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Introduction  

 On November 21, 2007 the Mandated Health Benefits Advisory Commission 
(Commission) was asked to issue a report on Senate Bill 2600 (S-2600), a bill originating 
in the 2006-2007 legislative session.  S-2600 was not prefiled for the 2008-2009 
legislative session, nor has it been reintroduced.  However, a similar bill, Assembly Bill 
2123 (A-2123), is currently pending before the legislature, and was released from the 
Assembly Financial Institutions and Insurance Committee on 2/25/2008.   This report 
addresses S-2600, not A-2123, because it is S-2600 that was referred to the 
Commission.  A-2123 is similar, but not identical, to S-2600. 
 
  The Commission prepared this report using Department staff resources only, 
rather than engaging a consultant. The Commission understands that, as a general rule, 
the Legislature expects these studies to emphasize the financial impact on the market 
for health benefits, including the impact on price and on the availability of necessary 
medical services.  However, in the case of S-2600, it should be observed that there 
would be an impact on other insurance markets because the provisions of S-2600 would 
apply to private passenger automobile personal injury protection and workers 
compensation insurance as well.  This report summarizes the potential impact upon 
these other insurance markets, but does not attempt to estimate a financial impact on 
these markets 
 
 The Commission received comments on S-2600 from the Kessler Institute for 
Rehabilitation (Kessler), the Medical Society of New Jersey (MSNJ), the New Jersey 
Association of Health Plans (NJAHP) , New Jersey Manufacturers Insurance Company 
(NJM) and the Property Casualty Insurers Association of America (PCIAA).  These 
comments are summarized in the report and attached as an Appendix. 
 
 
 

 
 
 

Summary  

 Senate Bill 2600 applies to the State-regulated health benefits market.  The 
regulated health benefits market includes individual and group contracts or policies sold 
in New Jersey by hospital, medical and health service corporations (e.g. Horizon Blue 
Cross Blue Shield), by insurance companies, and by health maintenance organizations 
(HMOs).  The bill applies to contracts and policies sold in the Individual Health Coverage 
(IHC), Small Employer Health (SEH) and large group markets.  There are about 2.4 
million people covered by the State-regulated market of the 8.7 million people in New 
Jersey.  This market has annual premiums of over $9 billion.  The bill does not apply to 
the State Health Benefits Plan.  However, the bill also applies to private passenger 
automobile personal injury protection (PIP) and workers compensation (comp) coverage.     
 



 S-2600 requires health insurance policies or contracts issued by health carriers 
that provide benefits for physical therapy (PT) to provide such coverage without use of 
prior authorization or referral requirements.  The bill provides that benefits for PT be paid 
in an amount at least equal to the PIP fee schedule and requires carriers to accept 
assignments of benefits to out of network providers.  It limits the types of providers to 
whom carriers may pay PT benefits to physical therapists, licensed health care facilities, 
and professional corporations owned by licensed physical therapists in New Jersey. S-
2600 limits a carrier’s ability to deny a claim for physical therapy services by requiring 
independent medical exams in certain situations, and by deeming denials based on 
medical necessity, deviations from generally accepted standards of physical therapy, 
and inappropriate documentation to be allegations of misconduct which are subject to 
final determination by the State Board of Physical Therapy Examiners.   
 

On the other hand, S-2600 does not require that physical therapy be covered at 
all or to the extent that other medical services are covered.   
 
 
 

 
 
 

Detailed Elements of Senate Bill 2600 

 S-2600 deals with the processing and payment of claims for physical therapy.   
 
 Section 1 of the bill defines health benefit plan as a hospital or medical expense 
insurance policy or other plan for hospital and medical care and explicitly includes 
workers’ compensation insurance, motor vehicle medical payment and personal injury 
protection coverage provided by a motor vehicle or automobile insurance policy. (Note 
that most of the statutes and laws applicable to commercial health coverage specifically 
exclude worker’s compensation and automobile coverage from the definition of health 
benefit plan.)   This section also defines a physical therapy corporation as a professional 
corporation organized under N.J.S.A. 14A:17-3 under which physical therapy providers 
provide physical therapy.  N.J.S.A. 14A:17-3 limits the ownership of a professional 
corporation to persons who are licensed or legally authorized to render the professional 
services in New Jersey.  A physical therapy corporation (as defined by this bill) must 
therefore be exclusively owned by physical therapists authorized to practice in New 
Jersey.     
 
