Discussions on Key Business Trends in Health Care

Health Plan Affordability

Cutting-edge tools employers can use to build
affordable health plans

How does reference-based pricing work?

What are Domestic Centers of Excellence?



The value isn’t just with price points, but also aligning incentives. Providers are
willing to offer preferred pricing based on the exclusivity and volume, and employers
achieve savings on unit cost. In addition, unlike the traditional fee-forservice model,
providers objectively review for appropriateness first. The contract includes a
performance component to eliminate waste. So, Mercy, which performs 30 percent
fewer back surgeries than the national average, keeps members from getting
inappropriate surgeries.

Originally only used by large employers, this model has become more prevalent.
Smaller employers can piggyback on either large employers or a managed care
network that develops this for its entire block of business with specialized contracts.

How do narrow networks lower health costs?

Depending on your geography and population, you may be able to partner with your
managed care network to customize your network. In a rural or smaller market,

this may mean exclusively driving the members to one facility. In turn, typically the
hospital will provide a better managed care contract.

You may get pushback from members who prefer one facility to another. The
employer must convey that this is about looking at cost and quality to find the right
facility, which then has an impact on premiums.

Narrow networks have been around for a while, but now managed care companies
are starting to wire together narrow networks across a region to create a sub-network.

Can these strategies be used in conjunction with any type of health plan?
Although there is some overlap, you can use a combination of strategies, depending
on your readiness for change. The difference is more of a degree of granularity —
Domestic Centers of Excellence and reference-based pricing are broken down by
procedures, while narrow networks are more geographic-centric.

Self-funded health insurance plans may use any of these tools. Fully insured carriers
are now implementing narrow networks and referenced-based pricing. With the
health exchanges, narrow networks should become more common as carriers look
for ways to keep costs down.
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