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Introduction

Between 1992 and 1996, nearly half of the states enacted legislation or adopted regulations permitting the use of managed care arrangements in workers compensation.  The introduction of managed care came at a time when workers compensation medical costs were escalating at a rate in excess of general health care inflation.  Managed care – through the introduction of provider networks, utilization review and the application of treatment protocols - had served to contain increasing medical costs in the Health Insurance arena and it was anticipated that managed care would have the same effect for workers compensation.

As these programs became operational, different entities sought approval or certification.  In some instances there were networks that arranged to furnish all of the components of managed care.  In others, the components were furnished through multiple entities.  For example, an insurer would agree to provide all of the components of managed care with the exception of the provider network.  In that scenario, the insurer might then contract with or lease a network of providers to complete the requirements of a managed care arrangement.

Notwithstanding the different approaches that were developed, many state regulators established the criteria under which workers compensation managed care programs were to be approved.  An extension of that regulatory approval process has been the effort to measure the impact that managed care has on overall system costs.  Part of this effort involves asking:

· Does the care furnished through these arrangements result in a decrease of medical costs?  

· What portion of any reduction in costs is associated with the amount of medical charges or the level of services being rendered?  

· Similarly, does managed care impact the duration of disability or the extent of impairment stemming from workplace injuries?  

These are important, but not easily answered questions both for policymakers and insurers.  This column examines some of the problems associated with taking too simplistic an approach to measuring the cost impact of managed care.  (An important caveat is that policymakers and insurers are equally interested in the influence of managed care on the quality of medical care injured workers are receiving.  While quality of care is a critical area for self-reflection and inquiry, it will not be addressed in this column.)  

Managed Care in Workers Compensation 

The general construct of managed care in the Health Insurance arena is to contain costs through:  

(1)  using a select network of medical providers for furnishing care; 

(2)  establishing utilization review procedures to furnish oversight of medical treatment; and

(3)  developing and using treatment protocols to ensure the appropriate type and duration of services.

As managed care arrangements were approved for workers compensation, they contained these same basic components, which were in turn enhanced or modified to accommodate the unique features of workers compensation.  Some of these enhancements and modifications made it difficult to measure the impact of managed care.  These enhancements and modification also tend to influence the benchmarks or baseline against which any managed care experience is to be measured.  Three of the more significant areas of inquiry are the additional components of workers compensation managed care, the dilemma of how to measure network utilization, and the variables in evaluating the influence on indemnity benefits.

1. Additional Components 
The three basic components of managed care represent only a starting point for managed care in workers compensation.  Workers compensation insurers enhanced managed care to provide for:

· Prompt Reporting of Injuries - Because cost containment strategies can be applied only when it is known that an injury has occurred, timely reporting of a claim is essential in directing and managing medical care.  To facilitate timely reporting of claims, alternative approaches to the standard written First Report of Injury were developed.  These alternatives included the telephonic reporting of claims through a toll-free number, submission of information via facsimile transmission, or reporting via the Internet.  All of these methods have served to reduce the time between the occurrence of an injury and the time the insurer is made aware of it.

· Medical Bill Repricing – 40 states have adopted medical fee schedules that define the level of provider reimbursement.  Nearly the same number of states provide for some form of hospital charge regulation.  Medical bill repricing represents an important cost containment strategy to ensure that charges are reimbursed at amounts consistent with the appropriate fee schedule.  Where there is no schedule, medical charges are repriced to "usual and customary" charges or to charges negotiated with the provider.  In either instance, medical bills are also reviewed to ensure that the services and charges are related to the injury for which compensation is being paid.

· Case Management - Utilization review focuses on oversight of the medical treatment being rendered.  An enhancement of this process is proper case management that ensures that the injured worker is complying with the instructions of the medical provider and, in serious claims, identifies the need for and assists in the development of a physical or vocational rehabilitation program.  The case manager works with the employer to identify reemployment opportunities and to assist in identifying workplace accommodations necessary to expedite return-to-work.

· Return to Work and Other Strategies - The ultimate objective in workers compensation is returning the injured worker to gainful employment.  The employer plays a crucial role in ensuring that work is available or that reasonable accommodations have been made to facilitate timely return to work.  Open lines of communication between the medical provider, the case manager, and the employer serve to expedite this process.

It should be remembered that encouraging employers to report claims promptly and to develop effective return-to-work programs has not been restricted only to those employers who have opted to participate in a managed care arrangement.  All employers interested in improving their workers compensation experience are encouraged to participate in such programs.  Similarly, insurers actively engaged in effective claims management do not apply medical bill repricing, utilization review, case management and treatment protocols only to those claims where an approved managed care arrangement exists.  These cost containment strategies are applied to all claims in an effort to control costs.

It is extremely difficult to distinguish specific savings associated with each of these components of managed care.  The fact that some insurers apply virtually all of the components – with the exception of the medical network – to virtually all claims, whether or not they are part of a managed care arrangement makes, any approximation of the specific savings of these components impossible.  For many insurers, the only difference in cost savings between a managed care claim and a nonmanaged care claim is the medical provider.