 Section 2 of the bill bans carriers issuing health benefit plans and the organized 
delivery systems with whom they contract from requiring prior approval (prior 
authorization, pre-certification, or provider referrals)  for PT services.  (Current law 
governing the professional practice of physical therapy already permits a patient to see a 
physical therapist without first seeing another licensed provider such as a physician.  
But, some health plans may require that the patient be referred by a provider or receive 
some other form of prior approval for purposes of reimbursement.)     
  
 Section 3 of the bill requires carriers to reimburse PT benefits at a rate at least 
equal to the PIP fee schedule and bans carriers from using network fee schedules to 
reimburse claims of out-of-network physical therapists.  This appears to require that all 
physical therapy services be reimbursed at no less than the amounts in the PIP fee 
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schedule. The ban on reimbursing out-of-network at scheduled rates is characterized in 
the bill summary as blocking the use of so-called “silent” networks, where an out-of-
network provider is reimbursed at a rate agreed to with another payer.   However, the 
requirement to use the PIP fee schedule appears to effectively override the prohibition 
on using the network fee schedule to reimburse out-of-network physical therapists.  This 
bill mandates a government payment schedule, which is highly unusual for covered 
benefits in a commercial health insurance product. 
 
 Section 4 requires carriers issuing health benefit plans and the organized 
delivery systems (ODS) with whom they contract to pay claims for physical therapy 
services to physical therapists, physical therapy corporations, health care facilities as 
defined at N.J.S.A. 26:2H-2 or covered persons, unless the covered person has 
assigned his benefits.  This provision operates to exclude payments to entities that are 
not exclusively owned by New Jersey licensed physical therapists and that do not satisfy 
the definition of health care facility at N.J.S.A, 26:2H-21, such as clinics and hospital 
satellites.   Although this definition appears to be all-inclusive, some facilities providing 
physical therapy may not fall within the scope of the definition.  For instance, the 
Commission has been advised by the Dept. of Health and Senior Services that non-
hospital facilities providing only physical therapy, occupational therapy, and/or speech 
therapy services have not been required to become licensed health care facilities unless 
they replace a hospital’s outpatient therapy department.  
 
 Section 5 mandates that carriers honor assignments of benefits by covered 
persons to out of network physical therapists and physical therapy corporations. 
 
 Although section 2 bans prior approval, section 6 requires that carriers issuing 
health benefit plans and the organized delivery systems with whom they contract 
respond to prior authorization requests within three days.  If prior authorization is granted 
or if the health carrier or ODS fails to timely respond to the prior authorization request, 
the claim cannot be denied for medical necessity unless there is fraud or the carrier or 
ODS pays for an independent medical exam by a physical therapist.  The carrier’s 
decision following the independent medical exam may be appealed under either the 
internal appeal process required by P.L. 2005, C. 352, to the Independent Health Care 
Appeals Program established by the Health Care Quality Act or to the private passenger 
automobile insurance personal injury protection dispute resolution process.2  A 
subsequent appeal must then be filed with the State Board of Physical Therapy 
Examiners.  This section also applies where prior authorization has been granted or a 
prior authorization request is timely processed and the carrier denies the claim based on 
the patient’s ineligibility on the date of service.  The Commission is concerned about the 
apparent conflict between sections 2 and 6.  Section 6 establishes requirements for 

                                                           
1 N.J.S.A. 26:2H-2 defines a health care facility as a facility providing services for the diagnosis or 
treatment of human disease, injury, deformity or physical condition, including, but not limited to a,  
general hospital, special hospital,  mental hospital, public health center, diagnostic center,  
treatment center, rehabilitation center, extended care facility, skilled nursing home, nursing home, 
intermediate care facility, tuberculosis hospital, chronic disease hospital, maternity hospital, 
outpatient clinic, dispensary, home health care agency, residential care facility and bioanalytical 
laboratory institution or central services facility   
2 Note that a denial by a health carrier or ODS based on medical necessity cannot be appealed 
through the provider dispute resolution established by P.L. 2005, C. 352 but must be addressed 
to  the Independent Health Care Appeals Program under N.J.S.A. 26:2S-12. 
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responding to prior authorization requests and denial of claims for prior authorized 
services.  But, such prior authorization is prohibited by Section 2.  
 
