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Profiting from Future Trends in Managed Care

By Laurence Gelman

“The report of my death was an
exaggeration.” —Mmark Twain, after

reading his own obituary, June 2, 1897

Like Mark Twain, the managed care
industry has of late been busy refuting
reports of its own demise. But, for the
first half of 2000, the profits of four
of the five largest managed care orga-
nizations (MCOs) are up. Clearly,
managed care is far from dead.

While the situation is far from ter-
minal, it would still be premature to
pronounce the managed care industry
“cured.” So how can managed care
not only survive, but prosper as well?
Here are some suggestions.

Don’t Panic

Symptoms of panic disorder in MCOs
may include hastily conceived merg-
ers, wholesale layoffs, and/or account-
ing gimmicks. Remember the parable
of the two hikers who encounter an
unfriendly bear: One hiker starts
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changing his boots for running shoes.

The other hiker says, “You can’t out-

run the bear!” to which the second

hiker replies, “I don’t have to outrun
the bear, | only have to outrun you!”
So, instead of panicking, use this
window of opportunity to reinvent
your organization based on the pre-
sent market, and to decide what future
shape your organization will take.

« Scrutinize everything, including
networks, processes, personnel,
marketing, etc.

 Assess competitors, resources,
major purchasers and objectives.
Conducting focus groups of major
purchasers might be helpful in
designing more targeted products
and programs.

« Evaluate the impact of government

initiatives on administration and
funding.

« Reshape or jettison products that
don’t fit the new organizational
profile.

« Consider writing a business plan.
This is a must for start-up compa-
nies, but mature companies rarely
have them. Think of your organiza-
tion as a start-up, and justify capi-
tal expenditures, outline a contin-
gency plan, etc.

Return to Your Roots

In the early days, MCOs believed
success would come from controlling
costs through early disease interven-
tion, health promotion and case man-
agement. Over the years, many
MCOs have focused instead on shift-
ing risk to providers and managing
costs through fee negotiation. As a
result, the distinction between MCO
models has blurred. Many purchasers
view MCOs as expensive TPAs that
add little value in terms of cost or
care management. In many markets,
reimbursement has leveled off and
MCOs no longer enjoy a reimburse-
ment advantage over other forms of
health care.

If MCOs are to survive and pros-
per, they must return to their roots by
developing care management strate-
gies differentiating them from other
healthcare models. Integrated data
techniques offer the opportunity to

Continues on page 4
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Value and Impact of Repricing
and Fee Negotiation Services

By Richard A. Orland, M.D.

A critical need for any health plan
is the development and mainte-
nance of its provider network to
cover most of its members’ needs.
This network should include the
necessary types of providers, as
well as appropriate geographic

coverage.

owever, even plans with
H comprehensive networks

will experience out-of-net-
work and out-of-area claims. Repric-
ing and fee negotiation services are
valuable in these instances to reduce
the expenses associated with such
potentially costly exposure.

In this article, the term repricing
services is used to refer to the ser-
vices offered by a vendor that has
contracts with providers, and where
these contracts offer a discount on
incurred billed charges to payors.
Similarly, the term fee negotiation
services is used to refer to the ser-
vices offered by a vendor that will
negotiate for payors, on a case-by-
case basis, contractual arrangements
resulting in a discount on incurred
billed charges. If a vendor offers one
of these services, chances are it
offers the other service as well.

A word of caution: because out-
of-network and out-of-area claims
are by nature unpredictable, the
world of repricing and fee negotia-
tion services is a vendor-driven mar-
ket, with a high degree of variability.
The health plan or payor would be
wise to learn and understand the
finer points and differences about

iy, 4
repricing and fee negotiation services,
which are summarized in this article.

Role of Repricing and Fee
Negotiation Services

Repricing and fee negotiation services
are a stopgap measure, used to help
provide some discount when expenses
have been incurred with an out-of-area
and/or out-of-network provider.

Of course, it is almost always
preferable for payors to have their
own contracts for discounted services
with a provider, rather than relying
upon the services of a repricing and
fee negotiation vendor. Why? First,
having a direct contract with a
provider allows greater control over
contractual terms and conditions.
Second, there is no access fee when
charges are paid per a discounted
arrangement that is predetermined
directly between the payor and
provider. Third, when a payor has a
contract and an ongoing relationship
with a provider, the payor is able to
derive quality and outcomes data. For
these reasons, payors are advised to
attempt arranging their own contracts
with providers, rather than relying on
repricing and fee negotiation vendors.

Repricing Services

With repricing services, the vendor’s
contracts with providers are either a
percent off billed charges or a per
diem arrangement. Per diem arrange-
ments may offer greater savings for
inpatient charges; however, these are
now infrequent.

