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Abstract

This study was designed to investigate the influence
of the organizational structure and method of physi-
cian payment of health maintenance organizations on
aspects of managed care plans’ decisions to cover
new medical technologies. In a national cross-section-
al survey of health maintenance organizations in the
United States, we asked questions about awareness of
the use of new laser technologies; coverage of 15
laser technologies; and the relative importance of
considerations used to make coverage decisions,
including cost-effectiveness. In multivariate analysis in
which we adjusted for plan size, ownership, and time
in operation, we examined the influence of model
type (staff, group, network, independent practice
association) and physician payment method (salary,
fee-for-service, capitation) on awareness of laser use,
coverage, and considerations. Of 395 health mainte-
nance organizations, 159 (40%) responded, repre-
senting 66% of enrollees in US health maintenance
organizations and similar to the US market in terms
of geography and model type. Seventy percent indi-
cated that they would not be aware of physicians’ use
of lasers. Independent practice association model
types were 40% less likely than staff models to be
aware of laser use. Plan coverage for 15 different
laser technologies varied substantially, ranging from
25% to 90% covered. Staff models covered three or
four fewer laser technologies than did independent
practice association models. Four of the top five con-
siderations in coverage decisions were clinical; the
other was cost-effectiveness. Relative to staff models,
independent practice association models were less
likely to list either cost-effectiveness or performance
in an outpatient setting as a consideration favoring
coverage. Organizations in which specialty physicians
are paid under fee-for-service arrangements were
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mote likely than those in which capitation is used to
consider potential for increased cost as a considera-
tion against coverage. Overall, health maintenance
organizations were sensitive to cost; they were
less willing to cover more effective technology at
greater cost than more effective technology at equal
cost (89% and 98% of respondents, respectively).
Managed care plans vary strikingly in the range of
technology offered. Staff model organizations may
have an improved ability to detect the use of medical
technologies and more rigid controls on coverage,
and can thereby more strongly limit access to newer
medical technologies. Independent practice associa-
tions, which dominate the market, may use the range
of technology offered as a competitive tool. Health
maintenance organizations acknowledge cost as a fac-
tor in coverage decisions for medical technology, but
cost considerations appear less important as financial
risk-sharing with physicians increases. More research
on the impact of variations in factors used and tech-
nology coverage on quality of care is needed.

(Am J Man Care 1996,2:1321-1331)

anaged care integrates the financing and
Mdelivery of medical care, with the goal of

improving quality while controlling costs.
However, the possibility that decisions in managed
care organizations are driven primarily by cost is a con-
tinuing concern.' Because managed care organizations
could view the use of medical technology as an impor-
tant way to manage the cost of care, their coverage of
new medical technology may be quite restrictive.
Conversely, as these organizations continue to bind
physician income to utilization rates,”’ they may have
the opportunity to offer broader coverage of new med-
ical technologies while sharing the financial risk with
the provider.

The organizational structures of managed care plans
vary, ranging from traditional staff models to newer
independent practice association (IPA) models.
Payment methods to physicians, which also vary,
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include traditional fee-for-service (FFS) arrange-
ments, salaries, and fully capitated designs.’ Particular
organizational characteristics and payment methods to
physicians may make it more or less difficult for a
managed care plan to achieve cost, access, and quality
objectives with regard to technology coverage.

"To explore decision making about coverage of new
medical technologies, we conducted a national survey
of managed care plans in the United States. We inves-
tigated the plans’ level of awareness of providers’ use
of technology and the types of considerations used to
make decisions about technology coverage. In addi-
tion, we examined variation in coverage of medical
technologies among plans. We were particularly inter-
ested in the relationship of health maintenance orga-
nization (HMO) organizational structure and physician
payment method to awareness of technology use,
specific technology coverage decisions, and considera-
tions used to make those decisions because organiza-
tional structure and risk-sharing with physicians are
increasingly viewed as impacting delivery of care in
the United States.

