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Key Points

« Primary care providers are essential
to the nation’s health. Their deci-
sions determine patient outcomes
as well as the efficiency of the
healthcare system.

- Primary care is in a state of crisis
characterized by physician burnout,
outsized patient panels, increased
administrative burden, reduced time
spent with patients, low reimburse-
ment, and a shrinking workforce.

- By reducing administrative burden
and allowing primary care providers
to spend more time with patients,
Direct Primary Care (DPC) addresses
many of the challenges facing
primary care.

- In spite of the potential benefits
and growing popularity of DPC and
ongoing legislative efforts, barriers
to wider adoption of the model
remain.

- IRS definitions need to be updated
to permit individuals who hold
health savings accounts to access
the benefits of DPC, and policy-
makers should include DPC as an
option in public programs.

Abstract

Primary care providers are the vanguard of healthcare. The decisions they make
influence patient outcomes and patient experience as well as the cost efficiency
of the healthcare system. However, primary care is, by many accounts, in a state
of crisis characterized by physician burnout, outsized patient panels, increased
administrative burden, reduced time spent with patients, low reimbursement rel-
ative to other specialties, and a shrinking workforce in the face of an increasing
demand for primary care services.

Direct Primary Care (DPC) is an alternative to the traditional fee-for-service
method of financing and delivering primary care that can address many of these
challenges. Although the DPC practice model is still evolving and there is no
single accepted definition of what constitutes a DPC practice, DPC physician
practices generally include certain elements: they contract directly with patients,
charging them a recurring—typically monthly—subscription fee to cover most
or all primary-care-related services; they do not charge patients per-visit, out-
of-pocket amounts greater than the monthly equivalent of the subscription fee;
and they do not bill third parties on a fee-for-service basis for services provided.
DPC practices have shown the potential to generate reductions in unnecessary
healthcare utilization, including emergency department usage and hospitaliza-
tions. Commonsense policy approaches are needed to remove barriers to wider
adoption of DPC, including to public programs like Medicaid.

The Essential Role of Primary Care

“Primary care” has been defined in various ways: according to the specialty of the
provider, as a set of functions served by a usual source of care, and as an orienta-
tion of a health system to provide that care (Friedberg et al., 2010). In 1996, the
Institute of Medicine (1996) defined primary care as “the provision of integrated,
accessible health care services by clinicians who are accountable for addressing a
large majority of personal health care needs, developing a sustained partnership
with patients, and practicing in the context of family and community” (p. 1)—a
definition that characterizes primary care as the logical foundation of an effective
healthcare system and essential to achieving value in healthcare.

Although the variability in definitions of primary care makes data collection
challenging, there is good evidence that having a primary care doctor can result
in better health outcomes at lower cost. A 2019 study published in the Journal
of the American Medical Association, Internal Medicine (Levine et al., 2019)
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reported that receipt of regular primary care was associated
with significantly more high-value care and a better health-
care experience, while individuals without a stable source of
primary care missed substantial healthcare benefits, includ-
ing high-value cancer screening, diagnostic and preventive
testing, diabetes care, and counseling. According to a July
2020 article published in BMC Family Practice (Hostetter et

screenings, as well as increased rates of admissions for
ambulatory-care-sensitive conditions (Dahrouge et al.,
2016). Across primary care specialties, physicians report
that pressure to provide greater quantities of services
effectively limits the time and attention they can spend
with patients, detracting from the quality of care provided
(Friedberg et al., 2013). PCPs with larger panel sizes are

al., 2020), one or more primary care visits per year is associ-
ated with an increased likelihood of specific evidence-based
preventative care interventions, such as vaccination (127%
increase), colonoscopy (122% increase), and mammography
(75% increase) that improve longitudinal health outcomes
and decrease future healthcare costs.

Current Primary Care Crisis

In spite of its essential function, primary care is often
described as being in a state of crisis, characterized by
physician burnout, large patient panels, increased admin-
istrative burden, reduced time spent with patients, low
reimbursement relative to other specialties, and a shrinking
workforce.

