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ABSTRACT

Prepaid group practice as a concept for providing
health care is now over 25 years old in the nation and in New York
City. It has overcome initial opposition by the medical profession
and has been adopted by government as a healthy strategy under the
acronym HMO or "Health Maintenance Organization". The author asserts
that on two major criteria for evaluating the health care
system--accessibility to the health care system and cost of
treatment--prepaid group practice compares most favorably with other
types of Insurance pians. There are presently estimated to be 170
operational HMOs throughout the country providing service to some
eight million enrollees. An additional 262 HMOs are in various stages
of planning and development, although only 66 of these have the
assistance of government funds for feasibility and planning surveys
under the FPederal HMO Act of 1973. The HMO is substantially an urban
phenomenon requiring large concentrations of population and large
initial sums of money. The HMO Act of 1973 was a Federal Law designed
to promote and encourage the growth of prepaid group practice plans.
Before and after the Act passed Congress, criticism began to develop
and major problems began to emerge. The author advocates definitive
and timely Congressional action to amend the Law in order to ensure
its success. (Author/JM)




US DEPARTMENT OF HEALTH
EOUCATION & WELFARE
NATIOMNAL INSTITUTE OF

PRIVARY HLALTII CAR: IN THE URBAN COMAUNITY:

N ROLS OF T DPRNPATD GROUP PRACTICH PLANG [."'}[‘";,“"E'?,U(f'to,u“‘,‘".,‘*,‘j'.,
N~ U L S
NN by Allun romfeld b gﬁé&ff;fifﬂ_\J§T
O [ SIS SNNL N A N
L
o
o Propaid groun practioe as a concept iox providing health™ oo is now
L{ over 25 years old in the nation and in New vouk City. It hes orcredac
L1t initial oppes.cion by the medical profession and has boen adopted hy '
government as 2 hecalth strategy under the acyronyin MO or "jleal th Maron-
torince Cvoan. .ation® Do hAos provide reoady acoessihilaly by cen-
sumors to yowt gualily health carc at a reasouehic cost?

It is tOMDtjPﬁ for those of us whe operate pluus to poini to prepaid
group practics as the solution to the endemic “crisis” purpefroicd by
a-ﬁﬂd the {oo-fer-scrvice nen-systen,  The avguments f£ox Prepaild gureoud prac-
-u-ni {ice arc persiasive. Prepaid plans coaceptuaily and seganizztionally
(:323 do hnve the anility to contain costs, provide continunus good cuaal ity
gggz: carce, anG Lo rcemove the barriers to care inherunt in the {ee-for-service
| system,
[ el
ﬂzﬂiz From a cosc standpoint, prepaid plars, while requiring suha =antlinl
K capital expenrditures, cxhibit more efficient usc of the madical care
“f;ﬂw do: lur. Ixisting pling have consistcntly demonctunted a &u“tLSL1 cally
Eiiam Sronilice L lunwes LOSDHLLIL alilizaticn which prodoces cubalantadl oLV
ings since hospital costs acconnt foxr the largest sortion of the modical
e @ iy 1A - : - s 3 P . ; : €3 e 1 .
s care doliar. In addicion, since phy51C1an reorbursement is fixcd on a
£ capitaticn

basis (arrived at through arm's lengih negotiations) without

regard to the number of services provided, the incentive for providing

.o Wnnecessary scrvices is removed. From a delivery standpoint, the sub-
(.u criber is assurcd of continuity of cave, 24 hovwr a duy covcreage, and

. the convenien of receiving all awbulatory medical care in one lozation.
SO he prepaid tem can more easily develop mechanisms and impose guality

G:}’:’controls, anw screen the qualifications of physicians. Since there is
_‘-l.llittle nr no Goliar outlay at the times services are received, finan-

‘:‘:lcial barriers co receiving medical service are rcmoved and a favorable
atmosphere for the practice of medicine is created.

