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Value is the name of the game when it comes 
to medical treatment and hospital services 
purchasing today. So, while trying to ensure 
insurers and other payers are parting with a fair 
and reasonable sum of money for such services, 
cost containers are also having to ensure now, 
more than ever, that the focus is not simply 
on what precisely is being received for the 
amounts paid, but whether this constitutes the 
best value possible – for both the patient and 
the insurer. It’s a fair and reasonable request, 
most would say; and it’s shaping the way those 
involved in providing and paying for hospital 
care are evolving their business, and how 
they are working together. These concepts are 
explored within many of the features contained 
in this year’s Cost Containment Review.
We also look at the emerging transparent 

cash economy, analyse the various challenges 
involved in containing costs in the US, and 
explore the benefits and challenges of bringing 
cost containment in-house. Elsewhere, 
we examine the move away from fee-for-
service payment models towards value-based 
approaches, and talk to local experts to 
understand the optimum ways of containing 
costs in increasingly expensive South Africa.
The year ahead will doubtless lead to 
more change and innovation within the 
cost containment industry, with various 
political and cultural shifts likely to bring 
new regulations, new expectations and 
new challenges. We’ll be rounding up those 
changes this time next year in the 2017 Cost 
Containment Review, but until then, we hope 
you enjoy this issue.
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CASH IS KING
Jason C. Davis explores the associated 
risks and opportunities of the emerging 
transparent cash economy for the travel 
insurance market

It is estimated that in 2022, US healthcare 
spending will reach over fi ve trillion dollars, or 
nearly $15,000 per person. Simply put, this is 
not sustainable, and something has to be done; 
but what? In a continued eff ort to try to control 
rampant costs, one of the biggest trends in US 
healthcare is the rapid increase of out-of-pocket 
(OOP) costs being shifted to American consumers 
in the form of higher deductibles, co-pays, co-
insurance, and the like. Among other things, this 
means that hordes of consumers (for the fi rst 
time, perhaps) are asking, ‘What does this stuff  
cost, anyway?’ In response, healthcare providers 
now have to re-examine how they bill and collect 
for their services. In a bizarre twist, providers are 
also doing something they apparently have never 
done before – looking at their costs (which casts 
suspicion on the whole ‘cost-shifting’ dialogue we 

have been having). Consider this statement from 
PWC’s Top health industry issues of 2016: “Health 
systems command billions of dollars in revenue and 
yet few can do what other billion-dollar companies 
consider table stakes – identify the cost of the 
services they provide. Now insurers, consumers 
and other major healthcare buyers are demanding 
better value for their spending, and healthcare 
providers are scrambling to calculate these costs.”
It is 2016, and providers are only now ‘scrambling’ 
to calculate their costs? It seems that way. Th e 
infl ux of more consumers in this market has 

revolutionary potential for transparency and 
competition for value. Not surprisingly, most 
providers are desperately clinging to the network-
controlled post-service payment reconciliation 
status quo, but some ambitious players are taking 
advantage of this trend and see an opportunity to 
off er transparent and favourable cash prices to try 
and redefi ne the traditional claims process. Can 
the travel insurance industry benefi t from this 
market disruption?

Rise of high deductible health plans
Employer-sponsored insurance covers over 50 
per cent of the non-elderly population in the US, 
representing over 147 million Americans. It is 
therefore no exaggeration to say that employer-
based coverage represents the very foundation of so 
called ‘free market’ payment for US healthcare. As 
we know only too well, costs have been on a steady 
rise for many years, and right now, a family of four’s 
average healthcare spending per year is $25,826. In 
spite of the eff orts of case management, networks 
and other fancy cost containment mechanisms, 

The influx of 
more consumers 
in this market has 
revolutionary potential 
for transparency and 
competition for value
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nothing has put a dent in spending and utilisation, 
so employers are feeling forced to shift costs to their 
employees in the form of higher deductibles.  
But what, strictly speaking, is a high deductible 
health plan (HDHP)? Th e Internal Revenue 
Service (IRS) defi nes it as ‘a health plan with an 
annual deductible that is not less than $1,300 
for self-only coverage or $2,600 for family 
coverage, and the annual out-of-pocket expenses 
(deductibles, co-payments, and other amounts, but 
not premiums) do not exceed $6,550 for self-only 
coverage or $13,100 for family coverage.’ 
Overall, the current average deductible is $1,318 
and rising, whereas the average 10 years ago was 
$584, and in 2015, Americans spent an estimated 
$345 billion in co-payments, co-insurance and 
other cost sharing provisions (up from $250 billion 
in 2009). 
HDHPs growing? In 2015, 24 per cent of all 
workers were registered in a high deductible health 
plan with a savings option (up from just eight 
per cent in 2009), and the PWC Health Research 
Institute predictings that 44 per cent of employers 
are expected to off er HDHPs as the only benefi t 
option in the next three years. It is worth noting 
that it took over 15 years for the HDHP concept 

to catch on (this is why I always say trends in the 
market move at a glacial pace), but the data more 
than suggests that we are truly entering the era of 
the HDHP.  

Higher deductibles = transparency 
and savings?
Depending on what you read, HDHP immediate 
savings can range from 10 to 20 per cent. At a 
high level, supporters of higher patient OOP costs 
say that this ‘skin in the game’ will help engage 
consumers towards more effi  cient, higher quality 
and lower cost care, but this is not well understood. 
Th ey also believe (rightly) that this will bring 
much-needed price transparency to this market. 
No longer will the consumer be shielded from 
seeing medical charges that are wasteful, expensive, 
inconsistent and virtually incoherent. And guess 
what – when they see it, they won’t like it; and the 
average smartphone-toting American will be very 
verbal about it (think reviews on the Internet).  
For a long time, industry wonks have believed that 
transparency will help reduce costs, but to date 
virtually none of these so-called initiatives have 
had any eff ect on spending. Why? It has to do with 
having ‘skin in the game’.

If I give my kids my credit card (God help us!) 
and send them to the snack bar at a baseball game 
(where they charge too much, if you ask me), the 
fact that the prices are transparent won’t stop my 
kids from running up a huge tab, because they 
aren’t paying – I am. I am their Dad and, amongst 
other roles, I am also their fi nancial surrogate. 
Th ey are spending my money, not their own. In 
the US, transparency initiatives have largely failed 
to control costs because insurers are surrogates for 
their members – the members ultimately don’t care 
about prices (beyond their co-pay or deductible, 
if they have one). No amount of transparency has 
done much to change this dynamic so far.  
And this is not to mention that the transparency 
we have seen to date has been for billed charges 
that nobody pays. However, the Patient Protection 
and Aff ordable Care Act (PPACA) passed new laws 
(see IRS 501 r) regarding how much a provider 
can bill someone who is qualifi ed for fi nancial 
assistance for emergency services. Th e law rightly 
disregards billed charges entirely and invents yet 
another new term: amounts generally billed, or 
AGB. Th at is, not-for-profi t providers may only 
bill  qualifi ed patients at the ‘best’ (meaning 
lowest) negotiated commercial rate, the average   >> 
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of the three ‘best’ (lowest) negotiated commercial 
rates, or the applicable Medicare payable rate. 
Now, providers have to publish their AGB ratios 
on the Internet and make sure that qualifi ed 
patients understand their rights. Right now, if you 
Google ‘hospital AGB’ you will be able to see the 
amounts hospitals generally bill, as published by 
the hospitals themselves. I found one hospital and 
their AGB was nine per cent of their billed charges 
(i.e. on average, they off er 91-per-cent discounts). 
Again, true transparency cannot be achieved in a 
world where standard billed charges and amounts 
generally billed are so radically diff erent. As you 
will see, American consumers will narrow this gap 
– and quickly, I suspect.

Does skin in the game create better 
medical shoppers?  
Do higher deductibles (coupled with transparency) 
actually make consumers better shoppers for care? 
Early indications, unfortunately, suggest not. An 
interesting JAMA study concluded that patients 
with higher deductibles were no more likely to shop 
around for care than those with lower deductibles.  
Another study from the National Bureau of 
Economic Research has shown that the average 
consumer with a high deductible reacts by cutting 
back on all care, even ‘free’ preventive care (where 
deductibles and cost-sharing do not apply) because 
they are scared of the expense and confused about 
how their benefi ts work.  Because of this (though 

it is hard to prove) some argue that the short-term 
savings of consumer OOP responsibility will be 
lost in long-term costs of diseases that could have 
been treated earlier.  
Th e realisation so far (and it is early) seems to be 
that the average American is not preoccupied with 
getting healthcare services when it is their money 
on the line, but they are more open to spending 
on healthcare when someone else is paying 
(and this may include unnecessary or needlessly 
overpriced services).  