Burnout

Given their central role in the healthcare system, it is par-
ticularly concerning that primary care providers (PCPs)
report some level of burnout at a higher rate than providers
in many other specialties. The most commonly cited factors
that lead to burnout among PCPs include increased admin-
istrative burden from charting, paperwork, and electronic
health records (EHRs); too many hours at work; lack of
autonomy; government regulations; and an emphasis on
profits over patients (Kane, 2019). In a 2019 survey of U.S.-
based physicians (InCrowd, 2019), 79% of PCPs reported
experiencing burnout at some level.

Too Many Patients

Primary care panel sizes are a critical component of pri-
mary care practices. A panel size that is too large (or too
small) has implications for patient access, physician work-
load, clinician/patient satisfaction, care comprehensiveness,
and overall quality of care. Although 2,500 is often used as
the “standard” primary care panel size, it has been esti-
mated that a PCP would need to work 21.7 hours per day
to adequately deliver recommended health services to a
panel of 2,500 patients (Yarnall et al., 2009). According to
the American Academy of Family Practice (AAFP) Practice
Profile (White & Twiddy, 2017), in 2015 the average panel
size among family physicians was 2,194.

There is evidence in the literature suggesting a correlation
between panel size and some measures of the quality of
care. For example, larger panel sizes have been associated
with poor diabetes control (Angstman et al., 2016) and
decreased rates of preventive services, including cancer

also less likely to discuss health promotion activities, such
as smoking cessation, healthy eating, or increased physical
activity with their patients (Hogg et al., 2009).

On the other hand, in a traditional primary care model,
where reimbursement is tied to the number of services
provided, a panel size that is too small can result in financial
instability for the practice and reduce the likelihood that the
practice could weather a financial downturn. During the
COVID-19 pandemic, primary care visits dropped precip-
itously, and it has been estimated that, nationally, the pri-
mary care system could face aggregate losses of as much as
$15 billion (Basu et al., 2020). However, DPC practices that
had a steady source of revenue from recurring payments
were better positioned to weather the storm, and many have
reported that their finances were relatively unchanged by
the decline in patient visits caused by the pandemic (Pifer,
2020).

Administrative Burden

All physicians, and PCPs in particular, spend an increasing
amount of time and effort performing nonclinical admin-
istrative and regulatory tasks. A time and motion study

of ambulatory care published in the Annals of Internal
Medicine in 2016 (Sinsky et al., 2016) found that physi-
cians spent 27.0% of their total time in the office on direct
clinical face time with patients and 49.2% of their time on
EHRs and desk work. Even when in the examination room
with patients, physicians spent only 52.9% of the time on
direct clinical face time and 37.0% on EHR and desk work.
Physicians also reported 1 to 2 hours of “after-hours” work
each night, devoted mostly to EHR tasks. A 2016 Health
Affairs study (Casalino et al., 2016) estimated that an
average size medical practice spends 785.2 hours ($40,069
per physician or $15.4 billion per year in the aggregate)
reporting on quality measures that do little to help improve
care or assist patients with treatment decisions. It has been
estimated that PCPs spend 9.9% more time on nonclinical
paperwork than providers in other specialties (Physicians
Foundation, 2018).

Workforce Issues

An analysis of projected supply and demand by the
Association of American Medical Colleges (AAMC)
predicts a shortage by 2033 of between 21,400 and 55,200
primary care physicians. Based on an analysis of American
Medical Association Physician Masterfile data, the 2020

