
An HMO with Private Family Physicians 
Coordinating Care and Controlling Costs

Stephen H. Moore, MD
Seattle, Washington

There has recently been  a renew ed interest in 
controlling the escalating costs  o f  m edical care by 
allowing different types o f  delivery system s to  
com pete for patients. This renew ed interest in 
control o f  m edical co sts  through private sector al­
ternative delivery system s has resulted in the cre­
ation o f  several new  system s. To m ost physicians, 
health m aintenance organization (HM O) m eans 
the traditional, c losed  panel HM O in w hich phy­
sicians are on salary and patients have to com e  
to a central facility in order to obtain health care. 
A s a result o f  stiff com petition for patients, several 
types o f  private practice HM O s have now started 
form ing. The m ost com m on are those in w hich an 
existing group practice develops its ow n HM O  
benefit package and m arkets it to em ployers in 
that area, thus requiring patients to com e to that 
group practice in order to get their health care. 
A nother com m on type is the independent practice 
association  (IPA), w hich is a m ore loose ly  organ-
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ized network o f  private practice physicians. This 
plan has large num bers o f  physicians o f  all spe­
cialties participating so that the em ployee can 
usually remain with his or her existing physician  
and still obtain the m ore com prehensive benefits 
o f  the IPA plan.

There are several major d ifferences betw een  the 
IPA and the closed  panel HM O. W ith the IPA, pri­
vate physicians continue to  see  patients in their 
ow n offices rather than in a separate facility. They 
are also free to serve all patients, not just those 
enrolled in the plan. They usually continue to be 
paid on som e form o f  fee for service rather than 
salary. H ow ever, a risk sharing system  is built 
around the principle that in order for each partici­
pating physician to co llect his full fees , the plan 
m ust have m oney left after paying for other serv­
ices. W hen this risk sharing system  in the IPA is 
not taken seriously at the individual physician  
level, the plan usually has to im plem ent som e con­
trols on use o f  the hospital. If the private physi­
cians are able to low er the use o f  the hospital, then 
the IPA d oes becom e an efficient delivery system  
within w hich private physicians can com pete for 
patients w ho are now  being taken away by closed  
panel or group practice HM Os.

Increasingly, the IPA s, as w ell as the group 
practice H M O s, are com ing to rely on a “ gate-
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keeper” or “ coordinator” role for the primary 
care physician. This new  dim ension to the tradi­
tional IPA has been term ed the “ primary care 
network.” 1 M any group practice H M O s, such as 
the Med Center Plan in M inneapolis, M innesota, 
the Blue C ross Take Care Plan in northern Cali­
fornia, and the L ovelace Health Plan in Albuquer­
que, N ew  M exico , all ask that the patient consult a 
primary care physician before seeing a specialist. 
The rationale for this “ channeling” o f  patients 
through primary care physicians is to create the 
role o f  coordinator and financial manager for one 
physician in the delivery system . The hope is that 
it will elim inate duplicated services and encour­
age, through incentives and education, one physi­
cian to take financial responsibility for total 
patient care. M any o f  the new  traditional IPAs are 
also introducing this additional dim ension into 
their delivery system . Several primary care net­
work plans are m odeling their w hole delivery 
system  around w ell-chosen  broad based family 
physicians w ho use only the m ost cost-effective  
specialists. T hese plans are those which provide 
the m ost viable alternative for an independent solo  
or small group physician to com pete for patients 
being pulled away by closed  panel or m ultispe­
cialty group plans.

The United Healthcare Plan
An exam ple o f  a primary care network IPA is 

the United H ealthcare Plan o f  California and 
W ashington. U nited Healthcare is a prepaid insur­
ance plan that depends on private practicing phy­
sicians to deliver care in their ow n offices. It 
currently has about 40,000 enrollees and 700 pri­
mary care physicians, 40 percent o f  whom  are 
family physicians or general practitioners.

Thirty percent o f  these primary care physicians 
are in solo practice and 70 percent are in partner­
ships or small groups. The plan is marketed to 
groups o f  em ployed persons by the SAFECO  In­
surance Com pany in northern California (since 
1975) and in W ashington State (since 1976). It was 
initially called N orthw est Healthcare in W ashing­
ton State and the SAFE CO  Health Foundation  
in California but is now referred to as United
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H ealthcare. The plan is currently being sold by its 
original ow ner, SAFECO .