- METHODS -

We conducted a national survey of private healch
insurance plans in the United States between October
1993 and March 1994. The results of analyses for the
entire survey population, which included both HMOs
and indemnity plans, have been presented else-
where.”® The study population surveyed for this analy-
sis included all plans belonging to the Group Health
Association of America (GHAA) and HMO plans of
the Blue Cross/Blue Shield (BCBS) Association. Of
the total population, 315 were member companies
from GHAA, and 80 were from BCBS.

A pilot questionnaire was sent to medical directors
and staff in insurance associations that asked about
general considerations for determining medical cover-
age and descriptive characteristics of the HMO. We
constructed a final questionnaire on the basis of com-
ments and recommendations from the pilot.”

Questionnaire Design

Details of the questionnaire design and complete
descriptions of the specific laser therapies have been
described.*®® We briefly summarize the laser technolo-
gies and questions to provide background for the
analyses. One section of the questionnaire presented
descriptions of three laser therapies: (1) laser angio-
plasty for coronary artery disease; (2) laser discectomy
for herniated vertebral disks; and (3) laser photody-
namic therapy for bladder carcinomas.

We selected laser technology as a prototype of an
emerging technology used in many fields of medi-
cine,” thereby permitting an examination of medical
coverage decisions for different medical specialties. In
addition, laser therapies are characterized by variations
in effectiveness, safety, cost, experimental status, and
the amount of published literature on effectiveness
and safety.

Before responding to the questionnaire, the medical
directors were asked to read three synopses, each about
a different laser technology. The synopses, which were
included with the questionnaire mailing, provided uni-
form information from the literature at the time of the
survey about the effectiveness, safety, and relative cost
of each technology and ensured that each respondent
had the same basic information. The respondents were
instructed to base their answers to the survey questions
on the information provided and on their company’s
typical approach to coverage decisions.

After reading the synopses, the respondents were
asked to indicate whether they and their HMO would
be aware of a provider’s use of each of the three laser
technologies separately. The four response categories
were: (1) definitely yes; (2) probably yes; (3) probably
not; and (4) definitely not. Often, new medical tech-
nologies are developed and used before a specific pro-
cedure code has been established. Thus, it is likely
that a provider would bill under the general, routinely
paid Common Procedural Terminology (CPT) proce-
dure code, rather than a more specific code, which was
not available for the three technologies.

This question was then followed by a list of 24
considerations that might be used to make medical
coverage decisions, including an open-ended “other”
category. The list included c/inical considerarions (eg,
concern about medical necessity, effectiveness, safety,
and experimental status); economic considerations
(eg, cost, volume of patients, cost-effectiveness, and
outpatient use); regulatory considerarions (eg, Food and
Drug Administration [FDA] approval); administrative
considerations (eg, exclusion from benefits package);
competitive considerations (eg, items covered by other
health plans); Jegal/ considerations (eg, possible legal
challenge of denial of coverage or liability risk associ-
ated with complications); and compassion considerations
(eg, a technology of last resort). Medical directors were
asked to rank order the top five considerations they
would use in favor of and against recommending cov-
erage for each therapy.

The medical directors then were asked to indicate
which of 15 selected laser applications, including the
three incorporated in the synopses, were covered by
their respective HMOs. Our objective was to deter-
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mine actual coverage of a broad range of laser tech-
nologies, including the three laser technologies
described in the survey.

Another portion of the questionnaire asked the
respondents to indicate the general approach that their
respective HMOs use to cover a new medical technol-
ogy that is as safe as a standard, established therapy,
but that has different cost-effectiveness ratios. The
questionnaire listed nine possible combinations of rel-
ative cost and relative effectiveness (ie, equal effec-
tiveness at greater cost, equal effectiveness at equal
cost, and so on). For each combination, the medical di-
rector responded in the affirmative or in the negative
as to whether the HMO would be likely to provide
coverage for the new technology. We were most inter-
ested in whether the HMO model type and the
method of payment to physicians might influence
(1) the extent to which medical directors and the
HMO are aware of the use of new medial technologies,
(2) the relative importance of clinical and cost consid-
erations in coverage decisions, and (3) an HMO’s
willingness to cover therapies with different cost-
effectiveness ratios.