 Section 7 of the bill bans carriers issuing health benefit plans and the ODSs with 
whom they contract from changing the diagnostic codes on claims for PT services.   The 
intent of this section is probably to prohibit carriers from denying claims by using 
programs that “bundle” or “downgrade” procedure codes based upon services 
performed. 
 
 Section 8 provides that any denial of a claim for physical therapy services 
submitted by a physical therapist, a physical therapy corporation or a covered person 
that is denied by a carrier issuing health benefit plans and the ODSs with whom it 
contracts based on medical necessity, deviation from generally accepted standards of 
physical therapy or inappropriate documentation is an allegation of misconduct which, 
following an internal appeal to the carrier, may be appealed to the State Board of 
Physical Therapy Examiners which shall issue a final decision following a hearing.  The 
bill provides that said decision shall not be subject to appeal.  Sections 9 through 15 of 
the bill amend the prompt pay laws applicable to hospital, medical and health service 
corporations, prepaid prescription service organizations, individual and group health 
insurance companies, and health maintenance organizations to make PT claims that are 
subject to appeal to the State Board of Physical Therapy Examiners pursuant to section 
8 ineligible for the binding payment arbitration supervised by the Department of Banking 
and Insurance.   
 
 Section 16 amends the Health Care Quality Act to reiterate that all forms of prior 
approval, including a referral requirement, are not permitted with respect to PT services. 
 
 Section 17 amends the PIP dispute resolution statute (applicable to auto 
insurance claims only) to provide that decisions of the dispute resolution professional are 
not binding with respect to PT services that are subject to appeal to the State Board of 
Physical Therapy Examiners pursuant to section 8. 
 
 Sections 18 and 19 amend the PIP statutes (applicable to auto insurance claims 
only) to provide that PT treatment shall be covered as medical expense benefits without 
the need for a referral. 
 
 Section 20 changes the definition of physical therapist to include the designation 
of physical therapist physician.  It also amends the definition of PT to include peer review 
and independent examination services.  
 

Section 21 requires persons performing peer review and independent medical 
reviews in New Jersey to hold a PT license in New Jersey. 
  
 The Commission was unclear about the purpose of Section 22. 
 
 Section 23 states that sections 1-3 and 5-8 do not apply to general hospitals, 
comprehensive rehabilitation hospitals, pediatric rehabilitation hospitals or nursing 
homes.  Thus, PT services provided in these facilities can be subject to prior 
authorization and referral requirements, can be paid at rates other than the PIP fee 
schedule, are not subject to mandatory assignment of benefits, can have diagnostic 
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codes changed on claims and can not appeal claim denials to the State Board of 
Physical Therapy Examiners. 
  
 
 

 
 
 

Functional Summary of the Elements of S-2600  

In order to analyze this bill, the Commission identified the following “dimensions”: 
 
1. Prior Approval 
 

S-2600 prohibits carriers from requiring, as a condition of coverage of PT, prior 
approval. Examples of practices that would be prohibited are provider referral, pre-
authorization, pre-certification, and prior notice3.  Under present law, prior approval is 
very common in commercial coverage, and is either common or universal in auto (PIP) 
and worker’s compensation coverage.   (Section 23 states that these forms of pre-
determination would still be allowed when the PT services are provided by a hospital or 
nursing home.)  The law would prohibit such prior approval in commercial health, PIP, 
and worker’s compensation coverage.  
 

The law does not seem to change the current professional requirements which 
allow a patient direct access to PT without a physician referral.  Although such access is 
permitted, physical therapists who see patients directly are required to refer the patient 
to another health care provider, or inform the patient’s primary care provider about the 
current course of treatment in specific circumstances, such as failure of the patient’s 
condition to improve or treatment continuing for more than 30 days.    
 
2. Carrier Reimbursement  
 

Carriers must use the PIP fee schedule developed for auto medical claims to 
determine the minimum contracted charge, or the allowable charge (before cost sharing 
such as deductibles and coinsurance) for reimbursement of all PT claims payable 
pursuant to commercial health, worker’s compensation and automobile PIP coverage.  
(As in the case of pre-determination, Section 23 provides that this restriction would not 
apply if the provider were a hospital or nursing home.) This requirement appears to 
establish the PIP fee schedule as the minimum for reimbursement; it permits the carrier 
to pay more than the PIP schedule either in or out of network4.      
 

