40 percent of cases go to physician advisers in
one of the oldest and best established firms, and another firm advertises 100
percent physician review.

Given these differences, it is not surprising that caseloads for physician
advisers vary enormously from organization to organization. The physician
advisers who work on-site at one organization handle about 10 cases per full-
time reviewer per day, whereas those at another organization do 200-250
certifications per day. Note that for a hypothetical 6-hour "review day" the latter
rate appears to allow a physician, on average, less than 2 minutes per review.
This suggests that many cases may be just scanned and signed in such
organizations.
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Except for the organizations in which the physicians' determinations are
based purely upon a written or computerized record, all organizations report
that the process of physician review is collegial. Rarely do the attending
physician and the reviewing physician fail to reach agreement about a case.
Most organizations report that denials of certification are issued in fewer than 1
or 2 percent of all cases, but a much larger proportion of cases involve some
modification of proposed services at some stage in the review process. By way
of comparison, based on both prospective and retrospective review, PROs deny
payment for about 2 percent of all Medicare admissions (PPRC, 1989).

In hiring physician advisers, most organizations that the committee visited
state that the main credentials they seek are board certification and experience
in practice. Some organizations mention additional factors, such as professional
reputation or experience in utilization review. Investigations of qualifications do
not appear to be extensive. One organization recruits some reviewers from
among the physicians with whom they have contact as subjects of review.

The training of physician advisers is minimal—from 1 day to several days
—and performance monitoring varies greatly. In some organizations, up to 10
percent of each reviewer's cases are reviewed either by the medical director or a
quality assurance committee. Alternatively, a sample of cases may be
exchanged among reviewers for mutual review. One organization uses an
outside panel to review a sample of its reviewers' decisions. In contrast, some
organizations do not engage in such systematic oversight. They may only
review cases in which an attending physician appeals the physician adviser's
decision. One organization states that its main review of its physician advisers'
performance was by the nurse reviewers to whom the decisions are conveyed.

Physician advisers are paid in several different ways, reflecting the
diversity of their arrangements with the review organizations. The basis of
payment seen in the site visits included payment per call made, per case, per
hour, per month, and by an annual salary. Although explicit or implicit
productivity incentives are common, none of the organizations that were visited
indicated that they tie payments to physician advisers to such measures as
denial rates or the amount of money that they save the purchaser. Virtually all
of the organizations visited report little turnover among their physician advisers.

To summarize, the utilization management physicians in whose hands rest
decisions about the necessity or appropriateness of services

* may be full-time or part-time employees of either the utilization
management organization or a subcontractor;
* may or may not have an active medical practice;
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* may work from their own offices or from the review organization's office;

* may review only local cases, only cases from other regions of the country,
or both;

* may deal directly with attending physicians or may rely completely upon
information assembled by nurse reviewers; and

* may review as few as 10 or as many as 200 cases per day.

These differences may well affect such matters as the reviewers' toughness
in trying to eliminate inappropriate services, their sympathy with the position of
the attending physician, the efficiency of the program, and the consistency of
the organization's decisions.

What Style Is Used with Attending Physicians?

Utilization management organizations generally state a preference for
negotiating agreement rather than attempting to impose decisions on attending
physicians. This preference stems, in part, from reluctance among review
organizations to risk legal liability for patient care decisions, but it also may
reflect client wishes. In addition, employers who purchase utilization
management services vary in their desire to maximize the economizing effects
of these activities and in their willingness to risk employee relations problems
by backing up negative review decisions. Numerous factors may contribute to
these variations, including corporate culture, the composition of the labor force,
and competitive pressures. Companies that have an expanding market and a
highly educated labor force may put quite different demands on a review
organization than may a company whose profits are threatened by health care
costs and whose labor force is poorly educated and decentralized.

One organization, most of whose clients had unionized labor forces,
particularly stresses its practice of trying hard to convince attending physicians
to accept its determinations of appropriateness or agree to a negotiated
alternative. They say they want to avoid putting patients in the middle between
the provider and the payer. Several organizations stated that some clients want
to be contacted before denial letters are issued, presumably so they can make
case-by-case decisions about whether to risk employee relations problems.

However, other organizations take pride in backing their reviewers'
determinations and believe that their clients expect them to refuse payment
authorization for inappropriate services. The impact of such a policy has not
been empirically compared with more lenient policies.
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What Criteria Are Used to Assess Care?

The results of prior review of medical services by utilization management
organizations are shaped by criteria—an imprecise term employed here to refer
to the written policies, decision rules, or guides used to evaluate what services
are appropriate or necessary for patients in different clinical circumstances
(Donabedian, 1981). Organizations refer to several different types of criteria,
although the boundaries between categories are not necessarily well-defined.

Lists of Procedures

Most utilization management organizations have lists of procedures that
are used to target services for assessment. The most common lists involve (1)
surgical or diagnostic. procedures for which payment is ordinarily authorized
only if the procedure is done on an outpatient basis without an overnight stay in
the hospital and (2) surgical procedures or other services for which a second
opinion may be required. These lists may be included in the benefit plan
information provided to patients to alert them to the general policies of the
utilization management program. The utilization management organization then
uses the lists in evaluating proposed inpatient services, a step that relieves the
patient of keeping track of a long procedure list. (Depending on whether the
benefit plan includes preprocedure review, the patient may still need to be
aware of outpatient procedures for which second opinions are required.) To
consider whether an admission might be warranted for a target procedure, the
reviewer relics on exceptions criteria.

Exceptions Criteria

Exceptions criteria specify the circumstances under which certain
utilization management policies or requirements might be waived. For
procedures that are ordinarily certified only as outpatient procedures, exceptions
might include patients with a history of bleeding disorders or heart disease.
Also common are defined exceptions to the general rule against authorizing a
patient's admission to the hospital prior to the day of surgery. Both of these
types of exceptions criteria tend to be generic, and they are applied without
reference to the particular diagnosis or procedure for which an admission is
proposed.

Hospitalization Criteria

Utilization management organizations use a variety of criteria to determine
whether an individual needs inpatient care. Most are based on criteria that were
originally developed for retrospective review in the PSRO
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program or for research on unnecessary use of the hospital (Payne, 1987). These
criteria have been refined and are marketed in hard copy or computer disk
versions by a handful of major vendors for use in both prospective and
retrospective reviews.

Most of the review organizations the committee visited base their
hospitalization criteria either on the appropriateness evaluation protocol (AEP)
or on the ISD-A criteria set (intensity of services, severity of illness, discharge,
and appropriateness screens). These tools, which were originally developed for
retrospective research on the extent of inappropriate hospital use, have been
adapted for prospective use to discourage inappropriate hospitalization
(Restuccia, 1986). A 1987 study of PROs indicated that the AEP and ISD-A
criteria are also widely used by PROs (Project HOPE, 1987).

The AEP criteria for adult medical/surgical services and for pediatric and
elective surgery, which were initially prepared with federal financial support in
the late 1970s, are in the public domain and have been the subject of several
studies that have indicated that they are reliable and valid (Gertman and
Restuccia, 1981; Strumwasser et al., 1987). More recent work on the AEP has
been proprietary, although it is readily available and relatively inexpensive. The
ISD-A criteria are proprietary (InterQual, Inc., 1987), and no specific reports on
their reliability appear to have been published.

The AEP, which has been revised and expanded since it was developed in
the mid-1970s, is comprised of lists of symptoms (such as sudden acute loss of
vision) or services (such as the need for vital signs monitoring every 2 hours or
more often). The lists are specific to major clinical services (for example,
surgery and pediatrics) and are designed so that any one symptom or service
suffices to justify a day in the hospital. Table 3-2 includes an excerpt from a
recent training manual describing criteria for determining when inpatient
surgery is warranted based on respiratory status. The ISD-A criteria operate by
a logic similar to that of the AEP but are specific to different body systems.

Most organizations purport to use a modified version of whichever criteria
set they have adopted. The committee cannot judge whether these modifications
are designed to make the criteria tougher, more appropriate locally, or easier for
reviewers to use.

To explore variations in two specific areas, site visitors inquired about the
circumstances that would warrant certification of admission to the hospital for
combined tonsillectomy and adenoidectomy and for nonsurgical back pain.
Some organizations consider their criteria and guidelines to be proprietary, but
all responded to these specific questions. As summarized in Table 3-3, the
responses varied considerably in content and specificity. It should be noted,
however, that tonsillectomy and adenoidectomy and lower
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TABLE 3-2 Excerpt from the Surgery Appropriateness Evaluation Protocol Reviewer's
Manual

V. CRITERIA OF ADMISSION—LOCATION OF SURGERY/RISK FACTOR
ASSESSMENT

This section includes those factors felt to identify patients and procedures requiring that
surgery be performed on an inpatient basis rather than on an ambulatory or day of surgery
admission basis. These criteria for determining location fall into three categories: (1)
comorbidity (the presence of concurrent medical problems which place the patient at
special risk, no matter what kind of surgery is to be done), (2) potential for complications
post-operatively, and (3) the need for intensive post-operative care. If any one of these
criteria is met, inpatient admission for the surgical procedure is deemed appropriate.
Conversely, if none of the criteria are satisfied, inpatient admission is not justified. The
reviewer, however, does have the option to override the criteria in either direction (see
pages 9-10).

Comorbidity

The diagnoses or measurements in this section must be documented as being present and
the data (whether test results or clinical observations) should be from within the past four
months prior to admission. Do not use "suspected" diagnoses.

A. Respiratory Status

1. Significantly abnormal pulmonary function measurements
Independent of what particular respiratory disease is present any one

of the following four measures of pulmonary function will suffice:
a. Functional Vital Capacity (FVC) of < 1.0 liters
b. Forced Expiratory Volume in the First Second
(FEV)) of < 50% x FVC
c. Arterial pCO, > mmHg
This test must have been done while the patient
was breathing room air, not an atmosphere higher
in oxygen concentration.
d. Arterial pO, < 50 mmHg
This test must have been done
while the patient was breathing
room air, not an atmosphere
higher in oxygen concentration.

2. Sleep apnea.
Documented as present regardless of how severe or frequent

SOURCE: Reprinted with permission from Restuccia (1986). Copyright© 1986 by Restuccia.

back pain were picked deliberately because the committee knew they were
particularly likely to show variation.

Length-Of-Stay Norms

To assess proposed hospital lengths of stays, most utilization management
organizations use statistical norms based either on data published by the
Commission on Professional and Hospital Activities (CPHA) or on data
compiled by the review organization itself. These statistics are generally
disaggregated by geographic region and diagnosis. Most of the organizations
visited base their continued-stay review on the CPHA's average length of stay
for the CPHA Western region, where lengths of stay are shortest. Many review
organizations do continued-stay review either on the
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TABLE 3-3 Circumstances Warranting Hospital Admission as Identified by Various
Organizations Visited by the Committee

Site Tonsillectomy and Adenoidectomy

1 Distance from home to facility; complications

2 Physician insistence on admission

3 Complications

4 Age; comorbidities

5 Physician insistence; high risk; 2 hours or more of travel time
6 Bleeding disorders; distance

7 Physician request for admission

8 Patient's history

9 None specified

10 One-night stay permitted

11 Physician request for admission

12 No special conditions required

Site Lower Back Pain

1 Patient requires intramuscular injections for pain control; inability to move

2 Need for intramuscular injections for pain control; motor defects
3 Pain; complications

4 Severe pain; need for traction

5 Three days of traction allowed for pain

6 ISD-A criteria

7 Failure of outpatient treatment

8 Neurological deficit

9 If physician requests, having tried outpatient treatment first
10 Physician insistence on admission

11 Physician request for admission

12 Rare, only for intensity of service

day by which 50 percent of patients with a given diagnosis are discharged
in the Western CPHA region or on the day before that. However, one HMO
visited initiates continued-stay review on the day when, on average, the first 10
percent of patients are or have been discharged. Most of the organizations
visited do not use the length-of-stay norms to certify a specific length of stay as
appropriate but, instead, use them as guides for scheduling continued-stay
reviews. They then assess whether a patient is ready for discharge based on
AEP, ISD-A, or similar criteria. Some organizations do not employ statistical
norms for scheduling continued-stay review but rather check back on a regular
basis, for example, every third day after admission.

Thus, although some organizations still tell providers and patients how
many days of stay they can certify at the outset, others simply state when they
will check back to see how the patient is doing. Two reasons have been cited for
this practice. First, when a particular length of stay is certified, physicians and
patients may interpret it as a fixed limit, not a guide. Patients who do not
understand the process may get anxious when they know that 3
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days of stay have been authorized and then their physician tells them on the
third day that they are not ready for discharge. Second, some physicians may
regard a statistical norm as a minimum length of stay or may focus on the
length-of-stay numbers rather than on the justification for continued
hospitalization.

Necessity of a Procedure

The least commonly used criteria at this time are those designed to assess
whether a specific procedure (usually surgical, but sometimes diagnostic) is
appropriate for a particular patient. Although considerable research evidence
has accumulated to suggest that certain procedures— insertion of pacemakers,
carotid endarterectomies, and others—are used much more commonly than is
medically justifiable, utilization management organizations have moved
cautiously to require prior review of procedures based on medical necessity
grounds. PROs are now required to review the need for care on a prospective
basis for several procedures (see Appendix c). Fear of legal liability
undoubtedly contributes to the reluctance of other organizations to accept the
responsibility that such determinations would entail. Nevertheless, a growing
number of programs are expanding or planning to expand in that direction.

The most commonly mentioned criteria for this kind of review involve the
medical review system developed by former Rand Corporation researchers
(Value Health Sciences, Inc., 1989). In this system, the review protocols for
procedures like tympanotomy tube insertion or knee arthroscopy involve a
series of questions on such matters as the chronicity of the patient's problem,
prior treatment by drugs or specified nonsurgical options, and physical findings.
The answers are evaluated through scaling and other techniques to determine
whether the proposed care is indicated (Value Health Sciences, Inc., 1989).

At present, it appears that most organizations that make medical necessity
judgments combine prior review with provisions for a nonbinding second-
opinion in cases in which the clinical indications for a procedure are dubious. In
certain cases in which clinical indications for a specific procedure are
nonexistent (based on information provided to the reviewer), some review
organizations say they now refuse to certify the necessity of the services.

How Criteria Are Adopted and Modified

Many approaches are used to adopt or modify criteria, but virtually all
involve the organization's medical director and physician advisers (or a
committee thereof), who are supplemented in some cases by an external
advisory group. Some organizations describe a fairly formal and extensive
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internal process for developing criteria that includes using systematic review of
the clinical literature on a topic and consensus panels. However, criteria are
often borrowed, licensed, or adapted from outside sources or are developed less
formally through discussions among physician advisers.

Utilization management organizations generally report that their criteria
are in a continuous process of modification, although some also schedule
periodic reviews for particular sets of criteria. The process of modification can
be rather informal in smaller organizations. In large organizations in which
many different nurses and physicians use the criteria, the process is necessarily
more formal.

The decision to revise a criterion may be prompted in several ways.
Members of the medical staff may raise an issue because of differences among
themselves over how certain situations are being handled, because they are
encountering a great deal of resistance from attending physicians, or because
new information has come to light in medical literature or conferences. In
addition, pressure from customers to reduce medical care utilization may
prompt a new examination of criteria to search for areas in which additional
savings are possible.

Several organizations mentioned that they revise criteria based on their
own utilization data. They may find, for example, that although they are still
authorizing hospitalization for a particular procedure, the majority of the
patients covered by their program undergo the procedure on an outpatient basis.
Length-of-stay criteria may be revised when data show that many patients are
being discharged before the scheduled concurrent review. Examples like these
suggest that utilization management organizations tend not to be the pioneers in
the move to more parsimonious forms of care but are, instead, consolidators of
movement in that direction.

How Organizations Use Criteria

Utilization management organizations most commonly use written or
explicit criteria to differentiate patient conditions that warrant certification in a
first level of review (usually by a nurse reviewer) from those that require more
detailed review, usually by a physician based on implicit professional standards.
The written criteria are, as a result, often described as screens, although that
term is sometimes reserved for computerized edits of claims that flag certain
types of claims for more detailed examination by nurse reviewers.

The main users of criteria are the nurse reviewers who are empowered by
most (but not all) programs to certify services that conform to the criteria or to
negotiate changes in proposed services so that they conform to the criteria.
Criteria for outpatient surgery, presurgical days, or appropriate hospital days
may be applied more or less strictly, depending on
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the utilization management organization's philosophy and the purchaser's
requirements. In most instances, physician advisers make little direct use of
such formal screening criteria. They are expected to make decisions based upon
their own clinical judgment. However, physician advisers are expected to be
familiar with the formal criteria and not contradict them without sound clinical
justification. It does not ordinarily suffice for a physician adviser to certify
services on the grounds that he or she does not agree with the criteria.

In some cases, medical directors and physician advisers cannot agree on
how particular circumstances should be handled, and it is left to the discretion
of the physician adviser who receives the case.* In some organizations, the
nurse reviewers have the power to select the physician adviser to whom a case
will be referred. With the passage of time, the nurses can learn a great deal
about different physician advisers' tendencies and can make referrals based on
their own assessment of whet decision should be made and their knowledge of
which physician adviser is most likely to make that decision.

Appeals Processes

The appeals process used by organizations that engage in utilization
management are quite diverse, although it appears that all organizations have
some mechanism for appeals. Among the organizations visited, variations in
these mechanisms appear particularly significant along two dimensions. One
dimension is the elaborateness of the process. The other is whether parties
external to the organization are involved.

PROs have a very formal and extensive appeals process. (For a brief
overview of some general differences between the PRO program and private
programs, see Appendix c.) This is a function of the requirements that PROs
accept as part of their contracts with the federal government to review care for
Medicare beneficiaries.

In most of the organizations the committee visited, an appeal involves a
review of the case by a new physician adviser, the medical director, or a

4 A particularly interesting situation was described in one review organization visited
in which the two specialists to whom a particular type of case was referred had different
preferences regarding the two treatment options that were available. Depending upon
which physician adviser received the case, either treatment A or treatment B would be
authorized. For the organization to send all such cases to either of the physicians would
have involved a policy decision that the organization was not prepared to make. The
organization decided to alternate cases, without regard for the fit between the therapeutic
preferences of the attending physician and the physician adviser. So the luck of the draw
determined whether an attending physician received authorization with no difficulty or
might not be able to obtain authorization at all.
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committee. Additional discussion with the attending physician may or may not
be a part of the process.

Several organizations indicated that their clients, usually an employer, may
get drawn into the appeals process when the issue is whether the proposed
service will be covered by the patient's benefit plan. In at least one organization,
appeals are shifted directly to the clients.

Reporting and Feedback Mechanisms

In inquiring about the impact of the programs operated by the
organizations the committee visited, it became apparent that interpretation of
results and comparisons across organizations are extremely difficult. What can
be made of information from one organization that the number of hospital days
per 1,000 covered individuals ranges from 300 days for one client to 600 days
for another and from a second organization that reports a range from 200 to
1,300 days per 1,000? For a third organization, the range is 487 to 1,583 days,
but the review organization at least knows that the second number applies to a
group of retirees. Despite the well-recognized differences in medical care cost
and use experience for different age, sex, and other groups and the considerable
variation across employee groups, there are no standard adjustments or
reporting conventions used by utilization management organizations to account
for these differences.

Organizations that provide review services under contract generally
provide their clients with periodic reports on their activities. These reports vary
considerably in usefulness. At one extreme are organizations that calculate
savings based on the difference between services requested and services
authorized. At the other extreme are organizations that can provide detailed
analyses of inpatient and outpatient utilization for the covered group. Some
firms have clients that demand relatively sophisticated, or at least extensive,
data, and they risk losing these clients if they cannot respond to those demands.
(Problems with different measures of program results are discussed in Chapter 4.)

Discussions of reporting requirements during the site visits conveyed a
clear sense that clients evaluate utilization management organizations based on
their apparent success in reducing hospital utilization or holding hospital
utilization to comparatively low levels. Client reaction to reports of cost and use
experience are, thus, an important feedback mechanism to review organizations.

Review organizations also receive several other kinds of feedback. One
source is appeals and objections from physicians and patients regarding the
organization's decisions. Criteria that produce too much negative reaction and
consume too much of the physician advisers' time may be revised.

None of the organizations that provide utilization management services

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

THE UTILIZATION MANAGEMENT INDUSTRY: STRUCTURE AND PROCESS 87

under contract report any routine mechanism to evaluate the impact that their
decisions have on the quality of patient care. For example, no systematic
mechanisms are in place to track the experience of patients whose care is
shifted from an inpatient to an outpatient basis. Similarly, no organization has
any systematic process to assess the burden that their procedures place on
providers of care. Some organizations, however, report that they survey patients
who have gone through prior review. Also, clients may have (or may be
planning) programs to monitor quality of care based, for example, on
retrospective reviews of certain types of claims such as those showing
rehospitalization within a specified number of days after discharge.

SECOND-OPINION REQUIREMENTS

Second-opinion programs were not the subject of much systematic inquiry
during the site visits because few of the organizations regard second opinions as
a major element in their package of services. Second-opinion programs, which
are generally confined to a list of 15-30 surgical procedures, have two major
objectives. First, they are intended to save money by reducing the likelihood
that unnecessary procedures will be recommended and performed. Second, they
are an educational device designed to increase the amount of information
available to the patient who is contemplating elective surgery.