A final section of the questionnaire was designed to
obtain information about HMO and respondent char-
acteristics. The characteristics included (1) model type
(staff, group, network, IPA); (2) pay-
ment method for primary care

current coverage, and likelihood of covering technolo-
gies with varying cost-effectiveness ratios. For ques-
tions in which the medical director was asked to rank
the 5 most important considerations in decision mak-
ing from a list of 24, we calculated the frequency that
any one consideration was listed.

In bivariate analysis, we then used a chi-square test
to analyze whether responses differed by model type
and method of physician payment. For these analyses,
we developed indices for model type and method of
physician payment as follows. Respondents indicated
the proportion of enrollees covered under four types of
HMO model types: (1) staff; (2) group; (3) network;
and (4) IPA. The responses were assigned equidistant
weights as follows: staff model, weight = 0; group
model, weight = 33; network model, weight = 66; IPA
model, weight = 100. We then totaled these weighted
percentages for each respondent (see Figure 1 for the
distribution along the weighted scale). A categorical
HMO model type index was created, ranging from I,
which represents an HMO that is primarily a staff
model, to III, which represents an HMO that is pri-
marily an IPA model.

The rationale for creating the model-type index is
that HMOs are likely to have components of more than
one model type; this situation occurs more frequently

physicians (salary, FFS, capitation);
(3) payment method for specialty
physicians (salary, FFS, capitation);
(4) number of enrollees in the plan;
(5) states in which the plan primari-

Figure 1. Frequency Distribution of Scale for HMO Model Type.

ly provides coverage; (6) plan profit
status (for-profit versus nonprofit);
(7) length of time of plan operation;
and (8) respondent’s title.
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Data Collection

A personally addressed letter
explaining the study and a letter
encouraging participation from
BCBS or GHAA (or from both orga-
nizations) accompanied each
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three mailings, with postcard
reminders, were sent to each mem-
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Statistical Analysis

We first calculated the frequen-
cies of affirmative responses for
questions on awareness of coverage,

For each HMO respondent, the percentage of its enrollees in each model type was
given an equidistant weight (O=staff, 33=group, 66=network, 100=IPA) and summed
An index was constructed using cutoff points on the weighted scale: 1= 0-33, primarily
staff; Il= 34-66, primarily group/network; Ill = 67-100, primarily IPA. HMO = health
maintenance organization; IPA = independent practice association.
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Figure 2. Frequency Distribution of Scale for Primary Care
Physician Payment.
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For each HMO respondent, the percentage of its primary care physicians paid
by each of three payment methods was given an equidistant weight (0=FFS,
50=salaried, 100=capitation) and summed. An index was constructed using
cutoff points on the weighted scale: A=0-19, primarily FFS; B=20-69, primar-
ily salaried; C=70-100, primarily capitation HMO=health maintenance orga-
nization; FFS=fee-for-service

Figure 3. Frequency Distribution of Scale for Specialty Care
Physician Payment.
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For each HMO respondent, the percentage of its specialty care physicians paid
by each of three payment methods was given an equidistant weight (0=FFS,
50=salaried, 100=capitation) and summed. An index was constructed using
cutoff points on the weighted scale: A=0-19, primarily FFS; B=20-69, primar-
ily salaried; C=70-100, primarily capitation. HMO=health maintenance orga-
nization; FFS=fee-for-service

in predominantly staff and network model
HMOs than in group and IPA model
HMOs.” Therefore, we asked each respon-
dent for the percentage of the HMO’s
enrollees in each model type and created
one weighted measure reflecting the dom-
inant model type for all the enrollees in the
plan. Cutoff points on the scale for the
model-type categorical index represent the
predominant organizational characteristic
of the HMO, from staff model (I), to IPA
model (III). We created this index, as well
as indices for payment method (described
in the next paragraph), before conducting
analyses that tested hypotheses about the
relationship of the index to a dependent
variable.