The bill sets a standard for what the carrier must pay the provider. It does not 
limit the amount an out of network provider can charge the patient (except in the case of 
PIP, where the provider must accept that amount).  In out-of-network commercial 
coverage, there may still be balance billing of the patients by the provider. 
 

This bill mandates a government payment schedule.  As Governor Jon Corzine 
noted in his signing statement for PL 2007, c. 345 (mandating coverage for prosthetics 
                                                           
3 These terms are not strictly defined and are often used interchangeably. 
4 The PIP fee schedule can be found in the Appendix to N.J.A.C. 11:3-29. 
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and orthotics) there is a concern that “this aspect of the bill [government setting the 
reimbursement levels] will limit insurers’ ability to negotiate price reductions under 
circumstances that will not reduce access.” 
 

The bill prohibits the use of in-network reimbursement as the basis for setting 
out-of-network reimbursement.  This requirement would appear to have little impact, 
because both in-network and out-of-network reimbursement would be subject to the PIP 
fee schedule at a minimum.  However, the bill summary indicates that the legislative 
intent is that “silent networks” (contracted rates between the provider and someone other 
than the payer) not be used in determining out-of-network reimbursement.  This might be 
operative in the case where a contract allows for reimbursement in excess of PIP. 
 
3. Carrier Adjustment of PT Claims 
 

The carrier cannot adjust the diagnostic codes (this probably means the 
procedure codes) in a PT claim.  Section 23 implies this would not be the case for 
hospital and nursing home claims. 
 
4. Review and Appeal of PT Claim Denials 
 

S-2600 would specifically remove PT claim denials and appeals from a system 
put in place under the Health Claims Authorization, Processing and Payment Act, P.L. 
2005, c. 352, specifying a different mechanism, which includes review by the State 
Board of Physical Therapy Examiners.  Section 23 states that this would not be the case 
if the provider were a hospital or nursing home.  
 
5. Mechanism of Payment 
 

Carriers are required to honor assignment of benefits.  Unless benefits are 
assigned, the law may block payment to certain institutions providing PT. 
 
6. Definition of  “Physical Therapist” 
 

Section 20 defines a physical therapist as a specialty physician within the 
meaning of N.J.S.A. 45:9-37.11 et. seq. and allows the use of the term “Physical 
Therapist Physician.” 
  
 
 

 
 
 

Other Research 

A concise but useful study was done by the Medicare Payment Advisory 
Commission (MEDPAC) in 2004.5   (A copy of this study is attached as an appendix.)  

                                                           
5 Medicare Payment Advisory Commission’s December 30, 2004 report to Senate President 
Richard B. Cheney and Representative J. Dennis Hastert, delivered in accordance with section 
647 of the Medicare Prescription Drug, Improvement and Modernization Act of 2003, studying the 
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This study was specifically about whether Medicare should continue to require that PT 
services be referred by physicians.  The study addressed both the cost impact on 
Medicare and the health impact on Medicare beneficiaries.  In the course of its study, 
MEDPAC looked at behavior in commercial insurance markets.  It noted that various 
forms of prior review of PT are common in commercial insurance markets. 
 

The MEDPAC recommendation was that referral by a physician continue to be 
required, on both medical and cost grounds.  In fact, the recommendation went further 
and suggested additional steps beyond referrals to increase the efficiency of PT 
services.  In particular, it noted the need for ongoing review of the necessity of PT 
services along the lines practiced by commercial insurers. 
 

MEDPAC also noted that practitioners of other forms of therapy, notably 
Occupational Therapy, would argue for the same sorts of direct access. 
 

The MEDPAC conclusion may not be directly translatable to this bill affecting the 
New Jersey commercial population.  As the study notes, the Medicare population is 
older and sicker than the average commercial population.  The MEDPAC concern that 
the overall medical needs of the patient be assessed in connection with PT may not be 
as critical in the case of younger, healthier patients with fewer comorbidities, or for whom 
the indications for PT may seem obvious.  Furthermore, a generally younger and 
healthier population may bear out at least one study cited by MEDPAC indicating that 
cost savings from avoiding the initial physician visit could offset additional costs of 
unreferred PT. 
 