In God we trust; all others pay cash
With the steady emergence of more consumers 
responsible for paying for their medical care, and 
perhaps continued provider frustrations from 
dealing with insurers or other outside third parties, 
more providers are now off ering cash discounts. 
Consider these examples: 
• Patmos Emergiclinic (in Tennessee) does not 

accept any third-party payment and makes no 
apologies for this. In order to keep costs down 

for the uninsured and the increasing number of 
patients who have high co-pays and deductibles, 
we choose to not assume the massive overhead 
involved in billing third-party payers. Th is has 
the added benefi t of eliminating bureaucratic 
hassles and intrusions into the doctor-patient 
relationship, ensuring confi dentiality of patient 
information and keeping our typical charges 
usually between the costs of an oil change and a 
brake job. 

• UCLA Health off ers cash pricing for selected 
services. Cash-pricing packages must be paid in 
advance of receiving services. Insurance will not 
be billed and claim forms will not be provided.    

• Does El Camino Hospital (in California) off er 
a discount if I self-pay for services? El Camino 
Hospital off ers a 75-per-cent discount on eligible 
services to patients who pay out of pocket for 
medical services – whether it’s because you don’t 
have insurance, your insurance doesn’t cover the 
services, or you’d prefer not to bill through your 
insurance provider. 

Swedish Health Services may have seen the 
writing on the wall when they decided to lower 
their charges for certain outpatient services (bear 
in mind these are charges, not cash rates). On 
their old billing platform, an MRI of the brain 
was billed at $6,143; the new billing is $1,810 
(70 per cent less). In many ways, cash rates are a 
type of network unto themselves. Providers are 
basically saying: “If you can pay cash at the time 

the data more than 
suggests that we are 
truly entering the era 
of the HDHP [high 
deductible health plan]
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of service, these are the rates, and they are good. If 
you want us to bill an insurer, have the claim re-
priced, pended, denied, re-coded, covered, denied, 
covered, we will bill you our much maligned 
chargemaster rates, and the claim will be paid with 
our equally maligned network rates.”
We are truly only at the beginning of this trend, 
and it is diffi  cult to accurately assess how many 
providers are off ering cash rates (or at least 
publicising it), which is a form of direct-to-
consumer ‘contracting’. Th e American Academy of 
Private Physicians estimates there are about 6,000 
physicians in the US who contract directly with 
their patients (without an intermediary). Th at is 
roughly one per cent of physicians in the US but 
this number has been growing at a rate of 25 per 
cent per year for the last four years, and the trend is 
likely to continue. 

The dark side of higher OOPs
Most healthcare providers are probably less than 
excited about higher deductibles, as they seem to 
be struggling to actually collect consumer OOP 
dollars. In a McKinsey survey, 74 per cent of 
respondents were willing and able to pay if their 
payments were under $1,000 annually in out-
of-pocket expenses. Sixty-two per cent of survey 
respondents were willing and able to pay more than 
$1,000 annually in out-of-pocket costs. Th e other 
third or so were willing, but not able. Overall, the 
data suggests that the higher the OOP cost, the less 
likely the provider will be able to collect. Th e net 

eff ect is that approximately 50 per cent of overall 
patient responsibility goes uncollected. Specifi cally, 
once a claim drops to collections, the recovery rate 
drops to 15.3 per cent for hospitals, and 21.8 per 
cent for non-hospitals.   
Forty-three million Americans have medical debt 
on their credit reports. One third of these have 
otherwise perfect credit, suggesting that consumers 
either do not see medical debt in the same way as 
other expenses, or that even otherwise good credit 
consumers are unprepared to shoulder medical 
expenses. Finally, and sadly, 60 per cent of personal 
bankruptcies involve signifi cant fi nancial exposure 
for medical services. As the OOP trend continues 
to increase, American consumers will need to 
change their fi nancial management strategies to 
meet these obligations.  

Spoiler alert: providers will get better at 
collecting upfront
Most travel insurers do not want their members 
to be encumbered with paying directly for their 
services; they would prefer the member not 
to pay anything and that the insurer be billed 
directly. Th is, rightly or wrongly, is seen as a better 
customer experience.
However, in all honesty, this can be argued to 
be against the best interests of the provider. If 
the claim is covered and the provider is paid in a 
reasonable period of time, they may be fi ne with 
direct billing the insurer; but what if the claim 
is denied or it takes several months before they 

get paid? By agreeing to bill the insurer (who 
retroactively confi rms coverage), the provider has 
essentially waived the opportunity to collect from 
an international patient directly.  
Can US providers bill members on emergency 
claims? Under the Emergency Medical Treatment 
and Labor Act (EMTALA), providers cannot 
require a monetary deposit as a condition to treat or 
stabilise a patient; that would be illegal. However, 
one could argue that the provider could request 
payment or a deposit after care is rendered, but for 
emergency claims it would certainly be frowned 
upon. Th e way healthcare currently works, the 
practice is simply not prevalent enough – though I 
have seen it – but this could change with providers 
looking to collect more at the time of service.
  
An odd twist
Th ere are some early indications that consumers are 
starting to understand that they may get better deals 
on healthcare services if they say they are uninsured 
or simply state that they plan to ‘self-pay’; in other 
words, that they will pay cash for healthcare:  
• Morris Pineda of Alameda, California, says that 

learning it was cheaper for him to pay out-of-
pocket for his prescription medications instead 
of putting in a claim with his insurance company 
came as a ‘slap in the face’. 

• Todd Craghead, Intermountain Healthcare’s vice 
president of revenue cycle, said he is seeing more 
insured patients ask to be treated as if they are 
uninsured so that they can access automatic 
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self-pay discounts for services with costs that will 
fall short of their deductibles. 

• Los Alamitos Medical Center, for instance, lists 
a CT scan of the abdomen on a state website for 
$4,423. Blue Shield says its negotiated rate at the 
hospital is about $2,400. When � e Times called 
for a cash price, the hospital said it was $250. 

One of my clients recently asked me to set up direct 
billing for a complex intestinal procedure. I was told 
that the facility was going to bill $60,000 and the 
in-network case rate (through a larger carrier) was 
approximately $30,000 (a 50-per-cent ‘discount’). 
I called the facility to inquire about the procedure 
and discovered that the cash case rate was $10,000, 
for the same facility and same surgeon. I set it up 
immediately; dare I say a triple win?  
I have also personally experimented with paying 
cash for healthcare in the US. I had sustained a 
rather nasty cyst/lesion on my chin (basketball 
accident) and was on the waiting list in Canada 
to see a plastic surgeon. I had already waited two 
uncomfortable months when I decided to take 
matters into my own hands. As I was speaking at 
a conference nearby, I called Surgery Center of 
Oklahoma (SCO), which had recently made the 
national news for shunning networks and off ering 
transparent pricing, which they post online (what 
a concept). I will admit that I was a little nervous 
about the price because I had a claim on my 
desk from New York City for a similar procedure 
and it was billed at $24,000. I did some research 

and estimated that the average charges for my 
procedure would be about $8,000. Finally, I spoke 
with SCO, and my cash price was $800. I paid for 
the procedure, had no claim to worry about, and 
the care was excellent.  