Because payment methods can vary
within an HMO,** we used a similar ratio-
nale and methodology to develop indices
for payment method for primary care and
specialty physicians. The medical directors
indicated the proportion of their primary
and specialty care physicians paid under
FFS, salaried, and capitation arrangements.
‘These percentages were assigned equidis-
tant weights (FFS = 0, salary = 50, capitation
= 100) and were totaled for each respondent.
The distributions of weighted scales reflect-
ing the predominant method of paying pri-
mary care and speciaity physicians are
shown in Figures 2 and 3, respectively. We
used cutoffs on the scale to create a categor-
ical physician-payment index; A represents
primarily FFS arrangements and C repre-
sents primarily capitated arrangements.

Linear regression was used to identify
HMO characteristics independently asso-
ciated with the number of laser technolo-
gies covered. Logistic regression was per-
formed to identify HMO characteristics
that were independently associated with
the HMO’s awareness of the laser therapies
in use, the considerations in favor of (or
against) recommending coverage for the
three therapies, and whether an HMO
would cover a medical technology with
particular cost-effective ratios. Our primary
interest was in the independent association
of HMO model type and physician pay-
ment method on aspects of coverage deci-
sions. The model-type index is specified as
a continuous, ordered independent vari-
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able in the multivariate models; the physician-pay-
ment indices are specified as dummied independent
variables, with category G (primarily capitated) as the
reference. Regression models examining these factors
adjusted for HMO size (large: >100,000 enrollees;
small: <100,000 enrollees), length of time in operation,
and profit status.

- RESULTS -

Response Rate and Representation
Overall, 159 of 395 questionnaires (40%) were
returned. Of these, 115 were GHAA member plans

and 44 were BCBS member plans. Fifty-one percent of

the responding HMO plans had more than 100,000
enrollees. At the time of the survey, 20% of the HMO
industry in the United States had memberships of this
size. Thus, responding HMO plans disproportionately
capture 66% of the total US HMO population of 41
million.” Most states were represented. The states that
were not tended to be relatively more rural and less
densely populated (ie, Arkansas, Idaho, Mississippi,
Montana, Nebraska, North Carolina, South Carolina,
and South Dakota). More populous states (eg,
California, Florida, New York, and Texas) and those
with higher numbers of HMO enrollees (Arizona,
California, Illinois, Massachusetts, Pennsylvania, and
Wisconsin) were more heavily represented.” The
model types of the responding HMOs were represen-
tative of the US HMO industry in 1993. At that time,
IPAs were the most common model type in the United
States (62%), and staff models were the least common
(11%)." Our survey respondents demonstrated a similar
distribution (43%and 11%, respectively).

Characteristics of Responding HMOs
and Respondents

Nearly half the responding plans were primarily IPA
models (Table 1). The majority of primary care physi-
cians were paid under capitated arrangements, where-
as specialty physicians primarily were reimbursed
through FFS arrangements. Slightly more than half the
HMOs were for-profit plans, and the majority had
been in operation for fewer than 15 years ('Table 1).

Of the respondents, 75% were medical directors,
12% were presidents or vice presidents of medical
affairs, and 10% held both titles. Three percent held
other titles, including medical consultant and manag-
er of medical affairs. Overall, at least 96% of the
respondents indicated that the medical director was
involved in the coverage review process. Finally, 94%
indicated that the medical coverage decisions were
made similarly across all types of plans and products.