On the other hand, a study by Mitchell and de Lissovoy6 (is often cited as 
indicating that direct access might reduce the cost of care.  This study of a commercially 
insured population models cost of episodes of care based on various factors.  The study 
concludes that episodes in which there was no physician referral were less costly overall 
than episodes which there were physician-referrals.  The study does attempt to control 
for seriousness of the episode (since more serious conditions could be considered more 
likely to be initiated by a physician).   
 
 
 

Comments 

 
 

 The Commission received comments in opposition to the bill from five parties.  
No comments were received in support of the bill. 
 
  Kessler objects to the limitations in section 4 which restrict the entities to whom 
carriers can pay benefits for physical therapy services.  This section excludes entities 

                                                                                                                                                                             
feasibility and advisability of allowing Medicare fee-for-service beneficiaries direct access to 
outpatient physical therapy and comprehensive rehabilitation facility services. 
6 Mitchell, J.M., and G. de Lissovoy.  A comparison of resource use and cost in direct access 
versus physician referral episodes in physical therapy, Physical Therapy, , vol. 77, no. 1, pp. 10-
18 (1997). 
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that do not qualify as health care facilities and are not exclusively owned by physical 
therapists.   Such restriction would prohibit payment to the various outpatient clinics 
owned by Kessler.  Kessler is also concerned that use of a mandated fee schedule for 
physical therapy services will cause carriers to diminish the physical therapy benefit to 
the detriment of covered persons.    
 
   MSNJ states that S-2600 will increase premiums and medical costs by 
eliminating referrals and prior authorization.  It states that physician referral for physical 
therapy services is needed to insure proper diagnosis and treatment.  It states that use 
of the PIP fee schedule to determine physical therapy benefits in health benefit plans is 
inappropriate because PIP providers cannot balance bill patients unlike out-of-network 
health care providers.  The Medical Society strongly objects to use of the designation 
“physical therapy physician” because physical therapists do not have the education 
required of physicians. 
 
  NJAHP believes that the definition of covered physical therapy benefit creates 
an unlimited PT benefit because it refers only to PT provided by a PT provider to a 
covered person rather than to PT services covered by a health benefits plan.  NJAHP 
believes this definition overrides plan limits and exclusions related to PT.   The 
Association also objects to the ban on referrals and prior authorization and the 
requirement to obtain an independent medical exam as costly and unnecessary in light 
of the right to an external appeal before the Independent Health Care Appeals Program.  
The Association objects to use of the PIP fee schedule to pay for PT services and notes 
that no other provider rates are set by the government.  Moreover, it argues that the 
removal of physician authorization for PT will adversely affect health quality and notes 
that mandating carrier acceptance of assignments of benefits will remove the incentive 
for providers to join networks, thereby increasing premiums.          
 
 NJM objects to direct access to PT services due to the substantial risks 
associated with the treatment of injuries prior to obtaining a medical diagnosis or 
performing imaging tests to determine the nature and extent of the injury.  NJM notes 
that direct access will cause over utilization of PT services which will increase premiums.  
Similarly, NJM states that the ban on prior approval will remove protections provided by 
the Automobile Insurance Cost Reduction Act of 1998 and require preferential treatment 
by carriers of PT providers.  Finally, NJM notes that a legislatively imposed fee schedule 
for network providers is anti-competitive and results in additional costs with no 
countervailing benefit. 
  
  PCIAA objects to the elimination of the referral requirement because the 
physician is best able to review a patient’s condition and determine the soundness of 
treatment.  PCIAA notes that physical therapists do not have the education or training 
necessary to provide an overall diagnosis.  Moreover, referrals protect against fraud, 
abuse and over-utilization.  PCIAA objects to having the State Board of Physical 
Therapy Examiners decide physical therapist payment disputes because the Board does 
not have the resources or experience to perform this function and the PIP arbitration 
process functions well.  PCIAA cites several studies of the Office of the Inspector 
General in the US Department of Health and Human Services finding that physical 
therapy services are unnecessary and excessive.   
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Cost Analysis 

 
 
DOBI staff prepared a separate report on the estimated cost of this bill.  The staff 

cost analysis is included as Appendix I to this report.   One critical assumption of this 
cost analysis is that the amount of PT coverage remains the same.  For example, if a 
plan currently covers a maximum of 30 visits, it is assumed that maximum will remain, 
even though subject to the provisions of the bill regarding referral, pre-authorization, 
payment, and denial of claims.  In reality, a carrier or plan sponsor could choose to 
reduce (or more dramatically, eliminate) PT coverage as a result of this bill.  This would 
moderate any cost increase.  It might also have the opposite of the intended effect on 
coverage.  