What’s in it for me? It’s as easy as 1,2,3!
In spite of the fact that I did not use insurance, we 
can still take my personal experience as a case study 
about the benefi ts of real-time payment for medical 
care. As I see it, there are three major wins to refl ect 
on: 1) no complicated claims process (for anyone); 
2) peace of mind that I settled my ‘fi nancial 
responsibility’ immediately; and 3) I saved money.
I suppose in a parallel universe, and we all know 
this old racket, I could have presented with a 
health insurance card and the hospital would have 
agreed to bill my insurer directly, and the claim 
would have been paid and processed eventually, but 

how would I know? What if there was an issue of 
coverage? A coding problem? Request for medical 
records? Error with repricing? What if I got 
invoices in the mail? How would I make sure my 
claim was paid? What does my policy say again? 
Oh yeah, I didn’t read it. As one observer put it, in 
describing our current claim process ‘a horse-and-
buggy in a world contemplating driverless cars, the 
healthcare industry’s consumer billing and payment 
system is an ineffi  cient antique.’ 
Back to the ‘ideal’ world of real-time adjudication 
and payment: fi rstly, with no claim, there are no 
additional forms, no pink pieces of paper, no over-
engineered codes. Did you know that there is an 
ICD-10 code for ‘burn due to water skis on fi re, 
initial encounter’? V91.07XA, look it up. Without 
question, the claims process and its coding are 
unnecessarily complex, which adds to the cost and 
dysfunction in the market. To summon my inner 
Steve Jobs, ‘there must be a better way’.    
Th e second point is that paying for goods and 
services immediately is very natural, and your 
customers will like it. Frankly, I believe the standard 
insurance process is completely unnatural and 
somewhat nerve-racking. Perhaps the superior 
member experience is knowing that they can get the 
care they need and that it will be paid for right away 
by their insurer – with no ‘zombie claims’ (claims 
that don’t die; patent pending) to haunt them.  
Th irdly, and lastly, there are emerging opportunities 
to save a lot of money by managing a process to 
try and pay providers at the time they supply the 
service. Th e migration to real-time adjudication 
and payment will certainly not be easy, and, unlike 
American health insurance, you do not need a high 
deductible to achieve it, but with the opportunity 
to simplify billing, improve member experience 
and save money, it seems like the juice is very much 
worth the squeeze. n  

� is article does not purport on any level to o� er 
legal advice or guidance on claim coverage in 
any situation. 
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As payment models move from fee-
for-service to value-based payments, a 
wide-ranging shift in the thinking behind 
how medical costs are contrived and 
paid for has begun . Milan Korcok charts 
its progress

It used to be so simple: the family GP would 
drive over in his black Buick, treat the sick infant’s 
throat infection, collect his fi ve dollars (or a 
bartered chicken if he was in farm country) and the 
transaction was done: fee for service (FFS), cash 
on the barrel head; the American way. But as the 
practise of medicine has become more complicated, 
and public demands for more and better care 
(quantitatively and qualitatively) have intensifi ed, 
cash on the barrel head has been losing its luster as 
a means of payment.
In 1965, when US President Lyndon Johnson 
signed Medicare and Medicaid into law, America 
was paying approximately seven per cent of its 
Gross Domestic Product for healthcare goods and 
services. Th e experts now project, with a good 
degree of unanimity, that Americans will be paying 
about three times that amount (over 20 per cent of 
GDP) within the next 15 years – far more than any 
other nation.
Most (though not all: see sidebar) of America’s 
healthcare administrators, clinicians, policy experts, 
payers (public and commercial) and pundits agree 
that this spending trajectory cannot be reversed 

or even mitigated if providers continue to charge 
for each service, visit, lab test, medication, surgical 
procedure or home visit separately. All that does, 
they say, is create the incentive to over-treat, 
over-prescribe, over-image – to do more, so as to 
make more, all the way down the line: a perpetual-
motion feeding machine. 
To break this vicious cycle, American healthcare 
planners, payers and providers have, over the 
past three decades, experimented with a laundry 
list of alternative payment strategies designed 
to put the brakes on FFS and rein in healthcare 
costs – prospective payment rates, Diagnosis 
Related Groups (DRGs), capitation, managed care 
fee controls, and so on. None, singularly, have 
proven to do the job. Yet each has left a mark and 
diminished the nation’s reliance on fee-for-service 
medicine. But, perhaps more to the point, they 
have also focused the need to look not only at costs 
but at payment models that lower cost and improve 
quality care, elevating the role of value. 
As cogently summarised by David Blumenthal, 
president of Th e Commonwealth Fund at a recent 
debate sponsored by the publication Health A� airs: 
“Value and quality are often in the eye of the 
beholder. It’s about what we value, what we choose 
to consider important. I think that is central to the 
dilemma we face right now. Th ere is recognition 
that the measurement enterprise has slipped out 
of control, that it’s counter-productive, wasteful, 
burdensome, and not realising the purpose for 

which it was conceived and originated.”
But how does one measure value in a system with 
so many moving parts, many of them competitive, 
some contradictory to each other – even counter-
productive? Th ough alternatives to FFS have been 
emerging since the early 80s, the implementation 
of the Aff ordable Care Act (ACA) in 2010 has 
provided powerful impetus for the advancement 
of value-based payment (VBP) models primarily 
throughout the vast Medicare system that touches 
virtually all providers and payers of healthcare 
services (private insurers included). Medicare covers 
at least 49 million elderly and disabled Americans 
– more than 15 per cent of the population – but 
virtually all general and community hospitals 
(including private and for-profi t institutions) serve 
Medicare patients, and therefore are subject to the 
rules and regulations propounded by the federal 
government – and the ACA. Consequently, those 
programmes adopted by Medicare quickly fi nd 
their way into the mainstream of privately funded 
healthcare (for-profi t and not-for-profi t institutions 
and provider networks).

What are value-based 
payment programmes? 
• Pay-for-performance, which is being 

implemented widely by Medicare and private 
insurers, pays bonuses or other incentives for 
providers meeting and reporting certain pre-
determined metrics of quality and effi  ciency such 

In search 
of  value
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as reducing hospital readmissions; monitoring and 
reporting on incidence of pressure sores, catheter 
infections, and reported falls; maintaining proper 
AIC levels and diet and exercise counselling 
in diabetic patients; counseling aspirin dosage 
compliance in cardiac patients: weight control, 
smoking and similar lifestyle measures. Th at’s 

the good part. Th e bad part is that failure to 
meet these measures results in penalties. Th at’s 
the uneasy risk/reward equation. And of all 
value-based initiatives, providers fi nd pay-
for-performance programmes the toughest 
to implement for lack of easily defi nable 
standards and reliable reporting methods. Pay-
for-performance programmes are not always 
standalone initiatives, but are widely integrated 

into other VBP variants such as the following. 
• Accountable care organisations (ACOs) are 

largely regional consolidations of doctors’ groups, 
hospitals, pharmacies and allied healthcare 
providers, organised in formal entities to share 
patient admission and discharge data, refer 
patients to the most appropriate services, avoid 
unnecessary or duplicative treatments, reduce 
medication and test errors and, as a bottom line, 
save money over the course of treating large 
member populations. 

In 2015, federal health offi  cials announced that 
they would shift half of Medicare/Medicaid 
spending into ACO and bundled care business 
($352 billion) and move 90 per cent of its FFS 
spending into VBP models. One of the prime 
initiatives in this eff ort is the Medicare Shared 
Savings Program that rewards ACOs that control 
healthcare costs and meet defi ned quality standards 
by sharing the savings achieved by Medicare – 
sometimes up to 60 per cent of those savings. But 
again, the ACOs must assume fi nancial risk if they 
fail to meet the standards. And that’s the catch – a 
big one.
Despite these early reverses, federal health 
planners are committed to keeping ACOs 
cornerstones of Medicare’s cost containment 
arsenal. “We believe these goals can drive 
transformative change, help us manage and track 
progress, and create accountability for measurable 
movement,” says health and human aff airs 
secretary Sylvia Mathews Burwell.
On a parallel track, the private sector Health 
Care Transformation Task Force, which includes 
major national insurers, providers and employers, 

has committed to shifting 75 per cent of its 
members’ healthcare contracts into value-based 
payment programmes.
• Bundling costs for groups of related services 

(e.g. coronary artery bypass grafts, or hip or 
knee replacements) are also among the more 
dominant value-based models gaining attention 
both at federal government and private business 
levels. Actually, bundling has been around for 
a long time, such as the DRGS of the 1980s. 
But longer term evaluations have allowed 
more refi ned models. Bundling involves 

more than 60 per cent 
said they expected value 
payment to become 
the dominant payment 
model, but fewer than 
30 per cent believed 
these models offered 
enough reward for the 
risk required

In 2012, the Centers for Medicare and 
Medicaid Services began a pioneer 
ACO programme with 32 top line 
ACOs from all parts of the country 
participating. They were to be the 
pride of the fleet. But it didn’t turn out 
that way.
Citing failure to generate savings and 
meet overly complex incentives targets 
and health quality metrics, as well as 
operational losses, 16 of the original 
32 dropped out of the Medicare 
programme by the end of 2015. Some 
went on to join the Medicare Shared 
Savings Program – another, perhaps 
less onerous, variant of the value-
based ideal. Only time will tell how 
they might fare. 

>> 
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using evidence-based case rates to determine 
what is required to provide a complete range of 
services for a given diagnosis group. A single fee 
is paid to the providers to do the full job, which 
may include inpatient hospital and physician 
services, anticipated possible readmissions within 
a given period (e.g. 72 hours), and follow-up 
physician and home services. Meet the target 
and the savings are shared with the participating 
providers. Overshoot, and everyone pays. Here 
too, the risk/reward equation is no abstraction.