Texas Public Policy Foundation


https://bmcfampract.biomedcentral.com/articles/10.1186/s12875-020-01216-8
https://bmcfampract.biomedcentral.com/articles/10.1186/s12875-020-01216-8
https://incrowdnow.com/press-release/incrowd-study-shows-a-79-burnout-level-among-pcps/
https://europepmc.org/article/PMC/PMC2687865
https://www.aafp.org/fpm/2017/0100/p26.html
https://www.jabfm.org/content/29/4/444.long
https://www.annfammed.org/content/14/1/26
https://www.annfammed.org/content/14/1/26
https://www.rand.org/pubs/research_reports/RR439.html.
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3090121/
https://www.healthaffairs.org/doi/pdf/10.1377/hlthaff.2020.00794
https://www.healthcaredive.com/news/direct-primary-care-backers-hope-covid-19-entices-docs-to-alternate-payment/581871/
https://www.healthcaredive.com/news/direct-primary-care-backers-hope-covid-19-entices-docs-to-alternate-payment/581871/
https://www.acpjournals.org/doi/10.7326/M16-0961?url_ver=Z39.88-2003&rfr_id=ori%3Arid%3Acrossref.org&rfr_dat=cr_pub++0pubmed&
https://www.healthaffairs.org/doi/pdf/10.1377/hlthaff.2015.1258
https://physiciansfoundation.org/wp-content/uploads/2018/09/physicians-survey-results-final-2018.pdf
https://physiciansfoundation.org/wp-content/uploads/2018/09/physicians-survey-results-final-2018.pdf

November 2020

Addressing the Primary Care Crisis by Expanding Access to Direct Primary Care

AAMC estimates include a slightly lower number of physi-
cians trained in primary care who subspecialized or became
hospitalists. However, this is offset by an increase in the
number of physicians planning to retire earlier than previ-
ously modeled, according to analyses based on AAMC 2019
National Sample Survey of Physicians data (Association of
American Medical Colleges, 2020, p. 5). This increase in the
rate of retirement is consistent with reports of the effects of
high levels of burnout on workforce turnover in primary
care (Willard-Grace et al., 2019). There is also concern that
the number of medical graduates entering the primary care
workforce will not adequately offset the increasing number
of retirees. Although a record number of primary care posi-
tions were offered in the 2019 National Resident Matching
Program (“the Match”), the percentage of primary care
positions filled by fourth-year U.S. medical students was the
lowest on record (Knight, 2019). The Match figures for 2020
show that,

of the 34,266 first-year positions offered in the Match,
17,135 were in the primary care specialties of family
medicine, internal medicine, internal medicine—pedi-
atrics, internal medicine—primary, pediatrics, and
pediatrics—primary, a 7.4 percent increase over the
number offered in 2019. Of those, 16,343 (95.4%) were
filled and 7,369 (45.1%) were filled by U.S. MD seniors.

(National Resident Matching Program, 2020, “Primary
Care Specialties” section)

Overview of DPC

DPC is a practice and payment model where patients con-
tract with their physician or physician practice directly in
the form of periodic payments for a defined set of primary
care services. The DPC practice model is still evolving, and
much like primary care in general, there is no consensus
on what constitutes a DPC practice. However, the most
commonly used definitions generally include the following
elements (Busch et al., 2020, p. 5):

1. The practice charges patients a recurring—typically
monthly—subscription fee to cover most or all primary
care-related services.!

2. 'The practice does not charge patients per-visit, out-of-
pocket amounts greater than the monthly equivalent of
the subscription fee.?

3. The practice does not bill third parties on a fee-for-
service (FFS) basis for services provided.

One way to broadly categorize the various iterations of the
DPC delivery model is the division between “pure” and
“hybrid” models. A pure DPC model includes only patients
whose care is financed by the membership fees, while
hybrid models include both member patients and patients
in the traditional third-party payment system. DPC prac-
tices exhibit a range of iterations, from small and indepen-
dent practices with varying levels of network affiliation to
larger practices that employ physicians and grow by market-
ing themselves directly to large employers (Eskew & Klink
2015).

A 2018 AAFP survey reported that 80% of DPC practices
were pure DPC, while 14% of practices were hybrid DPC.
Of the hybrid practices, 42% plan to operate the model
“indefinitely” Approximately 35% of current DPC prac-
tices converted from a more traditional practice setting,
including participating in Medicare (Quinn, 2018). As of
November 2020, the DPC Frontier “Mapper” lists 1,350
DPC practices across 48 states and Washington, D.C., with
the vast majority being pure DPC models (DPC Frontier
2018).