Let's look at the plan I represent to sce how well it provides

bility to consumers while containing costs and delivering good
care.

accessi-
quality

HIP and New York City have a unique and special velationship. DIIP is
a creaturc of the urban environment in many significant ways. Created

r~ 27 ycars ago under Mayor La Guardia in recognition of the nzed to pro-
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videe medical care to City wmployecs, P today serves the health nceds
of about 10 of the City's population. It is the major source of am-
bnlatovy care oo an organired prepaid group practice basis with 28
inder adent gooovs of physiceians in the metropoliten arca operating
out ¢l 4b vedical centers and subcenters which contract with 1P to
provide care Lo LD enrollcees.

OTP i a health systom with masy comvonent parts providing medical
care Lo @ divewsificod, but mainly midcdle class population including

3
Cit/, Stove ana Dederal employees, labor union groups, and Medicarc
and rudiceid rocipients,

HTP prlicy is get by a 24-man Board of Directors representing contrac—
tore, providers, ccnsumers and the public. The HIP corporation under-
takes te murket, enroll, pay capitation to the medical groups, monitoxr
the quality of carc, dispose of claims and compIainte, and account for

-

arc cither partnors ov contract physicians in the 28 medicail groups.
About 4C0 are fnli-time with HIP and provide over 50% of all medical
scrvices. Although the medical groups provide a substantial parti of
care to patients, IIID has over the years undertaken to deliver dircctly
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Ca¥é.  JuL exanple, our kFmergency Service Program
opzraces wnen tht mediesl groups are closed, on a saven day, 24 hour a
day basis providing emergency care throughout the City. HIP operates
a Mental Iicalth Program providing care to about 150,000 persons. Our
Drug Progzam puvesently f£ills 1,000 prescriptions per day. Through a
subsidiory corporation, HIP operates thc La Guardia Hospital in Queens
County wnich is presently, with the aid of a State loan, expanding to
over 300 beds. When completed, this hospital will take care of all
HIP's hospital needs in Qucens County. In addition, HIP and the medical
groups share responsibility for a Centrulized Laboratory, presently
delivcring some 2 million laboratory services per year, and a Special
Services Fund vhich spends over 2 million dollars per year to provide,
on rcferral, supcr-specialty services beyond the scope and capabilities
of the medical groups such as heart surgery, radiation therapy, neuro-
logical surgery and many others.

HIP attcmpts to assure quality care through a variety of means. Physi-
cians cntering the IIIP system must be approved by a Medical Control
Board consisting of outside distinquished physicians. This Board also
sets standards and qualifications for manpower needs, facilities, and
other aspects of the delivery of care.

The HIP Medical Department monitors contractual standards. A Peer

Review system is in place and operational this year. HIP has a well-
developcd system for handling subscriber complaints through several

3

funds. It providee and supervises ancillavy care through social workers,
health c-duacators and nutritionists. Presently over a thousand physicians
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channels: 1) a Subscriber Service Depavbnent, 2) consvmer councils in
each medival ygroup, and 3) a final appeal to an independent ombudsmar.

Acccss to the syster by the consumer is ob an individual appcintment
basic throu;l a single primary care physician in the modical aroup
chosen by the consumer. This primary care physician makes nccessary
referrals to specialists and other health scrvices.

This Chumbnail sketch is brief, but it will give you some jdea of the
complexity and scope OF the HIY csystem.

m 1973, physicians affiliated with HIP medical groups provided a total
of 3.2 million face-to-face office services; 3,500 babies wotle delivered
by HILP physicians; 1,000 operotions were performed in hospicals: 1.8
million specialbty services were provided. HIP physiclans provided an
average of 4,3 services per enrollec. TIn addition, many Lthousands of
ancillary sorvvices were provided through the Centralized Laboratory,

Emergency Sceuvice Proiram, the Drug Program anc the Mental Iicalth Pro-

grai..

I reecite these statistics to show you that, despite any bureauvcratic
red topo ncol ssarily inherent in snch a large und complex sysicm, thou-
sond's of DIP carollecs, on a daily basi., are able to have ready access

to all compon.nts of medical care.

ovev the 27 vears of its history, JITP has many pioncering achievements

to its credic and continues to come 1p with creative programs and
mechanisms which serve as a role model for other NMOs around the country.
For instance, the Peer Review Program and the indcependent Ombudsman
established in the HIP 1973 contract with the medical groups are land-
marks in an ambulacory care systcm.