One of the pioneers in the art and science of 
bundling is Pennsylvania’s Geisinger Health Heart 
Institute, which has been off ering bundled cardiac 
surgery payment ‘packages’ since 2005. Th e CABG 
package even off ers a warranty and has been 

widely hailed as a national leader in combining 
measurable quality standards and substantial cost 
savings. According to recent analyses over time, 
Geisinger cardiac treatment teams have been 
able to improve in-hospital mortality by 80 per 
cent, reduce hospital readmissions by 20 per cent 
and average lengths of stay by eight per cent. In 
addition, hospital revenues per case improved by 
$1,946 per case, while insurers paid 4.8 per cent 
less per case on average.

• Global/capitation payments. Th ere are so 
many variations of global or capitation payments 
that a clear distinction between the two is no 
longer possible. Generally, either can be defi ned 
as a prospective payment for a full range of 
all medically necessary services over a defi ned 
period of time (usually a year, if global, or for an 
episodic or diagnostic group, if capitation). Th e 
point of global or capitation is that the provider 
assumes full risk for providing the defi ned range 
of care.

• � e Patient Centered Medical Home 
(PCMH) model is usually built around a 
primary care team involving physicians, nurses, 
nutritionists, social workers and others, who 
provide continuing, comprehensive care, such 
as in-home services or management of chronic 
conditions for recovering or homebound 
patients. Th is is normally paid for by a global or 
capitation model.

Transition period
Given the deep roots of FFS in America’s 
labyrinthine health system, reform of its payment 
and incentive superstructure is likely to leave more 
casualties on the battlefi eld than survivors. 
Professional and practitioner assessments of the 
various value-based payment models reveal a sense 
of inevitability about their endgame, but summon 
up little passion, or confi dence, about putting 
them into play. 
According to one widely-referenced survey of 
540 physician groups and hospital providers, 
published in 2014 by the healthcare information 
fi rm Availity, 75 per cent of respondents reported 
that they currently participated in at least one 
value-based programme. More than 60 per cent 

said they expected value payment to become the 
dominant payment model, but fewer than 30 per 
cent believed these models off ered enough reward 
for the risk required. Physicians in the surveyed 
group said moving to VBP, or pay-for-performance, 
methods would be complex, costly and simply not 
worth the cost. Hospitals in the group felt it would 
be a ‘challenge’ organising and staffi  ng up for the 
proposed changes.
Another study of new reimbursement models 
published by McKesson Corporation, a healthcare 
services and information technology company, 
also shows equivocal reactions by 464 major payers 
and hospitals to the onset of pay-for-performance 
schemes. Th e McKesson survey found:
90 per cent of payers and 81 per cent of hospitals 
reported they now off er a mix of FFS and other 
reimbursement models. Th ey expect FFS to 
shrink from approximately one half of their 
businesses to one third in fi ve years. And by 
2020, two-thirds of all payments will be based on 
complex reimbursement models.
45 per cent of hospitals surveyed were already part 
of an ACO, and among hospitals not yet part of 
ACOs, 59 per cent anticipated joining one within 
fi ve years.
15 per cent of payers (insurers) and 22 per cent of 
hospitals characterised pay-for-performance as ‘very 
diffi  cult’ or ‘extremely diffi  cult’ to implement.
Payers (insurers) reported that FFS would be 
largely replaced by pay-for-performance and the 
proportion of their business aligned with pay-
for-performance would jump from 10 per cent 
to 18 per cent in fi ve years. Hospitals said that 
proportion would jump from nine per cent to 21 
per cent in fi ve years.
Dana Benini, vice-president of ORC International, 

by 2020, two-thirds 
of all payments will 
be based on complex 
reimbursement models



the fi rm that implemented the McKesson survey, 
noted in releasing the results: “Healthcare is at a 
tipping point. If we look at where institutions fall on 
the continuum towards value-based reimbursement 
and how that’s evolving, we see that the pace of 
change is a lot faster than many believe. Th is is 
particularly apparent in the growth of accountable 
care. Th e number of ACOs has tripled in just two 
years. Th ere are winners and losers emerging from 
this transition, and healthcare stakeholders are faced 
with adapting quickly to make sure they fall on the 
right side of that equation.”
Th ough many healthcare providers (particularly 
doctors) remain wary about the complexities of 
value-based reimbursements and continue to 
hold faith with their fee-for-service legacy, which 
will likely survive in one form or another, health 
insurers are clearly committed to fi nding better 
ways of doing business, getting better results for 
patients, gaining tighter control of their costs – 
obtaining more value for dollars spent.
Steve McClung, director of managed care for 
Canada-based Global Excel, an international case 
management and cost containment fi rm, told 
the Cost Containment Review that value-based 
reimbursement programmes are ‘fi nding their way 
into contracting eff orts with our providers and 
networks’. He emphasised that ‘cost containment 
strategies on the back end have to be based on 
a benchmark’: “Simply getting a discount off  a 
billed amount isn’t enough anymore. You need to 
know the underlying costs.” In respect to the travel 
emergency business, McClung commented: “In the 
long run, pay-for-performance models will certainly 
help improve overall provider quality, and for … 
our clients, that’s always an important thing.”
Major insurers in the US clearly concur. In 2015, 

Blue Cross and Blue Shield, one of America’s 
largest health insurers, reported that in the 
previous year it spent $71 billion in programmes 
providing incentives for better patient outcomes 
– a nine-per-cent increase in just one year in 
claims tied to quality/value-based payments. More 
than 11 million plan participants enrolled in 
UnitedHealthcare’s individual, employer-sponsored 
Medicare and Medicaid plans are now accessing 
care from a growing list of providers who are being 
compensated based on quality, better patient 
outcomes, and lower overall costs. Aetna reports 
it had 30 per cent of its medical spending in 2015 
tied in to value-based contracts and had set a goal 
to achieve 75 per cent by the end of this decade. 
Anthem chief executive offi  cer Joe Swedish recently 

told Wall Street analysts and investors that his fi rm 
currently had more than $38 billion in spending 
tied to value-based contracts, representing 30 per 
cent of commercial claims and approximately 
40,000 providers. And Cigna, also one of the 
leaders in value-based contracting, was expanding 
not only its value-based business, but has created 
a new service company, CareAllies Inc., to help 
providers ease their way into value-based and risk-
sharing models, and, perhaps, even launch their 
own health plans.
Valued at close to three trillion dollars, healthcare 
is America’s fastest growing industry – slightly 
more than the total GDP of France. As continuing 
surveys amply show, it will take a lot of time and 
patience to turn around a vessel as large as this. n

COST CONTAINMENt REVIEW 2015

            |  15           

Don’t blame FFS for all healthcare’s extravagance

In a 2015 debate sponsored by � e Wall Street Journal, Dr Richard Amerling, president of the 
Association of American Physicians and Surgeons (private practitioners in independent practices), 
strongly defended fee-for-service against the charge that it was the sole or primary instigator of 
uncontrolled healthcare costs. He put the blame more on price controls initiated by Medicare and 
other agencies that have forced physicians out of private practice and into ACOs and hospital-based 
employment. He said declining fees were forcing doctors to see six, seven, or eight patients an hour 
instead of giving them the time they need to spend with them and take care of them optimally.
Dr Amerling asserted that much of the blame for infl ated health costs was attributable to the growth 
of third party payers and misuse and overuse of insurance, which he said should concentrate on 
covering unanticipated catastrophic expenses, leaving individuals responsible for minor care. He said: 
“Independent physicians have been increasingly forced out of private practice. It is a major shift, and 
not a good one.”
At the same debate, Paul Ginsburg, Ph.D., chairman of the school of public policy at the University 
of Southern California, concurred that fee-for-service should continue to have a role in healthcare as 
it moves toward value-based models, but it should not remain the dominant method of payment as it 
has been.
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What’s the deal 
with the US?
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For international insurers and assistance 
companies doing business in the US, the 
question of how best to approach cost 
containment is hardly academic. Kevin 
Featherly explores the ins and outs

It is true that medical cost increases in the US have 
levelled off  in recent years. PricewaterhouseCoopers 
(PwC), the New York City accounting fi rm, 
reports that US medical infl ation rates have fallen 
from an annual 11.9-per-cent increase in 2007 to 
6.5 per cent in 2016. Th e fi rm further projects that 
medical costs will rise by the same percentage in 
2017. However, even these smaller ticks upward 
outpace the general US economic infl ation rate 
and, according to PwC, signs point toward larger 
medical cost spikes after 2017: “Th is suggests a 
possible recalibration on cost-saving strategies – as 
the ones deployed over the last few years have run 
their course and may not be able to bend the cost 
curve with new infl ators on the horizon1.”
Th is article addresses the American healthcare 
pricing dilemma from the perspective of insurers 
and assistance companies, whose job is to cover 
tourists and expatriates in the US at aff ordable 
costs. How is cost containment best achieved 
in the highly privatised US healthcare market? 
What trends are changing the cost landscape and 
forcing cost containment solutions to evolve? 
And last but hardly least, what will the landscape 
look like after this year’s wild and unpredictable 
presidential election? 