According to a market survey done by Milliman, Inc. and
published by the Society of Actuaries in May 2020, the
majority of DPC practice revenues typically come from
monthly or annual DPC subscription fees, and the average
per-person monthly DPC fees reported in the analysis were
“$40 for children and ranged from $65 to $85 for adults,
depending on age. Most DPC practices do not charge a
per-visit fee for services covered under their DPC member-
ships (89%).” Also according to the analysis, “DPC practices
usually have fewer patients than traditional primary care
practices, typically fewer than 1,000 and most often around
200 to 600” (Busch et al., 2020, pp. 7, 12). The 2018 AAFP
survey found that 17% of DPC practices have achieved their
full desired panel size of 600 patients (Quinn, 2018).

The DPC fee generally covers primary care services that
may include preventive care, office visits for acute and
chronic illnesses, home visits, lab tests, basic medication,
care coordination, 24/7 access and follow-up visits—in per-
son or via phone, email and telehealth. Care coordination
may include navigating patients to lower-cost or discounted
ancillary services, such as lab tests and imaging. The sub-
scription fee does not cover specialists or emergencies, and
it is recommended that patients also have a high deductible
health plan/wraparound catastrophic policy.

1 DPCdiffers fundamentally from traditional capitation in that the patient, rather than an insurance company, is the payer. This direct patient-doctor link creates a
system where doctors are incentivized to keep patients well without limiting patient care in order to comply with insurance company parameters—a problem seen
with capitated models like the health maintenance organizations (HMOs) of the 1990s.

2 DPCdiffers from insurance since DPC providers do not assume risk for additional services that are not provided under the agreement. A patient can be charged
additional ancillary fees for services such as labs, imaging, and minor procedures. Some practices charge a low subscription fee and an additional per-visit fee to
discourage overuse of services. However, if the per-visit fee is higher than the monthly subscription fee, the practice functions more like a cash pay practice and may
be subject to insurance regulations. For a more detailed discussion of the definition of DPC, see DPC Frontier, n.d.
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How DPC Could Address the Current Crisis in
Primary Care

DPC can address many of the issues at the heart of the
current primary care crisis. Through the use of appropri-
ately sized patient panels and a reduction in the nonclinical
administrative burden, PCPs can provide more high-value
primary care that will result in better outcomes, cost reduc-
tions, and enhanced patient and provider satisfaction.

More Patient Time and Enhanced Access Equals More Care
Excluding the time spent interacting with patients via tele-
phone or electronic communications, the average amount
of time physicians spend with the patient in a DPC prac-
tice is higher than in a traditional primary care practice.
According to the 2017 Medscape Physician Compensation
Report, most family physicians (70%) spend between 13
and 24 minutes with each patient and 21% spend 12 min-
utes or less (Medscape, 2017). Because of a heavy admin-
istrative burden (coding and documenting in EHRs), even
a portion of this time is often not spent facing the patient
(Eskew, 2016). By contrast, in DPC practices, office vis-

its average about 35-40 minutes (Busch et al., 2020, p. 13;
Eskew & Klink, 2015, p. 796). In addition to more time
spent with patients in the office, many DPC practices
include home visits (“house calls”) and telehealth encoun-
ters in their covered services.

Cost Reduction

For a number of reasons, including the variety of DPC
iterations, the small size of most practices, and the general
desire of most DPC providers to reduce their administrative
and reporting burden, there is currently a relative paucity
of data on cost and quality outcomes in the literature. The
existing literature does, however, suggest the potential

for DPC to reduce unnecessary care and lower costs for
patients, employers, and the healthcare system.

The 2020 Society of Actuaries report includes a case study
that analyzed data from a single employer that offers a

DPC benefit option and a traditional benefit option and
compared cost outcomes during the same 2-year period’
between 912 members enrolled in DPC and 1,074 members
enrolled in the traditional option (Busch et al., 2020, pp.
27-35). The following are key results from the case study:

« DPC members had 19.90% lower claim costs for
employers on an unadjusted basis and 12.64% lower
claim costs on a risk-adjusted basis during the 2-year
period.*

o DPC members had 36.39% lower ER usage on an unad-
justed basis and 40.51% lower usage on a risk-adjusted
basis than those in traditional plans.

