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Residency programs must face the problem of
finding revenues to finance their educational ac-
tivities. This is particularly true of family practice
programs, whose budgets are highly dependent on
revenues from ambulatory patient care. In an age
of funding cutbacks, it becomes increasingly nec-
essary to find innovative ways of generating in-
come while maintaining high standards of medical
care.

Prepaid health insurance schemes are one way
of guaranteeing a steady income for a practice. At
the same time, these schemes have been shown
to be less costly overall than the traditional fee-
for-service system 12 and are the focus of attempts
to reduce federal health care expenditures.3

Patients covered by a new method of health in-
surance were accepted into the University of
Washington Family Medical Center in July 1978.
Called United Healthcare (UHC), the new plan is
an innovative, independent practice association
which became one of several options available to
large employee groups in Washington State. It fea-
tures a central role for the private practice based
primary care physician in coordinating each pa-
tient’s care. A key aspect is the plan’s built-in in-
centive for physicians to be cost conscious in their
use of medical resources, such as laboratory tests,
procedures, referrals, and hospitalization.4This is
accomplished by afinancial risk sharing provision,
described as follows: An account is established for
the practice by United Healthcare from the premi-
ums paid, based on an actuarial formula for each
patient group by age and sex. All services pro-
vided or approved by the primary care physician
are paid out of this account. At the end of the year
the practice is allocated a share of any surplus that
may remain in this account after paying the costs
of all services and procedures which were ap-
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proved by the primary care provider. Catastrophic
costs for patients totaling more than $5,000 are not
charged to this account. If the total costs of care
exceed the amount allocated to the account, the
practice is required to pay United Healthcare a
portion of the deficit.

With the introduction of United Healthcare into
the Family Medical Center, attempts were made to
educate the residents and faculty about the special
characteristics of the plan and their effect on the
center’s finances. These were reviewed at several
monthly physician-staff meetings, and particular
problems dealing with referral and authorization of
payments were discussed. The structure of the
Family Medical Center does not reward individual
physicians for their conservation of medical re-
sources, but a cost-effective approach to health
care is basic to the philosophy of the faculty and a
cornerstone of the teaching program. It was hoped
that the United Healthcare plan would encourage
the clinicians to conserve patient care resources,
thereby benefiting the Family Medical Center.

This paper describes the experience of a
university-based family practice residency pro-
gram with this particular prepaid insurance plan.
There was also an attempt to survey physicians’
knowledge of various health insurance plans and
how this knowledge might influence their utiliza-
tion of health care resources.

Experience with United Healthcare

The number of patients in the practice covered
by United Healthcare has increased steadily and at
the end of 1980 stood at 517, representing 7 per-
cent of the total active patient population. Most
were insured through large employee groups, thus
the majority (80 percent) were in the group aged 18
to 64 years.

Since the plan’s inception, the Family Medical
Center has broken even each year, avoiding hav-
ing to pay a share of any deficit, but it has not
been successful in generating a substantial surplus.
This is in part due to the difficulty of controlling
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costs and services, particularly hospitalization,
generated by specialists to whom patients were
referred. Interestingly, overall fiscal performance
of the residency compared favorably with the av-
erage expenditures for family and general practi-
tioners in the state of Washington (Table 1). Of
particular note is the fact that 34 percent of the
services were generated in the ambulatory setting
by the primary care providers in the Family Medi-
cal Center compared with 29.2 percent for the av-
erage. This is also reflected in a lower percent of
the total revenues spent that were generated by
specialists referred to from the Family Medical
Center, 20.4 percent vs 30.6 percent for the aver-
age.

Survey of Physician Attitudes and
Knowledge of Insurance

Methods

Questionnaires were distributed at the end of
the academic year (June 1980) to all 25 Family
Medical Center physicians who were in town and
who were not assisting with the study. This one-
page, self-administered, anonymous questionnaire
sought the following information on each physi-
cian: resident or faculty status, knowledge of
coverage by United Healthcare and other major
insurance plans of four common clinical services,
knowledge of the unique characteristics of the
United Healthcare plan, frequency of noting pa-
tients’ type of insurance coverage at the time of
visit, and perception of the ways they would mod-
ify their behavior in caring for United Healthcare
patients. In view of the small number of physi-
cians surveyed, analysis was restricted to simple
tabulations and cross-tabulations.