The enduring PPO
For Gigi Galen Grobstein, president of New 
York-based preferred provider option (PPO) 
company Star Healthcare Network, the term ‘cost 
containment’ is the answer to a simple question 
– how can insurers, and the assistance companies 
that work with them, save money while gaining 
non-citizens access to the steeply priced US 
healthcare system? 
PPOs are managed care organisations in which 
insurers (or third-party administrators like Star 
Healthcare) form partnerships with clinics, 
hospitals, specialty care institutions and other 
healthcare providers, to negotiate on price. When 
the PPO is successful, it convinces the provider 
to off er medical treatment at discounted rates in 
exchange for the PPO’s promise to steer business to 
those providers. 
“It’s about relationships, it’s about provider access 
– making sure that people can get to the right 
providers as quickly as possible,” Galen Grobstein 
says. “When you have a cost containment 
company that has some solid relationships with 
the hospital, the providers are going to have to 
accept your contracts.”
Galen Grobstein gets annoyed when she hears 
ideas like the one expressed by PwC that 
traditional cost-containment solutions such as 
PPOs have ‘run their course’. Every year, she 
says, she hears the same thing – traditional PPOs 
are on their way out: “Everybody says, ‘US cost 
containment is going to go away and we are 
forming other types of companies that     >> 
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can help you’. It’s so funny.” Needless to say, she 
vigorously disagrees, insisting that PPO-based cost 
containment will never go away. “It’s working!” 
she asserts.  
She admits, however, that PPOs do not always 
land discounts as large as they once did, largely 
because medical costs have risen – sometimes, 
she adds, PPOs are not able to secure discounts 
at all for services like ambulance transports. Even 
automated audits of hospital charge masters, a 
normal part of the PPO process, will not always 
lower costs: “Th e hospital still has to decide 
whether they want to accept an audit, or whether 
they want to accept a negotiation.”

Alternative approaches
While the international payer and assistance 
community remains highly dependent on PPOs, 
alternative approaches are being looked at. “We 
can see that there are a number of discussions 
on alternate payment methodologies, alternate 
reimbursement systems,” says Patrick Hrusa, 
senior director for business development and 
provider relations for Toronto-based Allianz 
Global Assistance. 
In the assistance arena, for instance, some smaller 
European assistance companies and insurers 
are pooling together to off er combined cost 
containment solutions, patterned to a degree 
after the group purchasing organisation (GPO) 

model. GPOs are common in various industries, 
as businesses band together to aggregate buying 
power and obtain discounts from supply-chain 

manufacturers and product distributors. US 
medical providers form similar groups to get 
discounts on medical supplies. Global assistance 
company alliances are not trying to secure lower 
prices for machine parts or blood gas analysers, 
however. Th ey hope to use their collective clout 
to negotiate discounted medical services from US 
providers for their clients. 
Th e diffi  culty with that approach, explains Raija 
Itzchaki, president of Europ Assistance’s GMMI 
Inc. in Sunrise, Florida, is that often it is diffi  cult 
for the various interests to mesh their insurance 
policy requirements so that each alliance member 
gets what they want. “Th at is a challenge from our 
perspective,” she says. “But there certainly is some 
value in volumes. It potentially may have better 
benefi ts than 10 smaller companies would have 

by themselves.”
For Itzchaki, the best method for international 
payers to contain US healthcare costs is simply 
to carefully craft health coverage plans for their 
clients. “Th e single most eff ective way to control 
costs,” she says, “is by policy wording – policies 
with limited network access and policy incentives 
for using that network.”
Hrusa, who manages medical claims for clients 
in North, Central and South America, thinks 
the best cost containment approach is the direct 
approach. When international insurers form 
direct relationships with American providers, they 
can negotiate for discounts directly. “If you have 
enough volume then you should be contracting 
directly,” he says. Of course, many outsiders 
lack suffi  cient US patient volume to make that a 
practical option, he acknowledges, and ‘that is why 
they turn to PPOs, HMOs and GPOs’.

Technical assistance
Another wrinkle on cost containment is addressed 
by Gitte Bach, president and CEO of California-
based New Frontier Group. Her global healthcare 
management company, which works with overseas 
insurers and assistance companies in the US, 
has developed a proprietary, high-tech approach 
to cost containment. Th e system evolved out of 
Bach’s previous experience at International Health 
Insurance Denmark in Copenhagen. “We dealt 

the single most effective 
way to control costs … 
is by policy wording



COST CONTAINMENt REVIEW 2016

            |  19           

with reinsurers as far as how do we fi nd solutions, 
where do we involve ourselves with PPOs or go 
direct to hospitals, or we actually use another third 
party,” Bach says. “Th ere were some gaps in that.” 
Her solution was the Onyx platform. Th e self-
developed, proprietary operating system centrally 
co-ordinates assistance, insurance claims and 
medical transport. It can also directly access 
targeted provider networks that off er deep 
discounts in various US regions. Onyx can be 
used, for example, to direct an injured expatriate 
to an urgent care clinic where New Frontier has 
negotiated discounted rates, and steer them away 
from an expensive emergency room. “It has taken 
a lot of eff ort and economy to do it,” says Bach, 
“but it really allows us a way of looking at the 
claim, looking at the patients, looking at our 
customers and customising solutions for them.”
It is not at all unusual for assistance providers to 
do their own in-house cost containment as an 
integral part of their business, according to Bach. 
Forming alliances helps, especially in terms of 
working with large stateside PPOs that require a 
certain caseload volume threshold before they will 
grant access and agree to negotiate with providers 
for discounted rates. 
Developing Onyx-like technical solutions is an 
expensive proposition, Bach says, but she thinks 
that international insurers and assistance providers 
will increasingly look to technological advances to 
further the cost containment cause. It is possible, 

she says, that New Frontier might one day lease 
its Onyx platform to outsiders, though that is not 
happening yet. 
Bach agrees with Galen Grobstein on a key point 
though – US healthcare is so expensive, complex 
and unfamiliar to outsiders, that local cost 
containers, including PPOs, will continue to play 
an important role: “Th ey know the local market 
and they know the best places to go to get the 
best deals.” 

Future shock
Experts agree that, regardless of the forms it may 

take, cost containment is not going away; it is 
an absolute essential for internationals needing 
to access the US healthcare marketplace. Th ey 
also uniformly recognise that pressures are being 

brought to bear that will likely lead to higher costs 
going forward.
PwC, for example, points to the convenience factor 
as one likely cost driver. In the early 2000s, care 
utilisation and medical prices both drove overall 
costs upward. But after that, use of healthcare 
services declined precipitously while medical prices 
continued to modestly rise, accounting for the 
current 6.5-per-cent growth rate. But PwC projects 
that as conveniences like retail clinics and urgent 
care centers continue to proliferate – and as more 
previously uncovered Americans obtain insurance 
coverage under the ACA – utilisation rates will rise, 
likely infl ating costs.
Another factor that worries experts is the 
proliferation of healthcare mergers and acquisitions 
(M&A). In her talk before the International Travel 
and Health Insurance Conference (ITIC) in San 
Diego earlier this year, Galen Grobstein presented 
research on M&A activity in the US healthcare 
market, showing that between 1998 and 2012, 
there were 1,113 mergers and acquisitions in the 
US, involving 2,277 hospitals. Citing research from 
Kaufman, Hall & Associates, Galen Grobstein 
indicated that there were more than 95 such 
transactions annually between 2012 and 2014. 
In some cases, she said, mergers were intended to 
reduce struggling smaller hospitals, while others 
were done with the intent of creating economies 
of scale, so hospital systems could buy expensive 
therapeutic technologies in bulk and unify their   >> 

the system will have 
to carefully evaluate 
monopolies … 
because monopolies 
are not going to bring 
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1. www.pwc.com/us/en/health-industries/health-research-institute/

