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ABSTRACT
By including the precepts of primary care and the medical home in the delivery of
services, managed care can be instrumental in increasing access to a full range of
health care services and clinicians. If not designed and administered carefully,
managed care plans result in underutilization of appropriate services and reduced
quality of care. Therefore, the American Academy of Pediatrics urges the use of the
key principles outlined in this statement in designing and implementing managed
care for newborns, infants, children, adolescents, and young adults. This policy
statement replaces the 2000 policy statement “Guiding Principles for Managed
Care Arrangements for the Health Care of Infants, Children, Adolescents, and
Young Adults.”

INTRODUCTION
Faced with persistent growth in health care costs, employers, state Medicaid
programs, the State Children’s Health Insurance Program, and other purchasers of
care continue to study and often reconfigure managed care plans to find the most
efficient strategies that provide access to quality health care while controlling costs.
As the delivery and financing of health care services continue to face profound
challenges, diligent and focused efforts are needed to ensure that managed care
plans serve the varied health care needs of neonates, infants, children, adolescents,
and young adults (hereinafter referred to as children) and their families.

The effect of managed care on children’s access to services and actual health
outcomes remains poorly defined. Some studies suggest no statistically significant
differences in self-reported outcomes for children enrolled in managed care plans
versus traditional health plans.1 The effectiveness of managed care in linking more
low-income children to a medical home is uncertain. Medicaid program shifts from
fee-for-service to managed care plans have had little consistent effect on the
pattern of children’s health care use and satisfaction with care received.2 The
American Academy of Pediatrics (AAP) urges the use of the principles outlined in
this statement in designing and implementing managed care for children. Man-
aged care plans typically use certain cost and utilization management features. (A
glossary of managed care terms is available in the AAP publication A Pediatrician’s
Guide to Managed Care.3) It is important to monitor the effects of cost-containment
measures on the quality and outcome of medical services for children. The finan-

www.pediatrics.org/cgi/doi/10.1542/
peds.2006-1491

doi:10.1542/peds.2006-1491

All policy statements from the American
Academy of Pediatrics automatically
expire 5 years after publication unless
reaffirmed, revised, or retired at or
before that time.

KeyWords
health care costs

Abbreviations
AAP—American Academy of Pediatrics
PCP—primary care pediatrician
CPT—Current Procedural Terminology

PEDIATRICS (ISSN Numbers: Print, 0031-4005;
Online, 1098-4275). Copyright © 2006 by the
American Academy of Pediatrics

828 AMERICAN ACADEMY OF PEDIATRICS

Organizational Principles to Guide and
Define the Child Health Care System and/or
Improve the Health of All Children



cial arrangements often include discounted charges and
fee schedules, performance incentives, and, with de-
creasing frequency, capitation. The features of utilization
management generally include precertification, concur-
rent review and discharge planning, care coordination,
case management, preauthorization, formulary manage-
ment, and physician practice profiling. These financial
and utilization incentives and disincentives should be
structured to preserve and, when appropriate, extend
access to comprehensive and coordinated preventive,
acute, and chronic care for all children. Performance
incentives must improve quality of care and actual clin-
ical outcomes and not become barriers to access to care
and receipt of services. Attention should be paid to phy-
sician reimbursement as a predictor of the quality of care
that children and adolescents receive.4 By including the
precepts of primary care in the delivery of services, man-
aged care can be instrumental in increasing access to a
full range of health care services and clinicians within a
medical home. It is imperative that managed care plans
fully support the intent and desired outcomes of a med-
ical home. A medical home provides care that is acces-
sible, family centered, continuous, comprehensive, co-
ordinated, compassionate, and culturally effective.5

