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One of the most challenging tasks in today’s highly competi ti ve marketplace is defi ning a winning 
strategy.  This is parti cularly criti cal in the dynamic health care market.  The morphing of lines of 
separati on between health care providers and health plans complicates the process.  

The Key Issues
The US health care system conti nues to cost more than it should and considerably more than a few of 
the high performance delivery systems.  Health care costs are oft en defi ned in terms of premium rates 
since most of today’s health care costs are paid by health plans.  So one of the big questi ons might be 
“what is the lowest premium I might expect?” or “where do I go to get that rate?”. 

Another issue is: how does a health plan opti mally off er health care coverage so I can also off er a 
highly competi ti ve premium rate?  Also, what does supply and demand have to do with competi ti ve 
positi oning?  

A third issue is the synchronizing of how we access today’s health care system with the availability of 
resources to meet our needs.  One soluti on might be a primary care focused system with limited and 
controlled access to appropriate specialty care.

Another important issue is the assurance of quality health care providers, providers you can trust, and 
providers that charge a reasonable amount to perform this service.

The Kaiser Approach
Kaiser is known as a highly competi ti ve health plan beati ng the price of most of its competi ti on in its 
markets.  In many markets competi ng health plans have not found an eff ecti ve way to compete with 
Kaiser.  Kaiser’s premium rates are oft en viewed as the lowest in market or the standard for the lowest 
you can get.  

Kaiser carefully builds programs based on demand in a market, gradually building supply unti l it can 
support itself.  Frequently Kaiser will open up additi onal resources in a market near one of its centers. 
They begin with a primary care clinic and gradually add services as the growing enrolled membership 
reaches levels that can support additi onal services.  A good example of this is in the community I live 
in.  Up unti l fairly recent ti mes this community had two clinics with pharmacy, lab, limited radiology and 
an urgent care center.  If you needed specialty care you had to commute to regional clinics with these 
services, usually within a 30 - 45 minute drive.  If you needed hospitalizati on there were multi ple Kaiser 
hospitals within that same 30 - 45 minute drive.  Urgent or emergent non-scheduled services could 
be provided through local non-Kaiser hospitals with a strong preference to use Kaiser hospitals where 
possible.  Someti mes this involved transfers to a Kaiser hospital where appropriate.

Kaiser’s enrollment in this market has grown, now leading to a new medical center with plans to build 
both a specialty care system and acute care hospital in the next several years.
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Kaiser builds supply to meet the needs of enrollment focusing on a primary care centric model.  The 
quality of care as measured both internally and externally is one of the best or best in the market.  For 
example, Kaiser is one of the only health plans in the country that has achieved a 5-Star rati ng in each of 
its markets for its Medicare-Advantage populati on.

In most of California, Kaiser’s overall cost of care in 2017 prior to benefi t off sets (i.e., deducti bles and 
copays, etc.) was less than $400 PMPM for its commercial populati on while at the same ti me most of its 
competi tors were at or above $500.  Clearly Kaiser’s model has been successful.

CVS/Aetna Approach
The recently announced CVS acquisiti on of Aetna surprised many.  CVS is one of the largest pharmacy 
chains and supplier of outpati ent drugs and supplies.  They have experimented with urgent care clinics or 
“doc in the box” convenience clinics at many of their stores.  Now that they plan to integrate the health 
plan into their operati ons, it seems they are aggressively pursuing the primary care model approach.  

The convenience of a local CVS store combined with local primary care access provides a unique 
opportunity to build a cost eff ecti ve delivery system.  This approach is building capacity around local 
communiti es.  Most likely it will incorporate specialty and insti tuti onal care as needed, while relying 
heavily upon Aetna’s contracti ng prowess.  As long as they contract with an appropriate number 
of specialists and insti tuti ons in their markets and control supply to a reasonable level, this has the 
potenti al for considerable cost savings.  If they oversupply the provider network, as many health plans 
have done today, the cost competi ti veness will suff er.

Aetna has been acti vely measuring quality of providers. The results of this informati on will most likely be 
integrated into the provider selecti on process.  Competi ti ve prices with providers will also be required to 
achieve a competi ti ve price point.

This is a diff erent approach from Kaiser, but similarly builds on the primary care based structure where 
the pati ent fi rst enters the health care system.