There are several types of second-opinion programs. Some employers and
insurers have voluntary programs that pay for a second opinion if the patient
wants it. Other programs are mandatory, that is, they make obtaining a second
opinion a requirement for full payment of benefits, but they do not condition
payment on the receipt of a confirming opinion. Some benefit plans require a
third opinion if the second opinion does not confirm the first. Most programs,
like those for preadmission review, require that the patient initiate the process
with a call to the utilization management organization.

Several permutations were encountered in the site visits. For example,
organizations vary in whether they refer patients to particular physicians for
second opinions. Some have panels of physicians who have agreed to provide
second opinions, and these organizations generally offer patients the names of
three participating physicians whom they can call for an appointment. Other
organizations leave the selection to the patient. With regard to procedures about
which there may be differences of opinion across medical specialties (for
example, between cardiac surgeons and a cardiologists), some programs require
that the second opinion be obtained from the nonsurgical specialist. One
organization has a second-opinion program that consists of record reviews and
telephone consultations by
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their regular panel of physician advisers. No face-to-face consultation is required.

Although older second-opinion programs required (with few exceptions) a
second opinion for any targeted procedure, several organizations now waive the
requirement when preadmission or preservice review determines that the
clinical indications for the procedure are clear. A typical example would be a
patient with uterine cancer recommended for a hysterectomy. The screening of
cases during preadmission or preservice review is intended to reduce the cost
and inconvenience of the program. However, by retaining the provision for
second opinions for cases in which indications are in doubt, the review
organization has a means of dispute resolution that can supplement the usual
appeals process.

LEGAL ISSUES

In Appendix A of this report is a commissioned paper by William A.
Helvestine that discusses the legal implications of utilization review, primarily
prior review, and continued-stay review techniques. It describes the general lack
of explicit legislative, administrative, or judicial rules involving prior review. It
also describes standards of behavior that have been applied by the courts to
other aspects of health plan administration that are, in many respects, similar to
prior review.

In one well-known case, Wckline v. California, a state court has held that a
review organization (in this case the state Medicaid program) could be held
liable for "defects in the design and implementation of cost containment
mechanisms" that result in the denial of medically necessary services. In this
particular instance, the organization was not held liable because the harm to the
patient was attributed to the negligence of the attending physician. A later case,
Sarchett v. Blue Shield of California, explicitly upheld the right of an insurer to
challenge an attending physician's decisions about medically necessary care.

A few states have passed laws regulating private review organizations
(American Hospital Association, 1989). Maryland and Arkansas have
established (but have not implemented at the time of this writing) a certification
process that requires submission by organizations of information about review
standards, appeals provisions, personnel, confidentiality policies, information
for patients and providers, and accessibility to patients and providers (for
example, business hours). The laws do not require detailed disclosure of review
criteria. Other states have considered, but not passed, legislation that would
require that review physicians be licensed within the state, that no penalties (for
example, reductions in benefit payments) be imposed on patients or providers
for failing to follow review procedures, and that all reviews (including those
now performed by nurses) be done by licensed physicians. The efforts to
impose state regulation have been attributed, in part, to concern about
controlling a few "bad apples"
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and getting accountability, especially from the smaller organizations. However,
physician resistance to outside review and unwillingness to change challenged
practice patterns is also cited (Page, 1989). Some proposed regulations could
make operations much more difficult for organizations operating on a
nationwide basis, and some might make reviews prohibitively expensive.

Despite the lack of much explicit regulation, the committee found that
review organizations are aware of the legal risks inherent in efforts to influence
patient care decisions and to operationalize the terms of health benefit contracts.
There also appears to be a general appreciation of the conventional—but not
infallible—protections offered against liability by good management, good
judgment, good faith, and good documentation. The contract provisions
analyzed in Appendix F reflect the sensitivity of utilization management firms
to these legal issues.

CONCLUSION

As might be expected for a new and evolving activity, prior review
programs are not standardized. Aside from a few common elements—the
absence of face-to-face contact with patients, the focus on site, timing, and
duration of care, and the requirement that negative determinations be made by a
physician—all aspects of the process vary markedly from organization to
organization. This variation includes the roles and responsibilities of the nurses
and physicians who are involved in the review process, the logistics of the
process, the nature and availability of the criteria used in prior review, the types
of decisions that are made, the appeals process, and reports of impact.

Although review organizations vary in their inventiveness and willingness
to tackle new issues of appropriate use, they generally follow the lead of
researchers or medical groups in selecting targets for attention. The evolving
focus on assessing the clinical indications for selected procedures is a case in
point.

Some variation among review organizations is prompted by clients, some
by the origins or roots of the organization. Variations in state regulation, which
affect many aspects of insurance company operations, do not account for
differences among review organizations since little regulation of these programs
exists. One exception involves PROs, which face many requirements for their
federal business that also govern their private contracts. However, PROs still
vary considerably. It might be expected that the outside consulting firms that
assess review programs for employers would have a certain standardizing
influence over time, but the committee has seen no obvious evidence of this to
date.
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Through its site visits, the committee developed a clear sense that some
organizations have better designed programs or more effectively implemented
programs than others. However, as the next chapter reports, the limited
evidence on the impact of prior review programs does not include any
assessment of the link between differences in program characteristics and
differences in program results.
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4

Impact of Prior Review Programs

The explosive growth of utilization management activities, organizations,
and expenditures raises an obvious question: Does utilization management
work? More specifically, does it do what it is intended to do at a reasonable cost
without unacceptable effects on quality or access to care? And under what
circumstances do programs have better results? How have patients, physicians,
and other involved parties fared?

Unfortunately, in its search of the literature, the committee found that
relatively little rigorous empirical evidence is publicly available on the effects
of these programs. What is available only covers those elements of utilization
management that have been in place long enough for assessment data to have
been accumulated. Prior review of the actual medical need for specific
procedures is mostly too new to have been evaluated.

This chapter summarizes the evidence available to the committee,
describes weaknesses in the evidence, and considers the positive and negative
aspects of prior service for patients, providers, and purchasers. Most of the
evaluations cited here focus on preadmission review and continued-stay review.
A review of evidence specific to the effects of high-cost case management is
presented in Chapter 5. Appendix B of this report discusses the limited
information about the effects of different methods used by HMOs to influence
patient care decisions.

The committee has not attempted a global assessment of the broad societal
effects of utilization management. At this point, the base is simply too weak to
estimate how utilization management has specifically affected
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total health care expenditures, overall use of health services, and attitudes
toward medical care.

DIRECTION OF AVAILABLE EVIDENCE: IMPACT ON
UTILIZATION AND COST

Although reports of the impact of prior review programs on utilization and
cost suffer individually from an array of methodological weaknesses, they
present a reasonably consistent pattern of positive results. Taken together, the
studies show:

e a substantial initial drop in inpatient hospital utilization following
introduction of prior review, with use rates tending to decline at a lesser
rate or to level off thereafter;

* an increase in the use of outpatient facilities and physician office services
following the introduction of prior review;

e a greater decline in inpatient utilization for reviewed groups than for
nonreviewed groups during a period of generally declining hospital use;

* among groups covered by prior review, a more sizable drop in inpatient
utilization for groups that started with higher than average initial utilization
rates compared with those with lower than average initial utilization rates;
and

* a lower rate of increase in the short-term in per-employee medical care
costs for groups covered by prior review compared with those that were
not, but no long-term reduction in the rate of growth in total medical care
spending.

Evidence discussed in this chapter about the effects of prior review
programs was discovered through site visits by the committee, computerized
literature searches, presentations to the committee, and less formal efforts. The
majority of reports take the form of marketing materials, press releases, and
client reports prepared by review organizations. Much scarcer are more
sophisticated assessments prepared by review organizations or academic
researchers.

The earliest studies typically were simple one-group before-and-after
studies with no comparison groups. Several recent studies are more
methodologically sophisticated, although they too are imperfect. Limitations of
available research are described at the end of this section and in the appendix to
this chapter.

Before-and-After Studies

Most of the early and influential attempts to demonstrate the effects of
prior review programs were based on simple before-and-after comparisons.
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These comparisons are typical of the promotional materials, conference
presentations, and materials that most utilization management companies
release to the public to show changes in utilization for client groups.

The trend data presented in summary form by one utilization management
company that the committee visited are illustrative. For a large food and
chemical company, the number of hospital days per 1,000 covered individuals
dropped from 579 days before initiation of prior review management to 486 and
then 389 days in the subsequent 2 years. For an aerospace company, the
comparable figures were 627 for the preprogram year and 514 and 416 for the
next 2 years. And for a large consumer products company, the number of
inpatient days per 1,000 covered individuals went from 1,065 days before to
889 to 703 days after the program. Many other companies report similar drops
in inpatient use after the introduction of prior review.

In 1984, the journal Hospitals included some typical press release
information in a story on preadmission review programs ("Preadmission Review
Cuts Hospital Use," 1984). The story noted that Blue Cross and Blue Shield of
North Carolina reported that a pilot preadmission review program helped cut
hospital days by 37 percent and that Blue Cross of Northeast Ohio reported a 23
percent decrease in hospital days and savings of $30 million during the first 5
months of a preadmission review program.

More fully described is the experience of Deere & Company of Moline,
Illinois, as presented in a case study prepared by the Health Systems
Management Center at Case Western Reserve University (Kauer, 1983). Deere
initiated a utilization management program in 1977 by using PSROs to perform
preadmission and concurrent review. Over 36 months, inpatient days dropped
21 percent, and the company estimated savings of $11 for every program dollar
spent. The case study noted that one PSRO performed its own reviews, whereas
another PSRO delegated the review responsibility to each area hospital. The
nondelegated program showed greater initial results, with the delegated
program catching up somewhat in later months.

The Deere study mentions that company staff accompanied PSRO officials
to discuss utilization problems with individual hospitals, and the company
added HMO options to its benefit offerings in 1980. These activities point to a
major problem with before-and-after studies. While prior review programs were
being introduced, other changes were also occurring that affected utilization
patterns within particular companies and across society more generally.

Comparative Studies

Over the past decade, several factors, including the growing safety and
acceptance of procedures done on an outpatient basis, the increasing supply of
outpatient resources, and restrictions on inpatient payments, have
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TABLE 4-1 Some Factors That May Affect the Impact or Assessment of Prior Review

Benefit Plan Characteristics

Coverage of noninpatient benefits

Levels and types of beneficiary cost-sharing
Choice among alternative benefit plans

Other Initiatives

Quality of care monitoring

Selective contracting

Hospital payment method and financial incentives
Physician payment method and financial incentives
Retrospective utilization review

Provider audit, feedback, and education

Consumer education and health promotion
Government Regulation

Medicare prospective payment system, PRO programs
State rate setting and other hospital regulation
Mandated benefits and other insurance regulation
Medicaid program features

Health planning

Individual. Group. and Community Characteristics
Age, income, education, race, and sex

Union membership

Marital and family status

Other health insurance coverage

Health status

Occupation and industry

Geographic region

Urban or rural location

Health Care Delivery System,

Supply of hospital and other institutional resources
Supply and distribution of physicians and other practitioners
Medicare and Medicaid market shares

HMO and PPO market shares

Blue Cross and Blue Shield market shares
Proportion of self-paying and uninsured patients

changed the balance of incentives for using inpatient versus outpatient care
and have contributed to substantial general reductions in hospital use
(Table 4-1). Data from the American Hospital Association, the Hospital
Discharge Survey, the Health Interview Survey, and the Blue Cross and Blue
Shield Association indicate that hospital days per 1,000 people under age 65
were beginning to level off and then drop in the latter part of the 1970s (Lerner
et al., 1983b). The drop accelerated in the 1980s, before it appeared to level off
again recently. Simple before-and-after studies are not capable of distinguishing
the impact of utilization management from the impact of other factors and, thus,
may wrongly credit those programs with changes that would have occurred
anyway.
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Some studies have attempted to control for the impact of systemwide
influences by comparing the utilization and cost experience of groups covered
by prior review programs with groups that were not. The RCA organization
tried this approach within its own organization. In 1985, it instituted an array of
utilization management programs (called Plan for Health) for about half of its
employees, early retirees, and dependents while continuing the old plan for the
other half. Although inpatient hospital utilization dropped for both groups, it
dropped more for the utilization management group. Inpatient days for medical
care patients showed the same general pattern. However, surgical days
unexpectedly increased for both groups, although more for the nonmanaged
group. Nevertheless, net benefit costs for employees under utilization
management dropped by 4 percent, whereas they rose by 6 percent for the
nonmanaged group. The company estimated a 4:1 return on its investment in
the utilization management program (O'Donnell, 1987).

In 1984, Blue Cross and Blue Shield of Massachusetts added a
comprehensive utilization management option for its fee-for-service business
and then compared what happened to hospital utilization for its subscribers who
were covered by the option, those who were not covered by the option, and
those who were covered under an HMO. In 1983, the number of hospital days
per 1,000 covered individuals was 680 for the traditional plan and 409 for the
organization's HMOs. By 1985, traditional plan days had dropped to 600 (a 12
percent drop), "managed" fee-for-service days were 520 (down 24 percent), and
HMO days dropped to 374 (a 9 percent drop) (Getson, 1987).

An analysis prepared for the Service Employees International Union and
the State of Michigan took a somewhat different approach. The evaluation of
the group's precertification program attempted to measure "the difference
between what experience was expected to occur if no intervention took place,
and what actual experience was given implementation of the program" (SEIU,
1988). The decline in hospital use for the program group was higher than that
for a statewide comparison group for the first year of the program but not for
the second year. However, in both years the program had lower hospital
utilization than predicted on the basis of preprogram trends for the union group.
The analysis estimated a gross savings/cost ratio for the program of 2.27 to 1.
The savings were not reduced by the cost of alternative services but did exclude
the estimated fixed costs of avoided admissions (Service Employees
International Union, 1988).

Yet another approach was used by Blue Cross of Greater Philadelphia,
which established a utilization management program as part of its 1985
contractual agreement with area hospitals. Because this agreement covered all
enrollees unless a client explicitly rejected application of the utilization
management features (which was rare), the company did not
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have an adequate base to compare enrollees with and without prior review.
Instead, the company compared inpatient days per 1,000 covered individuals for
contracting hospitals, which dropped 23 percent from 1984 to 1986, with
inpatient clays for noncontracting hospitals (mostly specialized mental health,
rehabilitation, and similar facilities), which saw inpatient clays increase by 28
percent. One consequence was that the share of inpatient clays accounted for by
noncontracting hospitals went from 17 to 27 percent of the total inpatient days.
Total inpatient days per 1,000 covered individuals for all hospitals decreased by
20 percent from 1984 to 1987. Combined inpatient and outpatient surgical rates
(excluding physician office surgery), which had increased from 48.2 procedures
per 1,000 in 1980 to 53.1 in 1983, declined to 47.9 in 1986 (Blue Cross of
Greater Philadelphia and Pennsylvania Blue Shield, 1986, 1987).

Multivariate Studies

A potential contaminant in simple comparative studies is the fact that the
introduction of utilization management may have been accompanied by other
changes that could affect utilization and costs. For example, other cost-
containment methods such as increased cost-sharing by beneficiaries have often
been implemented along with prior review, and sales and acquisitions can
change the work force composition, which in turn can affect health care use.
Also, the purchasers that self-select utilization management could differ in
various ways from those that do not. Although not all such factors can be
controlled, some multivariate studies have attempted to rule out alternative
explanations for changes in cost and use after the introduction of prior review.

One utilization management company structures its comparisons by trying
to match review and nonreview groups by industry, geographic region, and
other characteristics. In an analysis for one insurance company client, the firm
reported that hospital days per 1,000 covered individuals dropped 14 percent for
review groups, whereas for nonreview groups they dropped 7 percent. The
percentage increase in expenditures for groups with prior review was lower than
the rate of medical inflation, whereas the opposite was true for comparison
groups (Health Data Institute, 1988).

An analysis of early state programs to contain Medicaid costs reported that
prior authorization for elective surgery and specific services appeared to reduce
growth in real hospital expenditures by controlling growth in the number of
beneficiaries receiving hospital care. For the period 1977-1984, states with prior
authorization showed a 1.4 percent average annual increase in real total
inpatient expenditures, whereas states without this policy experienced a 6.5
percent increase. The number of beneficiaries receiving inpatient care dropped,
on average, by 1.2 percent a year for

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

IMPACT OF PRIOR REVIEW PROGRAMS 97

prior authorization states but rose 1.9 percent a year for the other states. A
multivariate statistical analysis linked prior authorization with a 2.7 percent
annual reduction in beneficiaries who received inpatient care after several other
changes in Medicaid policy and state environments were controlled
(Zuckerman, 1987).

Feldstein et al. (1988) and Wickizer et al. (1989) analyzed claims data for
one insurer to compare utilization and costs for clients with and without
utilization management. Using a combination of cross-sectional and
longitudinal analyses that included controls for some differences in case mix,
employee characteristics, market factors, and benefit plan features, the authors
concluded that for the period 1984-1986 prior review reduced admissions by 13
percent, inpatient days by 11 percent, and total medical expenditures by 6
percent. (Because some groups included in this part of the analysis had a
utilization management program in place before the first year for which data
were analyzed, these results do not reflect straightforward preprogram-
postprogram utilization.) From their statistical analysis, the authors concluded
that the review programs produced a "onetime" reduction in use and costs but
had little impact on growth in use and costs over time. In another analysis, the
researchers compared groups with high utilization prior to adoption of
utilization review to groups with low prior utilization. The former were found to
have significant decreases in use and costs, but the latter did not (Feldstein et
al., 1988).

After introduction of a utilization management product called
HEALTHLINE, Aetna Life and Casualty compared postimplementation
utilization and cost experience for employee groups with (122,299 employees)
and without (296,519 employees) the program. The time period for the study
was a six-quarter period ending December 31, 1987. The study controlled for
some claimant, group, and benefit plan differences across the two samples (for
example, claimant age, total covered employees, and coinsurance rates). The
multivariate analysis also included a time trend variable. The researchers found
that hospital admission rates dropped nearly 8 percent for the program sample
but only I percent for the nonprogram sample; overall hospital days per 1,000
covered individuals dropped about 4 percent for the former and about 2 percent
for the latter. Surgical outpatient costs per employee increased at about the
same rate for both samples (15.5 and 16.1 percent, respectively), but inpatient
medical and surgical costs rose about 5 percent for the sample with utilization
management and 9 percent for the sample without.! Combined inpatient costs
and outpatient surgical costs rose 6 and 10 percent, respectively. The study
estimated gross savings from utilization management to be around 12 percent

! Inpatient costs included room and board, ancillary services, and physician services.
Surgical outpatient costs included physician but not facility charges.
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during the six-quarter period. The researchers emphasize that the results apply
only to the study period and should not be used to predict program performance
in other periods or for other employer groups. Further analyses will include
preprogram data, data on nonsurgical outpatient use and costs, and other control
variables (Allen and Khandker, 1988; Harris Allen, Aetna Casualty and Life,
personal communication, November 3, 1988).

Scheffler et al. (1988) studied the impact of the Medicare prospective
payment system (PPS) and Blue Cross benefits cost-management programs
using quarterly claims data (1980-1986) on Blue Cross inpatient admissions and
lengths of stay, hospital outpatient visits, total inpatient and total outpatient
benefit payments, and total payments per member (adjusted for inflation). When
controlled for the effects of the Medicare PPS, several other Blue Cross cost-
management programs, and an array of environmental variables (for example,
state regulation, state average income, and state age composition), the study
found that (1) preadmission review was associated with lower hospital
admission and outpatient visit rates but did not affect payments per 1,000
members for inpatient services or outpatient visits; (2) concurrent review was
linked to lower inpatient and higher outpatient payments per 1,000 members
and had a negative but not statistically significant impact on total payments per
member; and (3) retrospective denial of payment to hospitals for inappropriate
utilization was correlated with lower values for all utilization and payment
measures.” In addition, the study attributed significant declines in utilization
rates and rates of payment increase to the spillover effects of Medicare PPS and
Blue Cross hospital payment policies (Scheffler et al., 1988).

Impact of Second-Opinion Programs

The committee did not closely examine the impact of second-opinion
programs. In part, this choice reflects the fact that second-opinion programs
have a longer history of application and assessment than do the other utilization
management techniques investigated by the committee. (For an up-to-date
review of the evidence on the impact of second-opinion programs, see Rutgow
and Sieverts [1989]).