Medically necessary health interventions are in-
tended to prevent, diagnose, detect, treat, ameliorate, or
palliate the effects of a physical, mental, genetic, or
congenital condition, injury, or disability that lies out-
side the range of normal variation. Managed care orga-
nizations frequently use medical management guide-
lines to make coverage determinations, many of which
are not well supported by medical evidence, are not
developed with a pediatric focus, are derived from best-
case actuarial data, or are proprietary. The implementa-
tion of medical management guidelines that do not ad-
dress the unique needs of children may adversely affect
the health and well-being of pediatric patients, especially
those with special health care needs. The development
of medical management guidelines must include the
active participation of pediatricians and pediatric special-
ists and address the essential principles established by
the AAP.6 Managed care can result in underutilization of
appropriate services and reduced quality of care. Such
underutilization could result from patient and physician
disincentives for appropriate utilization and restrictions
on access to pediatric medical subspecialists, pediatric
surgical specialists, and tertiary care centers. Other ac-
cess restrictions could block the utilization of necessary
related services such as mental health, reproductive
health services, social work services, developmental
evaluation, occupational and physical therapy, vision
screening, hearing screening, and speech and language
therapies, as well as services of school-linked clinics and
other public health professionals. To guard against such
undesirable outcomes, approaches to managed care

must include a definition of medical necessity that ad-
dresses the unique needs of children and adolescents.7

When a state has mandated participation in Medicaid
managed care plans, it must implement rigorous regula-
tory oversight to ensure that eligible children have ac-
cess to high-quality health services in a medical home
and that pediatricians are adequately paid to provide
these services. In addition, in states where enrollment in
managed care plans is mandatory, Medicaid beneficiaries
should have the freedom to choose among 2 or more
managed health care plans and participating public and
private clinicians.8 In areas where only 1 managed care
plan is available, particularly rural areas, families should
be able to choose their individual physicians. Medicaid
provisions in the Balanced Budget Act of 1997 (Pub L
No. 105-33) require adequate safeguards in every state
implementation plan to ensure access to and delivery of
quality health care for children.9

The AAP seeks to work in partnership with families,
other health and health-related professionals, federal
and state governments, employers, and the managed
care industry to implement the following principles of
managed care for children. These principles of access to
primary and specialty pediatric services, treatment au-
thorization, quality of care, and financing and reim-
bursement are intended to maximize the positive poten-
tial of managed care and minimize negative effects on
the health of children.

PRINCIPLES OFMANAGED CARE FOR CHILDREN

1. Access to Appropriate Primary Care Pediatricians

a. Choice of primary care clinicians for children must
include pediatricians.

b. Primary care pediatricians (PCPs) should serve as
the child’s medical home and ensure the delivery of
comprehensive preventive, acute, and chronic care
services. They should be accessible 24 hours a day,
7 days a week, or have appropriate coverage ar-
rangements.

c. The primary care medical home should assume the
role of the care coordinator (ie, the physician who
ensures that all referrals are medically necessary).
The function of the PCP might be transferred to a
pediatric medical subspecialist for certain children
with complex physical and/or mental health prob-
lems (eg, those with special health care needs, such
as children with cystic fibrosis, juvenile rheumatoid
arthritis, or cancer) if the subspecialist assumes re-
sponsibility and financial risk for primary and spe-
cialty care. Children with special health care needs
should be defined as those who “have or are at
increased risk for a chronic physical, developmen-
tal, behavioral, or emotional condition and who
require health and related services of a type or
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amount beyond that required by children general-
ly.”10 For certain physical, developmental, mental
health, and social problems, the PCP may seek the
assistance of a multidisciplinary team with partici-
pation by appropriate public programs (eg, Title V
Program for Children With Special Health Care
Needs).

d. Families should receive education at the time of
enrollment to help them understand fully how
managed care plans work for their individual pol-
icies, which includes providing information on
common medical conditions for which the man-
aged care plan has a condition-specific exclusion
(eg, eating disorders, substance abuse treatment,
residential treatment). Health plan coverage poli-
cies (including limitations on the amount, dura-
tion, and scope of services; cost-sharing require-
ments; and participating health care professionals)
should be clear, simply written, and easy for all
families to understand.11

e. Adolescents, young adults, and other individuals
from more vulnerable populations may need mul-
tiple sources of care available to ensure that ade-
quate services are provided.