Results

Fifteen of the 18 residents and all 7 faculty phy-
sicians surveyed returned completed question-
naires for an overall response rate of 88 percent.
Family Medical Center physicians seemed aware
of the comprehensive nature of United Healthcare
coverage, at least for the four services listed on the
questionnaire (Table 2). Over 90 percent of the
respondents knew that the United Healthcare plan
covered well-baby care, counseling/psychother-
apy, and outpatient prescription drugs, and 73
percent were aware that the United Healthcare
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Table 1. Distribution of Expenditures for
Family Medical Center vs Family/General
Practice Average for Washington State

Percent of
Revenue Spent*
Family Family/
Medical General
Center Practice
Primary care physician 34.1 29.2
office charges
(inculding laboratory
and x-ray)
Referral
Medical 9.5 114
Surgical 8.1 13.3
Laboratory 0.3 2.6
X-ray 25 3.3
Hospital 36.7 28.7
Emergency room 1.2 2.4
Medications 51 7.9
Out-of-area and 25 (Included
other charges above)

*Total not 100.0% because of rounding

plan covered termination of pregnancy. With just
one exception, physician knowledge regarding
coverage for these specific services was at least 23
percent higher for United Healthcare than for the
four other plans. This differential was noted
among both residents and faculty.

Although 91 percent (20/22) of the respondents
knew that United Healthcare required the primary
physician’s approval of consultant fees before
payment, few physicians understood the financial
risk sharing arrangement between United Health-
care and the Family Medical Center. The faculty
were slightly more knowledgeable than the resi-
dents (29 vs 16 percent).

Fewer than one half of the center’s physicians
said they usually or always noted their patients’
type of insurance coverage (Table 3). Those phy-
sicians who wusually or always ascertained pa-
tients’ type of insurance correctly identified 71
percent of the service coverage combinations
compared with 51 percent for those physicians
who noted patients’ coverage less frequently.

Overall, 52 percent (11/21) of the Family Medi-
cal Center physicians stated they would in some
manner manage their United Healthcare patients
differently than their other insured patients.
Twenty-nine percent said they would try to limit
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Table 2. Percent of 22 Physicians Correctly ldentifying Coverage of
Selected Services by Five Insurance Plans

Well-Baby Counseling/ Outpatient Pregnancy

Care Psychotherapy Rx Drugs Terminations

United

Healthcare 95 95 91 73
Blue Cross 68 68 91 45
King County

Medical 36 41 55 50
Medicaid 41 27 68 45
Medicare ¥ 45 32 ¥

Note: Underlined percentages represent the percent correctly identify-
ing services which are covered by a plan. Percentages not underlined
denote percent correctly identifying services that are not covered by a
plan

*Excluded due to rare occurrence of service for patients under this plan

Table 3. Patient's Insurance Status: Reported Frequency with Which
Family Medical Center Physicians Ascertain Patient's Type of Insurance
Coverage and Correctly ldentify Services Covered

Percent of

Reported Number of Services Covered
Frequency Physicians (%) Correctly ldentified
Always 4  (19.0) 7

Usually 5 (23.9)

Sometimes 8 (38.1)

Rarely 4  (19.0) 51

Never 0 (0.0

Total 21* 100.0

*One physician did not answer this question

Table 4. Likelihood Family Medical Center Physicians Would Recommend Services for United Healthcare
(UHC) Patients as Compared to Other Insured Patients (% of respondents)

More Likely Less Likely
to Recommend Equally to Recommend
Type of Service for UHC Patients Likely for UHC Patients
Health maintenance 10 90 0
Counseling/psychotherapy 5 95 0
Writing prescriptions in generic form 0 100 0
Laboratory tests 5 85 10
Diagnostic x-ray studies 5 85 10
Referral to specialist 0 71 29
Inpatient surgery vs outpatient surgery
for the same procedure (eg, D & C) 5 85 10
Emergency room services 0 71 29

*Based on data from the 21 physicians responding to this question
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their referral of United Healthcare patients for
specialist consultation and 29 percent said they
would encourage these patients to limit their use of
emergency room services (Table 4). The main rea-
sons given by those physicians who would limit
services to United Healthcare patients was to re-
duce costs to the Family Medical Center. While 14
percent (3/21) of respondents stated they would be
less likely to recommend any of the other six listed
services for United Healthcare patients, 11 per-
cent of respondents (2/21) indicated they would be
more likely to suggest health maintenance for
those patients. Little difference regarding referral
was noted between faculty and residents.

