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In our white paper, The Changing Healthcare Landscape, we discussed market forces and demands
resulting from the unsustainable medical cost trend and inequitable access to healthcare services:
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Health reform legislation includes wide-ranging provisions that are intended to address the deficiency in
the access to and the pricing of health insurance products. These provisions will accelerate market
demands and create numerous issues for health plans, resulting in significant change to the traditional
health insurance business model:

Provisions Increasing Premium Pool

Provisions Curtailing Traditional

and Trend

Risk/Cost Control Techniques

Provisions Supporting/
Establishing an Integrated

Guaranteed issue and renewal
No annual/lifetime limits
Pre-existing condition restrictions

Experience rating prohibition
Broad community rating pooling
Non-clinical cost control

Approach
e VBID
e Health quality
e Wellness/Prevention strategy

No recission curtailment e  MLR categorization of health
No waiting periods — MLR rebates quality and cost

e Dependent age 26 coverage — Transparency e Transparency

e Broad essential benefits — Potential standardization e Linking payment to quality

e Clinical trial coverage of edits and payment outcomes

e Costshare limits policies e New patient care models

Health Plan Implications
e Adverse selection to the risk pool, potentially mitigated by risk adjustment
e  Elimination of underwriting to mitigate risk
e  Potential reduction in member population churn
e Potential erosion of the small group market
e Administrative simplification provisions may standardize claims processes
e MLR administrative provisions will constrain non-clinical cost containment measures
o New paradigm for competition based on quality, cost containment and transparency
Health Plan Actions
Migration to the use of clinical and wellness based cost control through benefit design,
reimbursement, clinical programs and HIT to replace traditional unit and price cost control techniques
and to improve overall population health status
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Creating Competitive Advantage
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manner that is superior to competitors. With risk adjustment of the large community rating pools, if a
plan is more effective than state averages and competitor plans, it will enjoy higher margins each year
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time, in relation to its peers in the state, driving significant pricing advantage.
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With the transparency required in the post-reform environment, plans that are successful in controlling
cost trend will create a sustainable competitive advantage and drive revenue through membership
growth. The resulting surplus can be distributed towards member rewards, provider incentives and
future investment to lower cost trend further, creating a virtuous competitive cycle for the successful
plan.

A Way Forward: Integrated Health Solutions and Total Cost Management

To achieve this sustained competitive advantage, it is clear that health plans will need to contain
administrative and medical costs, improve health outcomes and address total population health. These
efforts must address the entire population health pyramid - not only collaborating with providers to
address members who have advanced chronic conditions but also proactively reaching out to those who
are at risk to reduce the risk indicators and empowering and engaging healthy members to maintain
their well health status.

As it relates to medical cost containment, Total Cost Management (TCM) provides a framework by which
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financial incentives for all external stakeholders (e.g., employers, members and providers) to improve

health status and reduce overall system cost. Key levers include:

wProvider Contracts/Reimbursement GHealth Information Tools and Decision Support
oLlinical Interventions/Management uBenefit Design/Rewards
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Implementing these levers in concert to align all constituents for a population will ensure that the total
cost savings is greater than the sum of the parts.
Example of alignment of levers to address members with chronic disease conditions:

Desired Qutcomes
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and Rewards treatment adherence and health measures etc.)

The second critical component of the TCM framework is the evaluation of LI | agndin@trative activities

related to total administrative spend (both payor and provider). Administrative simplification and
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through traditional claims processing mechanisms. MLR limitations on administrative spend also

constrain the amount plans can invest in this form of cost control. As a result, administrative cost

analysis under TCM can improve a planQ strategic response to the new regulatory framework of reform

and support the transition from tradition claims system cost control techniques to advancing clinical

cost control techniques. This allows plans to continually reassess administrative activies to align them

with the new role health plans will have in the market while driving lower medical trend.

TCM also supports a wholistic perspective when evaluating inter-relationships between administrative

activities and medical cost. For example, migrating certain care management and wellness activities to

providers allows plans to reduce their administrative costs and replace some provider revenue that is
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costs through the use of TCM helps plans bring clarity and focus to their overall long-term strategic

planning and decision making process as they embark on this transformative period.

We invite you to contact us if you have any questions or would like to discuss further how TCM could be
applied to your organization.

Steve Young syoung@healthscapeadvisors.com or 312.256.8612
Kyle Stern kstern@healthscapeadvisors.com or 312.256.8649
Alexis Levy alevy@healthscapeadvisors.com or 312.256.8671
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