2. Access to Pediatric Specialty Services

a. When children need the services of pediatric spe-
cialists or other health care professionals, managed
care plans should use clinicians with appropriate
pediatric training and expertise. Pediatric-trained
physician specialists, including pediatric medical
subspecialists, pediatric surgical specialists, and be-
havioral mental health specialists, should have
completed an appropriate fellowship in their area
of expertise and be certified by specialty boards in a
timely fashion if certification is available. These
physicians and other health care professionals
should be engaged actively in the ongoing practice
of their pediatric specialty and should participate in
continuing medical education in that area.

b. There should be no financial barriers to access to
pediatric specialty care above and beyond custom-
ary health plan requirements for specialty care.

c. Managed care plans should contract with the ap-
propriate number and mix of geographically acces-
sible pediatric-trained physician specialists and ter-
tiary care centers for children.

d. Referral criteria for pediatric specialty clinicians
should be developed with the input of pediatric
specialists. These criteria may include age of pa-
tient, specific diagnoses, severity of conditions, and
logistic considerations (eg, geographic access and
cultural competence).

e. Processes for approving referrals to pediatric med-
ical subspecialists, pediatric surgical specialists, and
pediatric behavioral mental health specialists
should be developed by health plans working col-
laboratively with PCPs and relevant subspecialists.

f. Access to specialty services can be expedited by
creating a “presumptive authorization” category
(eg, no preauthorization needed for diagnoses such
as hernia, strabismus, appendicitis, and diabetes).

g. Pediatric medical subspecialists, pediatric surgical
specialists, and mental health professionals should
routinely communicate with the pediatric patient’s
PCP.

3. Treatment Authorization

a. Families and pediatricians should be fully informed
of the plan’s participating clinicians. This should
include an up-to-date listing of the plan’s partici-
pating health care professionals whose practices are
currently open to patients insured by the managed
care plan. Identification of PCPs and required co-
payments should be listed on the patient’s insur-
ance card.

b. The treatment-authorization process, which is ini-
tiated by the PCP, should encourage and facilitate
timely appropriate referral for specialty consulta-
tions, hospital inpatient and outpatient care, and
other treatments.

c. Plans should provide timely responses to treat-
ment-authorization requests (including 24-hour
access and approvals in the case of emergencies) on
the basis of the nature and urgency of the patient’s
needs. Pediatricians should challenge managed
care contracts that require them to certify all emer-
gency department visits. Managed care plans
should allow access to emergency care consistent
with the “prudent layperson” standard.12

d. Plans should provide a timely appeals process that
includes direct discussions between the reviewing
panel, the patient’s pediatrician, and the relevant
specialists and, if appropriate, an external review
by an independent panel of pediatricians experi-
enced in the treatment of the patient’s illness.

e. To make any determination about the medical ne-
cessity of any item or service to be furnished to a
person younger than 21 years, the managed care
plan should consider whether an item or service (1)
is appropriate for the age and health status of the
person, (2) will prevent or ameliorate the effects of
a condition, illness, injury, or disability, (3) will aid
the overall physical and mental growth and devel-
opment of the person, (4) will assist to achieve or
maintain maximum functional capacity for per-
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forming daily activities, and (5) relies on medical
practice guidelines developed for children’s health
care services that are endorsed or approved by the
appropriate medical professional societies or gov-
ernmental public health agencies.13 Managed care
plans should describe the process by which physi-
cians are to provide justification for medical
necessity.