Awareness of Laser Technology Use

Similar to results for the entire survey population of
all private health plans in the United States,” the
majority of HMO medical directors indicated that they
would probably or definitely zor be aware that a
healthcare provider had billed for use of a laser tech-
nology (laser angioplasty, 74% not aware; laser dis-
cectomy, 68% not aware; laser photodynamic therapy,
59% not aware). In both unadjusted analyses and
analyses adjusted for other HMO characteristics,

Table 1. Characteristics of Responding Managed Care
Plans (N=159)

Characteristic Percentage of Responding Plans

HMO Model Type*

Primarily staff (1) 22

Primarily group or network (11) 31

Primarily IPA (HI) 47
Primary Care Physician Payment

Primarily FFS (A) 27

Primarily salary (B) 26

Primarily capitation (C) 47
Specialty Care Physician Payment*

Primarily FFS (A) 57

Primarily salary (B) 29

Primarily capitation (C) 14
Enroliment Size

Small (<100,000 enrollees) 49

Large (>100,000 enrollees) 51
Profit Status

For profit 55

Nonprofit 45
Years of Operation

<7y 19

8-15 y 34

16-50 y 27

>50y 20

IPA = independent practice association, FFS = fee for service.
*The number in parentheses represents the index used to cat-
egorize HMO model type For explanation, see text and
Figure 1.

tThe letter in parentheses represents the index used to cate-
gorize the predominant payment method for primary care
physicians. For explanation, see text and Figure Il.

The letter in parentheses represents the index used to cate-
gorize the predominant payment method for specialty physi-
cians. For explanation, see text and Figure Il
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medical directors whose enrollees primarily were
in IPA model types were 40% less likely to be aware
of the use of a laser technology for angioplasty than
were medical directors whose enrollees were prima-
rily in staff-model HMOs (adjusted odds ratio = .59; P
= 0.04).

Coverage of Laser Technologies

As with the results for the entire US private health
plan population,® actual coverage of the 15 laser thera-
pies among the HMOs varied markedly. All the
responding HMOs covered laser treatment of diabetic
retinopathy. Laser treatment of basal cell carcinoma,
endometriosis, and cervical

is similar to results for the entire survey population.’

Cost-effectiveness was the other major consideration,
Respondents cited cost-effectiveness as a reason to
support or deny recommending coverage almost twice
as often as they cited cost alone ('Table 2).

In both unadjusted and adjusted analyses, the HMO
model type and method of payment to physicians
were significantly associated with particular consider-
ations listed in favor of and against recommending
coverage for each of the laser technologies. Relative
to their counterparts in HMOs in which specialty care
physicians are reimbursed primarily under capitated
arrangements, medical directors of HMOs in which

carcinoma-in-situ was Ccov-
eted by 80% to 90% of
plans; treatment of colonic
adenoma, upper gastroin-
testinal hemorrhage, and
inoperable lung cancer, by
70% to 80%; and treatment

Table 2. The 10 Most Frequently Listed Considerations for and Against
Recommending Coverage for Three Laser Technologies

of laser tonsillectomy, Laser Angioplasty  Laser Discectomy  Laser Photodynamic
stapedotomy, urethral stric- (% of Plans) (% of Plans) Therapy (% of Plans)
ture ablation, and hemor- Considerations Listed
rhoidectomy, by 40% to in Favor
60%. Notably, one third of .
the HMO plans or fewer Medically acceptable, 87 78 76
covered laser photodynamic reasonable, necessary
p ¥ FDA approval 65 53 41
t}}erapy, angioplasty, and‘ Increased cost-effectiveness 59 72 65
discectomy. Removal of Increased efficacy 56 60 83
tattoos was covered by 5%. Decre{ised complications 53 57 64
In multiple linear regres- Potential for deqeased cost 34 45 35
sion analvses adiusting for What other carriers cover 29 16 15
Yy ] ._g . Technique is outpatient 27 51 23
other HMO ChaIaCte_“SU?S’ Denial of coverage may be 23 13 19
HMOs that are primarily legally challenged
staff models cover thiee to Technology of last resort 12 3 26
four fewer laser technologies Considerations Listed Against
than do primarily IPA model onsiderations Listed Agains
HMOS This difference was Increased complications 90 69 49
significant (B = -3.4; P < Experimental technique 82 81 87
0.001). Alternate effective technique 67 64 40
available
Considerations Used Becr‘eased efficacy _ 61 65 34
ecreased cost-effectiveness 52 44 37
To Ma}ke Coverage Benefits excluded 33 33 40
Decisions Potential for increased cost 30 24 28
Four of the top five con- Complications present a 21 19 25
siderations that the respon- liability risk .
- ‘ Differences between efficacy 14 22 28
dents ranked both in favor of and effectiveness
and against recommending Inpatient technique 8 7 7
coverage of the three laser FDA approval 6 6 36
technologies related to clini-