There are three important features in the United  
Healthcare system . First, the entire health care 
delivery system  is organized around the primary 
care physicians. These primary care physicians 
becom e the “ general managers” or “ gatekeepers” 
for specialty referral, em ergency room use, and 
hospital adm ission. Each family member must 
select one primary care physician from the list o f  
physicians who have contracted with the plan. An 
adult may ch oose either an internist or a family 
physician. A child can ch oose either a pediatrician 
or a family physician. The enrollee is then required 
to have all care coordinated and approved by that 
physician. If the enrollee goes to a specialist 
or em ergency room without the physician’s ap­
proval, he or she m ust pay the bill unless it is 
authorized in retrospect by the designated physi­
cian. All authorized care is paid out o f  the physi­
cian’s account, except the patient must pay a $4 
charge for prescriptions, a 50 percent copaym ent 
for mental health care, and a $50 charge for each  
em ergency room visit.

The second feature o f  the United Healthcare 
plan is that each family physician becom es the 
financial manager for the costs o f  care to his 
or her patients. The family physician is responsi­
ble for controlling the use and costs o f  all health 
care services for patients w ho ch oose him as the 
coordinating physician. An account (Figure 1) is 
set up for each participating physician. The plan 
puts a specific amount o f  m oney (determ ined by 
the age and sex o f  the patients) into this account 
on a m onthly basis and leaves it to the physician to 
manage that account in a cost-effective w ay. The 
physician is reimbursed for office and hospital 
visits on a fee-for-service basis from that account. 
Norm ally, betw een 25 percent and 35 percent o f  
this account goes to pay the family physician s 
charges for pirmary care rendered. The remainder 
o f the account is used to pay for referral care, 
including hospitalization but not out-of-area em er­
gencies. This includes laboratory or x-ray work 
done outside the physician’s o ffice, referral sp e­
cialist professional fees (usually by fee schedule), 
em ergency room  charges, and prescriptions. The 
United Healthcare plan pays these charges out o f  
the account only after the primary care physician  
has review ed and authorized the bill. This serves 
to prom ote cost con sciousness in making future
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Figure 1. Cash flow, United Healthcare of California and Washington, 
1980

referrals by educating the primary physician about 
charges for various procedures and specialists. It 
also deters overcharging by specialists. A  m onthly  
financial statem ent sum m arizes how  the dollars 
for all m edical care have been  spent out o f  the 
account.

In addition to the education about the costs  o f  
care, there are incentives and penalties to encour­
age the fam ily physician to take seriously his new  
role as coordinator and financial m anager for total 
patient care. At the end o f  the year any deficit or 
surplus in his account is shared betw een  the phy­
sician and the plan. If there is a deficit, the physi­
cian is required to pay a m axim um  o f  20 percent o f  
his fee-for-service billings back to the plan. If 
there is a surplus in the account, he keeps 50 per­
cent o f  it. Catastrophic costs  (more than $5,000  
per year per patient) are rem oved from any risk 
sharing arrangement within the account and paid 
for by the plan.

The purpose o f  these financial incentives is to 
give each  family physician a reason to be con ­
cerned not on ly with quality and con ven ience o f

510

care but also with cost. This coordinator and gate­
keeper role is one frequently assum ed by the fam­
ily physician in the past, but he w as usually not 
reim bursed. In this system  the efficient and cost- 
effective fam ily physician not only co llects his 
ow n fees but is rewarded for good m anagem ent at 
the end o f  the year with a 50 percent share o f  any 
surplus in the account. B ecause each  account is 
individual, one physician’s efficien cy  is not diluted 
by another physician’s inefficiency.

The uniqueness o f  this U nited H ealthcare sys­
tem  lies in its ability to place with the individual 
physician the incentive for the plan to succeed. 
The individual physician has been put at risk for 
m ost o f  the costs o f  m edical care. An attempt is 
m ade to create a m ore equitable account by limit­
ing the risk to $5,000 for each patient during the 
year. W ith small numbers o f  patients an occa­
sional accident or uncontrollable rare even t will 
penalize a physician’s account unfairly, but the 
inequities are outw eighed by the usefu lness o f  in­
dividual accountability.