4. Quality Improvement andManagement

a. Written standards should be established for access
to primary care, referrals to specialty services, the
referral process, and protocols for service.

b. Pediatricians, pediatric medical subspecialists, pedi-
atric surgical specialists, and behavioral mental
health specialists should have an active role in de-
veloping quality-assurance mechanisms and ensur-
ing quality of care in any cost-containment process.

c. Managed care plans have developed a broad and
diverse clinical database related to children’s health
care outcomes. As a result, managed care plans
should participate in thoughtful quality-outcomes
research. They are in a unique position to develop
and implement changes that systematically ad-
vance children’s health care. Managed care plans
should actively engage pediatricians in both com-
munity and hospital settings in outcomes research
and quality-improvement efforts. Quality manage-
ment should include appropriate peer review, with
pediatric cases reviewed by pediatricians.

d. Plans should create incentives to promote early
identification of health problems in children.

e. Plans should report a uniform standard set of en-
counter data in compliance with the Health Insur-
ance Portability and Accountability Act (Pub L No.
104-191 [1996]).

f. States should publish uniform data that offer con-
sumers and purchasers the opportunity to evaluate
and compare performance, including relevant fi-
nancial information, among competing plans. The
measures reported by states on managed care
plans’ performance should assess access to care,
patient satisfaction, and health outcomes.

g. Gag clauses should be excluded from all managed
care plan contracts.

5. Financing and Payment

a. Reimbursement methods should be developed that
cover all the health care needs of children as de-
fined by the AAP policy statement “Scope of Health
Care Benefits for Newborns, Infants, Children, Ad-
olescents, and Young Adults Through Age 21
Years”14 and the periodicity of visits and procedures

described in the AAP statement “Recommenda-
tions for Preventive Pediatric Health Care.”15 The
methods used for pediatric health care reimburse-
ment should consider age, chronicity, and severity
of underlying health problems (case mix, risk, or
severity adjustment) and geographic consider-
ations. Reimbursement to the primary care medical
home for chronic condition management should
support the additional visits and time spent on care
plan development and complex disease manage-
ment as reflected in recent new Current Procedural
Terminology (CPT)16 codes for care plan oversight.

b. Optimal payment for vaccines should be based on a
percentage of the actual cost incurred by the prac-
tice, incorporating applicable taxes and shipping/
handling charges plus an appropriate margin to
cover vaccine storage and acquisition costs.

c. Reimbursement for physician services for newborn
care should be separately identified as unique and
distinct from maternal services and should ensure
clearly identified reimbursement to physicians and
continuous coverage not only for the neonatal pe-
riod but also for subsequent pediatric care.

d. All capitated rates should be adjusted for case-mix
differences on the basis of age, geographic location,
modifiers for children with special health care
needs, outlier risk-adjusted methods, more risk-
adjusted rating groups, a pediatric diagnostic clas-
sification system, or a combination of these. Be-
cause pediatric risk-adjustment techniques are not
well developed, contract provisions about carved-
out services, outlier reimbursement, reinsurance or
shared-risk arrangements for individual children,
and aggregate plan loss or profits should be in-
cluded.

e. When primary care is capitated, contracts should
include fee-for-service carve-outs for unexpected
or high-cost services including, but not limited to,
neonatal and routine newborn hospital care, preg-
nancy and other reproductive health services, im-
munizations, hospitalization, and emergency ser-
vices.17

f. Preventive services should not be subject to deduct-
ibles and/or copayments.

g. Health plans reimbursing pediatricians for pediatric
care on a fee-for-service schedule should use the
resource-based relative value scale as the basis for
their fee schedule. The relative values approved by
the Centers for Medicare and Medicaid Services are
appropriate for PCPs, pediatric medical subspecial-
ists, and pediatric surgical specialists. A single mul-
tispecialty conversion factor applied to the current
year’s relative value units (ie, at least 100% of the
current year’s Medicare resource-based relative

PEDIATRICS Volume 118, Number 2, August 2006 831



value scale reimbursement rate) should be incor-
porated. Medicaid fees should be set at a rate that is
at least 90% of the usual or customary or 100%
equivalent to Medicare fees, whichever is high-
er.7,8,18 Health plans should use the most current
CPT codes and adhere to CPT guidelines regarding
use of the codes.

