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chapter six

Direct Contracting—A Solid 
Approach to Savings for Employers

Deke Lape & Beth Johnson

Every renewal season, we were drowning in a pool of un-
answered questions that had to be answered. What are we 

going to do about higher premiums, disgruntled employers, 
bewildered employees, and raging medical costs? We knew that 
we had to do something . . . something really BIG to change 
the course that the employee benefit industry took. We had to 
create a benefit system that made everyone happy. 

Here is the story of what our company, Mitchell Insurance, 
did to WIN back the employees, employers, and medical 
systems . . . 

After the 2012 fall renewal season, we became tired of the way 
in which we advised our clients on their employee benefits. In 
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fact, advising may not even be a fair statement. We were simply 
helping them manage increases from year to year by doing the 
same old thing: increasing deductibles and copays and passing 
more cost along to the employee. 

We wanted to have something better to offer—something 
that was different and could make a difference for our clients. 
We wanted an innovative idea that we could put in front of a 
prospective client to differentiate us from the current broker 
who was most likely just doing the same thing we had done for 
years: managing the account from year to year and crossing fin-
gers that rates wouldn’t go up too much. This old way of doing 
business was unsustainable for us and, even more importantly, 
our clients. Something had to change!

Our first step was developing a direct contract with our local 
hospital system, Missouri Delta Medical Center (MDMC), that 
we could offer to clients and prospects. Ironically, the MDMC 
administration had been discussing the exact same thing, so the 
mutual timing of the idea couldn’t have been better. 

The contract, called “Top Tier Contract,” was ready to roll 
out in the latter part of 2013 for groups that had renewal dates 
of January 1, 2014, or later. We began marketing the idea to 
some existing groups and prospects. In doing so, we found a 
high level of interest, excitement, and curiosity for it. We were 
able to include four client organizations into our Top Tier by 
January 1, 2014. 

By late 2014 we had collected enough claim information 
on the participating groups to compare to prior years and the 
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performance of the plans became visibly apparent . . . THIS 
NEW APPROACH WAS WORKING! 

All three parties involved in the Top Tier Contract—the 
employee, employer, and medical system—benefited from the 
direct connection to the local hospital. It became clear that this 
model had many benefits for all parties involved. In the following 
three sections we will explain how the employee, employer, and 
hospital/provider have all prospered. 

Part 1: The Employee 
Analyzing our old approach, we realized that more often than 
not we left out the most important piece of a health plan—the 
people. Instead, we focused on the deductible, copays, prescrip-
tion plan, or max out-of-pocket. While these things are certainly 
important, they don’t compare to the most important piece of 
the equation. How could we ever expect to set up a successful 
employee benefit plan if we didn’t include the people in the dis-
cussion, explaining to them how the plan works, why it works, 
and how they are the biggest piece of the puzzle? 

The employees and their dependents have to understand 
every aspect of their plan so that they can become a part of the 
solution to make it successful for them. For this evolution to 
take place, we now realize that our job is to be transparent and 
to simplify the details that are often confusing and frustrating 
to employees. Our clients’ employees must understand their 
health plan and know that they are at the center of the Top 
Tier Contract.
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First, we design a plan that incentivizes the employee to 
access care at facilities who have agreed to be part of our pro-
gram. We do that by significantly reducing the deductible and 
maximum out-of-pocket exposure if the employee utilizes the 
facilities within the Top Tier network. While a reduction in 
out-of-pocket costs is something that is easy for an employee 
to understand, it still takes some re-training and educating to 
make sure they understand how it works. Over the years, we 
have done a disservice to our industry by setting up plans that 
do not offer valuable incentives to employees. The difference 
in cost from facility to facility can be in excess of 500 percent, 
but the employee has never been incentivized to find the best 
value when seeking care. Why wouldn’t we want to reduce the 
deductible and maximum out-of-pocket for employees who 
make a decision to have a procedure done at a facility that could 
potentially save their plan thousands and thousands of dollars? 
It’s really common sense, but this simply isn’t being done.

Second, we make sure we give the employees and their de-
pendents benefits and opportunities to be part of the solution. 
One example is a diabetes value-based benefit. With diabetes 
growing at such a rapid rate, it is clearly one of the biggest claim 
drivers on our plans. Unfortunately, many medical plans are 
simply setting up members to fail by having benefits in place 
that make staying compliant with medication too expensive. 
We have eliminated that by having a benefit in place that allows 
employees to access diabetes medication and supplies at zero 
charge with no copay if they comply with the drug formulary 
set forth in the plan design. While this action definitely costs 
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our plans some claims dollars up front, it is a saver on the back 
end because more and more of our members are compliant with 
their medication, thus reducing the risk of major claims down 
the road—not to mention the impact of a healthier workforce!

In summary, the employees have to be made to feel like 
they are able to make a difference in how much their medical 
plan ultimately costs and what type of benefits they are offered 
by their employer. Employees are part of the solution by mak-
ing good decisions on when and where they receive their care. 
The employer is putting a plan design in place that allows the 
employee to take advantage of reduced out-of-pocket exposure 
and first-dollar benefits all in an effort to eliminate the financial 
barrier our flawed system has created for someone to receive the 
care they need when they need it. 