behind-the-numbers.html

electronic medical records.
M&A’s impact going forward, Galen Grobstein 
suggests, could be huge. It seems to be creating 
‘super-sized’ hospital systems, both locally and 
regionally throughout the US .Th eir market power 
will be greatly infl ated, forcing payers to negotiate 
contracts with entire healthcare systems rather than 
individual providers – a factor Galen Grobstein 
suggests could increase negotiated contract rates.
Th e word ‘monopoly’ comes up repeatedly in this 
conversation. “I think that the system will have to 
carefully evaluate monopolies,” says Bach, “because 
monopolies are not going to bring anything good. 
I think that will be a very diffi  cult development 
if that is the way that the world is actually turning.”
Others, while also wary, are perhaps slightly less 
concerned. Itzchaki sees the issue as ‘a little bit 
cyclical’: “Th ere could be a monopolised situation 
in a market for a period of time, but sooner rather 
than later, somebody else is going to get into that 
market and bring back that competitiveness. We 
fi nd it goes a little bit on and off .”
Hrusa has a similar view, if for diff erent reasons. 
He sees it as contrary to the healthcare systems’ 
interest to drive their prices beyond the reach of 
international patients. Tourists and expatriates will 
continue travelling to the US regardless of what 
happens in healthcare, he says – if a monopolised 
marketplace drives premiums past the point where 
those visitors can aff ord travel insurance or group 
plan premiums, they will still keep coming, and 
they will still need healthcare. In that instance, 
Hrusa thinks, hospitals would end up caring for 
patients who have no means of paying, and they 

would have to absorb those costs – monopolisation, 
therefore, is in no one’s best interests.

Trump v. Clinton
Th e fi nal factor is the political environment 
of the US Congress, which passed the ACA in 
2010, requiring Americans to purchase health 
insurance and providing subsidies to those who 
cannot aff ord it. It has also expanded Medicaid 
coverage to indigent Americans and forbids 
insurers from denying coverage for pre-existing 
for addressing the fundamental issue of insuring 
millions of previously uncovered lives. However, 
he notes, there have been diffi  culties. Some 
insurers have suff ered big losses trying to compete 
on the ACA’s online exchanges. As this story was 
coming together, for example, insurance titan 
Aetna announced that it planned to scale back its 
participation in the Act, citing deep fi nancial losses.
Political pressure to repeal the law has been intense 
from the beginning. As of February, the Republican 
House had voted to repeal the law an astounding 
62 times. Th ose were essentially symbolic votes 
that had no chance of withstanding a presidential 
veto, but demonstrate the virulence of conservative 
opposition to the Act.
As the contest between Democrat Hillary 
Clinton and renegade Republican Donald Trump 
nears, the lines over the ACA are drawn in stark 
relief. Clinton pledges to ‘heal not repeal’ the 
law. Trump sides with House Republicans who 
want it ‘repealed and replaced’. Whoever wins, 
though, unpredictable changes lie ahead that will 
likely impact international payers and assistance 

companies as much as they do Americans. No 
one doubts, however, that in keeping with his 
maverick approach to the presidential race, 
unpredictability would be greatly increased under 
a President Trump. “If it were Trump, there is a 
high probability that more signifi cant changes 
would be made,” Hrusa says. “If the pool of 
uninsureds were to rise again because payments are 
limited, then companies will have to adapt to that. 
Payers and providers are looking forward to those 
discussions, right?”

What next?
Cost containment remains a vital issue for 
international payers and assistance companies that 
do business in the US healthcare market. Tried 
and true containment options like PPOs are still 
going strong, despite calls by some for wholesale 
changes to the cost containment landscape. Indeed, 
people are trying diff erent approaches, such as 
forming GPO-styled business alliances and turning 
to information technology; but all forms of cost 
containment remain valid and on the table. 
Going forward, there are some big questions for 
international players. How much will costs rise 
after 2017? What will happen to the ACA? And 
how will the Wild West presidential election of 
2016 infl uence healthcare costs? Th ere is a single 
answer to all those questions – stay tuned. n

http://www.pwc.com/us/en/health-industries/health-research-institute/
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Medical costs in South Africa are 
increasing at pace, but the country 
remains a very popular destination 
for tourists, as well as having a large 
expatriate population. For these visitors, 
whether long or short stay, a trip to a 
hospital can result in large bills for their 
insurer. ITIJ looks at the best ways to 
control these spiralling costs

With 8.9 million tourists arriving in South Africa 
in 2015, according to the South African Tourism 
Strategic Research Unit, it’s safe to say that the 
country’s tourism industry is in good shape –    and 
statistics for the January to May period of this 
year show that there has already been an increase 
of 18.5 per cent in the number of international 
arrivals, as people enjoy the nation’s warm climate 
and the variety of holidays on offer. From safaris to 

coastal holidays, road trips along the famed Garden 
Route and winery visits, South Africa has a lot to 
offer even the most adventurous tourist. Inevitably, 
some of these tourists will end up in hospital while 
they are on holiday, and in the vast majority of 
cases, as is the case with expats, they will be placed 
in a private medical facility. For foreign visitors 
and expats working across the African continent, 
South Africa offers several centres of excellence 
when it comes to hospital care, and more often 
than not those with serious injuries or illnesses 
will be evacuated to such facilities in Cape Town 
or Johannesburg.

Healthcare market
The biggest players in the local private healthcare 
sector are Mediclinic, Netcare, Life Healthcare and 
the National Hospital Network. The Hospitals 
Association of South Africa (HASA), a non-profit 

industry body that represents the majority of the 
country’s private hospitals, has 212 members, 
constituting over 80 per cent of the market which 
together provides more than 28,000 beds. 
While the private healthcare market has thusfar 
been given a fairly free rein on pricing, the past 
year has seen some efforts to make changes. In 
March, Health Minister Dr Aaron Motsoaledi said 
in a submission to the Competition Commission’s 
Healthcare Market Inquiry in Cape Town that 
the cost of private healthcare in South Africa 
needed to be regulated to improve access for the 
majority of South Africans. The minister is one of 
several stakeholders who have been consistent in 
expressing concern over high private healthcare 
costs: “The solution … is [to build] a single 
fund to ensure access to good quality, affordable 
healthcare for the entire population, not for a 
select group of people. Such a system should be 

Rising rand



dictated by the health needs of the population, 
not by uncontrolled commercialisation.” Whether 
or not international patients would be able to 
benefit from fixed prices for domestic residents is a 
different question.
At the same enquiry, the World Health 
Organization (WHO) and the Organisation 
for Economic Co-operation and Development 
(OECD) told the hearing that, when compared 
with 20 European countries, South Africa’s private 
hospital prices were ranked ‘the least affordable’. 
The joint submission from the WHO and OECD 
also stated that the cost of treatment in South 
African private hospitals was ‘on a par’ with those 
of Germany, France and the UK. The cost of 
hospital stays is increasing at an average rate of 
6.5 per cent in the country per year, while the cost 
of other goods and services is increasing by 5.6 
per cent.

International patients
If a tourist or expatriate is caught up in an accident 
or suffers an illness while in South Africa, it is 
almost assured that they will receive treatment in 
a private hospital or clinic. While there may be 
quality public hospitals available in South Africa, 
they are only located in the major cities and often 

a tourist on safari or expat on assignment could 
be far from these population centres. Private 
hospitals are preferable to foreign visitors due to 
them having, in general, more modern equipment 
that lasts longer due to less frequent use. Andrew 
Lee, international business executive from 
ER24 Global Assist, a subsidiary of Mediclinic, 
noted that: “Generally, public facilities tend to 
be underfunded, bureaucratic, inefficient and 
hopelessly over-subscribed, whereas many private 
facilities are excellent – as good as any found in 
Australasia, Europe and the US.”
With most patients heading to private facilities, 
then, the issue of minimising expenses is important 
to the insurance companies and assistance partners 
paying the bills. Industry sources cite the main 
barriers to effective cost containment as being 
a lack of communication between insurer and 
hospital, an unwillingness to negotiate on both 
sides, and the hospital failing to check a person’s 
insurance coverage before commencing treatment. 
Emergency life-saving care is normally covered by 
an international insurance policy, whether it is a 
private medical policy or travel insurance. Issues 
arise most often when follow-up treatment is 
offered to the patient – who, most likely, has not 
read their policy and will have little to no idea what 