cal issues. Again, this result FDA = Food and Drug Administration
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specialty care physicians are primarily salaried or are
reimbursed under FFS arrangements were more like-
ly to cite increased cost and the experimental nature of
the laser therapy, but were less likely to list decreased
cost-effectiveness, as reasons against recommending
coverage ("Table 3).

Medical directors of primarily IPA model HMOs
were less likely than those in other model types to list
the ability to use the laser technology in an outpatient
setting and increased cost-effectiveness as reasons to
recommend coverage ('Table 4). Furthermore, med-
ical directors in primarily IPA model HMOs were
more likely to list the experimental nature of the laser
technology and weie less likely to cite the potential
liabilicy risk of complications as reasons to deny rec-
ommending coverage (‘Table 4).

Coverage and Different Cost-Effectiveness
Ratios

Overall, HMO medical directors strongly indicated
(94% to 99%) a willingness to cover a new technology
that was as effective as or more effective than its cor-
responding standard technology, if the cost of the new
technology was equal to or less than that of the old
one (Table 5). A slightly lower percentage (89%) were
likely to cover a technology that was both more etfec-
tive and more expensive (P = 0.001). This significant

difference indicates that approximately 10% of plans
may discourage cost-increasing, outcome-enhancing
technologies. Few plans (15%) were likely to provide
coverage if the new technology was as effective as the
standard one, but had a higher cost. Twelve percent
were willing to cover a new technology that was less
effective, if it also cost less than the standard. The
willingness to cover technologies with contrasting
cost-effective ratios did not differ significantly by
either HMO model type or physician payment
arrangement.

- DISCUSSION

This national study provides insight into managed
care plans’ assessment and coverage of new technolo-
gy. Coverage of the 15 laser technologies varied widely
among the HMOs responding to our survey. Although
uncertainty about the safety, effectiveness, and costs
of laser technologies may have played a role in this
variation, organizational structure may have been an
independent factor, as staff model HMOs covered sig-
nificantly fewer of the laser technologies than did
other HMO types. This variation in coverage has pro-
found implications with regard to access to medical
technologies. Under managed care, enrollees whose
characteristics are similar to those of other enrollees in
all respects with the exception of HMO model type might

Table 3. Association Between Specialty Physician Payment Method and Considerations Listed

Against Recommending Coverage

Consideration Listed Against Coverage Payment Method* Percentage of Plans Odds Ratio?
Potential for Increased Cost Primarily FFS (A) 29 7.9%
Primarily salary (B) 29 6.6%
Primarily capitation (C) 15 1.0 (ref)
Experimental Therapy Primarily FFS (A) 88 6.2%
Primarily salary (B) 86 4.8*
Primarily capitation (C) 60 1.0 (ref)
Decreased Cost-Effectiveness Primarily FFS (A) 49 0.17%
Primarily salary (B) 52 0.17%
Primarily capitation (C) 80 1.0 (ref) -

FFS = fee-for-service, HMO - health maintenance organization.
*The letter in parentheses represents the index used to categorize the predominant payment method for specialty physi-

cians. For explanation, see text and Figure il

*Multivariate model adjusted for HMO size, profit status, time in operation, and HMO model type.

*P < 0.05
SP<0.10
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Table 4. Association Between HMO Model Type and Considerations Listed Either in Favor or
Against Recommending Coverage

Adjusted Odds?