« DPC members experienced a 53.6% reduction in ER
claims cost on a risk-adjusted basis.

« DPC members experienced 25.54% lower hospital
admissions on an unadjusted basis and a 19.90% lower
rate on a risk-adjusted basis.

These findings support previous analyses that suggest that
primary care models with smaller panel sizes and a higher
frequency of encounters can lead to lower healthcare costs

(Ghany et al., 2018).

Importantly, the reductions in healthcare costs are evident
not just at the system level, but at the patient level as well.
Most DPC practices do not charge any cost sharing for
services covered under the DPC subscription fee. Since as
many as roughly 3 in 10 Americans have delayed or forgone
seeking medical treatment due to costs (Saad, 2018), remov-
ing financial barriers that are often the cause of patients
forgoing care such as missing follow-up visits should lead to
improved care and better health outcomes.

Patient Satisfaction

According to the Society of Actuaries market survey, on
average, “DPC members are able to schedule an appoint-
ment with their DPC provider within one day, wait just four
minutes in the DPC office for scheduled appointments to
begin, and spend 38 minutes with the DPC clinician during
visits” (Busch et al., 2020, pp. 5, 16). Most DPC members are
able to access their personal EHRs through a patient portal
(58%) and are also able to manage their enrollment through
the DPC practice’s website (58%). Practices in the survey
indicated that they expect the DPC model of care to

o Improve patient satisfaction with primary care
experience (98%).

o Increase the extent to which patients rely on their
PCPs to navigate the health system for nonprimary
care services (81%).

o Lower patient out-of-pocket costs for primary care
services, including the DPC membership fee (81%).

o Increase patient compliance with preventive care
guidelines (68%). (p. 16)

Provider satisfaction
In general, DPC providers report being very satisfied with
their choice to practice in the DPC model with the primary

3 The average exposure period for selected members during the 2-year period of interest was 22.0 and 21.9 months for the DPC option and traditional option,

respectively.

4 The risk-adjusted results account for differences in health status of patients. Unadjusted results do not account for these differences.
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motivators for choosing to operate a DPC practice being
“the ‘potential to provide better primary care under a DPC
model’ (96%), ‘too little time for FFS visits’ (85%), and

‘too much FFS paperwork to complete’ (78%). Just 10% ...
indicated that the ‘potential to earn more under DPC’ was a
primary motivator” (Busch et al., 2020, p. 14). Most respon-
dents also “reported that each of the following has been
better or much better under a DPC model of care:

o Overall (personal and professional) satisfaction (99%).
«  Ability to practice medicine (98%).

e Quality of primary care provided (98%).

« Relationships with their primary care patients (97%).

o The amount of time spent on paperwork (88%).

« The amount of time spent at the office (73%).” Thirty-
four percent “of respondents reported having better or
much better earnings as a PCP under a DPC model of
care (Busch et al., 2020, p. 15).

Workforce

One criticism of DPC from a public policy viewpoint is that
wider adoption of the model will exacerbate the projected
primary care physician shortage (Weisbart, 2016). Even
proponents of DPC admit that this may be an effect of DPC
adoption in the short term. However, they argue that with
greater access to DPC and with more effective and efficient
delivery and use of primary care, career satisfaction will
increase, the number of specialty referrals will fall, and the
disparity between primary care and specialty physician
compensation could eventually shrink, incentivizing phy-
sicians to enter and remain in the primary care workforce
(Eskew, 2016, p. 13).

Current Policy Efforts

An important barrier to wider adoption of DPC is the treat-
ment of DPC service arrangements by the Internal Revenue
Service (IRS) that makes individuals in these arrangements
ineligible to contribute to a tax-favored Health Savings
Account (HSA). Generally, to qualify for an HSA an indi-
vidual must be covered under a high-deductible health plan
(HDHP) and, with a few exceptions, have no additional
health coverage. Under current law, the IRS Code considers
an individual in a DPC arrangement ineligible to contribute
to an HSA and considers DPC subscription fees as insur-
ance and not as payment for medical services (IRS, 2019).
There are ongoing efforts to address this issue at the state
and federal levels, as well as to include access to DPC in
public health programs.

