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Integrated health systems (IHSs): (1) immature IHSs like physician-hospital organizations have weaknesses (often does not limit practice to cost effective practitioners, physicians often work from independent practices separate from the hospitals) (2) mature IHSs are more selective about whom they do business with, focus on higher quality care so that resources aren’t wasted fixing mistakes (allows one-stop shopping for the patient, lower premiums, avoids the problem of cost shifting and code creep since the units are all integrated to provide the service, also focus on preventive care so that hospital and specialist care isn’t needed as much)

In 1998, 82% of private sector employees at businesses with 20+ employees were covered by managed care plans (HMOs, PPOs, etc.) cf. To 49% in 1992.

For all Americans:

(1) Traditional indemnity plan coverage dropped from 73% in 1988 to 13% in 1998

(2) PPOs increased from 10% in 1988 to 51% in 1998

(3) HMOs increased from 17% in 1988 to 34% in 1998

(4) In 1998 POS managed care system covered 2.2% of population

Types of HMOs:

(1) Staff HMOS—hire physicians as salaried employees

(2) Medical Group HMOs—physicians operate as a corporation that contracts with HMO management and the insurance plan to provide services, pool income and redistribute income according to a predetermined formula

(a) Dual Group Model—group contracts with a non-related  HMO corporation for physician services

(b) Single-entity group model—physician group constructs its own HMO, health plan , and insurance entity as separate product lines, with a budget incorporated as part of the medical group

(3) Independent Practice Associations (IPAs)—legal entity separate from the HMO that contracts with individuals physicians practicing in a traditional office setting (60% of all HMOs but only 50% of total HMO enrollment)

(a) one type of IPA contracts with entities other HMOs to provide physicians services on a fee-for-service basis

(b) another type controls its own HMO plan

(c) usually formed by state or county medical societies or hospital medical staff to bargain with managed care

(4) Networks—franchised to local providers, IPAs, staff HMOs as partners in a regional network

The Government is a major payer of HMO expenses since 25% of the major staff-model HMOs patients are government patients

HMOs are having financial problems:

(1) in 1993 and 1994, 10% of HMOs lost money

(2) 1996-1998, 60% lost money

(3) In 1998, HMO enrollees were 33% more likely than nonenrollees to receive care in a skilled nursing home

The size of the HMO is an issue:

(1) an optimal size for communication and fiscal survival is 60,000 enrollees

(2) to survive, an HMO shoud achieve 60,000 enrollees in 4 years

(3) if the HMO is too large, it should break into smaller units

Patients are often unhappy about the limited choice offered by HMOs, lack of referrals to specialists

Rural communities are unlikely to be served by HMOs because they often do not have the critical mass to support 60,000 enrollees

In 1990, 35% of HMO physicians were paid flat fees, by 1997, 66% were paid flat fees

The problem with flat fees is that you are paid the same regardless of how much or how little service you provide

Practice guidelines that suggest treatments for certain ailments are becoming more prevalent

There are two ways to set rates:

(1) community rating—where rates are based on the composition of the group (by age, sex, martial status and industry)

(2) Experience rating—rates are based on the cost experience of the group enrolled (past usage and experience)

Financial risk is a large issue to HMOs, they have to be sure that the rates and premiums they set will cover the usage by the patients, they have to be able to correctly anticipate the usage (current and future health status of their covered population)

Consumers are primarily interested in:

(1) quality of care

(2) out-of-pocket costs (PPOs tend to have higher premiums because they have less control over provider behavior, HMOs have the lowest premiums)

The future:

(1) eliminating the middleman—by eliminating HMOs and moving towards direct contracting, employers can save on costs by eliminating the administrative fees of HMOs and directly contracting with providers

(2) evolve into total risk capitation (global capitation) where an integrated health system is paid one sum per member per month to provide hospital and physician care, then the providers bear all of the risk

FHA

By the end of 1997, 4.5 million Floridians (30% of pop) belonged to an HMO

The rate of growth of HMO membership has begun to slow

Medicare HMO membership is expanding, grew 19% between 1997 and 1998

HMOs are popular because they have: (1) low out-of-pocket expenses, (2) better benefits (especially drug coverage)

In Florida, 4 plans cover 54% of the market

In 1997, Florida HMOs lost $67.2 million

Profitability has been hurt by rising drug costs and demands from consumers for more choices (by increasing the number of hospitals and physicians to choose from, HMOs lose their bargaining leverage to keep costs down)

It is predicted that HMOs will continue to be the dominant form of health insurance into the future, 70% of the population is predicted to belong to an HMO by 2010

HMOs will have to find ways to better manage patient care and treat and manage chronic conditions

I. What are HMOs?

A. like any health insurance company, they take subscribers money and pay for them to get medical services when needed

B. unlike traditional or indemnity coverage where patients had full choice about which physician or hospital treated them

C. HMOs allow their subscribers to only use certain providers

D. Four kinds:

1. staff HMO—physicians are employees of the hospital

2. medical group HMO—HMO contracts with one or more medical groups to provide services, individual physicians give control up to the medical group
3. independent practice associations—similar to the medical group HMO but physicians do not have to give their practices up to the group, the IPA is only used to negotiate with the HMO

4. networks—generally a hybrid of the other models which is sometimes used to cover large geographic areas

E. HMOs often use utilization review (where employees, doctors and nurses, review and approve procedures) in order to keep costs down

1. to goal of UR is to avoid “unnecessary” care

II. Financial Aspects of HMOs

A. HMOs must earn money to stay in business

B. To earn a profit, revenues must be greater than expenses

C. Revenues come from: (1) subsciber’s premiums, (2) copayments (they can be used to control the amount of usage, it may give people incentive not to use the service)

D. Expenses

1. Inpatient—payments to hospitals for admissions

2. Physician—primary care and specialty

3. other professional services—lab, radiology, home health

4. outside referral—services not contracted with existing providers

5. emergency room or out of area

6. other expenses

7. administration—marketing, management, taxes, etc.

E. If HMOs cannot earn a profit, they may have to close down or may find themselves merging with others (vertical integration or horizontal integration)

F. How are providers paid?

1. they must estimate what their expected costs of service are

2. this will be based on the number of members, the number of office visits, the cost of each office visit

3. physicians can be salaried employees (it does not matter how many patients the doctor sees, he is paid the same regardless, avoids unnecessary care)

4. doctors can be paid “fee for service” (for each service they perform, or a % of all services, here they are “rewarded” for volume of patients seen)

5. doctors can be paid under a capitation arrangement (the provider is paid a flat amount that will cover all services he performs), this may be adjusted for such factors as age, gender health status, etc., since these factors may/will affect the utilization by each patient and utilization is a primary determinant of the providers cost

6. how are capitation rates determined?

(a) prices are to some degree determined by what competitors are charging

(b) basically a product of the cost per encounter and the number of encounters per year

(c) the most difficult aspect of pricing is forecasting utilization (can be based on past utilization by the  population or estimated on the basis of other populations)

(d) under a capitation arrangement, a providers revenues are fixed but costs are subject to utilization

III. An Alternative to HMOs: Integrated Delivery Systems

A. Hospitals and physicians began coordinating for overall provision of service

B. Reduces the amount of negotiation with the insurer (or employer if direct contracting)