In 1973 per capita expenditures for personal health care in the United
States were $441; for a family of three this would amount to $1,323.
Per capita costs of the Medicaid Program in New York City were $1,338
(exclusive of nursing home care). Comparable HIP premium for 2 family
of three or more was $302. To this amount must be added approximately
$356 for Blue Cross hospital bencfits making a total in and out of
hospital package of $658.

The average cost of an office visit delivered by a HIP family doctor
in 1973 was akout $10 including cost of X-rays and injectable drugs
and the average cost of an office visit to a HIP specialist (who
deliver almost half of all physicians services) was about $20. We
believe that this is about 90% of the cost of comparable indemnity
plans, and can be compared to the average cost of an out-patient
service in a hospital emergency room which ranges from $35 to $50.
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fospital utilization of HiP enrollees is 15 to 70 por cent less Lhan
hoe utilizotion of tho ave,yoace Bluae Cross envollee.  Yet neithoc LY
Coive any finarcic? advantaore or inceniive

1¢ \
Ollorg in hosoital cost sovings thet have cocrued

I

nor

nodr ol agrmy

Ll A
from the miltilon of Q
over thoe yeore.

Thue on two vejor criteria for evaluating the hzalth cavrzs systen which
arc nontioncd in thedraft outlined for this symposiw:, nomely sceegsi-
Lilely Lo the health care system and cost ok treatment, I belicve pre-
paid group prictice compercs NOSst faverably vith othen types ol insuc-
ance plons.

There cro presently estimated to be 179 opcraticnal 1Nos throv-hout
the coun’ ry nroviding scervice to some 8 miilioen enroliees. An addi-
tionzl 202 HMOs arc in various steges of planning and development, al-
though only 65 of these have the assistance of goverawent funds for
feasibilivy and planning surveys under the Fedewal IIMD Act of 1973,
Sponsorg of INOs include insurancc companics, Blue Cross affiliates,
hospitals, medical schools, unions and consumer groups. The IO 1s
substan! ially an urpan phenomena because of the large concentirations
of populution aund large sums of money needed to establish facilities

g Lo i he Line plal oponctional.

only a few of the plans presently in operation can be considercd

grants. Kaiscxr on the West Coast with well over two million enrollces
has cxpa.dad westward to ITawaii and eastward to Denver and Clcveland.
The next larjest is the Ilealth Insurance Flan in New York City with
about 750,000 cnrolleces. After that comcs the Group Health Co-Operative
of Puget Sound, Scattle, Washington, with about 150,000 enrollees. All
the rost are fairly small. An operative plan with thirty to fifty
thousand enrollces is considered a good sized HMO.

Let's examinc the HMO Act of 1973, a Federal law designed to promote
and encourage the growth of prepaid group practice plans. Passage of
the Act was heralded by its proponents as a long-awaited and neccssary
leap forward to a morc rational hcalth delivery systcm which could
also contain runaway costs. The Act contains several key provisions
belicved to be cssential to HMD development including, 1) the authori--
zation of $375 million to be distributed over a five-ycar period in
the form of grants and loans for IIMO development and expansion, 2) a
mandatory dual choice option requiring that cmployecrs of over 25
employeecs offcr a choice of an HMO along with other hcalth insurance,
and 3) the p.oe-empting of State laws whichk discourage development of

HMOs .

Refore and after the Act passed Congress, criticism hegan to develop
and major problems began to emeryge. Thesc problems arc especially
critical as they affect established operational plans. For instance,
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the ACt nen daces @ bencfit paeckage that is so rich and comprehonsive
that it will be wost ditficulu Lo market competitively. This s
booeming wor e acute in a shgging cconynyv.  For HIP to become a coxti-
ficd MO weold mean a 15, procium rise wiich in turn would mean that
th» City on L Yors, our L1 st contractor, would have to agree to the
payiient ol $i to $5 millio itional dollars the first year Lo cover
costs for iis HIP and City enrollees or large co-payments by the con-

' pe - - under present [iscol extremnly

gum~v. Yo 've read today's noewnpQ
{his is not very liloly. fThere are othoex serious preblews with the
bilt.