2 This statistical analysis is complicated by characteristics of some of the independent
variables. In all but 2 years between 1980 and 1986, over 95 percent of the Blue Cross
plans reported that they had (and had used) policies to deny reimbursement for
inappropriate use. In all years, over 95 percent had retrospective utilization review. The
percentage of plans with concurrent review went from 52 percent in 1980 to 90 percent
in 1986. No information was available on preadmission review in 1980 or 1981, but
between 1982 and 1986 the percentage of plans with this program went from 28 to 95
percent. The analysis was not able to consider variations in the scope of programs nor
what percentage of enrollees were covered by review requirements. Thus, a plan with 1
percent of its enrollees covered would rank the same as one with 90 percent.
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The research on private sector second-opinion programs is even less likely
than the research on other prior review techniques to include comparisons with
groups not subject to second-opinion requirements. Moreover, refinements in
the use of second opinions, particularly prior screening of cases for medical
necessity before referral, are too new for much data to have accumulated on
their effects; and it is not clear from discussions with those involved in such
programs that the second opinions themselves are expected to have a major cost-
containing effect. The major expectation is that referred patients will have more
information on which to base their decisions about whether or not to have the
recommended surgery.

During its site visits and other discussions of utilization management, the
committee found relatively little interest in second-opinion programs and very
mixed opinions about their cost-effectiveness. To some degree, this may reflect
the inclination of purchasers and vendors to pay more attention to newer rather
than older programs. Discussions with purchasers, however, suggest that
programs that include no screening prior to mandatory referral for a second
opinion are increasingly seen as wasteful.

In sum, the committee felt that a thorough, independent investigation of
traditional second-opinion programs was not a high priority. The following
reflects its assessment of such programs:

* Both voluntary and mandatory second-opinion programs may enhance
consumer knowledge and affect some patient decisions about whether to
have surgery. The effect may be to encourage surgery in certain cases (for
the reluctant patient who gets a confirming opinion) and discourage it in
others (for the patient who gets a strong nonconfirming opinion).

* Compared with voluntary programs, mandatory programs tend to show
much higher rates of confirmation; that is, the second opinion confirms the
first opinion or, more specifically, does not reject some form of surgical
intervention.

* Voluntary second-opinion programs generally have much lower rates of
participation by patients than do mandatory programs that include penalties
if a patient does not seek a second opinion.

* Evidence on the net impact of second-opinion programs on utilization and
costs is less supportive of the conclusion that it contains costs than is the
(also imperfect) evidence about other utilization management techniques.

WEAKNESSES IN THE EVIDENCE ON EFFECTS OF PRIOR
REVIEW

Because prior review programs have been developed and implemented in
an operational rather than a research context, rigorous evaluation has not been a
high priority for most organizations, and studies by outside researchers have
been limited. One consequence is that much of the
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evidence about the impact of programs is of marginal value in answering the
major questions that are asked by clients, policymakers, and other interested
parties. All available studies suffer one or more of the following deficiencies in
research design and measurement:

* absence of comparisons between groups with and without prior review that
use such methodologies as random selection of study participants and
random assignment of participants to program and nonprogram groups;

* use of short time series (for example, 1 year of preprogram data and 1 or 2
years of postimplementation data) that do not allow confident identification
and assessment of preexisting trends, cyclical patterns characteristic of the
health insurance industry, and long-term effects of utilization management;

* heavy reliance on inpatient utilization data with little or no evidence about
(1) potentially offsetting changes in inpatient prices, (2) shifts in
noninpatient prices, utilization, and overall costs, (3) changes in net benefit
costs, and (4) savings relative to program costs;

 failure to control statistically or otherwise for nonprogram variables (for
example, other cost-containment activities, scope of benefits, shifts in
group composition, and market area characteristics) that may affect
utilization and costs;

* knowledge by evaluators of whether data are from groups with or without
utilization management;

e absence of comparisons of the relative impact of different program
elements (for example, preadmission review versus continued-stay review)
or alternative program designs (for example, greater emphasis on physician
rather than nurse judgment); and

* failure to specify conditions associated with better or worse program results
(for example, type of client and the supply of local health care resources).

Most importantly, all of the studies reviewed above confine their focus to
utilization patterns and costs to the purchaser. The committee found no
empirical research on the possible effects of private sector prior review
programs on quality of care, patient out-of-pocket costs, patient convenience,
patient-physician relationships, and attitudes and administrative costs of health
care practitioners. (Four reports on the effects of Medicare payment and review
programs are cited later in this chapter.) The appendix at the end of this chapter
discusses methodological issues in more detail.

The committee did not study actuarial estimates of the impact of prior
review that insurers and others employ in setting premiums or projecting benefit
expenditures. Informal conversations suggest that actuaries may initially have
estimated a 5-10 percent lower premium for companies that
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adopted prior review. Rate reductions of 1-5 percent are said to be more
common for groups that have only recently adopted prior review. One
explanation for the changes in estimates is that actuaries initially
underestimated how much of the reduction on inpatient use would be offset by
higher inpatient prices and higher outpatient use and prices and thus set
premiums too low. This is consistent with the recent report of the Prospective
Payment Assessment Commission (1989) which concluded that Medicare
prospective payment and other public and private cost-containment efforts have
reallocated health expenditures but not slowed their growth.

Another explanation for changes in actuarial estimates of prior review
savings is that late-adopting groups have already gained some benefit from
changes in physician behavior produced by the prior review (and other)
programs implemented earlier by other purchasers. Also proposed is an analog
of "herd immunity,” in which coverage of one-half to three-quarters of the
insured population by prior review may produce "spillover" protection for the
rest. There has been no systematic test of this proposition. However, one study
of an insurer's program to promote inhospital ambulatory surgery in the late
1970s and early 1980s suggested spillover effects for other payers whose
inpatient surgery rates also began to drop. Nonetheless, the decrease for the
sponsoring insurer started earlier and the gap in rates persisted over several
years (Lerner et al., 1983a).

The committee notes that many reports on the impact of prior review come
from those with an interest in positive results. This is most obvious for the
organizations that provide prior review services. However, even union and
corporate benefits managers may incline evaluations toward favorable results—
unions may do this because utilization management can be seen as an
alternative to benefit cutbacks and benefits managers may do this because good
results can make them look effective to higher levels of management. Some
purchasers of prior review services, recognizing that utilization management
firms may be biased or may lack expertise in evaluation, ask that data be turned
over for analysis by outside consultants. The study committee did not have
access to the reports of these outside consultants.

EFFECTS OF PRIOR REVIEW ON SPECIFIC PARTIES

Although empirical data are very limited, it is important to consider how
private sector prior review programs may positively or negatively affect
different parties—enrollees of benefit plans, health care practitioners and
institutions, and purchasers. The following discussion is based on committee
members' experiences, testimony at the committee's June 1988 hearings, site
visits of the committee members, a roundtable discussion
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among benefits managers of several major companies with prior review
programs, and discussions among committee members over the course of
several meetings.

The committee is aware that efforts to tease out the impact of prior review
are complicated by the multiple cost-containment programs to which
individuals and organizations are exposed. It may be impossible to isolate the
effects of utilization management from the effects of prospective payment,
benefit redesign, or provider and consumer education. And private review
programs may be confused with those involving Medicare and Medicaid
patients. Also, changes in clinical and management technologies would
inevitably have spurred some shifts in clinical and administrative practices in
the absence of utilization management.

Effects on Enrollees and Patients

Quality of Care

The foremost question about the effects of prior review on enrollees and
patients is whether and how it affects the quality of care. Does prior review,
which is explicitly aimed at unnecessary care, discourage necessary care as well?

The evidence on these points, which is very limited and pertains primarily
to Medicare beneficiaries, does not suggest that prior review, as implemented
thus far, has threatened the quality of care. The Prospective Payment
Assessment Commission, prompted by concerns similar to those of this
committee, contracted for a qualitative assessment of the impact of
preadmission review on Medicare beneficiaries that found no evidence of harm
(Project HOPE, 1987). Another study followed patients whose proposed
hospitalizations had failed to receive certification by a PRO and also found no
evidence of appreciable harm (Imperiale et al., 1988). In contrast, a more
general study of what happened in one city to Medicare patients with hip
fractures following the introduction of prospective payment indicated that
patients were being discharged with significantly less functional capacity after
the initiation of PPS and were more likely to remain in nursing homes 1 year
later (Fitzgerald et al., 1988). Another study of PPS (not prior review)
documented a shift in the location of death for elderly patients from the hospital
to nursing homes but included no assessment of medical appropriateness (Sager
et al., 1989).

On the other hand, a recent American Medical Association survey found
that almost one-third of the responding physicians said they believed their
patients had suffered an aggravation of illness or injury resulting from delayed
or denied prior authorization for coverage (American Medical Association,
1989b). The response rate to this survey was only 30 percent, and
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it seems likely that physicians who had clinical, practical, or philosophical
problems with prior review were most likely to have responded.

Prior review could be improving the quality of care, although this also is
not documented. Unnecessary care can expose patients to needless risks from
anesthesia, blood transfusions, hospital errors and infections, adverse drug
reactions, and other hazards. It may also cause people to miss excess time from
work and other customary activities. Still, unnecessary is not always harmful,
and it may sometimes add to a patient's psychological or physical comfort (for
example, the extra hospital day for the overburdened mother).

The absence of documented cases of quality problems linked to prior
review might be seen as indirect evidence that these programs are, in fact, not
harming patients. This is obviously a tenuous inference, and better monitoring
and study of prior review's relationship to quality of care is needed.

Navigating Health Care and Health Benefits

Most employers and utilization management firms make some effort to
educate employees about prior review requirements, although the level of effort
appears to vary considerably. Many have added notices to insurance
identification cards and taken other steps to help remind patients and providers
about prior review requirements. Nevertheless, health plan requirements tend to
be more complicated today than they were before, and some lapses in patient
compliance seem inevitable. Even when a review organization or employer
waives a penalty for employee failure to comply with requirements, the extra
procedural responsibilities can cause anxiety or resentment.

Anxiety may also arise on the relatively uncommon occasions when a
physician recommends a preoperative day of care that the review organization
will not certify or when the patient receives a second opinion that disagrees
with the attending physician's recommendation. To some extent, these anxieties
are analogous to the stresses of trying to be an informed consumer in a complex
medical care system. Utilization management requirements, like some patient
education materials, may bring to patients or prospective patients an unwelcome
awareness of the subjectivity and variability of many medical decisions.

Although prior review is one more bureaucratic hurdle in an increasingly
complex health care system, it may also help patients deal with this complexity.
Many employers and review companies report that benefit plan members often
use nurse reviewers as a source of descriptive information about medical
conditions, treatment options, alternative sites of care, and other issues related
to a planned course of care. Some review companies
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have recognized this as a public relations opportunity and a job-enrichment
vehicle for reviewers, and they have added training for reviewers in handling
questions and providing descriptive information. (The companies emphasize
that reviewers do not attempt to diagnose problems or recommend treatment.)

Patient Costs, Comfort, and Convenience

If prior review does help control benefit costs and deflect more onerous
cost-containment strategies, then the aggregate economic impact on employees
should be positive. That is, employees collectively may avoid higher
deductibles, coinsurance, or other forms of reduced benefits.

In an individual case, depending on the structure of an individual's
coverage, out-of-pocket costs may be lower or higher if utilization management
changes the course of treatment. For example, out-of-pocket costs could be
higher for patients in health plans that have higher coinsurance rates for
outpatient care and do not cover outpatient prescription drugs. Patients' costs
may be lower when health plans have equivalent coverage for inpatient and
outpatient care or impose steep per-admission deductibles on hospital care. In
some programs, patient failure to comply with review requirements may prompt
a financial penalty.

When inpatient care is avoided, outpatient care may be either more or less
convenient and comfortable for patients and patients' families. This depends on
home conditions, income, distance from sites of outpatient treatment, and the
complexity of alternative care needed. Some review organizations appear to be
more willing than others to consider these sorts of circumstances in making
decisions, as indicated in the presentation in Chapter 3 of circumstances
considered to warrant hospitalization for lower back pain and tonsillectomy and
adenoidectomy (see Table 3-3).

Some review organizations survey a sample of those who have been
subject to utilization management to determine their views of the process. This
information may be used in reporting to clients and refining programs. It has
not, to the committee's knowledge, been published in any systematic way.

To summarize, prior review has both potential positive and negative
implications for patients, depending on the specifics of their coverage and their
understanding of it, the nature of the alternatives available to them, and the
design and implementation of the review program affecting them. Physician and
hospital reactions to utilization management may also affect patients.
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Effects on Health Care Practitioners and Institutions

Most clinicians and hospital administrators now see prior review as a fact
of life (Weinstein, 1988). In a recent American Medical Association (1989b)
survey, for example, physician respondents reported that over one-third of their
cases required prior review as a condition of payment. The growth of the
utilization management industry, which depends on cooperation from hospitals
and physicians, is itself an indicator of acceptance. Most physicians understand
that complete prohibitions against payer "supervision or control ... over the
manner in which medical services are provided" (as stated in P.L. 89-97, the
original Medicare legislation) are no longer realistic.

This recognition, however, has not come without some resistance. At a
minimum, complaints about prior review requirements continue, and instances
of noncooperation are still reported by review organizations. This physician's
response in a focus group discussion of Medicare is illustrative of the resistor's
stance: "I don't think that at this point in my life I have changed what I would
do based on the fact that someone is pushing me. It just adds time to my day
because I have to take telephone calls from so-and-so. And I resist the urge to
be nasty on the phone saying, 'what do you think I'm going to treat this case
with? I'm going to treat them with whatever I see fit, thank you™ (cited in
Walker, 1989).

Physician-Patient Relationship

For those cases subject to prior review, third parties have a role in
decisions on patient care that alters the context of the physician-patient
relationship. However, the potential ramifications are easier to enumerate than
to document systematically and almost certainly affect some specialties, such as
surgery, more than others. The testimony provided by medical organizations at
a hearing sponsored by this committee (summarized in Appendix D of this
report) reflects both positive and negative views of utilization management.

Some physicians feel that prior review compromises their professional
autonomy and increases their vulnerability to malpractice suits. Some are
resentful when they must soothe patients worried about prior review
requirements or act as advocates for their patients when review organizations
promote a course of care that they see as less safe, comfortable, or convenient.
This resentment could spill over into their relations with their patients. Some
observers worry that certain physicians may acquiesce to a reviewer's
judgments because they would rather avoid hassles than challenge a
questionable review determination. On the other hand, some physicians note
that utilization management may be contributing to improved patient relations—
that they are explaining proposed services more carefully, jointly
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exploring more options, and documenting treatment rationales and details more
carefully (Carroll, 1988; London and Anderson, 1988).

Physician-Hospital Relations

Utilization management, in combination with prospective hospital payment
and other purchaser strategies to contain health care costs, has also affected
relationships between physicians and hospitals. With hospital occupancy at or
near record lows in most areas, physicians are more important than ever as the
source of patients. However, physicians who are profligate orderers of resources
once patients are admitted may make hospitals vulnerable to retrospective
denials of payment or losses under a per-case payment system.

Hospitals clearly have increased their monitoring of physician. behavior.
Many have initiated their own preadmission review processes and have
strengthened efforts to ensure that physicians adequately document their actions
and decisions (Anderson, 1988). The objectives are to see that payer
requirements have been met and to protect the hospital against after-the-fact
payment denials for care judged to be medically unnecessary. More generally,
utilization management reinforces other trends that are increasing the severity
of hospital case mix and encouraging hospitals to diversify, sometimes
successfully and sometimes not, into areas such as home health, health
promotion, health insurance, and administrative services for physicians and
other institutions.

Overall, utilization management appears to be one of many factors
contributing to tighter integration of hospital medical staffs and more physician
involvement in hospital management. Most physicians recognize their stake in
the fiscal soundness of the hospitals in which they practice, although hospital-
based review and related actions may nonetheless provoke irritation. For
example, this reaction to hospital pressure came in a focus group discussion:
"You see, what's happening is you're putting the doctor in a vice between what
he feels he wants to do for the patient and what the hospital administrator wants
to tell the doctor about how he should take care of the patient. There are a lot of
MBAs between us and the patient telling us what care we can administer, for
how many days, what they will pay for and what they won't pay for" (cited in
Walker, 1989).

Provider-Purchaser Relations

Physician and hospital relationships with employers, insurers, and other
third-party payers have also changed dramatically. More time and money are
being invested by hospitals and physicians to keep up with a broad array of
payer requirements, including utilization management. And it is not only the
number of requirements but also the number of organizations
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involved that makes demands on institutions and practitioners. Much of the
organized response to prior review, as reflected in the committee's June 1988
hearing, shows provider interest in greater standardization of utilization
management processes across organizations, as well as better communication of
requirements, criteria, and results. Timely handling of review requests and
appeals is another major issue.

The American Hospital Association says that hospitals may deal with 50 to
250 organizations doing prior and retrospective review (American Hospital
Association, 1989). The Mayo Clinic, which employs over 800 physicians and
scientists, estimates that it deals with hundreds of review programs and would
spend at least $0.5 million in 1988 to meet the requirements of utilization
management programs (Mayo Clinic, 1988). The American Medical
Association survey referred to earlier (American Medical Association, 1989b)
showed that while "complex administrative services" related to patient health
benefit plans took 1 hour of office time (physician and staff) for about one-
quarter of responding physicians and 2 hours for another quarter, one-fifth of
the respondents reported spending more than 6 hours a day on such activities.
These results were not categorized by type or size of physician practice.

Payer questions about the appropriateness of physician decisions— and
physicians' concerns about the appropriateness of payer judgments of
appropriateness—have prompted physician organizations to become more
involved in the development of guidelines and standards of care (Meyer and
Page, 1988; Physician Payment Review Commission, 1988, 1989). The
American College of Physicians is notable for its work in this area for more
than a decade (American College of Physicians, 1986; Schwartz, 1984).
Recently, the American Medical Association has discussed work with the Rand
Corporation to develop practice guidelines, and there is a complementary effort
with the Blue Cross and Blue Shield Association and the Health Insurance
Association of America to incorporate the guidelines into insurers' utilization
management programs (Mcllrath, 1988; Meyer and Page, 1988).> And, to name
one other initiative, physician organizations have been cooperating with the
efforts of the Physician Payment Review Commission to improve the definition
and coding of medical services and to suggest methodological standards for
developing practice guidelines (Physician Payment Review Commission, 1988).

On the administrative side, the American Hospital Association is working
with the American Medical Association, the Blue Cross and Blue Shield
Association, and the Health Insurance Association of America to develop

3 In addition, some former Rand Corporation researchers are now working
independently with a for-profit organization, Value Health Sciences, to develop better
criteria and supporting software for use in both prospective and retrospective reviews
(Findlay, 1989; Michaelson, 1988).
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voluntary guidelines for private review (American Hospital Association, 1989).
The last three organizations already have cooperated on guidelines for the
conduct of utilization management programs (American Medical Association,
1989a). There are eight guidelines specific to prior review.

* The medical protocols as well as other relevant medical issues used in prior
authorization programs should be established with input from physician
advisers selected by the health benefit plan.

* Prior authorization programs may be conducted on a targeted review basis
rather than attempting to prereview all services eligible for coverage.

* All preadmission review programs should provide for immediate
hospitalization of any patient for whom the treating physician determines
the admission to be of an emergency nature, so long as medical necessity is
subsequently documented.

* In the absence of any contractual agreement between physician and health
benefit plan, the responsibility for obtaining prior authorization required by
a claims administrator should be that of the enrollee.

e The claims administrator and employee benefits manager should work
together to alert enrollees to the need to be aware of and to inform the
physician of any prior authorization requirements applying to their
insurance coverage.

* In cases where a claims administrator requires prior authorization, the
claims administrator should respond promptly and efficiently to requests
for authorization. A physician or a patient should receive a response within
2 business days.

* In any instance where authorization is questioned on the basis of medical
necessity, the attending physician should be able to review medical
necessity with the physician adviser representing the claims administrator.

* To the extent that prior authorization programs are administered efficiently
with minimal disruption to the provision of medical care, additional
payment to physicians for complying with prior authorization requirements
should not be necessary.

Effects of Prior Review on Purchasers

Employers are the principal purchasers of private sector review programs
and are affected by its application in a variety of ways. Initial employer reaction
to prior review has been positive (Jennings, 1987; Vibbert, 1989). They feel it
has had some impact on benefit costs and has improved the value they receive
for their expenditures.

On the other hand, the fact that prior review programs seem not to have
shifted the basic slope of the cost curve intensifies employers' frustration with
rising expenditures. This frustration over basic trends
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repeats employers' experiences with other cost-containment tools, including
increased employee cost-sharing and alternative delivery systems (such as
HMOs).

In general, the adoption of prior review programs by private purchasers has
reinforced their long-standing dissatisfaction with data about the health services
they are buying and has strengthened their efforts to obtain better information.
Most utilization management firms are under heavy pressure to report more
utilization and cost data and present more credible analyses of program impact.

Some employers are concerned that prior review exposes them to a new
risk of liability, particularly if they administer the programs directly. The case
of Wickline v. California held that third-party payers "can be held legally
accountable when medically inappropriate decisions result from defects in the
design or implementation of cost containment mechanisms . . ." (emphasis
added) (see the paper by William A. Helvestine in Appendix A of this report for
further discussion). Employers often seek protection from such liability in their
contracts with review organizations, but the latter are understandably reluctant
to promise to indemnify their clients against damages.