Comment

In view of growing concern about escalating
health care costs, innovative reimbursement
schemes that provide incentives for physicians to
conserve resources merit further study. Previous
studies concerned with physician behavior and
cost containment have tended to focus on physi-
cian awareness of costs and have assumed that if
physicians were better informed about costs they
would use resources more conservatively.51l
While it appears that physicians are largely un-
aware of costs and often underestimate them,
there is little evidence in these studies to indicate
that cost education alone would influence their
patient care behavior.

Experience at the University of Washington
Family Medical Center has shown that a prepaid
health insurance plan like United Healthcare does
guarantee a steady source of income for the prac-
tice. It was originally hoped that the introduction
of the plan would also lead to conservation of re-
sources and thereby benefit the center through
sharing in the surplus revenues. The latter did not
occur, however, due to many factors. This survey
indicated that at least some of the factors involve
the attitudes of the physicians. Less than one half
of the physicians included in this survey usually
took note of the insurance coverage of their pa-
tients. Those who did appeared to be more knowl-
edgeable about insurance coverage and could be
expected to practice in a cost conscious way. Of
those physicians who indicated that they would
manage United Healthcare patients in a more cost
conscious way, the greatest impact would be ex-
pected to come from a decrease in specialist re-
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ferrals and emergency room services. This in fact
appears to have occurred in practice.

A recent study by Martin et al showed that tests
ordered by hospital based medical residents did
not decrease after the introduction of a direct
financial incentive.l2 Ongoing chart review and
discussion, however, were effective in producing
sustained change in test ordering behavior. This re-
sult suggests a strategy that might be effective in an
ambulatory based training program to maximize
the educational and financial benefits of introduc-
ing a health insurance plan that would emphasize
cost conscious and cost-effective health care de-
livery.

A cost sharing plan like United Healthcare is
one innovative way of introducing a prepaid insur-
ance plan in a fee-for-service system. It has both
an educational and financial appeal for a residency
training program and warrants further study to in-
vestigate how effectively it reduces health care
costs. The training setting has several factors
militating against cost conscious medical practice,
related in part to the educational needs and in part
to the inexperience of physicians in training. This
study suggests that knowledge of the structure of
such a prepaid plan probably needs to be supple-
mented by ongoing review and educational pro-
grams before cost saving can be expected.

References

1. Luft HS: How do health maintenance organizations
achieve their "savings"? Rhetoric and evidence. N Engl J
Med 298:1336, 1978

2. Roemer MI, Shonick S: HMO performance: The re-
cent evidence. Millbank Mem Fund Q 51:271, 1973

3. Altman HS, Wallace SS: Making hard choices for
the 97th Congress: Opting for a resident buyer approach.
Med Care 19:1, 1980

4. Moore S: Cost containment through risk-sharing by
primary care physicians. N Engl J Med 300: 1359, 1979

5. Schroeder SA, Kenders K, Cooper JD, et al: Use of
laboratory tests and pharmaceuticals: Variation among
physicians and effect of cost audit on subsequent use.
JAMA 225:969, 1973

6. Roth RB: How well do you spend your patients' dol-
lars? Prism, September 1973, pp 48-50

7. Skipper JK, Smith G, Mulligan JL, et al: Medical
students' unfamiliarity with cost of diagnostic tests. J Med
Educ 50:683, 1976

8. Skipper JK, Smith G, Mulligan JL, et al: Physicians'
knowledge of cost: The case of diagnostic tests. Inquiry 13:
194, 1976

9. Kelly SP: Physicians' knowledge of hospital costs. J
Fam Pract 6:171, 1978

10. Dresnick SJ, Roth WI, Linn BS, et al: The physician's
role in the cost-containment problem. JAMA 241:1606,
1979

11. Robertson WO: Costs of diagnostic tests: Estimates
by health professionals. Med Care 18:556, 1980

12. Martin AR, Wolf MA, Thibodeau LA, et al: A trial of
two strategies to modify the test-ordering behavior of med-
ical residents. N Engl J Med 303:1330, 1980

THE JOURNAL OF FAMILY PRACTICE, VOL. 13, NO. 4, 1981