Intermountain Health Care Approach
For quite some ti me, the dominant health system in Utah has been Intermountain Health Care.  For more 
than 30 years Intermountain has been structuring a health care system that achieves a favorable cost 
positi on.  One of the early structuring approaches implemented by Intermountain was segmentati on of 
inpati ent care into Basic, Mid-level and Terti ary (i.e., we call this the BMT model).  The primary purpose 
was to help structure and provide access to basic care around the member’s neighborhood much like their 
schools, grocery stores, and churches.  Their strategy suggested it was acceptable to drive a reasonable 
distance to obtain mid-level care and even farther for terti ary care provided at a center of excellence.  

“Competitive prices with providers will also be required to achieve a competitive 
price point.”
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This strategy also worked on pricing for these three levels of care to be sure the mid-level and terti ary 
health centers provider basic care at as favorable of a price as the basic facility.  The desired result was 
consistent and favorable pricing at each facility to assure the most favorable price.  In many markets the 
terti ary facility’s prices are higher than average for the basic services which drives up the price of care for 
the system.

The Intermountain approach also focused on the primary care side positi oning multi -specialty medical 
groups where appropriate.  Some medical groups were owned by Intermountain, others were used 
under contract as with other health plans.

Intermountain leadership was nati onally recognized as a health system that focused on delivering high 
quality cost eff ecti ve care.  They developed both a PPO and their own health plan, both of which have 
been quite successful.

Common Market Approach
The most common market approach we have seen is to negoti ate as big of a network as possible with 
the best possible discounts.  This essenti ally creates lots of supply, more supply than needed for the 
inherent demand.  The marketi ng side of the house suggests we have to off er a broad network to 
att ract members.  Some are pursuing narrow or narrower networks since they see they can negoti ate 
more favorable arrangements with providers if the providers sense they have a greater chance for more 
business.  

The health care market is a non-traditi onal marketplace. It doesn’t oft en respond to traditi onal supply/
demand economics.  The greater the supply the greater the induced demand by providers to perform 
potenti ally avoidable procedures which drives up the cost.  One of Kaiser’s key success factors is 
their strong eff orts to match supply and demand.  Health plans which ignore this have a signifi cant 
disadvantage in producing competi ti ve costs.

Much of the market is focusing less management eff ort on care management and off ering PPO styled 
products off ering signifi cant pati ent choice in providers.  Whereas Kaiser has implemented care 
management throughout their enti re system with a strong focus on quality and maximizing the value of 
any pati ent impact they have.  This approach tends to drive down costs more than the typical market 
approach.

In the typical market experience, the specialist has litt le electronic connecti on with the primary care 
physician’s electronic pati ent record and is focused on the situati on at hand and not the enti re health 
care situati on of the pati ent.  In the Kaiser system there is a comprehensive electronic medical record 
with reminders accessible to all providers.  In many markets the non-Kaiser providers have access to 
the pati ent’s enti re health history via the electronic medical record.  As a result, cohesive health care 
recommendati ons are off ered during any encounter by any clinician.  For example, reminders of certain 
health care tests, procedures, vaccinati ons, etc. are off ered at primary care visit, at cardiologist visit, at 
the lab getti  ng a blood draw and by telephone during a follow-up visit.  
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Sources of Excess Health Care Cost
In a recent assignment that compared the health care cost of a major health plan in comparison with the 
local Kaiser plan, we learned the diff erence in health care cost was allocated as follows:

• Risk-adjusted uti lizati on diff erences (i.e., potenti ally avoidable care):  60%
• Health care unit costs (i.e., diff erent reimbursement levels):  35%
• Administrati ve cost diff erences:  5%

Of the approximately $120 PMPM diff erence:

• A $72 PMPM reducti on in health care cost was achievable through more appropriate uti lizati on, 
appropriate use of services (i.e., inpati ent vs outpati ent, site of service, etc.) improved health 
status and more eff ecti ve care management.

• A $42 PMPM reducti on in health care cost was potenti ally achievable through improved 
contracti ng to meet the unit cost experience by Kaiser.  Some of this may never be achieved unless 
the system was controlled in a similar manner as Kaiser.

• A $6 PMPM reducti on in administrati ve costs

Recommendations
Kaiser is a formidable competi tor and has developed a program that is hard to compete with.  There are 
many approaches that can be tried other than just replicati ng the Kaiser model.  The winning strategy 
will likely include many of the following items:

• Recognize the fi nancial impact of excess supply
• Recognize the value of eff ecti ve care management approaches
• Recognize the importance of a primary care coordinated care system
• Recognize the importance of understanding quality of care and being willing to uti lize high quality 

providers
• Recognize the importance of a centralized and uti lized electronic medical record to mold care 

planning on a homogenous basis
• Recognize the importance of pati ent educati on throughout their journey of the health care system.
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