As purchasers move from retrospective to prospective review of care,
relationships with employees may change. Many employers recognize the need
to enlist the employee in their efforts to hold down costs. Some have developed
programs that teach employees about making informed health care decisions
and assist them with decisions about the course and place of treatment. At a
minimum, most prior review programs increase the administrative
responsibilities of employees

Purchasers of prior review services also may find themselves in a different
relationship with providers. Until recently, purchasers generally paid for
whatever treatment the doctor ordered. Now, in their new role as managers of
utilization and armed with data on the prices and practices of community
providers, they are using their purchasing power to influence community
practice standards.

The committee noted that purchaser decisions are shaped by many factors.
For example, although the committee is unaware of any systematic research on
this point, different industries and different firms within industries appear to
have different norms governing their decisions on employee benefits. For
example, in a roundtable discussion with benefits managers from several large
companies that the Institute of Medicine held in December 1988, some firms
were portrayed as slow to adopt prior review out of concern that they would
antagonize their white-collar employees. In areas where workers are in short
supply, less restrictive health benefits may help in recruiting new workers but
may be of little significance where unemployment is high. Employers that have
multiple locations and small
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work sites may find it difficult to locate and coordinate effective utilization
management services.

Overall, employer reaction to prior review has been positive, but the long-
term picture is uncertain. This uncertainty has two aspects, neither empirically
documented. First, to the extent that prior review and other programs influence
provider practices throughout the community regardless of a particular benefit
plan's provisions, some employers may consider dropping programs in the hope
that the spillover benefit from other employers' programs will suffice. Others
may feel that prior review has had all the impact it is going to have, that
changes in practice patterns are now entrenched, and that they do not need to be
reinforced by continued application of these techniques.

Second, employer discontent with the reemergence of sharply rising
benefit expenditures may lead some to make drastic changes in their funding of
employee benefits. For example, if employers switch from a defined benefit to a
defined contribution program that limits their yearly increase for health benefits
to a level they can control, regardless of what happens to health care costs, then
their interest in various cost-control programs may diminish. Defined
contribution programs have become common for employee pension plans but
are not widespread for health benefit plans.

CONCLUSION

Although the evidence on prior review is generally not rigorous, it does
tend to be consistently positive about the short-term effects of prior review on
hospital use and expenditures. It focuses almost entirely on reviews of the site,
timing, and duration of care rather than on the medical necessity of specific
procedures, because the latter emphasis is too new to have produced adequate
data for evaluation.

The impact of prior review techniques on access and quality of care has
not been assessed systematically, but no serious suggestion of negative
consequences has come to the committee's attention. Qualitative assessments of
the impact of utilization management on patients, providers, and purchasers
suggest the potential for both positive and negative effects.

The committee recognizes that rigorous evaluations are expensive and
difficult. In the clinical arena itself, rigorous evaluations of the impact of
specific medical services are the exception, not the rule. Furthermore, the
committee recognizes that many health benefit programs are adopted,
maintained, or discontinued by private and public decision-makers on the basis
of evidence as weak as or weaker than that available for utilization
management. Nevertheless, the committee is concerned about the limited
commitment to systematic evaluation of utilization management. Its
recommendations on this point are contained in Chapter 6.
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APPENDIX SOME METHODOLOGICAL ISSUES IN
ASSESSING THE EFFECTS OF UTILIZATION
MANAGEMENT PROGRAMS

An exhaustive review of methodological problems in evaluating the effects
of utilization management is beyond the scope of this report. However, a brief
overview of key issues illustrates the array of difficulties faced by purchasers,
program managers, policymakers, and others interested in the consequences of
utilization management. This overview includes a table describing typical
measures of program impact and their limitations (Table 4-2).

Claims Data

Health care cost and utilization data based on claims submitted by
providers or patients may suffer from a variety of defects (Wennberg, 1987).
The claim form itself may be improperly designed to capture the needed
information about the site of care, type of care, or diagnosis in an unambiguous
form. Information submitted on the claim form may be inaccurate because of
errors in medical records, transcription mistakes, imprecise diagnosis or
procedure codes, and deliberate provision of false information (for example,
recording a medical problem for an examination undertaken purely for
screening purposes). Claims information from different companies may be
difficult to merge for multigroup studies. Claims data alone are not sufficient to
establish the severity of illness for purposes of comparison over time or across
groups.

Even when data are accurate, they may not be available until months or
even years after care has been provided. This limits the efforts of program
managers to identify problems and adjust programs in a timely fashion. Also,
individual claims data may be accurate but limited in scope, often not reflecting
an entire episode of care for a patient, particularly if the patient uses some care
for which claims are not recorded (for example, care covered by a spouse's plan
or care from a noncovered provider). This means that actual utilization and
costs per episode of care may be underestimated for alternative modes of
treatment. Information that tracks multiple episodes of care for an individual is
even more limited, and the patient-level links between prior review decisions
and subsequent care are typically not examined.

Group Data

Important characteristics of employee groups and individuals covered by
utilization management may be unmeasured or measured inadequately.
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TABLE 4-2 Measures of Prior Review Impact

ACTIVITY DATA

Number of admissions or days requested
Number of requests approved, negotiated, or denied
Number of requests referred to physician reviewers
Number of denials appealed and upheld or not upheld
Number of admissions or days averted (requested minus approved)
Number of second opinions obtained and confirmed or not confirmed
Number of nonconfirming opinions not followed by surgery
Source
Review organization
Comments

Do not measure health services use or costs

Are helpful in assessing workload and checking some administrative practices

Are relatively simple to collect

Can be manipulated by utilization management organizations to project
unrealistically favorable results

Can be manipulated by providers who request more days than are really wanted

Cannot tap "sentinel effect” (that is, admissions discouraged with no prior
authorization approval sought)

May not be matched to actual utilization (that is, may ignore days or admissions
approved but not used; days or admissions denied but approved upon appeal or after
an emergency admission; for second opinion. may ignore individuals encouraged by
second opinion to get surgery when they otherwise would not have)

INPATIENT AND OUTPATIENT UTILIZATION

Inpatient hospital days per 1,000 covered individuals
Inpatient admissions per 1,000 covered individuals
Average length of stay
Outpatient medical claims per 1,000 covered individuals
Inpatient and outpatient surgical claims per 1,000 covered individuals
Total outpatient claims per 1,000 covered individuals
Physician office visits per 1,000 covered individuals
Source
Claims data
Benefit plan enrollment statistics
Comments
Can correct some limitations of activity data
Are needed to help interpret changes in site of care, plan costs, and other variables
May involve questionable denominators for rates if the number of covered
dependents is unknown or is estimated by using outdated multipliers for family size
and if additional coverage for working spouses is not accounted for
May count only hospital outpatient facility services and not visits to physician
offices or other sites
Are generally not aggregated to show entire episodes of care
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INPATIENT AND OUTPATIENT COSTS

Inpatient payments per admission or day of care
Inpatient payments per 1,000 covered individuals
Outpatient payments (medical, surgical, or total) per claim
Outpatient payments per 1,000 covered individuals
Payments for inpatient or outpatient physician services per 1,000 covered individuals
Source
Claims data
Hospital cost reports

Comments

Are useful for assessing changes in hospital payments, which have traditionally
accounted for the largest share of total outlays

May not adjust for differences in costs for days of care averted earlier versus later in a
hospital stay

May not adjust for fixed costs that are eventually absorbed by most retrospective cost-
or charge-based payment systems

Do not adjust for severity of remaining admissions and days of care

May have same problems with denominators of rates as utilization statistics

PROGRAM SAVINGS AND COSTS

Benefit payments per 1,000 covered individuals

Premium per covered individual

Administrative charge per contract (or other basis)

Ratio of review program costs to program savings

Benefit payments less program costs per 1.000 covered individuals
Number of hospital days averted and savings

Number of surgeries averted and savings

Source
Claims data
Plan contract, enrollment, and premium data
Review organization

Comments

Are needed to assess trends in overall benefit costs and to assess net savings

May not measure true costs to the supplier, depending on market strategy of utilization
management company (importance of this issue depends on evaluator's objectives)

May not reflect costs of alternatives to admissions or surgeries or costs from care only
temporarily averted

May exclude noncontractual costs to client for explaining program to employees, etc.

Do not include any costs or savings or other effects for providers or patients
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If different employee groups or subgroups vary in their exposure to benefit
claims in unmeasured ways, then per-employee or per-covered-individual use
and cost comparisons may be misleading (see also Table 4-1). The scope of
health plan benefits for a group can have an important impact on the use of
services but is often unmeasured. Age, geographic location, and many other
factors can also have an impact.

A fundamental inadequacy of many data bases is imprecise specification of
the size of the groups covered by a health plan. Although the number of covered
employees (contracts) is generally known, the number of covered dependents
may only be estimated by "family" factors that ignore drops in average family
size and increases in alternate primary coverage for spouses. This imprecision
makes the denominators for utilization and expenditure rates problematic. Plans
such as HMOs that require explicit enrollment information are in a stronger
position to calculate use and payment rates. In addition, although plan managers
are making strenuous efforts to coordinate benefits (that is, see that care for
dependents with primary coverage from another source is not improperly
reimbursed under their employee's contract), the extent of such duplicate
coverage is often not known in the aggregate (Lerner et al., 1983b; Luft, 1981)).

Important information about the health status of group members is often
tapped in only the most rudimentary way, if at all. This has been a major
controversy in comparisons of HMOs and fee-for-service groups. Some claim
that HMOs are getting healthier enrollees, and thus price and use comparisons
are misleading (Luft, 1987; Scheffler and Rossiter, 1985).

Program Data

Information about the prior review program often is limited. Programs may
theoretically go into effect on a specified date, but actual implementation may
lag considerably. Differences in program quality, scope, techniques, and other
characteristics may not be described, much less assessed, in reports on prior
review program effects.

Savings Calculations

Many utilization management organizations estimate savings by taking the
number of hospital (lays requested by a physician or hospital, subtracting the
number of hospital days not authorized, and multiplying the result by the
average cost of a hospital day. This approach has many flaws—the days
requested may be overstated by providers who are trying to game the program,
the number of days approved may be exceeded without subsequent adjustment,
and the average cost of a hospital day may overstate the cost
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of days avoided at the end of a hospital stay when care is normally less intense
than it is earlier in the stay.

Other Interventions

Prior review programs are often one of many efforts to deal with escalating
benefit costs. Their implementation frequently coincides or overlaps with
initiatives to collect more detailed and accurate information about use, costs,
and covered individuals. Although such initiatives typically improve subsequent
data, earlier data generally cannot be supplemented to provide a comparable
time series for analysis. In addition, retrieval of preprogram data is often time-
consuming and expensive, particularly when data are being aggregated for
several groups and must be obtained from a separate claims payer.

Utilization management also may be introduced simultaneously with a
major redesign of benefits (for example, increased cost sharing) and the
addition of a choice among multiple health plans. This complicates efforts to
distinguish any effects due independently to, or interactively with, utilization
management. The study by Scheffler et al. (1988) attempts to distinguish the
effects of Blue Cross cost-containment programs from each other and from the
Medicare prospective payment system. Any such effort is inevitably plagued
with problems in combining data from multiple sources, evaluating the
accuracy of these data, measuring the intensity and quality of programs, and
adjusting for statistical characteristics and quirks of the data.

Medical Care Prices

Costs are a function of both utilization and unit prices of services. If
inpatient prices are better controlled than outpatient prices, then savings from
shifting care may be illusory. Likewise, if hospitals increase their prices to
cover fixed costs in the face of reduced occupancy and if payers cannot limit
their exposure to these increases because they pay uncontrolled hospital charges
or costs, the reduced inpatient use may not bring a net savings for purchasers of
care. If some payers can limit their exposure to these increases, as Medicare and
some other payers do, then costs for payers without such protection may
increase even more.

Noneconomic effects

Sometimes claims data can be explored in an effort to assess possible
effects of prior review programs on quality of care. For example, emergency
admissions, readmissions, admissions following outpatient surgery, length
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of home or nursing home care, and other events can—with varying degrees of
difficulty—be identified and links with prior review decisions can be attempted.
PROs track some of these events in an effort to monitor the effects of
prospective hospital payment. Some utilization management organizations are
trying to build data systems that allow patient histories to be easily retrieved
and analyzed.

More direct information on health status and health outcomes is more
expensive and difficult to obtain. Medicare, other purchasers, and other
organizations, such as the Joint Commission on the Accreditation of Health
Care Organizations, are actively working on quality assurance programs to
identify potential quality problems at various sites of care. Much remains to be
done. The Institute of Medicine is engaged in a major project to help design a
quality assurance program for Medicare (Institute of Medicine, 1989).

Some employers and utilization management organizations survey
employees to assess their reactions to utilization management programs. This is
more the exception than the rule. Possibly, the absence of volunteered
complaints from employees is taken as evidence that employees are not
unhappy with the program. They are not adverse to complaining about other
aspects of benefit plan administration, for example, retrospective claims denials,
slow payment of claims, and confusing explanations of coverage.

Systematic assessments of provider problems and attitudes are even less
common than checks on beneficiary attitudes.
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5
High-Cost Case Management

High-cost case management is a set of techniques to promote more cost-
effective and appropriate modes of care for patients with expensive illnesses.
Even more than prior review, these techniques have gained acceptance in a very
short period. As recently as 1983, a survey of employer cost-containment
programs conducted for Equitable included no questions about high-cost case
management (Equitable Life Assurance Society of the United States, 1983). At
that time, formal programs to manage expenditures for very expensive medical
cases were uncommon, except for the programs of private firms and state
agencies working with recipients of worker's compensation benefits.

The situation is different now. A 1988 survey of benefits managers for
large companies found that 83 percent said they used high-cost case
management (called "medical case management" in the survey) (Corporate
Health Strategies, 1988). Although the surveyed group is not a representative
sample, clearly this approach to utilization management has become common.
Virtually all major commercial insurers and Blue Cross and Blue Shield plans
offer the service either directly or through subsidiaries (Henderson and
Wallack, 1987), as do most of the larger utilization management firms and third-
party administrators. Some review firms are actually outgrowths of
organizations originally established to manage worker's compensation cases.
For health care institutions and other organizations trying to cope with the
multiple and complex needs of patients with acquired immune deficiency
syndrome (AIDS), high-cost case management

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

HIGH-COST CASE MANAGEMENT 120

is one prominent strategy (Health Insurance Association of America, 1988;
Taravella, 1987).

Because the case manager is not managing care as a physician does but
rather is trying to see that health plan benefits are used wisely, some
organizations prefer to call their programs "individual benefits management."
Other organizations, reluctant to highlight cost objectives, use the term "medical
case management."

FOCUS OF HIGH-COST CASE MANAGEMENT

What distinguishes high-cost case management from other utilization
management or managed care programs is its intensive and specialized focus on
high-cost medical cases. Preadmission and continued stay review, in contrast,
cover a broader array of cases in a much less intense fashion.

The generic label "case management" seems to have arisen in the 1970s
with government projects to encourage the integration of services for clients of
social welfare programs (Monroe County Long Term Care Program, Inc.,
1986). These include the Services Interaction Targets for Opportunities program
in the 1970s and the channeling and Social/Health Maintenance Organization
demonstration projects for the elderly in the 1980s (Merrill, 1985). High-cost
case management shares with other case management approaches an emphasis
on assessing individual needs and circumstances and then planning, arranging,
and monitoring needed services. However, because it focuses on a relatively
small number of expensive cases, high-cost case management can be
distinguished from so-called primary-care case management approaches often
used in HMOs and Medicaid programs. In these programs, all individuals are
assigned to a case manager who ordinarily must authorize or provide most
services. And because health care cost containment is a central goal, high-cost
case management can be distinguished from social welfare case management
that is aimed at helping clients get the services they need from the complex
labyrinth of welfare programs and agencies.

In focusing on very expensive patients, high-cost case management
responds to an important characteristic of medical care: a small group of
individuals with very costly illnesses or injuries account for a large share of the
total expenditure. The experience of one company is typical: 2 percent of plan
members with yearly expenses of $10,000 or more accounted for 38 percent of
plan medical expenses (Rosenbloom and Gertman, 1984). In another company,
6 percent of those making benefit claims (and not all employees submit claims)
accounted for more than 55 percent of health plan expenditures (Alexandre,
1988). National data suggest that 1 percent of the U.S. population (all age
groups) accounts for 29 percent of total
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health expenditures (Berk et al., 1988). High-cost case management focuses on
these expensive patients.

Two basic types of high-cost patients can be identified (Rosenbloom and
Gertman, 1984). The first are those who suffer a sudden, catastrophic event,
such as a heart attack, stroke, accident, or complicated birth, that may require a
long period of hospitalization. Recovery to normal or near normal functioning is
often possible, and even those with a less complete recovery may need little
special medical care. The second category of patients is those with serious,
often fatal, chronic conditions, such as muscular dystrophy, certain cancers,
AIDS, and amyotrophic lateral sclerosis (ALS), who may be hospitalized
repeatedly and become more severely ill over time.

Not all high-cost cases are appropriate for case management. Sometimes
no less costly modes or sites of care are suitable or the patient's plan of
treatment already includes these alternatives.

The opportunities for savings through high-cost case management by third
parties arise from the complexity and fragmentation of the medical care system
and the limits built into health benefit plans. It is not easy to chart the most cost-
effective path of service for patients with catastrophic medical problems.
Certainly, most patients and families with high-cost medical problems start out
with relatively little knowledge of what lies ahead of them, and they may not
always learn from their physician about the subsequent care alternatives that are
possible or available. Specialized high-cost case managers can help patients and
families to understand what these options are and what they mean in terms of
cost, quality, convenience, and comfort.

Although physicians and hospital staff typically are more informed than
patients and families, they too may lack detailed knowledge about the range of
options that might benefit specific patients, particularly during the recovery or
long-term-treatment stages. The care of catastrophically ill patients often
involves several specialists, each tending to focus on specific problems, not the
whole situation. An individual with severe burns, for example, may receive
services from an internist, nephrologist, pulmonary specialist, burn surgeon,
infectious disease specialist, orthopedist, neurologist, gastroenterologist, and
psychiatrist (Mazoway, 1987). Hospital discharge planners often aid in
arranging posthospital services, but identifying the most cost-effective option is
generally not their charge.! A case

! The prospective per case method of paying hospitals used by Medicare encourages
hospitals to discharge Medicare patients as soon as it is medically appropriate. PROs,
intermediaries, or carriers are not authorized to undertake case management. The Health
Care Financing Administration (HCFA), however, is planning demonstration projects to
assess the role it might play, given Medicare's special characteristics. For payers whose
method of paying hospitals does not, in itself, stimulate hospital discharge planning,
continued-stay review may be used to prompt its
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manager who is accountable to a purchaser of services, on the other hand, does
have that responsibility.

Case managers can also deal with limitations of benefit plans. Some
coverage limits, such as restrictions on frequency of home nursing care, may
keep down overall expenditures in a benefit plan but nevertheless increase
outlays for specific patients. Many employers who shy away from across-the-
board expansions in coverage have welcomed high-cost case management
because it looks at cost-effectiveness on a patient-specific basis.

ROLE OF THE PURCHASER

As is true of other types of utilization management, purchasers can bring
high-cost case management into play in at least three different ways. First, the
purchaser may actually employ case managers, as, for example, Ciba-Geigy and
Zenith have (Henderson and Collard, 1988). Second, and more typical,
purchasers may contract with an outside organization—an insurer, a utilization
management firm, a PRO, or other entity—for high cost case management
services. Third, they may rely on an HMO, insurer, or other entity that bears the
financial risk for benefit costs to undertake the function as part of their regular
cost-containment activities. For purchasers who offer multiple benefit plans to
employees, both the second and third strategies may be in place for different
employees, depending on which kind of health plan they select.

For those employers who contract for or agree to case management
services, some become closely involved with the function. They look for cases
to refer, demand detailed reports, analyze data and estimate savings
independently, and insist on controlling all exceptions to coverage limitations.
Other employers want only general reports and refuse any role in decisions to
waive coverage limitations.’

Employers also vary in their objectives of high-cost case management.
Some are concerned almost exclusively with avoiding unnecessary costs. Others
have multiple objectives: lower costs, higher quality of care, more humane care,
and assistance to patients and families in negotiating the complexities of the
health care system during a stressful and difficult period.

initiation. For uncomplicated cases, discharge planning may be quite modest,
involving no need to identify or help in arranging posthospital services.

2 The federal Office of Personal Management (OPM), for example, has been relatively
uninvolved with case management. Although OPM has agreed to allow some plans
serving federal employees to make coverage exceptions and to provide other case
management services, they originally did not allow the program to be mentioned in
brochures distributed to employees. In addition, OPM does not ask for reports on costs or
savings achieved through high-cost case management (Eileen Thomas, Blue Cross and
Blue Shield Federal Employees Program, personal communication, November 22, 1988).
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The latter group of employers may accept the possibility that high-cost
case management might increase the cost of care for some patients. For
example, a patient near death from cancer might be allowed, through case
management, to receive short-term but expensive support through 24-hour-a-
day nursing services so as to be able to die at home—even though palliative
care in a hospital might be less expensive.

