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iefinitieii—/\ Preferred Provider 
Organization (PPO) is a group of 
providers—doctors or hospitals— 
that has negotiated with an 
employer to provide lower-cost 
health care services in exchange 

fora flow of patients. Financial 
Incentives encourage enrollees to 
use the PPO providers, but 
patients can usually visit any 
doctor and still receive partial 
reimbursement. 

Health care costs have sky¬ 
rocketed 100 percent since 1980. 
The government and the private 
sector have found health care 
costs dift'icult to control since the 
1970s when inflation prompted a 
dramatic surge in costs. Today, 
health care costs consume more 
than 11 percent of the gross 
national product (GNP) and, 
within 3 years, are expected to 
consume an estimated 15 percent 
of the GNP. 

The total cost of employer- 
paid medical benefits in 1989 
jumped 20.4 percent above 
1988 figure.s—four times 
the inflation rate. The average 
insurance plan (family coverage) 
cost $3,400 per worker in 1989 
and preliminary figures suggest 
that it cost more than $4,000 in 
1990. These staggering increases 
threaten industries' ability to stay 
competitive in a global economy 
that emphasizes belt tightening. 

Many unions and businesses, 
to protect employees’ interests 
and better control costs, have 

responded by exploring alterna¬ 
tive approaches to health care. 
Preferred Provider Organizations, 
just one of the options, are being 
selected by an increasing number 
of companies iuid unions as a 

viable solution. In recent years, 
PPOs have been so widely 
established that they currently 
offer services to more than 36 
million people. 

The Rising Cost of Health Care 

As in traditional health plans, 
physicians in most PPOs use a 
fee-for-service approach—they 
give a bill for each sendee. It is a 
PPO’s design and structure that 
offer cost containment potential. 
For example, PPOs might rely on: 

a group or network of partic¬ 
ipating providers, negotiated or 
prearranged fees, and financial 
incentives that encourage 
enrollees to visit PPO providers. 

Additionally, most PPOs 
include utilization control guaran¬ 

tees. This means that each of the 
PPO providers agrees to comply 
with the cost controls established 
by the plans’ administrators. For 
example, a provider might ask 
patients to have certain hospital 
continimionpagel 



procedures “preceitified; ’ to get 
second opinions, or to use generic 
drugs when available and 
appropriate. 

Enrollees who visit the PPO 
providers usually don't have to 
fill out any fomis; the provider 
sends them directly to the 
insurance company. Incentives 
like this encourage, but do not 
require, enrollees to visit only 
PPO providers. 

Like any health care delivery 
system, PPOs rely on certain 
conditions. A pretreatment 
review is usually required for 
major procedures, and the choice 
of doctors and hospitals can be 
limited to only those providers in 
the PPO network. Medical 
seiwices, however, have low (if PPOs rely on financial Incentives so patients visit care providers within the network, 

any) deductibles, and preventive 
care services are often covered. 

iilTOlf OF I PPO 

In 1989, the American Tele¬ 
phone and Telegraph Company 
spent a whopping one billion 
dollars on employee health care 
coverage. But thanks to a new 
labor contract negotiated by 
AT&T and its unions, the com¬ 
pany anticipates moderating 
health care cost increases—previ¬ 
ously rising at 10-12 percent a 
year—through a Preferred 
Provider Organization. 

Signed in 1989 by AT&T, the 
Communications Workers of 
America (CWA), and the Inter¬ 
national Brotherhood of Electrical 
Workers (IBEW), the new 
contract instructed the company 
and its unions to jointly develop 
and install the first Prefeired 
Provider Organization in the 
company’s histoiy; the plan’s 
details were to be worked out 
later. 

In June 1990, after many 
months of researching, negoti¬ 
ating, and planning, AT&T, 
IBEW, and CWA announced the 
features of the PPO, which affects 
150,000 AT&T employees and 

their families in areas across the 
country. 