HMO Model Type* Percentage of Plans Ratio
Consideration Listed in Favor of Coverage
Technique is outpatient Primarily staff (1) 53

Primarily group/network (Il) 58

Primarily IPA (Ill) 45 0.60%
Increased cost-effectiveness Primarily staff (1) 69

Primarily group/network (1f) 71

Primarily IPA (ll1) 53 0.54*
Consideration Listed Agianst Coverage
Experimental technique Primarily staff (1) 63

Primarily group/network (11) 80

Primarily IPA (Ill) 86 2.1F
Complications present a liability risk Primarily staff (1) 47

Primarily group/network (11 22

Primarily IPA (1D 18 0.40*

*The number in parentheses represents the index used to categorize HMO model type. For explanation, see text and
Figure I.

*HMO model type index specified in model as continuous ordered variable. The adjusted odds ratio is per increment
increase in the model type index from [ to Ill. Multivariate model adjusted for HMO size, profit status, time in operation,
and physician payment method.

*P<0.05

HMO = health maintenance organization; IPO = independent practice organization

have access to technologies that are
unavailable to the others.

Although structural typologies of
managed care organizations contin-
ue to proliferate and have indistinct
boundaries,” staff model organiza-

Table 5. Percent of Responding HMO Plans that Would Cover a tions, in which physicians are
New Medical Technology with the Designated Cost and Effectiveness employed by the managed care
Characteristics Compared to its Standard Technology organization, usually are closed
Greater Equal Less panel (physicians do not see patients

Effectiveness Effectiveness Effectiveness of other insurers) and constitute a

‘ ‘ more highly contained structure of
Greater Cost 89* 15 1

Equal Cost 9g* 94 ) , PIOVIdCI‘S and patler.lts..ln contrast,
Less Cost 99 99 12 in TPA model organizations, a large
number of individual physicians or

*The difference between the percent of respondents indicating they would cover groups enter into contracts with the

a technology with greater effectiveness/greater cost and the percent indicating
they would cover a technology with greater effectiveness/equal cost is statisti-
cally significant, P =.001

organization, and their panels are
open to non-managed-care
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patients.”. Staff model organizations, which are
responsible for purchasing medical equipment, may
have more stringent controls on technology acquisi-
tion.

To influence the adoption and dissemination of any
new medical technology, managed care organizations
must be aware of its potential use by physicians.
Although the HMOs in this study covered laser
angioplasty, discectomy, and photodynamic therapy
only infrequently, the majority of the medical direc-
tors indicated they would #os be aware of cases in
which a provider had used and was billing for the
laser technology. The inability to update CPT and
1CD-9-CM coding to reflect the rapid introduction
into practice of new medical technologies decrease
the precision of coding to payers and plans. Plans’
lack of awareness of the availability and use of new
technology may allow for considerable variation in
technology use, regardless of an HMO’s current cov-
erage policy. In addition, plans that fail to identify
non-FDA-approved technology or technology that
has not demonstrated efficacy or safety prior to its use
by plan providers may face substantial risk of litiga-
tion. A recent account of the use of a new scalpel for
an outpatient tonsilleccomy is an example of the
problems that can arise from this situation (New Yor#
Times, October 3, 1995:B4)

In this study, staff model organizations were more
aware of the use of laser technologies than were IPA
models. The ability to hold discussions with col-
leagues throughout the organization may make it eas-
ier for medical directors of staff model HMOs to
detect the use of new technologies.”” Therefore, staff
model organizations may have both an increased abil-
ity to discern new medical technology use and tighter
controls on technology coverage. This difference
probably affords the more closed organizations greater
capability to affect the adoption and dissemination of
new technologies.

How organizations take into account and balance
different considerations in their assessments of new
technology is critical to understanding the differences
in technology coverage that we observed. One con-
cern is that managed care organizations could deny
coverage for beneficial, but relatively expensive,
medical technologies. In this study, cost issues gener-
ally ranked below clinical issues as considerations
used to make coverage decisions. However, organiza-
tions that paid for specialty physician services through
FFS arrangements listed cost as a consideration more
often than did those in which specialty physicians
were paid using capitation. The extent of financial
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risk that the organizations carry may explain this find-
ing. Under traditional FFS physician payment
arrangements, the payer continues to face substantial
financial risk, particularly in cases in which physi-
cians have wide discretion in using a technology.* In
managed care plans, primary care physicians and,
increasingly, specialty physicians and providers of
ancillary services (eg, laboratory and pharmacy ser-
vices) are paid through capitation arrangements,
under which the physician or other provider assumes
some measure of financial risk.’