 
It was assumed that increased costs under this bill would arise from two sources: 

1) additional services provided because of the ban on prior approval, and 2) higher costs 
for each service because of the use of the PIP fee schedule.  Item 1), additional services 
provided, can be further divided into services that would have been denied under prior 
approval, and services that were never requested because of the prior approval barrier.    

 
Although cost estimates varied widely (more widely than one might expect) a 

mid-range estimate would be that costs would increase by about 1% (before any 
offsetting reduction in the value of the PT benefit, such as a reduced maximum number 
of visits or days).  This would correspond to an increase of about $40 a year per person 
based on the 2006 average premium per covered person of $3800 per year.  This bill 
could result in a decrease of the insured population of from 4,800 to 14,400 people, 
depending on the response to price increases by purchasers, which is known as 
“elasticity”.  This assumes an elasticity of -0.2 to -0.6.  This also assumes that all of the 
additional costs of the bill are passed on to consumers.  
 
 
 

Conclusions 

 
   
Nature of the Bill as a Mandate 
 

This bill is not a “mandate” in the strictest sense of the term.   It does not require 
that physical therapy be covered at all by a commercial health plan.  If physical therapy 
is covered by a commercial health plan, it is not required to be covered to the same 
extent as other medical conditions.   The bill is a mandate because it has standards on 
carrier control of access and carrier reimbursement.  
 

Other bills studied by this commission were mandates in the strict sense.  
Coverage for a particular condition was required to be covered to an extent stated in the 
bill, often to the same extent as other medical conditions.   However, some of these bills 
also contained provisions on access and reimbursement.   
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Consequences for the Effectiveness of Medical Care 
 

There are at least two opinions on the consequences of this bill.   One opinion is 
that the bill will lead to PT services being provided more quickly, and to a greater extent, 
than is the current case. The opposite opinion is that this bill will lead to an increase in 
unnecessary or inappropriate PT services.  Perhaps the strongest concern of those 
holding the latter opinion is that lack of prior authorization will lead patients to forego 
necessary services from non physical therapy providers.   
 
Cost Consequences 
 

The report provides a cost estimate of about 1% of premium for commercial 
health coverage.  The Commission warns that this is a rough approximation, but 
believes an estimate of the approximate size of the cost impact should be sufficient.  The 
Commission notes that (as in all mandate discussions) a balance must be sought 
between the additional care made available, and the additional cost of health benefit 
coverages.   The Commission notes a concern that the bill might have an excessive cost 
impact on individual coverage.  Finally, because this is not a “true” mandate,  employers 
purchasing group health coverage for their employees  may respond to the additional 
cost imposed by this bill by reducing or eliminating the amount of PT  that is covered. 
 

As noted below, the Commission was not able to develop a cost estimate for PIP 
or Workers Compensation coverage. 
 
Consequences for Consumers 
 

One reason for prior authorization and provider referral under health plans is to 
reduce the possibility that the services will be deemed medically unnecessary (or 
otherwise not covered) at the time of claim review.  The bill limits, but does not eliminate, 
medical necessity review.  Therefore, an unintended consequence of the bill could be to 
increase the number of post-service denials.   
 
Auto (PIP) and Worker’s Compensation 
 

This bill brings automobile personal injury protection and worker’s compensation 
coverage within the scope of the regulation of commercial health coverage.  These two 
systems have historically evolved with different systems of benefit determination, 
provider networks, and provider compensation than commercial health coverage.  Both 
of these insurance systems are designed to respond to injuries in specific contexts.  It is 
not clear that perceived difficulties in the commercial market (approval practices and 
reimbursement) exist for these other two systems, or that solutions appropriate to the 
commercial health market would be suitable for these other two systems.   If there is a 
perception there are issues that need to be addressed regarding access to PT when 
services are reimbursed through automobile personal injury protection or worker’s 
compensation coverage, legislation specific to the issues in the context of these two 
systems might be more appropriate. 
 