A high degree of variability often
exists in the vendor’s contractual
arrangements with providers. One ven-
dor may have different contracts with
different providers at the same institu-
tion. For instance, a vendor may offer a
15 percent discount on the billed
charges for emergency room fees at
one facility, yet may offer a 35 percent
discount on the billed charges for out-
patient radiology at the same facility.

Another point of variability is that
the repricing vendor may offer differ-
ent contracts at different facilities for
the same service, even though those
facilities charge the same amount for
those services. For example, a vendor
may offer attractive per diem rates for
ICU charges at one facility, yet may
only offer a 3 percent discount on the
billed charges for ICU charges at
another facility.

An additional inconsistency is that
a vendor’s contracts with a given
provider may vary according to the
service. That is, a vendor may offer a
30 percent discount on billed charges
for ICU charges at one facility, yet
only offer a 5 percent discount on
billed charges for general medical/
surgical charges at the same facility.

There also are local, regional and
national geographic overlaps and
gaps between vendors. In some parts
of the country, there may be no ven-
dor that offers repricing services.
Not every vendor has contracts cov-
ering the desired geographical areas.

Fee Negotiation Services
With fee negotiation services, the
vendor negotiates in an attempt to
obtain a discounted payment on
behalf of a payor for certain specific
incurred charges. Such charges may
include inpatient stays, emergency
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room services, outpatient radiation
therapy and other services.

These negotiations are performed
on a case-by-case basis and may be
performed retrospectively, concur-
rently or prospectively. Of course,
performing such a negotiation
prospectively offers the greatest
chance for discounted charges.

Significant variation is common.
The discounts, whether a percent off
billed charges or a per diem, will
vary according to the facility or
provider, the type of service ren-
dered, the total charges and other,
sometimes unpredictable, factors.

Because these negotiations are
usually performed on a case-by-case,
one-time only basis, the skill and
experience of the fee negotiation ser-
vice is critical.

Advantages and Costs of
Repricing and Fee Negotia-
tion Services

The most prominent benefit of these
services to the payor is financial sav-
ings, and these can indeed be signifi-
cant. (See sidebar.) A health plan that
is able to benefit from these services
may see profit margin improvements,
loss ratio reductions and possibly even
avoidance of reinsurance claims.

The direct cost of using repricing
and fee negotiation services is usual-
ly a percentage of the savings. The
vendor usually takes this before the
savings are sent to the payor. If no
savings are realized, no charges
should be incurred.

An indirect cost of using repricing
and fee negotiation services is the
turnaround time involved in contacting
the vendor, accessing the service, wait-
ing to see if repricing or a fee negotia-
tion can be realized and then paying the
provider according to the repriced or
negotiated fee. If the turnaround time is
long, the payor’s cash-flow accounting
is thrown off and the provider is kept
waiting for payment.

When Not to Use These Services
As discussed above, it is always

preferable for a payor to have its own
contracts with providers rather than to
rely on repricing and fee negotiation
vendors. Therefore, when a payor does
have its own contract with a given
facility or provider, it should not, and
most likely cannot, use the services of
a repricing and fee negotiation vendor
— it must use its own contract.

Here’s an example of how the
use of repricing and fee
negotation services can yield
significant savings.

In 1997, one managed care rein-
surance client consistently
experienced out-of-network
claims. The client was able to
access repricing and fee
negotiation services at a low
threshold of billed charges
and realized more than $200,000
of net savings for that
contract year. This amount
was almost half
of the total reinsurance
premium that the client paid
during that contract year!

Additionally, repricing and fee
negotiation services may only be
used before a bill is paid; very little
can be done after a payor has already
reimbursed a facility or provider for a
service. So, if a discount is to be
used via a repricing and fee negotia-
tion vendor, this process must be
completed before any payment is
made by the payor to the provider.

Some procedures, such as organ
transplantation, are highly specialized,
complex, long in total duration and
expensive. For these procedures,
repricing and fee negotiations vendors
may only be able to offer a percentage
off billed charges, whereas a direct
contract between the payor and the
facility may allow for a base payment
rate with outlier per diems and other
favorable contractual terms. Therefore,
for such highly specialized, complex
and costly procedures, payors are

encouraged to either contract directly
with the facility performing such proce-
dures or to use a network specific to that
procedure and specialty.

Most repricing and fee negotiation
vendors will only offer services for
claims above a certain dollar amount;
this amount is variable from vendor to
vendor. Therefore, for claims below this
threshold, the use of repricing and fee
negotiation services is not an option.

Other Problems

Occasionally, the contracts that a
repricing service has with its providers
may change without notice to user
plans and payors. On-line accessibility
to these contracts can help to reduce
this problem.

Balance-billing of the patient by the
provider is rare, yet does occur. When
this happens, the repricing or fee negoti-
ation service should be promptly
informed and should take quick action
to rectify such an error.