Part 2: The Employer
It’s no secret that employers have been struggling mightily with 
the cost of their medical plans. As stated in the beginning, the 
strategy has basically been to shift cost by raising deductibles, 
copays and the maximum out-of-pocket limits or just simply by 
increasing the employee contribution to the plan. Then, we cross 
our fingers and hope for a renewal offer that is not worse than 
the one a year ago. We know this because we have lived it with 
our clients. So, how does the employer win in this new model? 

The obvious answer is that the employer wins because the 
employees are going to seek care at facilities that charge less for 
their services. We know the employee is going to take advan-
tage of this opportunity because they are heavily incentivized 
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through the plan design to seek their care at participating top tier 
facilities. When the employees do that, the cost of claims goes 
down dramatically and the medical plan is impacted in a very 
positive way. This is all true, and even by itself this is probably 
enough to make the employer win. However, the impact of this 
can be felt much deeper within each organization than simply 
in the medical plan cost.

If employers are able to flatten out or reduce what they spend 
on employee benefits, then positive reactions begin to take place 
within their organization:

• Net profit
• Employee wages 
• Hiring of new employees
• Capital expenditures to increase productivity and sales

This list can go on and on, but it’s a fact that the amount 
of money spent on benefits within organizations has been 
suffocating. 

What are they getting in return in the current system? 

• Confused and frustrated employees
• A non-transparent system in which employees have no 

idea of the cost of care from one place to another
• Limited claim data on their groups that makes it difficult 

to assess the needs of the employees and the direction 
they should go as a company
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If an employer is going to have benefits be their second or 
third-largest line item in their budget, don’t they deserve some 
kind of return on the investment? We want the plan to be a tool 
for attracting and retaining talented employees. The medical 
plans should be designed to allow the employees to access care 
with reduced up-front cost. This makes the employees happy 
and gives them the ability to get the care they need to help keep 
them healthy. The attitude of the employees becomes infectious 
in the work place in a positive way instead of a negative way. 

Employers love happy employees. When employers are in-
vesting the amount of money they are investing in benefits, they 
deserve some ROI. The plan designs for the employee and the 
contracts we have in place with medical facilities deliver ROI. So, 
while employers win on the cost of claims, they are also benefiting 
from taking something that has been a frustrating experience for 
the employee and turning it into a positive experience.

Part 3: The Hospital/Provider 
Many hospitals and providers are struggling mightily and are 
fighting hard for your business, for new patients, and for the 
privilege of helping you with your labs, x-rays, procedures, and 
any other medical needs that may arise. Most hospitals have 
come to the realization that they can’t grow their income by 
raising prices, so their only real opportunity to grow revenue is 
by gaining market share. Not only do they want more market 
share, but they also want the most profitable market share. 
Hospitals desperately want their customers to be insurance-paying 
customers, as the reimbursement levels for the care they provide 
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is typically much higher than that of Medicare and Medicaid. 
Under our direct contracting model, this is where the medical 
provider not only sacrifices but also wins. 

The sacrifice made by the provider is the lowering of their cost 
of care. The amount of that reduction can vary from provider to 
provider, but it is always developed as a percentage of Medicare. 
We want to develop the contract in that manner because it gives 
us an actual number that is known. This is in contrast to how 
insurance companies and providers show discounts in the PPO 
model. They will tout to insurance brokers and clients that if you 
go to certain providers, you will receive a 50 percent discount. 
Well, that may sound pretty good, but the question that needs 
to be asked is, “Fifty percent of what amount?” The current 
system simply isn’t transparent enough for consumers to make 
an educated decision on what a medical facility is charging and 
where to get care. 

The provider wins because in return for their reducing cost 
as described above, we are designing plans that steer the em-
ployees to the participating facilities. As described in the prior 
section, the employees are flocking to these facilities because 
their out-of-pocket exposure has been tremendously reduced. As 
a result, the hospitals are gaining the market share they desire, 
and this is generating more revenue for the participating facility. 

Hospitals and providers also tend to have issues with their 
accounts receivable and being able to successfully collect the 
money owed to them by their patients, which are the employees. 
The vast majority of employer-sponsored medical plans have 
plan designs with high deductibles and max out-of-pockets. The 
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maximum exposure for the employee often exceeds $6,000 per 
person insured. While this sometimes isn’t a large amount when 
compared to the entire cost of a procedure, it is a tremendous 
amount of money to employees living paycheck to paycheck, 
which is the case with most Americans. These types of plan 
designs make it extremely hard for the provider to collect the 
employee portion of the cost of the claim, forcing many of them 
to make arrangements for the patients to pay their balance over 
a long period of time. With our model, we have changed the 
plan designs to make it much more affordable for the employee 
to visit these facilities, thus making it easier for the provider to 
collect the money that is due to them. 

Since we started working on this almost five years ago, we 
continue to strive to learn more about how we can do our part 
to help improve a system that simply isn’t sustainable. In our 
experience, it is much easier to make progress when you have the 
employee, the employer, and medical facility all working together 
to find a solution. As we continue down this road, there are still 
improvements that need to be made, but we are happy to say it 
has been a model that has brought people together in a sincere 
effort to improve delivery of healthcare to the employees of the 
companies that make communities thrive at the medical facilities 
that are vital to our community. Win, Win, Win!!
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