State level

According to the Direct Primary Care Coalition, as of 2020,
Direct Primary Care laws have been passed in 32 states with
pending legislation in 12 states. In general, these laws define
DPC as a medical service outside of state insurance regula-
tion and offer varying levels of consumer protection (Direct
Primary Care Coalition, 2020). In 2015, Texas became the
13th state to enact Direct Primary Care legislation when
the Legislature passed and the governor signed House Bill
1945 “An Act Relating to the Provision of Direct Primary
Care” (HB 1945, 2015). This legislation specifies that a
Direct Primary Care service agreement is not health or
accident insurance or coverage and is not subject to regu-
lation by the Texas Department of Insurance. It provides
additional protections by specifying that no state agency,
health insurer, or health maintenance organization can
prohibit, interfere with, or initiate a legal proceeding against
a physician solely because the physician provided DPC, or
against a person solely because the person paid a fee for
DPC. However, as explained below, further efforts at the
federal level are needed.

Bills have also been introduced in Indiana, Missouri,
Minnesota, Oklahoma, Colorado, and Iowa that include
provisions to expand DPC to Medicaid (Eskew, 2020). New
Jersey (N] Treasury, n.d.) and Nebraska (Nebraska Dept.

of Administrative Services, n.d.) currently offer DPC as

an option in their state employee plans, and Tennessee
introduced a bill in the General Assembly in 2019 that, if
passed, would have required the Department of Finance
and Administration “to study the feasibility of adding direct
primary care as a covered benefit under one or more of the
basic health plans approved by the state insurance commit-
tee for eligible state employees” (HB 0894/SB 0696, 2019).

Federal Level

While language in passed or pending state legislation, as
well as in the Affordable Care Act,” expressly states that
DPC is not insurance, the IRS maintains the viewpoint that
a contract with a DPC practice constitutes a second health
plan, which makes an individual with such an arrange-
ment ineligible to use or contribute to a health savings
account (HSA). On June 24th, 2019, the president issued
an “Executive Order on Improving Price and Quality
Transparency in American Healthcare to Put Patients First”
urging the secretary of the treasury to propose regulations
that would potentially clarify that DPC expenses are quali-
fied health expenses under 213(d) of the Internal Revenue
Code (Executive Order No. 13,877, 2019).

5 The Patient Protection and Affordable Care Act, Pub. L. No. 111-148, 124 Stat. 119, § 10104 contains a provision in Section 10104 stating that the Secretary of HHS
“shall permit a qualified health plan to provide coverage through a qualified direct primary care medical home plan that meets criteria established by the Secretary,
so long as the qualified health plan meets all requirements that are otherwise applicable and the services covered by the medical home plan are coordinated with
the entity offering the qualified health plan”For a full discussion, see: https://www.law.cornell.edu/uscode/text/42/18021
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On June 10, 2020, the Treasury Department and the IRS
released proposed regulations stipulating that because they
typically provide for primary care services such as physical
examinations, vaccinations, urgent care, and laboratory test-
ing, DPC arrangements generally count as health insurance
that is not a high-deductible health plan (HDHP)® and that
is not disregarded coverage’ or preventive care. Since the
proposed rule failed to address the key issue of redefining
DPC as a medical service outside of health plan or insur-
ance regulation, individuals covered by a DPC arrangement
would continue to be precluded from contributing to an
HSA (Department of Treasury, 2020).

Since at least 2014, a number of stakeholders have made
efforts to provide input and urge the IRS to change their
position on DPC.® The IRS has formally responded on at
least two occasions but has given no indication that its posi-
tion would change without legislative action.’