2.  Network Utilization – Workers compensation claims represent the aggregate of benefits associated with a particular injury.  Claims may be of a short duration (one or two physician visits) or they may extend over the lifetime of the employee (where there is a serious injury involving ongoing medical care and income replacement).  A claim in workers compensation differs from what constitutes a claim in health insurance, where each bill for service(s) is considered a separate claim and where the coverage for a particular condition may terminate even though the treatment continues.  Aggregating all medical services and payments into a single claim that extends over a period of time introduces another difficulty in measuring the impact of managed care on costs.

What to Aggregate?

In the first place, the most serious and costly claims extend for many years into the future which makes it very difficult to place a valuation on ultimate costs and any realized savings in the short term.  One can only focus on payments made and services rendered to date.  An actual computation of cost savings must await the finalization of all payments and services.  For the most serious claims, this may be far in the future.

A second problem with aggregating is that the injured worker may receive initial medical treatment from a network provider, but subsequently seek treatment from a service provider outside the network.  Or the worker may initially be treated outside of the network and later be treated by a network provider.  How is such a claim to be classified for purposes of evaluating managed care experience?  Should a claim with any treatment by a network provider to be classified as a managed care claim?  The problem is that any rule to qualify a claim as a managed care claim (e.g., more than half of the treatments within a network) would be arbitrary open to question.  

It is sometimes suggested that the medical data be examined based on the location of service – either in-network or out-of-network.  While this approach permits some comparison of in-network and out-of-network utilization and costs, it fails to look at total costs associated with a claim and precludes the opportunity to examine the impact on the duration of indemnity.  

Denials Are Difficult

A further observation on the issue of provider networks is that many states do not address situations where medical care is rendered outside of the managed care arrangement.  In the majority of states – unlike with health insurance - the workers compensation insurer cannot deny coverage or apply deductible or coinsurance provisions where an out-of-network provider renders care.  

Even whether insurers are allowed to deny coverage for care received from an out-of-network provider, they may be reluctant to do so because a denial it frequently results in the injured worker obtaining legal counsel to litigate other aspects of the claim.  From the insurers’ perspective, it is more important that the worker be satisfied with the level of care and that the treatment be necessary, reasonable and consistent with early return-to-work. 

2. Influence on Indemnity Benefits – 

Workers compensation benefits represent the aggregation of payments for indemnity and medical care.  Indemnity benefits are the combination of income replacement payable during the period of recovery and benefits payable for any permanent residual effects of an injury.  While indemnity benefits formerly represented two-thirds of the benefit dollar, that proportion has been decreasing in recent years.  Today, the relationship between medical and indemnity is closer to 50-50.  (Note: Even though decreasing, indemnity benefits remain a significant portion of the benefit dollar.)

The level of medical treatment can influence the duration of indemnity.  An aggressive medical treatment program may involve a greater number of medical services or procedures that function to reduce the time the injured worker is away from work.  A medical procedure or operation may involve additional medical costs, but may result in a lower degree of permanent functional impairment.  On the other hand, a more passive approach to medical treatment may reduce medical expenses but extend the period of time away from work.  

Insurers and state administrative agencies have recently begun an important project designed to standardize and electronically transmit workers compensation data.  Standardizing the various data represents the first step toward evaluating claims outcomes.  However, it may be some time before meaningful comparisons can be made that enable us to understand the interaction of the type of injury, the type of provider, the level of treatment, and the duration of the indemnity.  Those who wish to draw immediate conclusions need to be aware of the dearth of experience in measuring the impact of these interactions.

Concluding Observations

It is fairly obvious, based on the reduction and stabilization of rates in the majority of states, that there has been a positive change in workers compensation costs during the past four or five years.  Some of this cost impact is certainly associated with the introduction of managed care.  However, other changes, including benefit reform provisions, administrative changes and new rating programs have also served to impact rising costs.  It is important to recognize that this cost reduction and stabilization was realized both in states that enacted statutory reforms and in those states that took no action.  

As regulators and policymakers begin to look at the overall effect of managed care on workers compensation costs, they must recognize the complex nature of the program.  To arrive at any reasonable conclusions, evaluators will need to:

1) agree on the aspects of managed care that can be measured, as attempting to measure everything will result in data that tells nothing;  

2) identify the data elements which can be used to measure the impact of managed care and  establish program benchmarks that take into consideration the different arrangements that exist;

3) realize that determining the actual cost impact on the most serious (and expensive) claims takes time, as the claims first must be allowed to mature; and

4) recognize the complications associated in computing any cost impact when dealing with multiple variables, such as the type of injury, type of medical provider, type of treatment and length of disability.

Insurers, regulators and policymakers share an equal interest in measuring the impact of managed care.  These parties need to work together to establish the criteria by which these manged care arrangments are evaluated.  The best place to begin is to acknowledge how much we do not know and to open a dialog among the parties that will ensure that all the issues and concerns are being addressed.
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