Occasionally, the provider will not
honor a predetermined discount
arranged by either the repricing or fee
negotiation service. If so, there should
be no cost to the plan, as there are no
savings. The repricing or fee negotia-
tion service may be reluctant to work
with that provider thereafter.

ReliaStar’s Resources

Used wisely and well, repricing and fee
negotiation services can be of significant
value to a health plan and to payors. As
part of the value-added resources of the
ROSE program, ReliaStar offers repric-
ing and fee negotiation services for its
clients’ use. During 1999, ReliaStar’s
clients saved $934,486 through the use of
these services.

For further information about these
services and how they may be accessed,
contact your ReliaStar Health Service
Consultant.

Richard A. Orland, M.D. is board-certified in
internal medicine and is a consultant in life and
health insurance and in occupational medicine.
He can be reached via e-mail at RichardOrland-
MD@worldnet.att.net, or at 615-297-6289.
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(Continued from page 1)

identify chronic disease states; health
risk appraisals can identify high-risk
cases; and much can be done to
improve provider practice patterns
with profiling and education. If you
can prove to your clients that you add
value to, your organization is likely to
thrive in any business climate.

Reinvent the Organization

The organization you will have in the
future depends largely on the programs
and products you will offer in order to
be differentiated from the competition.
As part of the reinvention process,
assess your organization’s core compe-
tencies. If a department is underper-
forming, decide what makes better
sense: revamping the department or
outsourcing. Departments with signifi-
cant strengths should be considered
new business opportunities. Opportuni-
ties abound if you see your organiza-
tion as a series of assets, rather than the
sum of functions necessary to deliver
your products and services.

For example, you may have a strong
information management services
department. You could sell these services
to other non-competing businesses. Or,
you may have a strong marketing depart-
ment with representatives calling on bro-
kers, consultants and prospects in your
area. Life and disability insurance com-
panies are staffing marketing depart-
ments for the same area, often calling on
the same people. Consider contracting
for your marketing department to repre-
sent hon-competing carriers in your mar-
ket service area.

Develop Strategic Partnerships
Henry Kissinger once said, “Countries
do not have allies, they have interests.”
The same is true of companies, which
need to identify organizations with
compatible interests. Businesses often
fail to capitalize on existing relation-
ships, thus missing opportunities to
leverage broader expertise, resources
and clients.

For example, pharmacy vendors can
use their clinical resources and sys-
tems to identify opportunities to man-
age disease states and costs. The only
cost to you may be an agreement to
continue listing their drugs on your
formulary. In addition, major purchas-
er clients often have a wealth of man-
aged care experience. Typically, they
are happy to assist in designing pro-
grams, evaluating costs and providing
free advice on initiatives they see as
being successful with their other plans.
If you adopt some of their recommen-
dations, they may send you more
members for free. Also, stop loss carri-
ers are constantly looking for ways to
improve loss ratios and rates. By part-
nering with your stop loss carrier, you
may be able to leverage their expertise
to improve your own loss record.

Summary

Although it may not look the same, or
represent the same products, managed
care will continue to exist. But the
need to control rising health care costs
and promote good health is a never-
ending battle. The winners will be
those organizations that accept the
challenge to adapt, reinvent and grow.
The others will be lunch for the bear!

Laurence M. Gelman is a principal with NuMar-
ket Resources, L.L.C., a managed health care
consulting firm headquartered in Walled Lake,
Mich. Gelman’s experience includes five years
as senior partner at Coopers & Lybrand, L.L.P.
and four years as principal and Detroit Office
Health Care Practice Leader for William M.
Mercer, Inc. Prior to entering the consulting
business, Gelman spent eleven years in a vari-
ety of regional management roles for John
Hancock’s group health division. He is a mem-
ber of the Healthcare Roundtable; has written
many articles on managed care issues and has
been a speaker at the national ASHHRA con-
vention. His education includes an MBA from
St. John’s University and a bachelor’s degree in
law from Long Island University.

UPCOMING MANAGED

CARE MEETINGS

Following is a partial list of industry
meetings dealing with a variety of
managed care topics. If you know of
any other managed care conferences
that could be added to the list,
please let us know.

CFO Exchange (HFMA)

Las Vegas, NV March 4-6

13th Annual National Managed
Health Care Congress (NMHCC)
Atlanta, GA March 19-21

The IPA Association of America
Annual Conference
Washington, DC  March 29-31

2001 AAHP Managed Care Institute &
Display Forum

Los Angeles, CA  June 10-13

Annual Employee Benefits Symposium
(ISCEBS)

Boston, MA September 19-21

Medicare & Medicaid Conferences
Washington, DC  October 14-17
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