Over the past several years, a number of bills have been
introduced at the federal level that include provisions that
would allow patients and their employers to securely use
DPC plans through HSAs by providing clarification that
DPC subscription fees are a qualified medical expense
under 213(d)" and are not health plan fees as defined

by current law under 223(c). For example, S. 3112, the
Personalized Care Act of 2019 (Personalized Care Act
2019), sponsored by Sen. Ted Cruz and introduced in

the Senate on December 19, 2019, and H.R. 5596, the
Personalized Care Act of 2020 (Personalized Care Act,
2020), sponsored by Rep. Chip Roy (R-TX) and introduced
in the House on January 14, 2020, would include these
provisions for all DPC arrangements. Another bill intro-
duced in the House by Rep. Roy, the Veterans Access to
Direct Primary Care Act, would require “the Department
of Veterans Affairs (VA) to implement a five-year pilot
program to provide eligible veterans with the option to
receive primary care services from a non-VA health-

care provider under a direct primary care service arrange-
ment through the use of a veteran health savings account”

(H.R.6259, 2020; Veteran Access to Direct Primary Care
Act, 2020).

Policy Recommendations

Promote Choice, Competition, and Value by Removing
Barriers to Wider Adoption of DPC

Although the Patient Protection and Affordable Care Act
and legislation in a majority of states expressly affirm that
DPC is not insurance, further action at the federal level is
needed for patients to safely fund and use HSAs for DPC.
IRS definitions need to be updated so that the tax code con-
forms with other relevant state and federal laws. In order

to permit individuals that hold HSAs to access the benefits
of Direct Primary Care, the Internal Revenue Code (IRC)
needs to clarify that DPC does not constitute a health plan
under IRC Section 223(c), and that periodic payments to
DPC practices for primary care services are to be treated as
qualified medical expenses under Sec.213 (d). Ideally, this
should be done without unnecessary restrictions on the
type of arrangement a patient and their doctor freely choose
and that best suits the needs of the patient. Giving patients
greater control of their healthcare resources and more
choice over the care they receive will lead to greater compe-
tition based on the value of the care provided.

Expand DPC to the Medicaid Population

Medicaid accounts for a significant and growing portion

of spending in most state budgets (Rosewicz et al., 2020).
In the state of Texas, for example, spending on Article II
(Health and Human Services), which administers Medicaid,
represented more than 36% of the All-Funds'' appropria-
tions for the 2018-19 biennium. Medicaid is the costliest
Article II program, receiving $61.8 billion in All Funds

for the biennium, or 78% of the total Article II funding
(Texas Comptroller, 2018, pp. 6-7). By minimizing the costs
associated with unnecessary care in the Medicaid program,
DPC could help considerably to alleviate the stress on state
budgets and reduce taxpayer burden.

The emergency department (ED) is an inappropriate and
expensive way to provide care for non-urgent medical con-
ditions. Nationally, patients with Medicaid, CHIP, or “other
state-based programs” as an expected source of payment
accounted for 40.3% of emergency department visits in
2017, significantly more than the privately insured (31.2%),
Medicare beneficiaries (18.5%), or the uninsured (8.0%)
(National Center for Health Statistics, 2020, Table 6).
Barriers to timely primary care have been associated with
increases in ED utilization. Reported barriers include

6  According to the IRS, DPC is not considered an HDHP because it provides coverage for HDHP benefits before the minimum annual deductible has been met.
7 Section 223(c)(1)(B) of the Internal Revenue Code provides that, “in addition to coverage under an HDHP, an eligible individual may also have specifically enumer-

ated coverage that is disregarded for purposes of the deductible” (IRS, 2004).

8  See, forexample, Letter to IRS from Sens. Cantwell and Murray, and Rep. McDermott, June 17, 2014, Letter to the IRS from Sens. Cruz and Johnson, April 17,2018,

Letter to the IRS from Docs 4 Patient Care Foundation, January 4, 2019.

9  See, for example, Letter from John A. Koskinen to Sen. Murray, June 30, 2014, Letter from Drew Maloney to Sen. Cruz, May 15, 2018 ().

10 For the purposes of IRS Code 223(d), qualified medical expenses are amounts paid for the diagnosis, cure, mitigation, treatment, or prevention of disease, or for the
purpose of affecting any structure or function of the body, for transportation to receive that care, and for certain long-term care expenses. See: 26 USC § 213(d)(1).