they may, or may not, be covered for.
Many hospitals have dedicated departments to 
help deal with just this issue, with co-ordination 
of care essential to containing the costs incurred 
by a patient; and the treating physician should 
always be in close communication with the medical 
department of the assistance company when it 
comes to agreeing treatment in advance. Some 
insurers will also have deals in place with certain 
hospitals in their network, which means the lines 
of communication are already open; therefore 
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the patient’s care pathway is often smoother and 
costs are also often pre-arranged. An insurer can try 
to deal with hospitals directly, but it seems to be 
more common, in South Africa at least, that a third 
party company will be involved.
Working with a local Th ird Party Administrator 
(TPA) can be the best way for international 
insurance providers to contain medical costs 
incurred by clients in hospital. Jon Phillips, 
operations director for UK-based Emergency 
Assistance Facilities, told ITIJ: “We use third party 
agencies based in South Africa because most South 
African hospitals will not work with insurers based 
outside the country. A good TPA will ensure that 
the insurer is billed only reasonable charges for 
necessary care.”
Medical Services Organisation (MSO), a company 
that specialises in off ering assistance and cost 
containment services across the African continent 
on behalf of insurance companies, spoke to ITIJ 
about one of the ways it aims to contain the costs 
incurred by international patients, which involves 
working with hospital groups to agree prices before 
patients are admitted: “Network negotiations are 
done annually with the major hospital groups and 
providers, and tariff s are pre-loaded into the MSO 
claims adjudication system. MSO is usually able to 
secure an increase which is well below the standard 
local infl ation rate. Authorisations are calculated 
using the negotiated tariff s.”
Of course, in certain cases the pre-arranged 
contracts simply won’t be in place – if a tourist is 
in a particularly remote hospital, for instance, or 

if the injury sustained is unusually complex. In 
such cases, proactive management of the case is the 
best way to contain costs. “Individual negotiations 
with the doctors with regards to prompt payment 
discounts can yield discounts of between seven 
per cent and 30 per cent,” said MSO. “[Our] case 
manager will intervene early in the event that a 
prosthesis or other expensive device may be used, 
to negotiate with the supplier for best price.”

It is most often fear of the unknown that makes 
insurers reluctant to pay high hospital bills – not 
knowing the hospital or treating doctor can result 
in a lack of trust, with suspicions from the insurer 
that the hospital is taking advantage of having an 
insured patient, and the hospital believing that 
the insurer will try and evade paying for treatment 
that was given in good faith. Prompt and honest 
communication between the two parties can assist 
in building the relationship, resulting in care that 

the hospital is happy is the right course for the 
patient, while the insurer can be content that its 
patient is receiving necessary treatment before they 
can be evacuated to their home country. For travel 
insurers more than private medical insurers, this 
issue is key – travel insurance is not designed to pay 
for lengthy stays in foreign hospitals, it is designed 
to off er the treatment the traveller needs in order 
for them to be well enough to be fl own home.
When it comes to the issue of co-ordinating the 
treatment of international patients, Lee of ER24 
Global Assist said: “[Our] Group has in place a 
comprehensive system of internal controls, which 
is designed to ensure that risks are mitigated and 
the Group’s objectives are attained. Th e system 
includes monitoring mechanisms and ensures that 
appropriate actions are taken to correct defi ciencies 
when they are identifi ed.”
MSO, wherever possible, works with providers 
to pre-authorise medical treatment to ensure 
that only usual and customary care is provided. 
Th e company said: “We have a comprehensive 
set of standard clinical and fi nancial protocols/
guidelines that are reviewed regularly to ensure 
best practice is applied. Where additional care 
is requested, the treating doctor is required to 
motivate clinically. A general practice within 
South African hospitals is for specialists to work 
in multidisciplinary teams, resulting in multiple 
referrals if complications arise.”

Plethora of prices
As with many other countries, the prices charged 
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by private hospitals for treatment of insured 
international patients can be higher than the 
prices paid by domestic patients. For South 
Africa, though, the issue can be more obvious 
than elsewhere, as MSO explained: “South Africa 
has not had a published National Health Price 
Reference list (NHRPL) since 2009/2010, which 
has opened up the market to unregulated billing 
practices. Th e South African Board of Health 
Funders (BHF) will provide guidelines for local 
Medical Scheme Rates – but each scheme sets 

their own rates so this is not standard. A rough 
rule of thumb for 2016 is 155 per cent of the 
2010 NHRPL.” 
Where a medical provider does not contract in 
to a Medical Scheme, it charges its own rates and 
expects patients to pay and claim, or to fund the 
shortfall. “In the case of international patients,” 
continued MSO, “the provider will generally 
charge their private tariff , which can be up to 
400 to 500 per cent of the medical scheme rate.” 
Pharmacy costs, however, are regulated by Single 

Exit Price legislation, and even the dispensing fee 
is capped.
Despite high prices charged for private care, for 
the insurance companies ITIJ spoke to for this 
article, it seems that South Africa, compared to 
many other countries popular with tourists and 
expats, doesn’t cause too many problems from 
a cost containment perspective. Using a local 
TPA means that negotiations with hospitals are 
done through communication channels that are 
already open, and the dialogue between payer and 
payee fl ows more smoothly, helping to get the 
patient the most appropriate care for the usual 
and customary cost. Put simply, said Jon Phillips 
of Emergency Assistance Facilities: “South African 
private healthcare, when assessed by quality versus 
cost, is one of our least concerns from a cost 
containment perspective.” n
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Femke van Iperen analyses the move 
towards in-house cost containment and 
asks how assistance companies can best 
equip themselves with the tools they need 
to effectively manage costs 

Rather than purely using the services of specialist 
cost containment companies, many global 

assistance providers now take care of this aspect 
of their business themselves, perhaps opting to 
use specialist cost containers or local assistance 
providers to assist with cases in areas where their 
reach might not be as comprehensive. Dealing with 
a treating hospital directly and achieving reductions 
on a medical invoice by enacting in-house cost 
containment measures can bring a variety of 

advantages for assistance providers.
At Falck Global Assistance (FGA) in Denmark, 
cost containment has formed an integral part of 
the company’s core services since it entered the 
travel assistance market in 2009, and it has, as Juan 
Carlos Cortiletti, the company’s head of global 
network, internationalisation and claims costs, 
explains, always constituted an important element 
of its operations. All people involved in FGA’s 
in-house cost containment programmes – doctors, 
negotiators, cost control specialists, strategists, 
auditors, legal advisors – are solely employed by 
FGA, said Cortiletti: “An [in-house] professional 
and dedicated focus on cost containment is not just 
benefi cial and good sense for our own business; it 
aff ects our service levels, work effi  ciency and cost 
spend – all important parameters for our ability to 
provide excellent service to local and international 
insurance companies and global businesses.” 
Global provider of healthcare and disability 
services including corporate assistance Allianz 
Worldwide Care has also focused on in-house cost 
containment. “In the past year, we have taken a 
number of steps to bring the cost containment 
process further in-house to best mitigate the 
transfer of increased medical costs to our insured 
members,” said Andy Seale, who is the company’s 
head of global business development, explaining 
that the company’s in-house cost containment 
protocols continuously evolve. “As medical 
infl ation continues to surpass average infl ation rates 
the world over, our systems for managing medical 
costs have adapted to become more sophisticated 
and robust,” he said. 
Th e popularity of bringing cost containment eff orts 
in house is clear, so how is it best achieved? 