Other Issues 
 
The Commission considers some of the other aspects of the bill (designation of physical 

 10



therapists as physicians, specific mechanisms of appeal of claims, and prohibition of 
direct payment to some sorts of payers) to largely fall outside the concept of a “mandate” 
in even the widest sense.   However, we draw the attention of the legislature to the 
comments of various parties.  We have concern that involving the Board of Physical 
Therapy Examiners in the claims appeal process will create a burden for which that 
board has neither the expertise nor the capacity.  The designation of physical therapists 
as physicians does not seem to have an impact on access to quality and affordable PT.  
Furthermore, physical therapists may be prohibited from using this title without meeting 
requirements of the Board of Medical Examiners.7  The bill does not provide a rationale 
for identifying certain types of facilities (specifically, facilities that are not licensed by 
DHSS) for ineligibility for direct payment from a carrier.  If the basis is either punitive or, 
as a matter of policy, to direct payment away from such facilities, that intention should be 
made clear in the bill.   
 
   
 

 
  
 

                                                           
7 N.J.S.A. 45:9-18 seems to say that someone who uses a title implying they are practicing 
medicine is to be regarded as practicing medicine (for purposes of state law). But N.J.S.A. 45:9-
37.14b says the physical therapist licensing act does not authorize physical therapists to practice 
medicine unless otherwise licensed. 
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APPENDIX I  
 

STAFF COST ANALYSIS OF S-2600 
 

 
 
 

Current Status of Coverage for Physical Therapy 

Carriers state that almost all commercial contracts have some level of coverage 
for physical therapy.  Generally, there are no minimum standards for the amount of PT 
that must be provided in New Jersey commercial health insurance coverage.  An 
exception is the IHC market, where standard plans must provide 30 PT visits per year 
and Basic & Essential plans must provide a minimum of 20 visits per year.  The SEH 
standard plans also have visit limits1, but these may be reduced by rider.  Carriers are 
permitted to require some form of prior approval for physical therapy.  

 
In the large group health market, 30 PT visits per year is a typical benefit.  

Another typical benefit is 60 continuous days per condition.   Purchasers can increase or 
decrease cost by adjusting these maximums, or by introducing deductibles and 
copayments.  Costs can also be addressed by combining different sorts of therapy in the 
visit limit, for example, 60 visits per year for physical, occupational, speech, and 
cognitive therapy combined.  

 
These two benefits appear to have about the same cost. For one large carrier, 

the typical PT benefit contributes, on average, about 0.65% to total benefit costs (before 
cost sharing).  This translates to about $25 per year per covered person.   On average, 
unlimited PT visits (with prior approval) increase cost by about 50%.  A 20 visit limit on 
PT decreases costs by about 20%.  A $20 copay per PT visit reduces costs by about 
25% and a $40 copay reduces costs by about 50%.  

 
Carriers analyzing their claims experience generally estimate that PT claims as a 

percentage of total claims were slightly higher than the above estimate based on the rate 
manual.    One carrier estimated that PT claims as a percentage of total claims ranged 
from about 0.7% (for Small Group HMO/POS) to around 1.8% (for Large Group PPO).  A 
second carrier estimated a range from 0.2% (HMO) to 3.4% (PPO) with an average of 
about 2%. A third carrier provided an overall estimate of about 2% of total claims coming 
from PT.    Experience was available for individual business only for a fourth carrier.  The 
percentages were 0.3% for HMO and 1.8% for PPO.  This suggests that PT accounts for 
about 2% of total claims overall, but that the percentage of PT claims will be much lower 
in HMO (highly managed) contracts than in PPO contracts.  (However, do not confuse 
this lower level of PT claims in HMO with the higher impact, to be discussed below, of 
the bill on HMO). 

 

                                                           
1 SEH standard plans provide for a total of 30 PT and occupational therapy (OT) visits combined. 



Finally, carriers indicate that prior approval is commonly used to control access 
to physical therapy.  Referral from a provider is common in HMO contracts, and pre-
authorization is common, although not universal, in PPO contracts. 
 