11 All Funds include General Revenue Funds, General Revenue dedicated funds, federal funds, and other funds.
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(a) inability to contact the office; (b) inability to get an
appointment soon enough; (c) excessive wait to see the
doctor after arriving at the office; (d) inconvenient office
hours; and (e) lack of transportation (Cheung et al., 2011).
The Medicaid and CHIP Payment and Access Commission
reported that, “despite the fact that nearly all Medicaid
enrollees report having a usual place of care other than

the ED, approximately one-third of adult and 13 percent
of child enrollees have reported barriers to finding a doc-
tor or delays in getting needed care” (Medicaid and CHIP

Payment and Access Commission [MACPAC], 2014b;
MACPAC, 2014a).

According to a Texas Department of State Health Services
analysis of hospital emergency department data from 2018
(Texas Department of State Health Services, 2019), the
most frequent payer source from all avoidable ED visits

in Texas was Medicaid (29.2%), followed by uninsured or
self-pay (27.2%), private insurance (27.1%), and Medicare
(13.9%). In 2014, 31% (n=346,651) of Texas Medicaid adult
enrollees visited the ED at least once, and only 13% of those
ED visits were considered “not preventable” or “unavoid-
able”(Delcher et al., 2017).

DPC has shown the potential to reduce unnecessary ED
utilization substantially. The case study included in the

2020 Society of Actuaries analysis (Busch et al., 2020, pp.
27-35) reported a 40% reduction in ED visits and a 53.6%
reduction in ED claims costs in the DPC group as compared
with the group in traditional primary care. According to an
analysis by United Health Group (2019), the average cost of
treating common primary care treatable conditions at a hos-
pital ED ($2,032) is 12 times higher than the cost ($167) in
a physician’ office. If even a portion of the inappropriate ED
utilization can be reduced by including DPC as an option

in Medicaid, it could have a positive fiscal impact on state
budgets. The Society of Actuaries case study also showed
the potential for DPC to reduce costs through a reduction
in hospitalizations of 25.54% among DPC members (Busch
et al., 2020, p. 32). In addition to cost reduction, DPC also
has the potential to improve health outcomes in Medicaid
through better coordinated care. Importantly, tracking

downstream impact (for example, reductions in unnec-
essary ED utilization and hospitalizations) could be done
in the Medicaid program without imposing a significant
administrative burden on DPC practices.

Conclusion

Primary care providers play a central role in the health and
well-being of Americans. The decisions they make influence
health outcomes for their patients and have widespread
downstream consequences that affect the cost efficiency of
the healthcare system. However, due to a number of chal-
lenges, including physician burnout, over-sized patient
panels, increased administrative burden, reduced time spent
with patients, low reimbursement relative to other special-
ties, and a shrinking workforce in the face of increasing
demand, primary care is commonly described as being in

a state of crisis. DPC, where healthcare consumers con-
tract with a physician or physician practice directly in the
form of periodic payments for a defined set of primary care
services, is an evolving practice and payment model that is
increasingly favored by patients and providers. By reducing
administrative burden and allowing PCPs to spend more
time with patients, DPC addresses many of the challenges
facing primary care, resulting in improved satisfaction for
providers and better care for their patients. DPC has also
shown the potential to reduce costs for patients as well as
generate downstream savings for the healthcare system.

In spite of the potential benefits and growing popularity

of DPC, barriers to wider adoption of the model remain,
and there are ongoing efforts at the federal and state level

to address these barriers. Although a majority of the states
have passed or are considering legislation to define DPC

as a medical service outside of state insurance regulation,
IRS definitions need to be updated so that the tax code
conforms with other relevant state and federal laws in order
to permit individuals that hold HSAs to access the benefits
of Direct Primary Care. In addition, policymakers should
continue to pursue efforts to include DPC as an option in
public programs, especially Medicaid, in order to improve
health outcomes for beneficiaries and help reduce the strain
on state budgets and taxpayers.
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