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Avoiding managed care’s
pitfalls and pratfalls

hysician career satisfaction has declined
since the mid-1990s, and managed care

gets much of the blame1,2 (see Instant Poll, page 4).
Doctors associate managed care with:

• loss of autonomy3

• increased paperwork
• less time with patients
• frustrating phone calls with insurance com-

pany representatives.
Patients come to us with many types of medical

insurance, and we often are unsure if they have ade-
quate coverage. The stakes are high; career satisfac-
tion and practice viability depend on prompt reim-
bursement without hassle, and successful outcomes
depend on patients getting the care they need.

The “pitfalls” of managed care in mental
health practice can be minimized, however. This
article describes how to decrease the frustration,
time, and effort you spend obtaining authoriza-
tions and receiving reimbursement.
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How to submit claims that rise above harsh scrutiny 
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MANAGED CARE PRIMER

Understanding how managed care works can help
you develop more positive interactions with these
systems. Managed care exists to help control med-
ical costs. Restricting services is one method of
medical cost control, but employers and govern-
ment payers also are interested in improving dis-
ease prevention, recognition, and management. 
Delivering health benefits. The process begins
when a business or government entity develops a
summary plan description (SPD) (Box 1), defining
what medical and mental health care services a
policy covers (Figure).

A managed care company—typically a health
maintenance organization (HMO) or similar enti-
ty—enters into a contract to implement and man-
age health care benefits for all persons covered by
the plan. Because of their complexity, mental health
services are usually “carved out” (Box 2, page 22)4 to
a mental health specialty managed care company.

Utilization review. Whenever you deliver mental
health care, your claims and treatment plans are
scrutinized through utilization review (UR).
Before authorizing payment, reviewers typically
screen claims to:

• verify that the patient’s benefit plan covers
the service

• establish the service’s medical necessity
• ensure that the treatment meets accepted

standards of care.
UR staff in most managed care companies

have administrative authority to authorize care,
but care can be denied only by a medical direc-
tor—typically a psychiatrist who reviews the
clinical information submitted by the provider.

EXAMPLE 1: 

Claim authorization. A psychiatrist evaluates a

patient and diagnoses major depression. The psy-

chiatrist submits a treatment plan to the man-
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Managed care

Glossary of managed care terms

Box 1

Case manager: Nurse or social worker employed

by a health maintenance organization (HMO) who

processes, reviews, and authorizes claims. Can

play a clinical role with severely ill patients,

helping to coordinate their care, enrolling them

in wellness or disease management programs, or

advocating for them within the medical system.

Claims review: Method of reviewing an

enrollee’s health care service claims before 

reimbursement. Purpose is to validate the 

medical necessity of provided services and

ensure that cost of service is not excessive.

Medical necessity: Services that: 1) are appropriate

and necessary for diagnosis or treatment of a

medical condition; 2) are provided for diagnosis

and treatment of a medical condition; 3) meet 

standards of good medical practice within the

medical community; and 4) are the appropriate

level of intensity to meet the patient’s need.

Summary plan description (SPD): Document

developed by an employer or government

entity that details an insurance plan’s medical

insurance benefits and coverage limitations.

Third-party payer: HMO or other managed care

entity that administers a health care plan and

arranges for payment of medical services.

Clinicians are the “first party,” and patients are

the “second party.”

Utilization review (UR): Prospective, concurrent,

or retrospective review of medical care for

appropriateness of services delivered to a

patient. In hospitals, includes review of

admissions, services provided, length of stay,

and discharge practices. UR usually involves

protocols and guidelines to track, review, and

render opinions about patient care. Claims

for care that fall outside these guidelines risk

being denied.
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quent inpatient admissions could be cared for in
the less-intensive environment of a partial hospital
program, the managed care case manager might
approach the employer and suggest a benefit
exception for this patient.  

COMMON REASONS CLAIMS ARE DENIED

Coverage limitations. Insurance plans often exclude
or restrict particular services and limit certain
types of care such as chemical dependency treat-

aged care company request-

ing authorization for 6 medica-

tion management and 10 psy-

chotherapy sessions for the

next 12 months. A UR repre-

sentative reviews the plan,

verifies the patient has appro-

priate coverage, and autho-

rizes the sessions.