The IPA model is becoming the dominant model
type in the managed care industry.”! These HMOs
may use a broad range of covered medical technology
as a competitive tool, while sharing financial risk with
the physicians. In this study, medical directors of the
more loosely organized IPA model types were less
likely to list financial considerations in coverage deci-
sions than were their counterparts at staff model
types. In contrast, staff model managed care organi-
zations were more likely to list liability considera-
tions. It is possible that their concern about potential
liability reflects a publicized lawsuit about denial of
bone marrow transplant coverage, which involved a
staff model managed care organization."

Physician medical directors clearly indicated a sen-
sitivity to cost when asked whether their organiza-
tions would cover new technologies having various
cost-effectiveness ratios. Given the lack of attention
that both traditional indemnity insurers and public
insurers, such as Medicare, have accorded to cost-
effectiveness, its ranking as a factor in coverage deci-
sions is of considerable interest. Approximately 10%
of the respondents deemed cost a priority relative to
clinical effectiveness; this finding is interesting and,
possibly, a cause for concern. A similar percentage of
plans would be willing to cover a new technology that
was less effective than its standard one if the former
saved money. If only cost-neutral and cost-saving (as
opposed to cost-increasing) technologies are
approved for coverage, then the use of technologies
with enhanced health outcomes but higher costs may
be discouraged. Although managed care’s use of cost-
effectiveness in medical coverage decisions to
improve efficiency is laudable, it may be necessary to
ensure that access to beneficial technology and qual-
ity of care are maintained.

This study is subject to several limitations. First,
the response rate was only 40%. However, medical
directors of the larger HMOs responded. Thus, a
larger proportion of the population enrolled in HMOs
was represented than is reflected in the response rate.
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The model types that we studied reflected industry
statistics, and broad geographic representation was
present.

Second, the medical directors’ responses to the
questionnaire may not have reflected actual practices
accurately. Previous reports’ have suggested that
HMOs are reluctant to state that cost is a considera-
tion in coverage decisions. However, we believe that
the survey respondents were forthright about the
roles of cost and cost-effectiveness in decision mak-
ing. Our attempts to ensure confidentiality, avoid pro-
prietary concerns, and provide a summary of findings
to each respondent may have encouraged candid
responses.

Third, we studied two HMO characteristics: (1)
model type; and (2) physician payment method. As
discussed, it is becoming increasingly difficult to
accurately assign a model type to HMOs, and risk-
sharing methods are becoming more complex.
Salaries may be coupled with withholds and bonuses,
and FFS may be determined according to a fee sched-
ule that the HMO has developed. In addition, the
managed care organization may capitate a physician
group, but the group may decide to manage costs by
paying its physicians through salaried arrangements,
with withholds and bonuses.”*" The indices that we
constructed for model type and payment method may
reflect other unmeasured factors. However, in terms
of financial risk sharing and organization, the three
payment and model type categories do capture broad
differences that are likely to influence an HMO’s
behavior.

Finally, technology coverage decisions at managed
care organizations may not be in the domain only of
the medical director; claims and benefits departments
also may be involved. Although we cannot determine
how much weight the decisions of the medical direc-
tors have in the final coverage rulings, the medical
director was nearly always involved.

In summary, this is one of the first systematic,
national studies of HMO decision making on cover-
age of new medical technologies. Enrollees’ access to
new medical technology may vary in a way that is
influenced by plans’ organizational structures and
financial risk-sharing arrangements with physicians.
Cost-effectiveness is widely acknowledged as a factor
in coverage decisions, Physicians practicing in organi-
zationally looser model types and in organizations
with financial risk-sharing arrangements may have
wider latitude in the use of newer medical technolo-
gies. The effect of this variation on the quality of care,
including health outcomes, merits further attention.
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