HOW HIGH-COST CASE MANAGEMENT WORKS

Permutations are numerous, but the basic approach of high-cost case
management is fairly straightforward: to bring a knowledgeable party who is
concerned with cost containment into the process by which patient care
decisions are made for patients with expensive medical problems. The most
common elements of high-cost case management programs are

* efforts to find less costly alternatives to the care (usually hospital care) that
would be provided for specific patients in the absence of case management;

» willingness to approve payment for services not covered by the patient's
benefit plan, if doing so will help reduce overall costs; and

* concurrence from all relevant parties—patient, family, and physician—in
implementing cost-saving alternatives for meeting the patient's needs.

Although the first two of the above elements appear to be virtually
universal in high cost case management programs, the third element is not, even
though it is often described as part of a standardized model.

Figure 5-1 charts in more detail the steps that are often involved in high-
cost case management. The process starts with case identification, proceeds
through assessment of the patient's suitability for high-cost case management
and the availability of alternative courses of treatment, and continues with the
development of a specific plan that is agreed to by all involved parties and then
implemented and monitored. The final step is closure of the case. This may
occur when the patient's condition changes or when coverage under a benefit
plan is exhausted or otherwise lost. Table 5-1 provides two hypothetical case
summaries.

The four categories of utilization management described in Chapter 3
generally apply to high-cost case management. The distinction between those
organizations with and without provider contracts is probably less important for
high-cost case management because cooperation rather than contractual
compliance tends to be stressed in either situation. However, because case
identification, as described in the next section, is such an important step in high-
cost case management, freestanding programs may face more difficulties than
case management undertaken by the insurer
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Figure 5-1 Examples of steps and variations in case management.
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or claims administrator. There is no systematic evidence on this point,
however.

Operational Variations

The committee learned during its site visits that high-cost case
management programs are highly variable in ways that are not always easy to
describe. The narrowest programs are, in essence, hospital discharge planning
programs that operate by means of telephone and confine themselves

TABLE 5-1 Typical Case Management Summary and Analysis
CONFIDENTIAL CASE REPORT 1
Patient: YYYY Client: XXXX
Referred by: VVVV
Prepared by: WWWW
Diagnosis: Lymphoma Date Opened: 2/14/88 Date closed: 3/9/88
INITIAL CASE SUMMARY
Patient is a 56-year-old woman with terminal breast cancer. Chemotherapy has been
ineffective, and death is expected within a month of this referral. Patient requires pain
management and skilled nursing and personal care. Family can provide some care but not
24 hours a day. Physician will continue hospitalization unless adequate home support can
be arranged.
OUTCOME
Patient was transferred home with support from registered nurse and home health aide.
Death occurred 14 days later.
COST ANALYSIS ASSUMPTIONS
Patient would have required continued hospital care.
Case management permitted discharge and maintenance at home.
Hospital days averted: 14 days
Dollars per hospital day averted: $600 (average billed this admission to date)
Actual home health expenses: (within contract) $2,000
(outside contract) $1,200

Case management fee: $700

SAVINGS

Hospital costs averted (14 $8,400
days x $600)

Home health expenses ($3,200)
Case management fee ($700)
Net savings $4,500
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CONFIDENTIAL CASE REPORT 2

Patient: RRRR Client: XXXX

Referred by: SSSS

Prepared by: WWWW Date Opened: 4/15/88 Date closed: 10/88
INITIAL CASE SUMMARY

Patient is a 15-year-old boy with head injury suffered in football game. After surgery,
patient was comatose and was in intensive care unit (ICU) for 1 week before mother's
employer contacted case manager. Attending physician estimates hospital care will be
needed for at least an additional 3 months followed by transfer to a rehabilitation facility
for several weeks.

OUTCOME

Patient spent 3 more weeks in ICU and was then transferred to a rehabilitation unit for an
additional 4 weeks. Home care was provided for 3 months. Family has taken over therapy
and the state is providing a tutor to prepare the boy to return to classes.

COST ANALYSIS ASSUMPTIONS

Patient would have been hospitalized for 3.5 months and would have spent another 3
months in a rehabilitation facility.

Case management permitted earlier transfer to rehabilitation facility and then substitution
of home care.

Hospital days averted: 75 at $1,200/day

Rehabilitation hospital days averted: 21 at $900/day

Actual home care expenses: $8,000

Case management fee: $6,200

SAVINGS

Hospital costs averted: $80,000
Rehabilitation costs averted: $18,900
Home health expenses: ($8,000)
Fee: ($6.200)
Net savings $64,700

to arranging out-of-hospital services that will allow earlier discharge of
patients. In broader programs, case managers may be involved with patients and
their families for many months and may visit them in the hospital, home, or
elsewhere. The activities of these case managers are not confined to facilitating
discharge from the hospital but extend to identifying and coordinating a broad
range of services.

High-cost case management programs also vary in how they identify cases,
who acts as case manager, who the case manager works with, and how directly
case managers are involved with patients and providers. The differences among
case management programs undoubtedly have important implications for the
impact and effectiveness of high-cost case management.
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However, these differences have received virtually no empirical study, and
studies of one particular program are often generalized and assumed to apply to
quite different strategies.

How Cases Are Identified and Screened

The case management process may be activated in several different ways.
In many instances, the case manager is notified of a potential case by an
employer, family member, or provider who is aware of the program and knows
a patient who may benefit from it. In such situations, the case manager is likely
to become involved early when the opportunities are greater for influencing the
course of treatment to avoid needless expense. For these reasons, case
management organizations may work with the purchaser to increase employees'
awareness of the program and encourage early contact. Organizations with a
significant presence in a local area may also work with community hospitals
and physicians to bring them into the case identification process. In addition, an
employer's disability insurance plan may refer cases for high-cost case
management

If the organization providing high-cost case management also provides
other utilization management services, it may use its preadmission, admission,
and continued-stay review programs to identify patients that are candidates for
preadmission review. Generally, this involves specifying a set of target
diagnoses such as stroke, ALS, or muscular dystrophy that are flagged by
reviewers or their computer software. The lists of target diagnoses overlap but
are not identical across different companies. Repeated admissions or multiple
extensions of length of stay may also serve as flags. Overall, preadmission
review and admission review may be of limited use, because many patients with
catastrophic illnesses or injuries are admitted on an emergency basis and the
prognosis may be highly uncertain for several days. Also, high-cost case
management is generally handled by a separate staff that may not routinely
communicate with the prior review nurses.

Potential high-cost cases may also be identified through the claims
administration process. Claims may be screened for target diagnoses; for
cumulative payments beyond a certain threshold, for example, $25,000; or for
certain patterns of care, such as repeat admissions. However, by the time a high-
cost case is identified from claims for payment, several months of care may
already have been provided and chances to initiate less costly care missed.
Nevertheless, retrospective analysis of claims caught and missed by a case
management program may be useful in improving the program by suggesting
where opportunities are being overlooked.

To avoid inefficient use of expensive case management resources, the first
step is a review of basic demographic, clinical, and claims information.
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Cases with a reasonable potential for case management may then be
subject to a more intensive review, including direct communication with the
patient and family.

Although all case managers make judgments about what cases to accept,
they vary in how they make their decisions. These variations relate either to
client objectives and concerns or to vendor capacities and strategies. Some
organizations, based on their own and their client's objectives, reject cases with
no or little potential for short-term savings. Other organizations reject cases
with complications they feel they are unable to handle (for example, psychosis).
Some clients want intensive case management efforts for AIDS and psychiatric
cases but are less concerned about other problems. If high-cost case
management operates in tandem with per-case payment to hospitals, third-party
case managers may get involved only when hospital staff face an unusual case,
perhaps one that requires exceptions to benefit plan limitations to make more
cost-effective care feasible.’ These sorts of decision rules may or may not be
codified in internal procedure manuals and contracts with clients.

Who Serves as Case Manager?

One of the largest national companies offering high-cost case management
services uses physicians as case managers. In all other programs known to the
committee, nurses are used. The nurse managers always have access to
physicians for consultation but manage most assessment, planning,
coordinating, and monitoring activities themselves. Organizations differ in
whether their nurses handle a wide array of cases or specialize. The most
frequent area of specialization is in psychiatric case management. Some
organizations use psychologists, social workers, and other professionals to
assist case managers or handle certain types of patients or specific problems.
They often speak of a "team approach” to case management in which several
types of professionals contribute to patient assessment and recommendations.

How Case Managers Relate to Patients and Providers

Most high-cost case management programs report that they seek to work
with all interested parties—the patient and family, the doctor, the

3 Blue Cross and Blue Shield plans that pay hospitals on a diagnosis-related group
(DRG) or other per-case basis report some difficulties in serving national employers who
want a uniform program at all company locations—even if it is not cost-effective at some
sites (Michael Cologero, Blue Cross and Blue Shield Association, November 21, 1988).
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discharge planners at the hospital, home care agencies, and others. Their initial
contact may be with any of these parties. However, some organizations work
primarily with the patient and family, whereas at least one major national
company works only with the patient's physician.

The emphasis placed on patient and family concurrence with high-cost
case management recommendations varies. HMOs appear to be more directive,
perhaps insisting on a choice between termination of coverage for services
outside the treatment plan or agreement to follow the plan. However, not a lot is
documented about HMO management of high-cost cases. Much of that
management may be invisible to the patient because it occurs when the
physician calls for approval for hospitalization or use of out-of-plan facilities or
services. High-cost case management appears to be integrated into HMO
administration (group, staff, and independent practice associations [IPAs]) more
than in fee-for-service administration.

To date, most utilization management organizations and insurers working
with fee-for-service health plans appear to use a voluntary approach. There are
no statistics on patients who refuse case management, but some patients are
reported to regard coordination with the case managers as a hassle rather than a
help. The committee heard suggestions that some purchasers could become
more insistent on high-cost case management when the likely cost of a patient's
rejecting case management is significant. Some case management organizations
do follow-up surveys of patients and families who have been involved in the
process; others do not.

Case managers generally seek the cooperation of attending physicians. The
attending physicians have essential information about the patient and the course
of treatment, can influence patients' and families' acceptance of case
management recommendations, and can assist in implementing
recommendations by approving hospital discharges, ordering or providing
necessary medical services, or supervising the care provided by others.

Face-to-face work with patients and physicians is most characteristic of
HMOs and utilization management programs that operate in a relatively
confined geographic area. However, at least one national company the
committee visited attempts to do on-site case management through a national
network of offices and employees. Blue Cross and Blue Shield plans in
different states sometimes contract with each other to provide on-site case
management services for patients located outside of their service area. Over 25
Blue Cross and Blue Shield plans are involved in a program for national
employers that includes a utilization management component and involves a
certification process using written application forms, site reviews, and ongoing
guidance groups. Since on-site work is more expensive, particularly if it
involves travel or subcontracting, most organizations target its use carefully.
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Some case management firms establish contractual relations with home
health care agencies, nursing homes, rehabilitation centers, durable medical
equipment suppliers, and other institutions. These contracts may specify that
clients of the firm have priority when the health care organization is operating
near capacity. Contracts may also provide for discounts or negotiations on
charges. However, even without such contracts, case managers may negotiate
with provider organizations on charges for particular patients. Centralized firms
without a local presence may be at some disadvantage in developing these kinds
of relationships with providers.

How Much Case Management Costs

Another variable factor with high-cost case management programs is their
cost, whether cost is defined as the price the purchaser of the service pays or the
resources the utilization management organization requires to operate
(Henderson and Wallack, 1987; Cologero, personal communication, 1988).
Some insurers have not explicitly charged for case management services but
have incorporated the cost as part of their premium or administrative services
charge. Other insurers and some independent firms set a flat charge per covered
employee, particularly if high-cost case management is part of a larger package
of utilization management services. Most commonly, programs bill on a flat-fee
or hourly basis for assessment, coordination, and other services. Hourly charges
of $25 to $100 or more have been reported, with charges tending to fall toward
the higher end of this range. For a case involving 40 hours of management
services, the difference in administrative fee could be $3,000 for companies at
the low versus the high end of the range.

IMPACT OF HIGH-COST CASE MANAGEMENT

There seems to be general acceptance that high-cost case management can
save money and improve the quality of care and the quality of life for patients
and families. Results probably vary depending on a large number of factors—
the nature of the patient's problem, the family circumstances, physician and
hospital cooperation, community health resources, employer objectives, and
sophistication of the case management program. However, very little systematic
evidence is available to support any specific conclusions about the effects of
high-cost case management. Illustrative reports on case management program
results suggest the kind of information and analysis typically available.

In Oregon, for example, the Bargaining Unit Benefits Board for the
Service Employees International Union (SEIU) decided in 1985 to replace
concurrent review with high-cost case management. The case management
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services were provided by the Oregon PRO that also administers preadmission
review and second surgical opinion programs for SEIU. Program savings from
case management were calculated by projecting charges that were averted by
the use of case management (such as additional days of hospital care) and
subtracting the cost of alternative services and the PRO administrative fee. In
the first year, the union reported that more than $13 was saved for each program
dollar spent, but the savings-to-cost ratio subsequently dropped to 4:1 (Service
Employees International Union, 1988; Jo Anne Browne, Service Employees
International Union, personal communication, January 19, 1989).

The Bank of America adopted a case management program for patients
with catastrophic illnesses as one outgrowth of its efforts to deal with its
growing number of employees with AIDS. In the program's first year, the bank
reported savings of $1.2 million compared with costs of $155,000, a savings-to-
cost ratio of more than 7.5:1 (Ricklefs, 1988).

Independence Blue Cross of Philadelphia (formerly Blue Cross of Greater
Philadelphia) began individual case management in 1987. For the 30 cases
actively managed in that year, it reported savings of nearly $2 million, over
$65,000 per case on average (Independence Blue Cross and Pennsylvania Blue
Shield, 1988).

Intracorp, a firm with a history in case management in the workers
compensation arena, has reported savings as high as $75 for every dollar spent
on case management. It reports a savings ratio of 17:1 for a recent review of 14
typical cases (Tonsfelt, 1986).

In a study of an unnamed insurer (and an unnamed separate utilization
management firm), Brandeis University researchers tried to project what would
have happened without high-cost case management. They asked consultant
physicians to examine a sample of the study and project how much hospital care
would likely have occurred without the intervention of the case manager.
Among the small numbers of cases examined initially, savings to cost ratios
ranged from 1.18:1 to 0.42:1. The researchers identified spinal injury cases as
likely to have higher rather than lower costs under case management because of
improved identification and use of rehabilitation options and institutions. In
general, the consultants were considerably more conservative in their
projections of savings than the case managers (Henderson et al., 1987; Mary
Henderson, Brandeis University, personal communication, November 21,
1988). One purchaser of case management services, Caterpillar, Inc., attempts
to compensate for exaggerated estimates of cost savings by making its own
projections of what use and costs would be in the absence of intervention and
then cutting those estimates by one-quarter. Caterpillar uses a PRO to provide
the case management services (Richard Wright, personal communication,
November 22, 1988).
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EFFECTS OF HIGH-COST CASE MANAGEMENT ON
SPECIFIC PARTIES

For the most part, high-cost case management appears to have been
favorably received by patients, families, and health care providers. The
committee heard few complaints but numerous anecdotes of positive responses.
The following discussion is based on the committee members' experience,
testimony at the committee's June 1988 hearings, the 12 site visits, the
roundtable discussion among corporate benefits managers in January 1989, and
the six meetings of the committee.

Effects on Enrollees

In discussions with those offering and purchasing high-cost case
management services, most recounted—with some feeling—stories of
individuals who have been assisted by case management in confronting
devastating medical problems. Even in the less dramatic cases, the picture
conveyed is of people who are grateful for additional information, guidance,
and support in dealing with stressful and complex situations. The major concern
expressed to the committee involved questions of confidentiality for patients
with AIDS, cancer, or other conditions that might provoke negative reactions at
their place of work.

Three characteristics of case management, as currently practiced, appear to
be responsible for its generally positive reception. First, case management tends
to be quite individualized and cognizant of the special problems created for the
patient and family by the particular nature of the patient's medical problem, the
quality of the home environment, and the limitations of the community's health
care resources. To some degree, then, high-cost case management escapes the
impersonality and rule-bound image that tends to accompany programs dealing
less intensively generally with more patients. Second, most organizations
emphasize cooperative work with patients, families, and physicians and
consensus on the design and implementation of the treatment plan. They do not
put patients in the position of going along or losing benefits. Third, high-cost
case management is often a vehicle for providing a patient and family with
more services and options than would normally be available under the patient's
benefit plan. The patient and family ordinarily are quite aware of these extra
benefits.

To the extent that the administration of high-cost case management departs
from these patterns, this largely positive assessment may not hold. For instance,
if the case manager offers the patient and family a choice between loss of
coverage and implementation of an alternative treatment plan, then the program
may be perceived negatively. Likewise, if the
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family must take on substantial extra burdens of care but the assistance of
special home services is denied, then high-cost case management may add
rather than relieve stress. And poor administration of a program—by virtue of
poorly selected and trained staff, inadequate documentation of conditions and
decisions, and weak assessment and monitoring of alternative providers—an
easily undermine the potential positive features of high-cost case management.
The committee notes these possibilities but does not have evidence that they
now constitute real problems.

Effects on Health Care Providers

Although the pattern of effects on health care providers may be somewhat
more mixed than they are for patients and families, the committee believes that
high-cost case management has probably had a preponderance of positive
effects. For the attending physician and hospital discharge planner, the case
manager can often bring to bear a more specialized knowledge of certain
alternative treatments and providers and a more intensive assessment of patient
circumstances and options. For example, the case manager may know more
about innovative rehabilitation services or specialized home care options and
have established relationships with these providers so that it is easier to tailor
services for particular patients. The committee has no information about the
administrative costs that high-cost case management creates for physicians and
hospitals, but the interactions described by those involved suggest that it
imposes few additional costs and may, in some cases, substitute its resources for
those of the physician or hospital.

Physicians and hospital discharge planners faced with high-cost case
management for the first time may feel somewhat threatened, but familiarity
seems to mitigate initial sensitivities. Most firms say that they try very hard to
select and train case managers to work constructively with physicians and
hospital staffs. One potential source of conflict with providers is the contractual
or other preferential arrangements with particular health care institutions that
some case management organizations have established. Selective arrangements,
per se, may create hard feelings, but the charge that high-cost case management
companies may have a conflict of interest and may be channeling patients to
lower-quality institutions is a more serious charge. The committee was unable
to find specific evidence on this point and heard only a few references to this
possibility during its deliberations.

Effects on Purchasers

Although the benefits of case management can be identified in the abstract,
it seems that purchasers have sometimes been surprised at how
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positive the reactions from employees have been. The personalized nature of
most high-cost case management may make the benefits more tangible to both
employers and employees. And it promises more support for access and quality
care than it poses threats. However, the lack of concrete, reliable information on
whether high-cost case management is saving money is an irritant to purchasers.
There is some suspicion that savings are overestimated and that more time is
being charged than is strictly necessary. The committee heard few complaints
about the lack of empirical data on health outcomes, patient satisfaction, or the
impact of alternative program designs. On balance, high-cost case management
seems to be regarded by purchasers as more of a "win/win" program than other
utilization management and cost-containment programs are.

QUESTIONS ABOUT AVAILABLE EVIDENCE

As the study committee discovered for other utilization management
programs, much of the evidence cited in support of high-cost case management
is of questionable value—for many of the same methodological and
organizational reasons. (Table 5-2 summarizes measures of impact commonly
reported for high-cost case management programs and notes some of their
limitations.) On the other hand, certain characteristics of case management
programs can make their evaluation easier.

One characteristic of high-cost case management that facilitates evaluation
of utilization and savings is the explicit focus on the cost-effectiveness of
proposed alternative care. For each case, an estimate is made of the cost of
alternative care versus that of care that is likely to be provided without case
management. These cost estimates are sounder when they rely on information
about the specific hospitals, home health agencies, and other providers that are
involved or likely to be involved with the patient. Some programs track billing
data during the period of active case management to determine the actual cost
of care. Since alternative treatment plans may be changed, complications may
arise, and other divergences from the projected course of care may occur, this
sort of follow-up is important in assessing cost and other impacts.* Such
tracking and follow-up may be easier when the high-cost case management and
claims administration functions are managed by the same organization.

Certainly, the case-by-case projections of use and costs incurred and
avoided by high-cost case management may be flawed in various respects.

4 predetermination programs, in contrast, rarely if ever attempt any case-by-case
assessment of whether outpatient surgery will likely be less expensive than inpatient care
in a specific case. That is, the probable expenditure for inpatient care at a particular
hospital is not compared with the probable outlay for a particular alternative site of care.
The assumption has been that, on average, the alternative care will be cheaper—an
assumption that is no longer taken for granted.
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The program may take credit for treatment strategies that would have been
adopted anyway. For example, home care is often arranged for terminally ill
patients through family, physician, and hospital initiatives without the
involvement of a third-party case manager. In these situations, net savings may
still occur from case management if the program produces earlier and

not from the

TABLE 5-2 Measures of High-Cost Case Management Impact

ACTIVITY DATA
Number of cases referred for assessment
Number of cases initiated
Number of cases closed
Number of cases ongoing
Average length of case management
Source
Review organization
Comments
¢ Are not impact measures.
e Cannot be used to evaluate efficiency absent additional information on characteristics
of cases, client preferences, cases missed or identified late, etc.
UTILIZATION
Inpatient days of care projected without case management
Alternative services (projected or actual)
Home health
Skilled nursing facility
Durable medical equipment
Other
Source
Claims data
Review organization
Comments
* Projected utilization of hospital care is easy to overstate, particularly during periods of
changing practice patterns.
* Projected use of alternative services is less satisfactory than are reports based on actual
claims data.
® Generally focused on short-term costs and savings.
BENEFIT COSTS
Projected costs of care without case management
Projected or actual cost of substituted services
Cost of services for which contract limitations are waived
Source
Claims data
Bills submitted for special services
Review organization
Comments
o See comments on utilization projections.
¢ Cost estimates may not differentiate between more expensive early days of stay and less
expensive (typically) later days and, thereby, may overestimate savings from reduced
length of stay.
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ADMINISTRATIVE COSTS

Billed services during specified period
Per contract charge for all contracts
Source
Review organization
Comments

e Charges to client may not reflect the real administrative cost of the program,
particularly in a multiservice organization that has not done cost studies for the service.

e Do not reflect any costs to patient or providers.

e May not always be billed separately from other utilization or benefits management
services.