EXAMPLE 2:

Claim denial. A psychiatrist

evaluates a patient and diag-

noses major depression. The

psychiatrist submits a treat-

ment plan to the managed care

company, requesting author-

ization for 10 EEG biofeedback

sessions to treat the de-

pression. A UR representative

examines the plan and asks the

medical director to review it.

The medical director denies

authorization because EEG

biofeedback does not meet

accepted standards for depres-

sion treatment.

Negotiating exceptions. Man-
aged care companies must fol-
low the letter of the benefits
they administer. Some em-
ployers, however, allow for a “benefit exception”
when practitioners identify patient services not cov-
ered under the benefit that, if implemented, might
improve care and reduce costs.

If you encounter a situation where you believe
plan limitations might adversely affect patient out-
come and expense, point it out to the managed care
company and ask if the patient’s plan allows bene-
fit exceptions. Some plans do not allow for partial
hospitalization, for example. If a patient with fre-
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Model of a typical managed care plan
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ment or psychological testing. Managed care com-
panies do not write the plans they manage and can-
not authorize care that the benefit does not cover.

Recommendation. Make sure you and your pa-
tients understand their benefit limitations. All
employees with health insurance receive a sum-
mary plan description (SPD), which outlines ben-
efit coverage and limitations. Encourage patients
to read this document and contact their managed
care companies with questions about coverage.
Also ensure that your office managers:

• become familiar with SPDs for commonly
encountered plans in your practice

• proactively verify patient benefit coverage.
Medical necessity. Practitioners in inpatient or
residential settings experience the highest rates of

denials of requested care on grounds that care is
not medically necessary. Managed care company
guidelines specify criteria that must be met—
such as active suicidality, disorganized thinking,
or significant medical co-morbidity—before care
can be authorized.

Recommendation. Document specifically and
concisely in daily notes why a patient requires the
care you are providing. Managed care company
guidelines are only guidelines; when the patient
does not meet criteria, the medical director is
more likely to authorize care if you clearly state
the rationale for that level of care.
Patient is not progressing. Medical and mental
health care is expected to provide a therapeutic
outcome. When little progress is being made
toward treatment goals, managed care companies
have an obligation to the payers they represent to
ensure that patients receive effective care.

Recommendation. Set realistic goals in the treat-
ment plan. If a patient has a chronic condition
and is not expected to improve but requires ongo-
ing care to maintain function, state this in the
treatment plan. If a patient is not making
progress toward treatment goals, explain the rea-
son and how you are addressing it.
No prior authorization. Some services—such as psy-
chometric testing, inpatient care, or residential
treatment—require prior authorization for reim-
bursement. Particularly for expensive treatments,
payers require prior authorization so that utiliza-
tion review occurs while care is being delivered,
as opposed to afterward when costs are more dif-
ficult to contain.

Recommendation. Be familiar with prior autho-
rization policies of common plans in your prac-
tice. If you discover you have provided care that
required prior authorization, make a good-faith
effort to submit clinical notes and explain why
you did not request prior authorization. Many
managed care companies will authorize payment
after the fact if care was necessary and reasonable.

V O L .  6 ,  N O .  3  /  M A R C H  2 0 0 7

Managed care

In “carve-out” plans, HMOs and insurance

companies that do not have in-house expertise

in mental health care or chemical dependency

treatment “carve out” these services so that

coverage is managed separately from the

medical benefit. Carved-out services typically

are delivered exclusively by designated

providers or groups that contract with the HMO

to provide mental health care to members.

Carve-outs have led to concerns about parity,

particularly when mental health benefits are

reduced or restricted compared with other

medical benefits in the plan.

In a “carve-in” plan, mental health care remains

within the overall health care coverage, which

can facilitate collaboration between mental

health and medical care providers. Parity for

mental health care may be less of an issue than

with “carve-out” plans, but “carve-in” plans

might not be equipped to adequately meet

the needs of patients with serious, persistent

mental illness.4

Plans may ‘carve out’ or ‘carve in’
mental health care benefits

Box 2
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and well in your notes will save you and the man-
aged care company time, frustration, and dollars.
Managed care representatives do not want to
review illegible, poorly organized, or overly inclu-
sive documentation.

Denials take managed care representatives
more time than approvals. These busy people
often look for reasons to approve reasonable care
rather than to deny unreasonable care. If your
documentation is clear and practice patterns are

Duplication of services. Psychiatric patients
often move from practice to practice, some-
times several times a year, without telling clin-
icians. Thus, laboratory testing, psychometric
testing, and other diagnostic services may be
repeated. Managed care companies take the
stance that duplication of services is expensive
and unnecessary, whereas you may argue that
you must have adequate information to care for
patients appropriately.