Provider networks 
To enhance cost containment, and ultimately 
customer satisfaction, an assistance company 
needs the right provider network. When it 
comes to provider networks and medical costs, 
Allianz Worldwide Care has undertaken a 
variety of diff erent initiatives. One has been to 
leverage its relationship with the wider Allianz 
Group to enhance its negotiation position with 
diff erent medical providers around the world. 
To do this most eff ectively, its medical provider 
management position has been redesigned, with 
the appropriate powers, skills and knowledge set 
realigned. “We also launched a ‘medical infl ation 
alerts and analysis tool kit’ so that we can monitor 
for any increased medical costs across our global 
provider network,” said Seale, explaining how this 
measurement has proven essential for staying on 
top of any fi nancial changes that might impact the 
company’s clients.  
At FGA, a solid provider network – with which the 
company covers ‘more than 95 per cent of its total 
claims spent’ – is so important that the company 
considers its development and maintenance an 
educational factor. “[By continuing to learn 
about our provider network] we believe we can 
continuously provide and ensure the fairest price 
and the best quality of service for our customers 
and patients,” said Cortiletti. To avoid working >>
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with with some of the more dubious medical 
facilities the company has experienced over 
the years, FGA co-operates with treatment 
facilities with which the company has built a 
long-standing working relation and trust, to 
ensure a ‘well-orchestrated and highly developed 
medical network’.  
Ensuring appropriate and medically safe treatment 
on behalf of the patient, said Cortiletti ‘is benefi cial 
for the insurance company as well as the patient’. 
He also explained that such a network can help 
avoid ‘unnecessary hospitalisations, medical 
consultations, tests and examinations, as well as 
non-specialised physicians’. In addition, it can also 
help prevent ‘patients being referred to unlicensed 
physicians, centres and clinics’, all elements that 
can up the cost of the total process, and bring 
down customer satisfaction.  
For local third-party cost containment providers 
such as Eurocross Turkey, a fi rm that acts on 
behalf of international assistance and insurance 
companies, when it comes to customer satisfaction 
and provider networks, assistance companies 
would benefi t from knowing that the key focus 
should be on the quality of their communication 
with medical providers. “It is how you interact 
with your network and how you incorporate these 
interactions into your operations,” said Eurocross 
Turkey’s CEO Hans Biekmann. “Th e providers are 
shared resources among all the companies in the 
industry. Th ey are not exclusive to you. However, 
your relations with them are. It is these relations 
that determine how you are able to assist insured 
individuals and how you are billed as a result.” 

Successful cost containment doesn’t only rely on 
a ‘well-established, closely controlled and reliable 
network of medical providers’, but also on a ‘clear 
and active communication with the provider on a 
regular basis’, explained AP Companies’ Natalya 
Butakova, the company’s business development 
manager. Th erefore, the results of cost containment 
should be ‘timely communicated, explained, 

addressed and discussed with a relevant provider’, 
argued Butakova, particularly because medical 
providers are also part of a continuous learning 
curve: “Th ey will interpret the signals sent to 
them by cutting down the overpriced services 
or procedures indicating over treatment of 
the member.” 
Furthermore, according to Butakova, good 
network relations can be especially important in 
countries where there may be a substandard level 

of care. In particular, in such countries, she said: 
“Knowing your providers, understanding local 
healthcare and the constant development and 
support of provider networks is key to a successful 
cost containment service and provides a higher 
customer satisfaction.” 

Local knowledge 
Not all regions may be medically substandard, but 
cultural diff erences always need to be taken into 
account. For Cortiletti, cost containment benefi ts 
are best achieved by having a signifi cant amount 
of local knowledge on the countries in which you 
provide services. “Excelling in doing proper cost 
containment is all about knowing the world you 
live in. In this case, it is a world full of complex 
healthcare systems, governmental regulations and 
ever-changing travel patterns calling for the need 
of a high level of business intelligence,” he said. To 
achieve this, FGA’s cost containment protocols and 
strategies have been designed in co-operation with 
its team of network experts, many of whom are 
based in selected key markets such as Spain, Turkey 
and Th ailand, and who are ‘constantly monitoring 
major markets’. Such local presence is helping 
the company to ‘allow for cultural diff erences and 
specifi c strategies and solutions that fi t the country 
and market it is off ering its services in’, and to 
off er the best cost containment solutions to the 
company’s customers, explained Cortiletti. 
But not all assistance companies have the budget 
or opportunity to ensure an international presence 
– or a truly international presence – in which 
case there will be benefi ts to joining forces with 
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a third-party cost containment specialist with 
specifi c local knowledge. Take Eurocross Turkey 
for example: the experience and knowledge it 
has accumulated have proven invaluable, says 
Biekmann, who described Turkey as a healthcare 
market with ‘vicious pricing policies and arbitrary 
applications, overtreatment, overcharging, 
kickbacks and cost infl ating mechanisms unique to 
the country’. “Our model is a unique blend of line-
by-line reductions and innovative manoeuvres to 
jump through the hoops of everyday problems in 
the Turkish tourism health market. We know how 
local dynamics work and we understand the pricing 
mechanisms of hospitals inside out. We utilise 
strict policies on overtreatment, overcharging 
and unnecessary length-of-stay mechanisms,” 
said Biekmann. 

Correct pricing and treatments 
Companies are also using their own methods 
to help avoid incorrect pricing and medical 
treatments. In-house cost containment teams 
at assistance companies such FGA work with 
medical providers who are all ‘familiar with usual, 
customary and reasonable price levels’. However, 
thanks to a regionalised database, FGA customers 
can also compare medical providers’ prices in the 
same region to enable them to make decisions 
on their reasonableness. Th us, for instance, they 
can see when a provider has billed double for 
the same treatment, or separately for services 
that would normally be combined in a single 
procedure, and they can make informed decisions 
on the appropriateness of the number of visits 
and duration and type of care. To help minimise 
inconvenience for the patient, assistance providers 
often also ensure direct billing between the medical 
provider and the insurance company, Cortiletti 
added: “At the same time, we obtain information 
on price estimates, length of hospitalisation and 
planned treatment.”  
To help validate treatment plans, duration of 

treatment and appropriateness of care, Allianz 
Worldwide Care utilises ‘medical case fi le reviews 
control’, which is one of the four pillars of its 
cost containment measures. To ensure costs are 
reasonable and customary, the company also 
uses a fraud management system, which includes 
the detection of outpatient or inpatient over-
utilisation, and ‘active medical cost management’. 
In addition, the company has developed a proactive 
system for procuring medical provider services. Th e 
latter, explained Seale, helps to avoid restrictive, 
exclusive medical provider network arrangements. 
Th e benefi ts of using local cost containment 
or assistance providers off ering their own cost 
containment expertise mean that you are tapping 
into a trusted provider network and making use 
of established discounts and special rates. AP 
Companies, for example, explained to the Cost 
Containment Review that users of its services have 
access to an automated cost containment tool 
that involves ‘a robust, automated process aimed 
at checking every claim for 12 various parameters 
in order to detect a potential over-treatment 
or overcharging’.
Assistance companies are also often proactive about 
passing on the cost savings they achieve. Eurocross 

Turkey, for example, focuses on post-reductions 
on proformas, looks at what clients pay at the 
end of the process and ensures that they receive a 
direct benefi t from savings the company makes: 
“We make sure that the items that are frequently 
deducted by our medical team eventually do 
not get added on our bills to form what we call 
‘invisible savings’. Th is results in lower ceiling 
prices and a living cost containment mechanism 
that betters itself with each case.” 

Case management  
No cost containment measure would function 
without proper case management. Th is, argues 
Cortiletti, is fundamental to setting up your cost 
containment operations. It allows changes to 
travel or treatment plans throughout the ‘active 
phase of travel assistance cases’, helping to ensure 
‘safe, timely and eff ective patient treatment’, and 
ensuring that treatments are appropriate across 
geographies. “After all, diff erent countries have 
diff erent ways of treating medical conditions – 
some are quite diff erent from Nordic practice!” 
said Cortiletti. For optimum patient monitoring 
and medical treatments, assistance doctors should 
remain in direct contact with the treating doctor 
at the local medical facility, and monitor all costs 
related to treatment, admittance, and medication. 
All in all, explained Cortiletti, by limiting the total 
number and the duration of each hospitalisation 
and reducing unnecessary medical examinations 
and treatment, case management can control costs 
throughout the whole assistance process – such 
as by arranging co-transport arrangements – and 
make sure there are no unnecessary claims costs. 
When it comes to case management, a key focus 
of Allianz Worldwide Care has been on the strong 
relationship its specialist medical professionals 
have built with the medical providers the company 
works with, who, according to Seale, have the 
‘fl exibility, experience and support systems needed 
to assess each members’ situation on a case-by-case 
basis to discern the best course of action’. Seale 
commented: “Of course, no two cases are the same 
… but the strong relationships our teams have with 
local providers place them in a strong position to 
review and challenge not only treatment plans but 
also proposed charges.” 
For Eurocross Turkey, some of the case 
management elements the company attributes 
its success to are related to the way it takes time 
to learn from its providers: “We take the time to 
collect and evaluate lessons learned from each case, 
season and year, and constantly apply these changes 
or measures into our operations,” said Biekmann. 
When it comes to cost containment, there are 
obvious benefi ts for assistance companies to use 
the outside services of a specialist, third-party cost 
containment company. Th ese experienced fi rms 
have established protocols and proven success 
in managing costs globally, as well as in defi ned 
regions. Nevertheless, global assistance providers 
have identifi ed the need to bring cost management 
eff orts in-house to a greater degree, and have built 
systems that enable cost containment throughout 
the entire patient handling process. n 
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