SAVINGS

Projected cost of care without intervention minus high-cost case management benefit
and administrative costs
Ratio of benefit savings to benefit and administrative costs
Source
Claims data
Review organization
Comments

e See comments on use and cost measures.

¢ Needed to assess net impact of high-cost case management on purchaser costs.

* Do not include any costs or savings for patient or provider.

more successful transfers (consistent with physician and patient
preferences) and if administrative fees do not exceed savings.

Some projections of averted costs are more plausible than others. To cite
one case, during the process of planning a case management program, staff for
one insurer examined computer printouts to locate patients who had generated
very high costs in recent years. In the process, they discovered a child with
muscular dystrophy who was ventilator dependent and had been hospitalized
continuously for 8 years. The parents' benefit plan had covered the care and
would have covered continued hospitalization. With the family's and physician's
cooperation, the insurer arranged appropriate home care and waived contract
provisions restricting payment for some of these services. The insurer's
intervention clearly precipitated the move to home care for this child and
reduced expenditures for the insurance plan (Thomas, personal communication,
1988).

Nevertheless, trying to assess more generally the savings produced through
case management is difficult without some assessment of comparable groups
not subject to the program. Clearly, practice patterns are changing for many
reasons—new technologies, more sophisticated resources for out-of-hospital
care, expanded health plan coverage of such
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care, and new methods for paying institutions and physicians. In the absence of
comparative data, it is hard to know what savings attributed to high-cost case
management may really be due to other factors.

The committee was unable to discover any studies that included
comparison of a group subject to case management with one having no such
program. Researchers at Brandeis University attempted such comparisons in
their work with one insurer, but limitations in the claims data precluded it
(Henderson, personal communication, 1988).

The relatively small number of cases subject to case management
compared with the large numbers processed through predetermination programs
and the relatively intense nature of the case management process do ease some
burdens of projecting and comparing use and costs. However, the time horizon
for assessment still tends to be constrained, partly for practical reasons, such as
lack of historical data and a short program life span, and occasionally for policy
reasons, in particular, a preference for being conservative in projecting savings.

One example of this conservatism can be found in the Brandeis University
research just mentioned. The researchers concentrated in their initial reports on
short-term savings that "would be realized within six months of implementation
of the case management plan" and that "were clearly documented and supported
by medical record data and physician input" (Henderson, 1987, p. 44). Longer-
term savings were not studied in the initial assessment because they were both
harder to track and more speculative.’

Although the relatively small number of patients in most high-cost case
management programs has some advantages for evaluation purposes, it also
means that the mix of cases—and program effects—can fluctuate for reasons
unrelated to the program or to other systematic influences. Case mix and
program results can also be affected by program design.

For instance, how cases are targeted and screened for acceptance into case
management programs can systematically affect the composition of a group
subject to case management. A program that does not accept a case unless there
is potential for short-term savings could be expected to show higher per-case
savings than one that accepted cases with potential for long-term savings only.
Programs that accept cases with little potential for cost savings but considerable
potential for improving patient and family quality of life would also show lower
per-case savings. Ignoring such program

> The potential for longer-term savings seems reasonable in some cases, such as
chronically ill patients who, with careful management, can avoid repeated
hospitalizations. The possibility that long-term effects could include higher costs
because of inappropriate short-term treatment under the case management plan does not
seem to be expected. This may be because the intensive nature of the management
process and the communication with the attending physician and the voluntary aspect of
high-cost case management is thought to make this prospect unlikely.
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features could lead to incomplete judgments about the effectiveness of
particular programs. However, these details may not be identified explicitly in
the program description or assessment.

In addition, the potential impact of other cost-containment initiatives may
be not be considered. For example, if a purchaser or insurer moved to a per-case
payment method with limited provision for outlier payments at the same time
that it implemented high-cost case management, it might find case management
of little or no marginal value. The results under these circumstances should not
be generalized to programs associated with more traditional provider payment
methods. (Note that Medicare does not have a high-cost case management
feature, although demonstration projects are being planned.)

LEARNING CURVE IN HIGH-COST CASE MANAGEMENT

One reason that relatively little objective evidence is available on the
impact of high-cost case management is that the programs are relatively new.
Most are still evolving. Savings may grow, administrative costs may drop, and
documentation of results may become more specific and realistic. Such
improvements seem likely because of several types of changes in case
management programs. These include

* Dbetter targeting and earlier identification of cases,

* elimination of overlapping cost-containment efforts,

* increases in administrative efficiency and computer support,

* development of standardized clinical protocols to guide the management of
more cases, and

* establishment of more economical and effective arrangements with health
care providers.

As organizations gain familiarity with high-cost case management, they
generally look for ways to improve case identification and screening. In some
cases, this means adding new conditions to their lists of target diagnoses or
problems, for example, AIDS cases, spinal cord injuries, and psychiatric cases.
Or certain target diagnoses may be eliminated, and some diagnoses may be
subject to more up-front screening for associated diagnoses, past
hospitalizations, or other indicators of high-cost potential.

Yet another targeting strategy is to examine whether certain services can
be more effectively managed as part of the basic benefit plan rather than
through an exceptions process. A manager for Caterpillar tractor said that
adding a regular home care benefit in April 1988 "almost put their case
management program out of business" (William Beale, Caterpillar, Inc.,
personal communication, November 30, 1985). Patients recuperating from
relatively straightforward acute problems are now rarely seen by
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case managers whose smaller caseload consists mostly of chronically and
terminally ill individuals.

Another way organizations try to improve their results is through earlier
identification of potential cases when more options for lower-cost care may be
considered.® Links to precertification and continued-stay review, informational
mailings and seminars for health care providers, and involvement of employer
personnel offices are common strategies. These steps involve closer integration
of high-cost case management, claims administration, provider relations, and
human resources functions, which can be difficult even when the first three
functions are handled by a single organization.

As links to other aspects of utilization management are developed, it is
sometimes possible to gain administrative efficiencies. For example, continued-
stay review is unnecessary for cases already accepted for case management.
Other administrative efficiencies are possible through refinement of information
collection procedures and routinization of some communications with health
care providers. Better computer support can increase efficiency at all stages in
the case management process, from case identification and screening through
outcome documentation and reporting.

Standardized protocols for managing certain kinds of cases (for example,
substance abuse or AIDS) may minimize the need for intensive involvement of
a case manager in the clinical assessment of the patient and the development of
a treatment plan (Henderson and Wallack, 1987). If methods for identifying
when monitoring or intervention is no longer cost-effective can be improved,
cases may be closed more promptly, resulting in lower administrative and
benefit costs.

Experience can also help case managers develop greater sensitivity and
efficiency in handling certain kinds of difficult cases, for example, AIDS
patients with dementia or nonaccepting families. In addition, as relationships
with providers are established and reinforced over time, the identification of
good alternative sources of care requires less effort. The prospects for
negotiating reduced prices for care or other special arrangements increase.

6 For example, AIDS cases are thought to be good targets for case management to
reduce costs and improve patient quality of life (DiBlase, 1987; Health Insurance
Association of America, 1988; Taravella, 1987). However, the immediate cause of
hospitalization is generally a problem such as pneumonia, and there are understandable
reasons an explicit AIDS diagnosis may not be mentioned in information provided to an
insurer, employer, or utilization management firm. A diagnosis-based method for
identifying probable high-cost cases will not, absent other information, pick up such
cases. Therefore, some case management programs are trying to develop better early
identification strategies such as having predetermination software screen each
pneumonia case for age and sex of patient and any previous admissions. Sensitivity to
confidentiality is a particular concern for this kind of approach, but confidentiality issues
are significant for many high-cost care management cases.
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POTENTIAL LEGAL ISSUES

There is virtually no case law, legislation, or regulation that specifically
delineates the responsibilities and liabilities of organizations involved in high-
cost case management. However, three areas of potential concern can be
identified.

First, there are several questions about liability for harm to a patient.
Because high-cost case management can shape the course of treatment for a
patient, the possibility exists that a patient or family who has suffered a bad
outcome will claim that case management contributed, and a jury may agree.
The case of Wickline v. the State of California, discussed in the paper by
William A. Helvestine in Appendix A of this report, makes it clear that
organizations engaged in utilization management may be held liable for their
failure to exercise clue care in designing and administering a program.
Although not mentioned in the Wickline case, a number of cases involving
claims payment administration suggest that an organization would also have to
act in "good faith" in administering a case management program. Some
employers, citing sensitivity about perceived conflicts of interest, are reluctant
to have their own physicians or other employees involved in high-cost case
management and prefer to hire outside firms instead.

Actions that might put an organization at risk are the use of poorly selected
and trained personnel, negligent referrals to particular providers, and poor
protocols for collecting information about patients' conditions. A capricious
refusal to make an exception to a benefit contract might also give rise to a legal
challenge. Good documentation of decisions and rationales, as well as reliance
on written protocols for developing treatment plans and referrals, help
demonstrate the exercise of clue care and good faith (Saue, 1988). The degree
to which the attending physician and the patient are involved in developing and
consenting to the treatment plan may also be relevant in assessing liability.

A somewhat different risk may arise if a case manager becomes aware of
improper treatment by a patient's physician. One commentator believes that the
case manager may be responsible for discussing such problems with attending
physicians and, if that does not work, notifying the quality assurance committee
of the hospital or medical society (Blum, 1989).”

A second legal concern about high-cost case management is whether
exceptions that are made to limits in benefit contracts will set a precedent

7 One question not raised in the site visits or hearings is whether a nurse case manager
might be practicing beyond the scope of his or her nursing license. Blum (1989) raises
this question but suggests that problems are unlikely so long as a nurse manager does not
attempt to control treatment decisions. Blum does, however, raise doubts about whether
the use of licensed practical nurses rather than registered nurses as case managers is
appropriate.
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that undermines the contract. For instance, if a patient for whom exceptions
have been made, say, to cover special home care services, reaches the
maximum dollar coverage of the benefit plan, that patient might argue that since
some limits had already been waived, the limit on maximum benefits should not
be enforced.® Such situations do not appear to be very common, but case
management organizations do report a few sensitive cases. Written agreements
among parties descrying the nature and limits of any benefit exceptions are a
recommended protection (Saue, 1988). Another way organizations can
minimize problems when coverage maximums are being approached is to work
with patients and their families, state Medicaid agencies, and charitable
organizations to arrange a smooth transition to other sources of financing and
avoid disruption in the plan of treatment.

A third concern is that an individual whose request for an exception to
contract restrictions was denied could try to argue unfair treatment because
exceptions had been made for others covered under the same plan. A related
worry is that a claim of discriminatory treatment might be prompted under
Section 89 of the Internal Revenue Service Code, which forbids discrimination
between more and less highly paid employees. In order to protect against a
successful charge of discrimination, some organizations involved in high-cost
case management are improving their case documentation, clarifying contract
provisions, securing written agreements to contract exceptions, and tracking the
characteristics of employees assisted by case management (Cologero, personal
communication, 1988).

In general, reasonable administrative procedures should be in place to
guide any prospective or retrospective case-by-case decisions about benefits.
And these procedures should be implemented responsibly and documented
systematically for both routine and exceptional cases. Evidence of careless,
biased, and uninformed decision making is hazardous whether a complaint
involves a routine payment denial, a bad health outcome, or a charge of
discriminatory treatment.

CONCLUSION

Case management has become a popular utilization management strategy
in a very short period of time. Although it has been the subject of even less
systematic research than prior review techniques, claims of positive impact for
case management appear to be generally accepted. The committee believes that
several characteristics of high-cost case management

8 Some plans set no limit on the maximum total amount that may be paid under the
contract. Where limits exist, they vary from less than $250,000 in some groups to more
than $1,000,000 in others. Many plans set lower limits—often $50,000—on psychiatric
benefits.
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account for this acceptance: the relatively personalized and intensive
assessment of patient situations; the explicit attention to the cost-effectiveness
of alternative care; the potential for patients to receive extra benefits; and the
emphasis on consensus in arranging alternative treatment. During the
committee's deliberations, few concerns were raised about high-cost case
management specifically. In the concluding chapter, the committee's concerns
focus less on case management and more on issues involving the less
individualized methods of prior review.
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6

Conclusions and Recommendations

Utilization management is part of a complex balancing act created by
society's struggles with two important questions. First, how do we ensure that
people get needed medical care without spending so much that other social
objectives are compromised? Second, how do we discourage unnecessary and
inappropriate medical services without jeopardizing necessary, high-quality care?

Experience indicates that these questions have no fixed answers. Rather, as
suggested by the first two chapters of this report, we find a series of working
hypotheses and partial solutions that are continually revised, discarded, and
even reinvented as medical technology, social values, economic conditions, and
other circumstances change. In this preliminary report, the committee has
examined one current working hypothesis—that externally applied assessments
(those occurring outside the relationship between the patient and physician) of
the appropriateness of proposed medical services can improve how care is
provided and, as a consequence, help constrain health benefit costs. The validity
of this hypothesis is of interest to everyone involved with health care—patients
and potential patients, providers, employers, unions, insurers, and public
policymakers.

Although attempts to manage the use of health services on a prospective
case-by-case basis are not inventions of the 1980s, the application of utilization
management techniques in private health benefit plans has become widespread
only during the last half-dozen years. Its growth reflects purchasers' dismay
over continuing rapid rises in health care costs and their perception that much
care is unnecessary.
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The Institute of Medicine is studying utilization management not only
because the field is expanding but also because it has important implications for
the delivery of medical care that have not been systematically investigated. On
the one hand, utilization management has features that make it an attractive
strategy for managing health benefits. When successfully implemented,
utilization management takes the clinical circumstances of individual patients
into account and gives patients and providers its assessments about whether
services are appropriate before rather than after care is provided. It does not
involve across-the-board limitations on health plan coverage. On the other hand,
utilization management has certain unattractive aspects. It acids to the
administrative demands on both patients and providers and employs criteria for
decision making that are sometimes vague or even secret.

In this first phase of its work, the committee has examined two major
methods of utilization management: (1) prior review of the appropriateness of
proposed medical services and (2) high-cost case management. The first
category includes several techniques—preadmission review, admission review,
continued-stay or concurrent review, discharge planning, and second surgical
opinion.

One of the committee's basic findings is that there is limited empirical
evidence on which to make authoritative conclusions about the impact of
utilization management at this time. Most private sector programs are relatively
new, and the field has been changing rapidly. Therefore, the committee has
tried initially to frame the important questions, offer reasoned judgments about
the state of utilization management, and suggest directions for the future. As
stated in the Preface, the committee has based its judgments and projections on
reviews of published and unpublished reports on the workings and effects of
utilization management, site visits by the committee to several utilization
management organizations, and hearings and discussions involving consumers,
providers, purchasers, and others. Judgments also reflect the committee
members' extensive and diverse experience in health care delivery and financing.

This chapter summarizes the committee's findings about the current status
of utilization management and its evolution. It identifies some issues raised by
that assessment and recommends what prudent decision makers can do to
promote the positive potential of utilization management

CURRENT STATUS OF UTILIZATION MANAGEMENT

Several features of utilization management are important to keep in mind:
(1) its great diversity, (2) its limited scope, and (3) its relative lack of regulatory
oversight. First, utilization management, as it currently operates in the private
sector, is highly variable, which makes generalization about it
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difficult. Some variations may reflect the industry's youth, for example, the
growing but uneven extent of computerization. Other variations, such as those
involving links with providers and claims payment arrangements, may depend
on whether the utilization management function is freestanding or integrated
into an insurance or prepaid health plan.

Second, utilization management has, until recently, emphasized the site,
duration, and timing of medical care. The unnecessary and inappropriate use of
the hospital, and not the actual need for a particular procedure, has been the
main focus. Review organizations vary in their willingness to tackle new issues
of appropriate care, but they generally appear to follow the lead of researchers
and medical groups in adopting criteria or selecting targets for review. Also, as
a general rule, prior review programs have not made case-by-case assessments
of the comparative costs of alternative treatments or sites of care. In contrast,
high-cost case management programs have built such assessments into their
evaluations of proposed courses of treatment. The main strategy has been to
discuss and negotiate appropriate care rather than to refuse prior authorization
of benefits explicitly. Denials rates appear to run about 1 to 2 percent of cases
with some later changed upon appeal.

Third, utilization management in the private sector operates under few
explicit regulatory restrictions. There is, however, considerable awareness
among review organizations and major purchasers of the legal risks inherent in
efforts to influence patient care decisions and operationalize the terms of health
benefit plans. And there appears to be growing recognition of the conventional
—but not infallible—protections offered against liability by good management,
good judgment, good faith, and good documentation.

As discussed in Chapters 4 and 5, empirical evidence on the effects of
utilization management is limited and suffers from a number of methodological
weaknesses. Although the number of comparative multivariate analyses is
increasing, there still is little or no evidence about the consequences of specific
differences in the way utilization management is conducted by different
organizations.

Despite these limitations, the committee believes that the available reports
and studies, taken together, suggest that purchasers who have adopted
utilization management have experienced some changes in health care use and
costs. Specifically:

» Utilization management has helped to reduce inpatient hospital use and
limit inpatient costs for some purchasers beyond what could be expected
from other factors such as growth in outpatient resources, changes in
benefit plan design, and shifts in methods for paying hospitals. Groups with
higher initial levels of hospital use tend to show more change than groups
with lower initial hospital utilization.
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* The impact of utilization management on net benefit costs is less clear.
Savings on inpatient care have been partially offset by increased spending
for outpatient care and program administration. Some of this offset is an
expected and acceptable result of utilization management (and other
factors), and some is an unwanted consequence of moving care to
outpatient settings where there are fewer controls on use and price.

* Although utilization management probably has reduced the level of
expenditures for some purchasers, it—Ilike other cost-control strategies—
does not appear to have altered the long-term rate of increase in health care
costs. Employers who saw some short-term moderation in benefit
expenditures are seeing a return to previous trends.

Systematic evidence about the impact of utilization management methods
on the quality of care and on patient and provider costs (both economic and
noneconomic) is virtually nonexistent. Purchasers have not demanded such
evidence, and researchers have found the measurement of these effects more
costly, time-consuming, and uncertain than measuring effects on purchaser's
costs. During the course of this study, the committee did not locate documented
cases to suggest that prior review programs in the private sector are
jeopardizing patient safety, although some physicians believe they are. They
may also cause anxiety and inconvenience to some patients. Ultilization
management does add to the administrative burdens on practitioners and
institutional providers and contributes to resentments about reduced
professional autonomy and satisfaction.! More positively, the committee has
some confidence that high-cost case management, as currently practiced on a
voluntary basis, is easing some financial and emotional burdens on
catastrophically ill patients and those who care for them.

The lack of good research on the effectiveness and impact of utilization
management is a frequent theme in this report. The gaps and deficiencies in
clinical research on the effectiveness of many medical procedures also must be
emphasized. As utilization management moves toward more review of the
actual need for specific procedures, the clinical bases for these kinds of
assessments become more important. (This is not, however, to assert that
utilization management programs are making sufficient use of clinical
information that is already available.) Later in this chapter, the committee
recommends greater public and private involvement in both program evaluation
and clinical outcomes research.

! However, the committee found it difficult to be certain (1) when complaints about
utilization management programs stemmed specifically from private programs rather
than Medicare, Medicaid, or internal hospital programs or (2) when they really involved
prior review or case management rather than basic exclusions in benefit plans,
retrospective claims denials, or provider payment methodologies.
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HOW UTILIZATION MANAGEMENT IS EVOLVING

The continuing evolution of utilization management is most evident in two
areas: its scope and its operational efficiency. There are several reasons for this
evolution. First, the initial savings from shifting the site and timing of care have
largely been realized in may places, and the survival of utilization management
programs may depend on their ability to continue to have an impact on use and
costs. Second, review organizations are being influenced by researchers' belief
that a significant amount of care is still inappropriate and unnecessary. Third,
the administrative costs of review programs and the provider and patient
relations problems they create make simplification and efficiency important
objectives.