Initially, the U nited H ealthcare plan ch ose to
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leave the co st effectiven ess o f  the consultants up 
to the primary care physician. An attempt was 
made to educate primary care physicians about 
average costs  for certain procedures and hospitali­
zations and rely on them  to m onitor utilization o f  
hospital by the consultants. W hen hospital use 
patterns w ere m onitored, there were such wide 
variations in the length o f  stay for the sam e proce­
dure or ep isode o f  illness that the plan administra­
tion thought it w as necessary to becom e more 
involved in the delivery o f  m edical care than was 
planned in the beginning. It w as initially hoped 
that primary care physicians would watch hospi­
talization habits o f  their consultants carefully, 
since paym ent was com ing from the primary care 
physician’s account. H ow ever, such was not the 
case.

With hospital co sts  averaging $390 per day, 
they were easily  the largest factor in the total costs  
o f care. To stop the ex cessiv e  hospital costs and 
help the primary care physician and the plan have 
adequate m oney in the account to pay for all care, 
standards and criteria w ere developed  for hospital­
ization and length o f  stay. It was relatively easy to 
have a group o f  physicians agree to standard 
lengths o f  stay for surgical problem s and agree to 
authorize w ith the m edical director’s office any 
com plications or excep tions. This is a job better 
done by the U nited  Healthcare plan than by the 
individual primary care physician, who does not 
feel com fortable as the “ policem an” o f  the con­
sultant. During the first three years o f  the plan, it 
becam e clear that the primary physician is inter­
ested in coordinating care and deciding when a 
referral is appropriate, but he is not interested in 
watching and trying to influence the consultant 
about outpatient workups or hospital length o f  
stay. The task is neither familiar nor enjoyable to a 
busy primary care physician.

Standards and criteria were developed with the 
help o f  consultants and applied to elective surgery 
or elective procedures. It was im possible to create 
standards for m edical conditions such as con ges­
tive heart failure or gastrointestinal bleeding. After 
the standards were created, consultants were ap­
proached on the basis o f  recom m endations by the 
primary care physicians. If they agreed to preau­
thorize hospital adm issions, to cooperate with the 
standards on length o f  stay, and to accept a maxi­
mum fee schedule for their own services, they  
were listed on the panel o f  participating consult­
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ants. U se o f  these consultants by the primary care 
physician has been required excep t in extenuating  
circum stances or em ergencies.

Since these controls have been installed, there 
is much less variation in hospital costs. For e x ­
ample, all patients with uncom plicated deliveries 
are home in two days, hysterectom ies in four, 
transurethral resections o f  the prostate in three, 
and hernia repairs in one. All tubal ligations, dilata­
tions and curettages, ear tube insertions, and ton­
sillectom ies are performed as outpatient proce­
dures.

In addition to em phasizing to physicians the 
importance o f  controlling the costs  o f  hospitaliza­
tion, the plan has used incentives with patients. 
The historical precedent o f  paying more if the pa­
tient is hospitalized has been reversed. The plan 
will pay 100 percent o f  all charges if the workup or 
surgery is performed on an outpatient basis, but 
the patient is billed for $80 for each day o f  over­
night stay. This puts pressures on patients as well 
as physicians to low er hospitalization rates.

Incentives for the pharmacist have also been  
used to low er pharmacy costs. A  guarantee o f  $8 
per prescription is paid to the participating phar­
m acy. A ny saving he can accom plish  within that 
fixed fee is his to keep. This encourages use o f  
generic drugs rather than name brands. W hen 
physicians agree to a standing substitution order 
for high-quality generic drugs, this allows the 
pharmacist to low er the cost o f  prescription drugs 
to the benefit o f  everyone.