AT&T Health Options Net¬ 
work, the PPO’s official name, 
is composed of a group of 
physicians and hospitals that has 
agreed to provide AT&T 
employees and their eligible 
dependents with health care at 
predetemiined rates. The 
network includes family doctors 
and a range of specialists, all 
required to meet qualification 
standards set by the program’s 
three administering insurance 
companies. 

The Health Options Network 
plan gives employees and their 
families the choice of visiting 
the network providers or of 
continuing to visit their private 
doctors. Patients choosing to 
visit the PPO’s providers must 
select from those in the netwoilc 
a primary care physician who 
directs all their health care 
services. 

Enrollees who choose 
network providers must pay a 
$150 yearly deductible and 

between lO and 20 percent of 
surgical and medical expenses, 
until reaching a $1,()00 out-of- 
pocket maximum. And enrollees 
using hospitals within the net¬ 
work are reimbursed at lOO 
percent foi" hospital care. 

Employees and their eligible 
dependents who clioose to visit 
doctors outside the network pay a 
$200 deductible and 2() percent 
oi'all medical costs including 
hospitalization; they also have a 
$ 1,0()0 out-of-pocket limit. 

Health Options Network’s 
coverage is the same as employ¬ 
ees’ previous health plan 
coverage. But 'In network” care 
may cost employees less than 
their previous plan because the 
providers charge discounted fees. 

Many representatives from 
AT&T and its unions participated 
in developing this PPO plan. One 
group in particular—the Joint 
Health Care Cost Containment 
Committee, established in a 
previous AT&T, IBEW, and 
CWA contract agreement—was 
continued ou pa^e 3 
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instrumental in planning, design¬ 
ing, and negotiating the new 
program. Comprising four union 
and four company members, the 
committee plans to continue its 
involvement with the program’s 
further refinement. 

Case Study Contact People 

Dave Hudson, Division 
Manager of Labor Relations 

AT&T 
Room 1119 
1 Speedwell Avenue East 
Morristown, New Jersey 
07960-1954 
(201) 898-2603 

Louise Novotny, 
Economist/Statistician 
Communications Workers of 

America 
1925 K Street, N.W. 
Washington, D.C. 20006 
(202) 728-2365 
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AT&T and the unions agree 
that health care access, quality, 
and costs persist as national 
problems and require national 
solutions. Thus, in the contract 
settlement, AT&T and both 
unions agreed to participate in 
forums that focus on national 
health care reform. 

AT&T, CWA, and IBEW 
Contract Language 

□ “Motivated by a pressing 
concern to control the costs of 
health care without sacrificing 
quality, the company and CWA 
and IBEW agree to continue the 
Joint Health Care Cost Contain¬ 
ment Committee (JHCCCC) and 
to focus its purposes and 
activities during the life of this 
Memorandum to include such 
things as in-depth analysis of 
claims and payment data.” 

□ “The parties resolve to elicit 
the best professional advice from 
both the medical specialists 
within and from recognized 
experts outside the business to 
assist in interpreting the 
enomious amount of data 
available and to propose creative 
solutions." 

□ “This new JHCCCC will 
contain four (4) appointees from 
the Unions and four (4) from the 
Company, including members 
with benefits, health, and labor 
expertise, who will analyze, 
deliberate, and recommend 
solutions to resolve these health 
care dilemmas.” 

□ “Annual reports of its activities 
will be submitted to the 
Company and Union bargaining 
official for action.” 
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Part 1: Maintaining 
QualitvIContaining Co.sts 
LVBT^29A. 

Part 2: .loint Labor- 
Management Strategies 
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To order the videos: 
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This report vras prepared by Marjorie Segel Haas, Industrial Relations Specialist for the Bureau. For more 
information about cooperative labor-management approaches to health care, please contact Ms. Haas on 
(202) 523-6481. Or write to her at Room N5402,200 Constitution Avenue, Washington, D.C. 20210. 
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