Scope of Review

The emphasis of utilization management is beginning to expand from the
site and duration of care to include more evaluation of the actual need for
specific types of inpatient and outpatient services. The question is not only
whether the hospital is the appropriate site for a proposed procedure but
whether the procedure is clinically indicated. The procedures targeted for this
kind of assessment are a mix of very expensive and relatively high-risk
services, such as coronary artery bypass surgery, and less expensive and less
risky procedures, such as bunionectomy. The assessments themselves tend to
involve more questions about patient history and previously tried treatments
than do site-of-care reviews.

As the focus of utilization management expands, the development of sound
clinical criteria for assessments of medical necessity is becoming increasingly
important. When the question is not where someone will get care but whether or
not a particular treatment is necessary at all, the stakes for the patient, the
practitioner, and the purchaser tend to be higher and the soundness of the
criteria and their application more critical. The generation of useful criteria
requires at least three steps: (1) the development of clinical and other evidence
of treatment effects for particular procedures and services; (2) the formulation
of guidelines for treating specific conditions or using specific procedures; and
(3) the delineation of review criteria based on clinical evidence and practice
guidelines. The research on feedback and education strategies to influence
physician decisions on patient care suggests that the criteria used to make
medical necessity assessments will be more likely to win acceptance and
change behavior if they are based on good clinical evidence from respected
academic and professional sources and if the medical community is involved in
the process of criteria development.
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Operational Efficiency

With respect to administrative costs, utilization management organizations
have a strong self-interest in measures that can reduce their own costs—
particularly since the short-term impact of their programs seems to be
diminishing and the ratio of savings to administrative costs appears to be
dropping. Frequently mentioned priorities include greater computerization,
expanded use of treatment protocols in high-cost case management, and greater
targeting of reviews to high-payoff categories of problems and services. TO
some extent, gains in operational efficiency for review organizations could also
reduce administrative burdens on patients and providers.

In addition, some moves are being made that may standardize certain
aspects of utilization management and reduce the variability and ambiguity now
complained of by both purchasers and providers of care. One example,
described in Chapter 4, is the effort initiated by the American Medical
Association, the Health Insurance Association of America, and the Blue Cross
and Blue Shield Association to develop guidelines for the conduct of prior
review programs. The American Hospital Association also has been working
with insurers to establish guidelines for on-site review of medical records by
insurers, utilization management organizations, and others.

It seems likely that much of the clinical and administrative technology of
utilization management will be increasingly integrated into health benefit
programs, although the details will continue to vary across HMOs, PPOs, and
fee-for-service plans. However, to the extent that clinical standards for medical
decision-making are expanded and then internalized by practitioners, third
parties at risk for the costs of medical care may be able to focus their utilization
management programs more narrowly and reduce the burdens on patients and
providers.

In addition, redesign and more careful specification of health benefits may,
in certain situations, eliminate the need for some case-by-case prospective
review of services and for some forms of case management.

Rationing

At this time, the committee does not see utilization management moving
toward intentional rationing of clinically necessary medical services. A decision
not to approve payment for a medically unnecessary service is not rationing, per
se. Nurse and physician reviewers do not make explicit case-by-case
assessments of whether the expected clinical benefits of a hospital admission or
other proposed service for a specific patient are, in some way, worth not only
the clinical risks but also the economic costs. Reviewers also do not make
decisions, like those sometimes involved in emergency care or transplant
services, to allocate limited medical resources
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to those most in need or most likely to benefit. The committee recognizes,
however, that there may be some instances when a review nurse or physician
may apply implicit cost-effectiveness judgments to discourage proposed care
that may have only marginal clinical value in a specific case.

The committee notes that high-cost case management may assess whether
making an exception to routine coverage restrictions will be less expensive for a
specific patient than enforcing the contract provision. This might be considered
a form of rationing. If so, it is a peculiar form in that it adds resources where
they normally would be restricted rather than restricting resources that would
otherwise be available.

It is useful to draw a distinction between micro and macro-level resource
allocation decisions. Micro-level decision-making operates at the individual
level, for example, to determine who gets a heart transplant when organs are in
short supply. Macro-level decision-making operates at an aggregate level, as
when health plans decide to cover only 30 days of inpatient psychiatric care. It
is possible that prior review could become a micro-level rationing tool, but the
committee found no evidence of such a development at this time. In contrast,
employers and others already make a wide range of macro-level allocation
judgments in benefit plan design.

ISSUES FOR THE FUTURE

In Chapters 3, 4, and 5, the committee identified some shortcomings in
utilization management or gaps in our knowledge that raise concerns about
patient protection, particularly given the course now being charted by
purchasers and utilization management organizations. If the positive potential of
utilization management is to be encouraged, then the committee believes that
several issues need attention.

* Methods and resources for evaluating the impact of utilization management
on health care costs, use, and quality are limited and must be strengthened.
All those involved in health care delivery and financing need to feel more
confident about what works and what does not under what circumstances.

* The criteria used by those engaged in utilization management (including
hospitals and HMOs) should be available for outside scrutiny. Physicians,
purchasers, and others should know the basis for judgments about the site,
timing, and need for care.

* Systematic investigation of the effects of utilization management not only
on purchaser costs but also on patient and provider costs and attitudes
should be a higher priority. A more complete picture of costs and benefits
is needed.

* The opportunities for patients and providers to appeal utilization
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management judgments should be clearly described and free from
unreasonable complexity or other barriers. This is an essential protection
for patients.

» The explicit links between utilization management and quality assurance
mechanisms need to be clarified and strengthened. Utilization management
organizations should have standard operating procedures for responding to
the quality problems they uncover.

RECOMMENDATIONS FOR THE NEAR TERM

The committee believes that utilization management has sufficient promise
that a number of short-and long-term efforts should be made to promote its
positive potential and guard against its shortcomings. A prudent course for the
near future is for the parties involved in utilization management—purchasers,
review organizations, health care providers, and patients—to accept greater
responsibility for the reasonable and fair conduct of utilization management and
the appropriate use of medical care.

The concepts of prudence, fairness, and responsibility described below are
supported by a framework of general rights, duties, and obligations created by
state and federal legislation, regulation, and judicial decisions. The most
important examples include tort and contract law. Depending on the model of
utilization management used and whether it involves a self-insured employer,
an HMO, or other arrangement, different legal rules may apply. Little case law
and not much legislation or regulation apply explicitly to utilization
management. However, it is reasonable to expect that utilization management
will be subject to standards of prudent conduct similar to those affecting other
areas of health plan administration.

Responsibilities of Employers and Purchasers

As financers of both utilization management and health services,
employers are in the best position to exert influence on the conduct of prior
review and high-cost case management programs. They have a direct interest in
programs that work fairly and effectively to ensure the value of their investment
in employee health benefits. The committee, however, recognizes that there are
practical limits to what individual employers can do, particularly small
employers with limited administrative resources, expertise, and leverage.

In general, purchasers should investigate the operating procedures and
capabilities of the organization or organizations from which they purchase
utilization management services. This investigation should include
organizations such as HMOs that provide prior review and high-cost case
management as part of a broader package of services. Benefits managers
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can visit review organizations, request detailed information and references from
current and former clients, and seek advice from business coalitions,
consultants, and similar resources.

Table 6-1 lists the types of information a purchaser may want to request.
This kind of information can help purchasers assess in broad terms a review
organization's experience, its investment in staff and information technology,
and its sensitivity to purchaser, patient, and provider concerns. The exercise can
also help purchasers to think through their own preferences for different styles
of utilization management. Unfortunately, this preliminary report cannot offer
purchasers the equivalent for utilization management of the crashworthiness
tests for automobiles or the nutritional quality evaluations for foods that
commonly appear in consumer magazines. Again, the absence of research on
the impact of variations in program structure and operations is a limiting factor.

As prudent managers of a total program of health benefits, employers
should also examine other aspects of their benefit plans for impediments to the
appropriate use of medical services or the rational payment for these services.
For example, if reviewers are judging hospitalization to be unnecessary for
intravenous (IV) therapy, is outpatient IV therapy a covered benefit? Are fees
paid for necessary IV therapy in an outpatient setting subject to fewer controls
than for those paid for inpatient therapy? What is provided to help employees
understand what their benefit plan will pay for or how much they may pay out-
of-pocket for selecting one provider or service rather than another? A benefit
plan's scope of coverage, levels of cost-sharing, provisions for retrospective
claims review and profiling, and methods of paying providers can as affect the
impact of utilization management programs on health care costs and quality.

Although employers have the fight and duty to take vigorous actions to
manage the costs of employee health benefits, they should respect both the
confidentiality of medical information about employees and the primary
obligations of physicians to serve their patients. In their own business interest
and to protect employees, employers should see that workers are informed of
their responsibilities and rights. Key means of reaching employees include
orientation for new employees, clearly written and eye-catching brochures
explaining responsibilities, and health plan identification cards with clear notice
of utilization management requirements. Human resources staff should be
trained to respond to employee questions, assist with problems, and handle
grievances.

Responsibilities of Utilization Management Organizations

Any supplier of services has responsibilities to purchasers that are intrinsic
to the concept of a buyer-seller relationship. It is in the business
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TABLE 6-1 Types of Information That May Be Requested by Purchasers of Utilization
Management Services

1. Organization experience and range of services
a. Years in operation
b. Origins/affiliations (insurance company, PRO, etc.)
c. Services offered, for example:
(1) Utilization management
(2) Claims administration
(3) Insurance
(4) Data analysis and consulting
d. Number of clients for utilization management services by category of service
(preadmission review, high-cost case management, etc.)
e. Contract turnover rate—new, renewed, lost
f. Number of individuals covered
g. Other (Medicare contracts, etc.)
h. References from current and past clients
i. Record of lawsuits or judgments
k. Extent of liability insurance
2. Facilities and operations
a. Geographic locations
b. Telephone and other communications capabilities (monitoring and tracking options,
frequency of calls lost, flexibility)
c. Computer hardware and software
(1) On-line access to eligibility, coverage data
(2) Link to claims payment system for monitoring
compliance and reporting data
3. Personnel
a. Primary reviewers or case managers
(1) Number (full-time and part-time employees or
contractors) and location
(2) Education and experience requirements
(3) Responsibilities and resources
(4) Training program and supervision
(5) Ratio of reviewers to covered individuals
b. Physician reviewers (if not primary reviewers)
(1) Number (full-time and part-time employees or
contractors) and location
(2) Clinical qualifications and experience
(3) Responsibilities and resources
(4) Training program and oversight
(5) Ratio to covered individuals
4. Clinical criteria for assessing medical services
a. Primary external sources of criteria
b. Internally developed criteria (request information about development process,
qualifications of clinicians and others involved, updating mechanisms)
c. Availability for review by purchaser, attending physician, other
5. Patient or employee role
a. Responsibilities for initiating review
b. Recommended policy for noncompliance with process
c. Involvement of patient or family in case management
d. Access to utilization management organization for consumer information
e. Information and education provided by organization
f. Survey or other follow-up of employees or patients
g. Complaint handling (volume, process, resolution)
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6. Physician or hospital role

a. Responsibilities for initiating review

b. Recommended policy for noncompliance with process
c. Involvement of practitioner in case management

d. Information and education provided by organization
e. Survey or other follow-up of practitioner

7. Preferred employer role

a. Identification of potential high-cost cases

b. Agreement to exceptions to benefit contracts

c. Involvement in appeals of prior review decisions

8. Policies on confidentiality of medical and other data
9. Pattern of prior review decisions: volume or rate of
a. Denials

b. Appeals

c. Appeals approved or denied

10. Pattern of high-cost case management decisions

a. Percentage and types of cases accepted

b. Average cost of cases and benefits exceptions

11. Appeals process

a. Procedure for patient and provider appeals

b. Decision maker and relation to organization and original reviewers
12. Reporting

a. Activity reports (content, frequency, source)

b. Utilization reports (content, frequency, source)

c. Savings reports (content, frequency, source)

13. Basis and level of charges for services

interest of utilization management organizations to anticipate and respond
to purchaser demands for information about the organization, its services, and
its results. Further, it is in the legal interest of these organizations to manage
their activities rationally, to act in good faith, and to maintain careful records.

Although good business and legal judgment should dictate prudent
behavior, those who provide utilization management services also have a moral
obligation not to harm the patients whose medical care they review and
influence. Harm includes discouraging appropriate care and mishandling
confidential information. When organizations perform prior review and high-
cost case management for individually purchased insurance plans (with no
employer sponsorship), they have a particular responsibility to provide good
educational materials and appeals processes for beneficiaries who have no
employer or other sponsor to act as their agent and aid.

With respect to physicians and other providers of care, good business sense
should dictate that review organizations encourage provider acceptance and
cooperation, although their incentives to do so are less strong than the
incentives to respond to client wishes. Chapters 3, 4, and 5
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suggest that utilization management organizations can increase physician
acceptance by

* involving the medical community in the development and evaluation of
review criteria;

* making the bases for review decisions open for examination by purchasers,
physicians, and others;

* clarifying and improving the process for discussing cases and appealing
negative decisions; and

* minimizing the administrative burdens placed on hospitals and physicians.

Given the diversity and competition now evident in utilization
management programs, significant progress in these two directions will
probably require ongoing cooperation between elements of the utilization
management industry and provider groups to identify problem areas and
propose operating procedures that avoid unreasonable demands on providers.
Currently, there is no natural focal point to coordinate and promote these efforts
or monitor progress. However, the cooperative efforts of organizations like the
American Medical Association, American Hospital Association, Blue Cross and
Blue Shield Association, and Health Insurance Association of America to
develop guidelines for review are encouraging.

The committee is aware that further steps, particularly making clinical
criteria available, raise difficulties given the competitive environment of benefit
plan administration. Organizations that have invested their own resources in
developing criteria will be reluctant, on the one hand, to make them available to
competitors with less initiative and, on the other hand, to reveal some details to
practitioners and institutions for fear of their "gaming the criteria." Although
these are reasonable concerns, on balance, they are outweighed by the need to
move toward open criteria and standards.

It is inevitable that utilization management organizations will occasionally
identify cases of apparent malpractice or other quality-of-care problems. These
cases may involve a proposed treatment for a single patient or a pattern of
behavior. The experience that the Health Care Financing Administration has
had in developing regulations and procedures for PROs that have uncovered
quality problems indicates that balancing patient protection against due process
for providers is a difficult political and legal issue. Nonetheless, review
organizations should prepare guidelines for dealing with clear quality-of-care
problems, at a minimum, having their medical director discuss the situation
with the provider in question and, perhaps, raise the matter with the local PRO.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

CONCLUSIONS AND RECOMMENDATIONS 155

Responsibilities of Health Care Practitioners and Institutions

The committee found the responsibilities of health care practitioners and
institutions most troublesome to analyze and define. In this respect, utilization
management mirrors the situation with many other questions of provider
responsibility and ethics, whether the questions involve the limits of heroic
efforts to maintain life, the provision of care to those who are unable to pay, or
the recognition of patient preferences about treatment alternatives.

The narrowest area of controversy involves physician self-interest versus
the patient's well-being, where law and ethics have long agreed that the latter
should prevail. Broader controversy and lack of agreement surround the
questions of whether and how physicians should consider societal interests in
making patient care decisions. Intermediate in scope are issues involving the
physician's responsibilities when third parties are paying for patient care. For
example, is it acceptable to shade the truth in order to obtain prior certification
or retrospective payment for services? Is it legitimate to refuse to disclose
information needed by review organizations or claims administrators? When
should a physician challenge a negative payment decision? Is the physician
obligated to provide a service he or she believes is necessary when a review
organization, HMO, or hospital disagrees? What role should patient preferences
play?

With respect to third-party payment, the committee agreed that health care
practitioners and institutions are responsible for

e cooperating with payers' reasonable efforts, including utilization
management, to assure that they are paying for appropriate care within the
terms of their benefit plans, but

» constructively challenging unreasonable review programs and specific
decisions that threaten patient safety or damage patient privacy.

Although some difficult situations with insurers and review organizations
may be more conveniently and quickly dealt with in the short term by
misrepresenting patient symptoms, diagnoses, or treatments, the committee
believes it is in the patient's, physician's, and society's interest over the long
term for physicians to deal honestly with reviewers and claims administrators
and to challenge questionable criteria, procedures, and decisions directly.
Manipulation and evasion can have serious risks. Specifically, incorrect
information may enter the patient's medical records or insurance history with
later negative consequences for the patient. Moreover, perceptions by
purchasers that physicians are gaming the system undermine professional
credibility and stimulate the sorts of auditing, second-guessing, and external
oversight to which practitioners object.

With respect to patients, the committee sees additional responsibilities for
practitioners. These include informing patients about treatment options,

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

CONCLUSIONS AND RECOMMENDATIONS 156

risks, and benefits and then considering their preferences. Insofar as is feasible
and desired by the patient, the physician should also try to ensure that the
patient gets care when a review organization denies precertification for services
that the physician believes are medically necessary. This may mean locating an
alternative source of care if the patient cannot pay and the physician cannot
provide free care.

In the context of this committee's consideration of appropriate medical
practice, an obvious responsibility for health care practitioners is to stay current
with scientific literature on the necessity and effectiveness of medical services
in their area of practice. (Many researchers would add that practicing physicians
should, if at all possible, participate in the clinical trials and other research on
which this literature rests.) As research results accumulate on the effectiveness
and appropriateness of specific diagnostic and treatment methods, the
committee sees an enormous implementation challenge to make knowledge
more readily usable by busy practitioners. Meeting this challenge will require
continued initiatives in such areas as the development and dissemination of
practice guidelines, continuing medical education, and office-accessible
computer resources for physicians. Utilization management can play a role in
supporting these initiatives.

Responsibilities of Patients

In many respects, patients and potential patients are the weakest strand in
the web of responsibilities for the prudent use of medical services. One person's
view of appropriate patient responsibility can seem like "victim-blaming" to
others. Although it is now a cliché among sophisticated consumers that more
medical care is not necessarily better medical care, people may not be able to
act in an informed and prudent way when they are ill. Furthermore, individuals
may find both their benefit plans and their medical care difficult to understand
and evaluate even when they are not stressed by illness. Education levels,
family support systems, employer communication efforts, and other factors may
all affect how much information people can understand and use. Nonetheless,
health plan members should try to understand their responsibilities under their
plan and their responsibilities for protecting their own health.

The challenge for those involved in health care delivery and financing is to
help all kinds of patients make informed decisions about getting or not getting
care. Concepts of probability, differential diagnosis, and risk-benefit trade-offs
are not part of most people's everyday vocabulary. Fortunately, new tools, such
as the video disk recently developed to explain prostatectomy risks, benefits,
and alternatives, have promise in making complex issues more understandable
for patients. It is not inconceivable that protocols used by review organizations
to assess a proposed treatment

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/1359.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

are?: The Role of Utilization Management

CONCLUSIONS AND RECOMMENDATIONS 157

might one day ask not only whether certain clinical steps (for example, a trial of
antibiotic therapy) have been taken but whether and how the patient has been
informed of risks, benefits, and alternatives for the proposed treatment.

RECOMMENDATIONS AND QUESTIONS FOR THE LONGER
TERM

Early in this chapter, the committee observed that utilization management,
per se, is essentially a working hypothesis, one of several partial and
overlapping strategies for balancing health care expenditures, access, and
quality. As knowledge advances, economic conditions change, and social values
shift, these partial strategies are revised, integrated, and sometimes discarded.
However, even if some of the techniques now employed by utilization
management organizations are abandoned or the organizations themselves
change, improvements in the criteria for judging appropriate care and for
monitoring the provision of care will continue to be relevant. The longer-term
recommendations of the committee focus on the foundations for such
judgments: knowledge development, knowledge application, and value
clarification.

The following discussion examines three issues:

» research on the effectiveness of medical services and the effectiveness of
utilization management and related techniques,

e formulation and dissemination of guidelines for medical practice and
criteria for utilization review, and

 oversight of utilization management.

Research on Effectiveness

Utilization management can be no better than the clinical evidence and
expertise on which it is based. Although review organizations may not be
effectively using all available research now, they are still constrained by the
large areas of undocumented impact and clinical uncertainty involving many
major medical procedures and services.

Policymakers are increasingly recognizing that the free-market system is
unlikely to invest sufficiently in effectiveness research and data collection
because those making the investment cannot capture all the benefit but must
share much of it with those who have not invested. Since the public gains from
investments in such research, a major public role in financing and priority
setting is appropriate. It should add to, not replace, initiatives being undertaken
by private researchers, health care organizations, and others.

The creation of an agenda to strengthen knowledge of what is effective in
medical care is well under way, and the committee joins the many
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other public and private groups that support these efforts. Nonetheless,
compared with the resources invested in biological research and health care
delivery, the promised investment in effectiveness research is still relatively
small.

However, while more investment in research is desirable, it is important to
have realistic expectations. First, there are practical and ethical limits on clinical
research—too few researchers, long time horizons, and numerous instances in
which clinicians would balk at research protocols that require withholding
treatments generally thought to be useful or providing treatments generally
thought to be inappropriate.

Second, much research does not really focus on the effectiveness of care in
an average setting or population, nor does it evaluate the impact of care on
quality of life and many other outcomes that are now considered important.
What is needed are longitudinal observations of natural variations in the use and
outcomes of economically and clinically important medical technologies in
different practice situations. Clinical, claims, and other data bases need to be
designed, and parallel attention needs to be given to the methodological issues
in interpreting and disseminating research findings.