h. Financing arrangements for all pediatric services
should be made to ensure that pediatric primary
and specialty services are not undervalued in terms
of practice expense, professional liability, and phy-
sician work values.

i. To ensure continuation of high-quality services for
children, primary care physicians should be pro-
tected against undue financial risk. Risk levels for
primary care office–based pediatricians should be
on an aggregate, not individual, basis and should be
adjusted on the basis of case-mix analysis.

j. Federal requirements for capitation should apply to
all managed care plans. Federal and state govern-
ments should preapprove all contracts with man-
aged care plans in which enrollees are primarily
insured by the State Children’s Health Insurance
Program or Medicaid and require the federal and
state governments to guarantee clinician reim-
bursements if plans become insolvent.

k. Plans should use quality-of-care measures for chil-
dren, including assessments of structure, process,
and health and functional outcomes (eg, compli-
ance with pediatric preventive standards including,
but not limited to, immunization rates and referrals
for chronic physical and mental health problems).

l. Many of the responsibilities for managing the care
of pediatric inpatients have been heavily shifted to
hospitals through the use of case-rate methodolo-
gies. Pediatricians and pediatric specialists are en-
couraged to work closely with hospital quality-
assurance managers, case managers, medical
directors, and administrators to improve care man-
agement and resource utilization continuously and
make process changes that are outcome driven.

m. To ensure timely and appropriate reimbursement,
plans should make available electronically perti-
nent patient information including, but not limited
to, patient eligibility status and current patient
mailing address.

CONCLUSIONS
Managed care will continue to evolve until the ap-
proaches used to finance and deliver health care more
consistently meet the needs of patients, providers, em-
ployers, and society overall. During this evolution in
managing health care, specific and consistent attention
must be given to the direct relationships between pro-

vider reimbursements, access to care, the quality of care
provided, and health outcomes for children. To achieve
the greatest value in health care for children, payors,
employers, and providers must all consistently focus on
ensuring both access to health care and desired health
outcomes.
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IRS CHECKING COMPLIANCE BY TAX-EXEMPT HOSPITALS

“The Internal Revenue Service has begun a wide-ranging investigation of
nonprofit hospitals to determine whether they are flouting standards for
tax-exempt status, whether they deny care to people without insurance and
whether they provide significant amounts of charity care. . . . The survey
comes at a time when nonprofit hospitals are receiving closer scrutiny from
Congress and state officials. Lawmakers of both political parties say that in
today’s fiercely competitive health care marketplace, many nonprofit hospi-
tals operate like investor-owned, profit-making institutions. Indeed, some
nonprofit hospitals have for-profit affiliates and subsidiaries that operate
nursing homes, surgery centers, office buildings and other businesses. Unin-
sured patients have filed many class-action lawsuits, accusing nonprofit hos-
pitals of overcharging them. Several states have found that nonprofit hospi-
tals abused their state tax exemptions. On Wednesday, Catholic Healthcare
West, the largest nonprofit hospital system in California, agreed to settle a
price-gouging lawsuit by paying refunds to hundreds of thousands of pa-
tients. On Thursday, a large nonprofit hospital network in New Jersey, the St.
Barnabas Health Care System, agreed to pay $265 million to settle charges
that it had defrauded Medicare. . . . Too often, it seems that tax-exempt
hospitals offer less charitable care and community benefit than for-profit
hospitals. Before 1969, the IRS required hospitals to provide charity care to
qualify for tax-exempt status. Since then, the agency has not specifically
required such care, as long as hospitals provide benefits to the community in
other ways—for example, by offering health fairs, screening for cancer and
cholesterol, providing emergency care, training doctors and conducting med-
ical research. Mr. Grassley [Republican Senator from Iowa] and other law-
makers say hospitals have too much leeway under the ‘community benefit
standard.’”

Pear R. New York Times. June 19, 2006
Noted by JFL, MD
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