Future of the Primary Care Network
The United Healthcare network has learned 

som e important lesson s in its first five years. The 
first and perhaps m ost important is that it is p os­
sible to gain w idespread participation from inde­
pendent physicians in office practices. This m odel 
provides an alternative to the traditional closed  
panel HM O. It is flexible and does not require 
large start-up costs because it does not have to 
build facilities and hire physicians. It is more ac­
ceptable to patients because physicians are more 
accessib le geographically in the com m unity. It al­
low s a wider range o f  choice o f  physicians than 
does the traditional HM O.
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This m odel is the only viable alternative for the 
solo or small group primary care physician or con ­
sultant. M ost o f  the new  nontraditional HM Os 
(nonsalaried physicians) are being built around 
existing m ultispecialty group practices. The pri­
mary care network m odel is the only on e, excep t  
the totally open independent practice association , 
w hich allow s small independent groups to com ­
pete for patients.

The secon d  important lesson  is that this more 
open primary network approach can only su ccess­
fully com pete if it b ecom es an efficient system  o f  
cost-effective physicians delivering high-quality 
serv ices for a low er total cost. The m ost important 
ingredient to that su ccess is the level o f  in vo lve­
ment and com m itm ent by the participating family  
physician. U n less he or she takes the role as gate­
keeper and financial m anager for total patient care 
seriously, the plan cannot succeed  in com peting  
with the c losed  panel or group practice HM O.

The fam ily physician  m ust becom e a more 
cost-effective  physician w ho is willing to take 
costs  o f  care into consideration in his decision  
about what is appropriate care. This is an unfamil­
iar and difficult task, especia lly  if considerations 
o f  quality and con ven ien ce run counter to cost 
considerations. There are, how ever, many areas in 
m edicine w here e x c ess  procedures, laboratory  
tests, x-ray studies, and hospitalizations can be 
trimmed w ithout com prom ising quality. The 
w ell-m otivated, broad based physician is the only  
person in the delivery system  with the know ledge  
to carry out that task in an intelligent yet ethical 
w ay. Thus, if  there is to be a com peting delivery  
system  with independent nongroup-practice phy­
sicians in volved , the fam ily physician will be 
asked to take an increasingly aggressive posture in 
defining what is co st-effective vs ex cess iv e  m edi­
cal care.

The coordinating family physician is now being  
asked to consider more than just the welfare o f  the 
individual patient in his m edical care decisions. 
The physician has now  becom e the agent for the 
insurance plan and (in the larger sense) the agent 
o f  soc iety  in conserving m edical resources and 
controlling the costs  o f  m edical care. N ot only  
m ust he now  be willing to consider the m edical, 
social, em otional, and family aspects o f  his d eci­
sion s, but also he m ust be increasingly concerned  
about the financial im pact. H e m ust acknowledge  
and convince his colleagues that it is im possible to
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triumph over uncertainty no m atter how many 
laboratory tests and x-ray exam inations are done to 
confirm  or deny a clinical im pression. He must 
recognize the art in m edicine and balance it with 
the sc ien ce. The family physician o f  the future 
m ust train h im self to be the person able to balance 
the increasingly sophisticated specialization and 
technology o f  m edicine, the practical needs o f pa­
tients, and the mandate o f  soc iety  to halt the up­
ward spiral o f  m edical costs.

This new  coordinator and financial manager for 
total patient care m ust be willing to educate him­
se lf  about the indications for procedures and sur­
geries done by consultants. H e m ust be able 
to con verse at the consu ltant’s level and work 
together to d evelop  criteria for exp en sive proce­
dures such as coronary angiography, colonos­
cop y, upper en d oscop y , and CT scans. He must 
articulate his beliefs in the trade-offs between  
quality and costs. H e m ust not be intimidated by 
those w ho esp ou se the philosophy that the highest 
quality o f  m edicine dem ands that w e never hold 
back hospitalizations, new  techn ologies, proce­
dures or laboratory tests. To the contrary, the 
survival o f  the private m edical care system  de­
pends on the w illingness o f  physicians to arrive at 
the least costly  mix o f  serv ices to accom plish the 
objective. S ince m ost physicians are unfamiliar 
and uncom fortable w ith resource constraints, and 
since their training has not included the need to 
m axim ize the efficiency o f  the delivery system , 
this task requires new  effort and learning. If the 
past five years are an accurate harbinger o f  the 
next decade, then the future belongs to those who 
can respond quickly and sufficiently to these new 
pressures for low ering m edical care costs.
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