Third, effectiveness research that relies on existing claims and other
records, while less expensive and time-consuming than most clinical trials, is
not necessarily quick nor suitable for providing answers to many questions.
Effectiveness research needs to be complemented by judgmental strategies,
such as consensus panels, that use but go beyond scientific literature and
empirical data. Many times the practical results of these processes will be
imperfect. However, in the past 10 years, we have learned that the best
randomized clinical trials have weaknesses and that these weaknesses are
accepted, sometimes too readily. Intelligent compromise with perfection is
necessary.

Fourth, research cannot resolve some questions. For example, researchers
may be able to assess the clinical benefits and risks in using cataract surgery to
correct a 20/40 vision defect. They cannot tell us whether such use of resources
is wise given other uses to which those resources might (but not necessarily
would) be put.

Fifth, sound clinical research does not automatically affect behavior. The
research on what works in medical care should be complemented by research on
how best to ensure that such knowledge is used effectively and efficiently. Such
programmatic research is, for the most part, a low priority today. It is
expensive, methodologically troublesome, and slow to pay off. As part of the
overall strategy for containing total health care costs and improving the
appropriateness of health care for all citizens, the committee urges federal and
private consideration of carefully targeted research
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projects to test utilization management strategies and build methodologies for
documenting the effects of existing programs.

Practice Guidelines and Review Criteria

To a very considerable extent in the past, medical practice guidelines have
been implicit and have been linked to the amorphous concept of community
standards of practice. The medical profession has historically resisted setting
standards that are both explicit and national in scope. This resistance has been
challenged by the research on practice variations and inappropriate use
discussed in Chapter 2. The increasing emphasis on effectiveness research is
also adding to the momentum for developing better and more extensive
guidelines for patient care.

Translating clinical and other research into valid, reliable, and usable
guidelines for medical practice and utilization management is a complicated
enterprise that can take many forms. One approach is the development of
clinical protocols that specify the tests, procedures, and other medical services
that should be provided to patients with a specific clinical problem. Another
approach is more proscriptive than prescriptive. It essentially sets boundaries
outside which specific services for specific medical conditions are defined as
inappropriate. Within the boundaries, guidelines may allow considerable room
for an individual practitioner's judgment about the value of alternative courses
of treatment. The two latter approaches have provided the bases for explicit and
implicit review criteria used in utilization management organizations, but
review organizations appear to have made little use of explicit clinical protocols.

The committee has cited analyses that show that some practice guidelines
do not match relevant empirical research very well, and the fit between practice
guidelines and criteria for utilization management may likewise be poor. The
committee has identified a number of questions about the process of
developing, disseminating, and updating practice guidelines and review criteria
that need attention. They include the following:

* Should there be some kind of oversight of guidelines developed by different
sources—a sort of quality review mechanism that assesses both the method
and the substance of specific guidelines? What should happen when
different sources develop conflicting guidelines?

* To what extent should patient preferences or cost-effectiveness analyses be
considered in the development of practice guidelines? How should these
issues of value be dealt with in the application of guidelines or in other
strategies?

* Should adherence to guidelines provide physicians with protection against
malpractice charges?
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* Opver the long term, should a role for community or local standards continue?

* What considerations should apply in translating guidelines into criteria for
prospective or retrospective review programs?

* Should private review organizations be encouraged to invest in criteria
development if the results are open to outside examination?

These questions are relevant to much of the Institute of Medicine's agenda.
Further investigation of these issues is now underway. It will draw not only on
the Committee on Utilization Management by Third Parties, but also on the
Committee to Design a Quality Assurance Strategy for Medicare and the
Council on Health Care Technology, as well as outside groups such as the
Health Care Financing Administration and the Physician Payment Review
Commission.

Oversight of Utilization Management

Whether additional mechanisms for oversight of utilization management
are needed to weed out incompetent organizations and programs was a question
the committee discussed at considerable length. The protections offered by
caveat emptor, self-regulation, and tort liability, although important, do not
respond to all concerns about the impact of utilization management on patients,
providers, and overall health care costs. Moreover, the current lack of oversight
poses some risks to utilization management as a promising strategy for
managing benefit costs. Misbehavior by a few organizations could harm
patients, infuriate practitioners, and seriously damage acceptance and
cooperation from patients and providers. On the other hand, premature or
misguided regulation could stifle worthwhile innovations in technique and lock
in inefficient or ineffective methods. Purchasers might then abandon utilization
management for more onerous techniques of cost containment. As this report
has emphasized, utilization management is still relatively new, is evolving quite
rapidly, and works quite differently depending on the delivery and financing
mechanism it serves.

At this time, the committee is not prepared to make recommendations
about where oversight may be appropriate or what oversight strategies may
offer a workable balancing of the conflicting values, interests, and needs of
different parties. Rather, the committee has posed several questions about the
oversight of utilization management that it will be considering further.

* How do we decide whether oversight is necessary and feasible?

» If an oversight mechanism is necessary and feasible, should it be public or
private? If public, should all 50 states make their own policies or should the
federal government impose uniform standards??

2 As noted in the discussion of PROs in Chapter 2, federal regulation does not
guarantee uniform
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*  What should be the focus of oversight? Should the clinical criteria for
assessing care and the mechanisms for appealing decisions be the main
concerns? What about staffing, training, outcome reporting, and so on?

e Should utilization management conducted by different kinds of
organizations, for example, PPOs versus staff model HMOs, be subject to
different kinds of oversight? Should utilization management of some
services—for example, mental health care—be subject to different kinds or
levels of oversight?

* Can anything be learned from government oversight of PROs or the
accreditation process managed by the Joint Commission on the
Accreditation of Health Care Organizations?

These are not simple questions. Answering them demands more
information and more thoughtful debate over how to judge the strengths and
weaknesses of utilization management versus other strategies to control costs
and influence patient care decisions and how to weigh the legitimate but
sometimes conflicting needs, interests, and values of the parties involved in
utilization management. At this time, the committee advises caution to public
policymakers currently considering proposals to regulate and limit utilization
management.

CONCLUSION

Utilization management needs to better demonstrate that it reduces the
wasteful use of resources, improves the appropriateness of patient care, and
imposes only reasonable burdens on patients and providers. It is important that
it be given a chance to prove itself because if it works, it offers a means of
accommodating individual patient circumstances that is more sensitive than
many other cost-containment strategies, for example, those that rely on across-
the-board restrictions in benefits.

However, the limits of utilization management and any other single
strategy, even any combination of strategies, also need to be recognized. The
issue is not whether utilization management does everything that needs to be
done but whether it produces desirable results in reasonable ways at an
acceptable cost. Is it, on balance, better to use it than discard it? And if
utilization management is helpful, how can provider payment methods,
retrospective utilization review and feedback techniques, resource planning
mechanisms, and other tools be used to reinforce utilization management and
deal with problems—such as distorted payment rates or excessive use of low-
cost, high-volume services—not effectively addressed by utilization

practice. And as noted in Chapter 3, proposed state regulations vary enormously and,
in some cases, could make prior review and high-cost case management infeasible.
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management? This report has provided initial views on some of these questions.

The Institute of Medicine will continue its efforts to better define what role
utilization management might play in helping society find an acceptable balance
of efficiency, access, and appropriateness in health care. This clearly must be a
shared venture. Fortunately, the quest to know what is useful and how to apply
it universally are now central issues in medical research and public policy.
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facilities, reviewing summaries of the visits, and generally responding to follow-
up inquiries. Several committee members were involved in the site visits: Alice
G. Gosfield, Robert A. Berenson, John M. Burns, John M. Eisenberg, Nathan
Hershey, Carol Ann Lockhart, Cynthia L. Polich, and Bruce S. Wolff.

The authors of three commissioned papers also contributed to the
committee's understanding of issues. Two papers are published in Appendixes
A and B of the report. One other paper, which is not included but is available
from the committee upon request, also provided useful background information
in an area that was not dealt with explicitly by the committee. This paper on
Medicaid cost-containment strategies was prepared by Robert E. Hurley,
Pennsylvania State University, and Deborah Anne Freund, a member of the
committee. During regular meetings, the committee heard presentations on
utilization management from several individuals: Ed Zalta, CaPP Care; Paul
Gertman, ClinMan, Inc.; and Marcia Gold, Group Health Association of
America.

Several committee members drafted materials to assist in developing the
report. Neil Hollander reviewed problems with evaluating the savings claimed
for utilization management programs. Nathan Hershey developed an analysis of
the contents of contracts between utilization management organizations and
their clients. Alice G. Gosfield prepared a background paper on utilization
management in peer review organizations, and Michael Herbert provided
background discussion on utilization management in health maintenance
organizations. Suggestions about what purchasers should look for in utilization
management organizations were contributed by Robert Patricelli, Karen Ignani,
Michael E. Herbert, Alice G. Gosfield, John M. Burns, and Howard L. Bailit.
Alan R. Nelson discussed physician concerns and responsibilities.

For the first year of the project, Richard H. Egdahl chaired the committee.
Dr. Egdahl has since continued to serve as a member of the committee and
kindly extended invitations to committee staff to attend meetings organized for
Pew Foundation Corporate Fellows at Boston University. During the second
year, Jerome H. Grossman chaired the committee as it developed its
conclusions, outlined the report, and planned next steps.

The initial idea for this project came from Bradford H. Gray, who secured
much of its funding, organized the planning session, and served as study
director through December 1988. The project would not have existed without
his initiative. When Dr. Gray left for Yale University, Marilyn J. Field joined
the project as the committee defined its views, and she took major responsibility
for drafting the report. Dr. Field will continue as study director for further work
by the committee. Margaret Walkover was research associate for the early
months of the project. Susan E. Sherman, who served as research associate
during the summer of 1987, went on all the
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site visits, and assisted in preparing the site visit summaries. Eileen Connor of
Boston University contributed much to the project as a consultant, and Sharon
Rosen of the New England Medical Center assisted Dr. Grossman and the
committee during its final months.

As project secretary, Don Tiller provided much needed continuity as well
as exemplary support for the committee. The ongoing guidance of Karl D.
Yordy, director of the Division of Health Care Services, was important for the
project, particularly given the changes in committee and staff leadership.

A great many people helped the committee with information and insights
about utilization management. Particularly useful was a meeting in January
1989, arranged by Marion Ein Lewin of the IOM, with executives from clients
of review organizations: H. Dean Belk, ALCOA; Jo Anne Brown, Service
Employees International Union; Jerry Clark, UMWA Health and Retirement
Fund; Richard Ekstrom, Westinghouse; Jeanne Kardos, Southern New England
Telephone; Walter B. Maher, Chrysler; William J. Schneider, J.P. Morgan;
Elizabeth Solem, 3-M Company; Julia Smith, Bank of America; and Loring
Wood, NYNEX. Others include Harris Allen, Richard Bondi, and Constance
Winslow (Aetna Life and Casualty); Mark Chassin, Jacqueline Kosecoff, and
Leslie Michaelson (Value Health Sciences, Inc.); Michael Cologero, Robert
Snyder, and Eileen Thomas (Blue Cross and Blue Shield Association); Jon
Gable, Al Minor, and Thomas Muscow (Health Insurance Association of
America); David Bergohlz and Mary Ann Sevick (Pittsburgh Program for
Affordable Health Care); Mary Henderson (Brandeis University); Gail Beiber
(American Medical Association); Howard Birnbaum, Deborah Kottler, and Len
Vernick (Health Data Institute); John Blum (Loyola University, Chicago); Joan
Trauner (coopers & Lybrand); Robert Beale and Richard Wright (Caterpillar,
Inc.); Jill Bernstein (Physician Payment Review Commission); Shan Haley
(American Hospital Association); JoAnne Brown (Service Employees
International Union); Ronald Hurst (Association of Preferred Provider
Organizations); Joseph Restuccia (Boston University), Shelley Greenfield (New
England Medical Center); Steven Sieverts (Blue Cross and Blue Shield of the
National Capital Area); Deborah Chollet (Employee Benefits Research
Institute); and Spencer Vibbert (McGraw-Hill). The library staff of several
organizations provided information or sources on a number of issues: American
Hospital Association, American Medical Association, Blue Cross and Blue
Shield Association, Health Insurance Association of America, and Group
Health Association of America.
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Appendix A

Legal Implications of Utilization Review

William A. Helvestine”

The recent decade has seen a dramatic increase in the use of utilization
review (UR) programs in an effort to stem the tide of rising health care costs.
UR serves to verify the medical necessity of hospital admissions and specific
medical procedures. However, by intruding into the traditional physician-patient
relationship, UR programs raise a host of liability issues.!

Introduction

This paper reviews the rights and responsibilities of the parties involved in
UR decisions in an effort to determine what legal guidelines exist and which
areas remain unsettled.

The Types of Utilization Review

UR is used in one form or another by government payers such as
Medicare, private insurers, health maintenance organizations (HMOs), and self-
insured employers. Some payers perform the review in-house; others contract
with independent entities to perform all or part of the review. If the physician's
treatment plan is approved, the patient is fully covered

* William A. Helvestine is a Partner at Epstein Becker Stromberg & Green in San
Francisco. The author gratefully acknowledges the assistance of Dena R. Belinkoff, an
attorney with Epstein Becker Stromberg & Green, in the preparation of this paper.
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to the limits of the plan; if not, the patient's financial coverage may be reduced
or denied altogether. Many physicians criticize the intrusion of UR programs,
while most payers claim they reduce health care costs.

Under traditional indemnity plans, UR occurs retrospectively. That is,
claims for payment are reviewed after the treatment is rendered. Recently,
prospective and concurrent review programs have become more prevalent. A
prospective review program requires the physician to obtain prior certification
from the payer before providing treatment. In concurrent review, the payer
monitors a patient's treatment (usually the length of a hospital stay) and
specifies the last clay for which payment is authorized.

Because these programs can directly affect the medical care of the patient,
they increase the potential for harm and, consequently, the potential for liability
arising out of the UR program. Prospective and concurrent UR decisions also
pose dilemmas for the treating physicians and hospitals. If a treatment plan is
disapproved, is the physician free to abandon the plan? To what extent is the
physician or hospital obligated to provide the treatment despite the risk of
nonpayment? How vigorously must the physician pursue any appeal rights to
contest the UR decision?

The patient is also left in a quandary. The patient faces conflicting
judgments by two medical professionals: the treating physician and the UR
consultant. Should the patient rely on the treating physician's opinion, go
forward with treatment and accept the resultant benefit penalties, or should he
limit treatment to that which the payer will cover? Who is ultimately
responsible for such decisions, and where should liability fall if the decision
results in injury to the patient?

There are two leading court decisions regarding liability for UR decisions,
Sarchett v. Blue Shield of California 43 Cal. 3d 1, 233 Cal. Rptr. 76, 729 P. 2d
267, (1987), and Wickline v. California 192 Cal. App. 3d 1630, 239 Cal. Rptr.
810 (1986). Sarchett, a retrospective review case, upheld the fundamental right
of an insurer to challenge the treating physician's determination of medical
necessity. Wickline, a case involving concurrent review, addressed the
reviewer's potential liability to the patient for harm resulting from prospective
or concurrent review decisions.

The Sarchett Decision

The most important aspect of the California Supreme Court's decision in
Sarchett v. Blue Shield of California, supra, was that it affirmed an insurer's
right to disagree with the treating physician's determination of medical
necessity. The decision also made it clear that if coverage is denied, the insurer
must inform the insured of any contractual rights to reconsideration or
independent review, such as by arbitration.

The plaintiff, John Sarchett, was hospitalized for 3 days by his family
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physician. Blue Shield reviewed the hospital records and determined that the
hospitalization appeared to be for diagnostic purposes only. It denied coverage
based on two policy exclusions: first, an exclusion for hospitalization that is
primarily diagnostic, and second, an exclusion for nonmedically necessary
services.

The California Supreme Court upheld Blue Shield's right to challenge the
medical necessity of hospitalization, even though the patient had relied on the
recommendation of the treating physician. The court squarely rejected the
plaintiff's argument that the treating physician is the final arbiter of medical
necessity. It found retrospective review to be an implied right of the insurance
relationship, even though the policy does not expressly state that the insurer
may conduct retrospective review.’

In the Sarchett case, the court also commented favorably on the increasing
practice of health care payers to require preauthorization for elective
procedures. However, lest payers become too aggressive in coverage decisions,
the decision included a reminder that any doubts and uncertainties in an
insurance policy will be construed in favor of coverage for the insured. As a
result, the decision of a treating physician will rarely be reversed as being
unreasonable or contrary to good medical practice, the court predicted.?

The Wickline Decision

Although the decision in Wickline v. California, supra, was only an
intermediate appellate ruling in California, it promises to be a seminal decision
in the area of UR liability. Mrs. Wickline was being treated for problems
associated with her back and legs, and her physicians recommended surgery.
While her hospitalization and treatment were covered by Medi-Cal (California's
Medicaid program), Medi-Cal required precertification for hospital admission
and assigned an approved length of stay for the admission. Any extension of the
approved length of stay had to be authorized. Medi-Cal approved Wickline's
surgery and authorized a 10-day length of stay, with payment approved until
January 17, 1977.

Mrs. Wickline suffered complications after the original surgery, and two
additional surgeries were performed. Her treating physician determined that she
should remain in the hospital 8 clays beyond her scheduled discharge date and
filled out a Medi-Cal form requesting an extension. The Medi-Cal on-site nurse
reviewer, after consulting with a Medi-Cal physician adviser, approved only a 4-
day extension. While there were appropriate spaces on the form for the on-site
nurse's recommendation and the reason for disapproval by the physician
adviser, both were left blank.

The attending surgeon discharged Wickline to her home when the 4-day
extension period expired. All three of her treating physicians were
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aware that there was a process whereby the Medi-Cal decision could be
appealed, but none of them appealed. A week after discharge one of the
physicians examined her and found nothing remarkable. Then, nine days after
discharge, Wickline was readmitted to the hospital with severe pain and
discoloration of her right leg, which eventually had to be amputated at the hip.
Wickline brought an action alleging that her injuries were caused by Medi-Cal's
negligence in failing to authorize the full 8-day extension. A jury awarded her
$500,000.

The Court of Appeal reversed the jury verdict, reasoning that although the
state's preauthorization program played a role in the decision to discharge
Wickline, this role was not determinative. Rather, the decision to discharge
Wickline was made by the attending physicians. The court held that Medi-Cal
was not a party to that medical decision and could not be held liable if that
decision were negligently made. In refusing to find liability for the review
decision, the court placed responsibility for the hospital discharge on the
attending physicians and implicitly criticized them for not appealing the Medi-
Cal denial decision if they disagreed with it.

The fact that the Wickline court based its holding on the lack of causation
by the UR decision, rather than on any other available alternative basis,
suggests that the court was particularly sensitive to the danger of holding the
UR organization liable. Viewed in this light, the Wickline decision is not merely
an ordinary application of the law of causation, but represents a precedent
against UR liability. The Wickline case provides judicial recognition of the need
for and the importance of UR as a check and balance in a system in which
health care costs typically are paid by third parties rather than by the patient.*

At the same time, the court clearly stated that third-party payers could be
held liable for "defects in the design or implementation of cost containment
mechanisms" that result in the denial of medically necessary services. The
decision recognizes that negligent UR decisions may result in denial of needed
treatment, thereby causing injury to the patient. It thus sets the stage for further
development of the allocation of responsibilities in this area.

The Elusive Concept of Medical Necessity

A UR decision invariably turns on whether a treatment or service is
"medically necessary." This term is not only difficult to define but it also is
frequently confused with other terms or limitations of the insurance policy.
Failure to isolate the "medical necessity" aspects of a decision can easily result
in wrong decisions, and hence potential liability for the reviewer.

Examples of such confusion are cases in which coverage is denied because
the procedure is "cosmetic" or "experimental."> Often, a procedure
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will be "cosmetic" only because it is not "medically necessary” under the
circumstances. Plastic surgery that otherwise would be cosmetic becomes
medically necessary following a disfiguring accident. And, yet, a reviewer may
attempt to deny the surgery as cosmetic, without determining whether it is
medically necessary under the circumstances. When the issue is whether
something is "experimental," it is generally presumed that some medical
treatment is necessary. However, since the concept of "experimental”" depends
in part on whether the treatment is customary, the considerations are often
similar to those used in determining medical necessity.

Definitions of "medical necessity" vary greatly.® Some policies define
medical necessity simply, such as "such services . . . as are reasonably intended,
in the exercise of good medical practice, for the treatment of illness or injury."’

Other policies provide more lengthy criteria.® Regardless of the definition,
a determination of medical necessity is always a judgment call, and the
reviewer must be careful not to apply an overly restrictive standard.’

An independent review organization is generally able to limit its decisions
to whether something is "medically necessary." Where the review is conducted
in-house by an insurance company or HMO, there may be more of a tendency
to confuse a medical necessity determination with other coverage decisions.
Care should be taken to delineate clearly the different reasons for a denial, even
though the considerations may overlap.

In some cases, the UR entity's contract may require it to apply certain
benefit restrictions, for example, in cases which the health plan covers certain
procedures only if th