Recommendation. When assessing new
patients, make it a priority for your office staff
to ask patients about care they have received in
the last year and obtain records from other
providers. If you duplicate services, explain in
your treatment plan why it was necessary for
your patient’s care.

INTERACTING WITH MANAGED CARE

Unfortunately, clinicians and managed care
company representatives often view their rela-
tionship as adversarial (Box 3). Yes, some man-
aged care representatives unfairly limit mental
health care, and some clinicians maximize
income potential by overbilling or providing
unnecessary care. In our experience, however,
most people on both sides of the equation are
doing their jobs fairly and reasonably.

Medical care is expensive. Managed care’s
role is not to deny care to patients who need it
but to help the fiduciaries they represent—pri-
vate companies or government entities—ensure
that appropriate and economically responsible care
is delivered. When you interact with managed
care companies, keep 3 principles in mind: 
Use common courtesy. Standing up for your
patients and practice is reasonable and appropri-
ate. At the same time, treating managed care rep-
resentatives respectfully and professionally will
go a long way as you advocate for your patients.
Document clearly and concisely. Documenting
your impressions, goals, and care plans succinctly

V O L .  6 ,  N O .  3  /  M A R C H  2 0 0 7

An alternative to managed care:
Practicing ‘out of network’

Box 3

Some practitioners choose to practice outside

of managed care networks—such as in fee for 

service—thus freeing themselves from guidelines

and care limitations associated with managed

care. Most health plans permit patients to seek

treatment from out-of-network practitioners,

although usually with higher out-of-pocket

expenses.

Out-of-network practitioners who submit claims

to managed care companies must follow many

of the in-network rules, such as establishing

medical necessity, submitting treatment plans,

and undergoing utilization review.

Advantages of being an out-of-network provider

—especially in a fee-for-service model—include

practice independence, freedom from managed

care paperwork, and the possibility of increased

revenue by not having to accept reimbursement

rates set by managed care contracts.

Disadvantages include potentially seeing fewer

patients because of higher out-of-network costs,

excluding lower-income patients, and receiving

fewer referrals from managed care companies.

Out-of-network practitioners also have not gone

through managed care companies’ credentialing,

a process that assures patients that network

practitioners are licensed and have not had

serious quality-of-care or malpractice events

that might adversely affect patient care.
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sound, your inpatient and outpatient treatment
plans are much more likely to avoid the harsh
scrutiny of the authorization denial process.

Managed care companies rely on the informa-
tion you provide. The most common reason for
denials being reversed on appeal is that additional
information unavailable to the company at the ini-
tial review has been provided in the appeals process.
Learn from denials. Whenever you are issued a care
denial, find out why. If a pattern emerges, you
might need to change your practice or accept that
certain types of care will not be covered routinely.
For example, you might obtain psychological
testing for every patient, whereas many managed
care companies authorize testing only in specific
circumstances. Thus, you could:

• modify use of testing
• or accept that this practice will not always

be reimbursed.

WELLNESS AND PREVENTION PROGRAMS

Managed care plays an important role in develop-
ing and implementing wellness, disease preven-
tion, and disease management programs for
employers and government entities. These patient
programs reduce health care costs, decrease time
away from work (absenteeism), and improve pro-
ductivity (“presentee-ism”).5,6 Benefit plans often
provide free programs and offer financial incen-
tives for patients’ participation.

Health risk assessments, life-style coaching,
and condition-specific management programs—
such as for diabetes care, smoking cessation, or
depression treatment—are becoming common in
employee benefit packages. These programs try to
improve patients’ health through care coordina-
tion with the patients’ health care providers.

As programs are developed, you can expect to
regularly receive clinical information about your
patients from managed care case managers who
are trying to integrate their programs with your
patients’ care. Case managers’ goal is to improve
clinical outcomes through initiatives such as
treatment adherence, patient education, and early
detection of treatment resistance or symptom
relapse. To take advantage of these resources, be
aware of available programs and consider refer-
ring patients into them.
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Bottom

By developing “managed care

skills,” you can spend less time

interacting with managed care 

companies and likely improve

patient outcomes. Understand how 

managed care works, and learn from

denials. Document claims clearly

and concisely, and be courteous

when advocating for your patients. 
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