 
 

 
 

Cost Impact 

 
DOBI staff attempted to estimate the cost impact of this bill on the commercial 

insurance market of approximately 2.4 million people.   The DOBI staff assumption was 
that the primary cost impacts would come from the removal of any form of prior approval 
(referral or pre-authorization), which would increase the number of covered visits, and 
from the requirement to use the PIP fee schedule in determining payments or allowed 
amounts, which would increase the cost per visit.  Additional visits from the ban on prior 
approval would include visits that would have not been authorized, as well as visits that 
were never requested because of prior authorization requirements.  DOBI staff did not 
think that the other aspects of the bill (such as prohibition of down coding, acceptance of 
assignment, prohibition of direct payment to certain carriers or the different procedures 
for appeals of denials) would have a measurable effect.   DOBI staff was also only able 
to make this cost estimate for commercial health insurance.   Cost estimates for 
automobile personal injury protection and worker’s compensation coverage are outside 
of the scope of the Commission’s responsibilities.     
 

DOBI staff requested cost estimates from the six largest New Jersey health 
carriers.  We requested separate estimates of 1) no prior approval and 2) reimbursement 
at the PIP fee schedule.  Responses were received from 3 carriers. 

 
Carriers were advised to evaluate the bill as if prior approval were not permitted 

Therefore, they were to overlook the references to pre-authorization in section 6.  
Furthermore, carriers were advised to assume that all PT was paid at the PIP fee 
schedule.  They were to overlook the restriction that out-of-network could not use an in-
network fee schedule. 

 
Carriers may have made certain assumptions that would tend to increase the 

cost estimate.  Carriers may have assumed that they would not be able to disapprove for 
medical necessity, because section 6 implies that such disapprovals would be before the 
Board of Physical Therapy Examiners.  Carriers may not have considered that, as 
provided in section 23,  covered physical therapy provided in some facilities would still 
have been subject to pre-authorization and could be paid at levels (contracted or 
otherwise) less than PIP. 

 
  Finally, the carriers provided estimates of the gross impact, before any 

reduction of benefits.  The assumption is that purchasers do not offset the increased 
costs of the bill by reducing benefit levels (typically, the maximum amount of PT 
available) or (less likely) by eliminating PT entirely.  This response is possible because 
the bill does not mandate that any level of PT services be covered. 
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The estimated impact of no prior authorization was generally higher for plans that 
required a physician referral (typically, HMO plans) than plans that required pre-
authorization.   

 
One carrier estimated that no prior approval would increase total claims by  0.1% 

to 0.7%, depending on whether pre-authorization (lower estimate) or referral (higher 
estimate) was involved.  Another carrier estimated that the impact of no prior approval 
was higher, a range from 1% to 2%.   A third carrier estimated almost no impact. 
 

For the PIP fee schedule requirement, the first carrier estimated an impact of 
0.6% and the second carrier estimated an impact of 1%.  The third carrier was not able 
to estimate a cost impact of the PIP fee schedule. 
 
 
 

 
 

Analysis 

 
There was a wide range of cost estimates from 0.7% to 3% (realizing that one 

carrier found almost no cost impact).   For purposes of analysis, DOBI staff suggests a 
total cost estimate of approximately 1% of premium.  This is consistent with the total 
estimate of the midrange carrier.  This could be further refined to an estimate of 1.3% for 
HMO/POS (strongly managed) plans and 0.7% for PPO (lightly managed) plans. 

 
In the large group market of about 1.4 million covered lives, about 62% of the 

people are covered by HMO or POS plans where the impact is expected to be higher.  In 
the small group market (900,000 covered lives), about 67% are covered by HMO or POS 
plans, and in the individual market (almost 90,000 covered lives) about 72% are covered 
by HMO or EPO  in-network-only plans.   Because of the approximate nature of the 
analysis, it’s difficult to conclude that the bill will have a disparately high impact on the 
reform (individual and small group) markets.  However, the higher proportion of people in 
highly managed plans in these markets does raise that concern.   

 
Purchasers in the individual market are at an additional disadvantage.  Coverage 

in the market is through plans with standard benefits, or with very few benefit options.  
Therefore, an individual will not have the option available to a large or small employer to 
compensate for the additional cost of the bill by reducing the value of the PT benefit 
(through a lower maximum or higher copayment, for example).  
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