UL o4 is necded ab Lhis time is definitive and timely Congressional
actian Lo ar.nd the low in oxdexy to assuse iks success. 1 suspect
that the Foosaistrocion is shedding no tears over the standsiill pace
of develousmt of the Act and prefers not to spend the money for
implomentaticon.  This is consistent vith the rdministration's thinl-
ing in rcconuending no action be takeo with r=spect to consideration
of motional foalth insurance at the present time.

ot

Before closing [ should mention one of the major problems that urban

governmonts on every level are grappling with and that 1s the huge cost
of providiv- care Lo thy Medicadd vopuletion. During the 10-yecar

Ppriod 1O 0 4 L0700 over a1 ilhn o praaanioe claacs oy viduals moveu

ovt of Hoew vork and weee repleced by an oguivaient numbex of dis-
advantaged, frequently under-cducated people without job skills forv
whom medic~: 1l care nust be provided by govcrnment subsidy. Th.s
shifting population pattern continues and has a prof»und cffect upon
HIP which his remaincd mainly an urban, inner-ecity oriented system.
The original concept of HIP was to provide care for employec pcopic.
In view of this vast shifting of pcople the fact that HIP's population
has remaincd relatively stable is remarkable. HIP has not shirked

its responsibility to the less fortunate. Starting in 1962, HIP began
a welfare demonstration project to provide medical services to welfare
recipients integrating this population with its regular case load.
After the Mcdicaid law came into being, HTP at one point enrolled

some 93,000 Medicaid recipients. This number has now dropped con-
siderably. The Medicaid population has two major problems. The first
is that according to present eligibility rules, Medicaid recipients
have to be re-cerlificd every month; thercfore, they go in and out of the
Medicaid system so fast that it is almost impossible to keep track of
them for enrollment purposes. Secondly, an extensive outreach program
is nececssary to properly educate the new enrollecs on the services
available and how to use the system. Without placing blame, HIP and
the pepartment of Social Services of the vity of New York have never
been able to agree on an enrollment system that brings laryge numbers of

6
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Modid cand nrul}uus into 1Ly, Instcad, Medivaid errolles are recciving
wwe from the Iledicaid mills thai. have sprung up in ghetto

C
e thcy are ping-pongad throtgh the fee-{en -seivice e thod

sub-quaiid
areas whe
resulting in hagh cocts to the governnent., On the olLher hend, Jhedicaid
paticnts in 070 2ve charged oaly the basic Fixed premiuvin.  Thic is a
great injustice to prepaild group practice and ought to be reciified if
we are serious about providing good gquality mcedical care at rcasocnable
costs Lo our indiyent population.

Is it feogible to reorganize the present health delivaery systen so that
all or roct Amncicans will receive their care chrough prepaid group
practice on & copitation basis?  The broad consensus of reople for whom
prepai-d crcoup practice is e cause" think this is not fcasible at the
present time and do not expect that it will become feasible in the {or-
seeable future. HMOs are not looking for cxclusivity. In fact onc
of the stendards by which HMOs are judygcd for eligibility to become
mompers of Gooup Health Ascocialion of America iz “hat a dual choice
option pcriod he extended to all enrxollees. Many Americans for a variety
of difiierent rcasons will continue to use the fee-for-scrvice system,
Wnac preplid grouw p“gcticn wants is a fair governmental and legisla-
tive climacte and a fair chance in the compelLitive market place. Given
that opportunity w» have no doubt that prepaid group practice will con-

LR
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COwTW Lo vl boueie Whrouyir guowln o vaan e aviernalive Lo
the feo~ivc-ccrvice eysiem in all urben communiiies.
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