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Employer Direct Contracting:  
Significant Benefits for Employers, Providers and Patients 

By Laura Carabello, Founder and Principal, CPR Strategic Marketing Communications,  
Editor and Publisher of Medical Travel Today and U.S. Domestic Medical Travel™ 

Healthcare reform is kicking into high gear, impacting Employers, Providers and Patients across the United States. In 
particular, large Employers face substantial monetary penalties for non-compliance with the new regulations, even as the 
cost of providing health benefits continues to rise. In response, business leaders are adopting new strategies to combat 
the impact on the bottom line and ensure quality outcomes. 
 
One strategy currently garnering significant attention is direct contracting with targeted Centers of Excellence (COEs) as 
pioneered by such companies as Wal-Mart, Lowe’s and Boeing. While the vast majority of large Employers – especially 
self-insured companies -- are now contemplating these arrangements, virtually all mid-size and small Employers are 
equally receptive, especially when they are able to aggregate their purchasing power through coalitions and other multiple 
Employer welfare arrangements (MEWAs). 
 
Direct contracting cuts administrative costs, helping Employers remain financially sustainable. It also gives Patients 
greater choice and a higher level of care. What’s more, this strategy helps hospitals and Providers, including ambulatory 
surgi-centers, attract more patients from outside their traditional catchment areas. 

This is important given that the nation’s hospitals are under growing pressure to rein in staggering costs while improving 
quality of care. 

How Does Direct Contracting Work? 
 
Direct contracting, often characterized as “U.S. domestic travel,” is the practice of traveling out of one’s hometown or 
home state to a care provider or COE located in another part of the country.  
 
Select hospitals must meet strict benchmarks for positive outcomes, low hospital-acquired infection rates, high Patient 
satisfaction, advanced staff training and skills, thorough patient data capture and other factors. Doctor’s costs, hospital 
expenses and fees are part of a single, transparent price.  
 
Several organizations and purchasing coalitions are helping to guide Employers in their selection process. For example, 
The Pacific Business Group on Health (PBGH) brings Employers together with the aim of improving the quality of 
healthcare while moderating healthcare costs. PBGH’s 60 member companies provide healthcare coverage to 10 million 
Americans and their dependents, providing Employers with a wide array of services that range from advising on 
relationships with carriers, supporting projects that accelerate price and quality transparency, and advocating for policy 
initiatives.  
 
One of the organization’s key members, Wal-Mart, launched a COE travel surgery program for cardiac and spine, and 
suggested that this type of program could have a stronger impact moving the market if multiple Employers joined together. 
Since then, PBGH has learned that Employers want a travel surgery program that offers high quality surgical care at 
affordable rates, not just an arrangement that provides the “best deal.”  
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Key Advantages to COE Programs  
 
Among the many advantages to COE programs two stand out: price transparency and bundled pricing.  
 
Price Transparency  
Enormous variation in healthcare prices exists across the country. For example, one hospital might bill $40,000 to remove 
a gallbladder using minimally invasive surgery, while another hospital might charge $91,000.1  
 
Prices can also vary within each state. For example, the median cost for a common inpatient heart procedure in 
southeastern Wisconsin ranges from a high of $178,647 at Waukesha Memorial Hospital to a low of $105,119 at Wheaton 
Franciscan All Saints in Racine.2  
 
By only signing contracts with Providers priced in the low range, but who also demonstrate good outcomes, Employers 
can lower the cost of providing healthcare without compromising quality.  
 
Bundled Pricing  
Bundled payment, also known as episode-based payment or packaged pricing, is defined as the reimbursement of 
healthcare Providers based on expected costs for clinically defined episodes of care. Providers are paid a single fee for a 
set of evidenced-based services related to a diagnosis, with payments typically linked to outcomes, as well as other 
quality measures.3  
 
Last year, the Department of Health and Human Services announced a “bundled” payment program that allows Providers 
to bid as a team for fixed price reimbursement for procedures, such as heart surgery or hip and knee replacements.4  
 
This strategy incentivizes Providers to collaborate to ensure the best outcomes because any additional cost incurred 
beyond the fixed price comes out of the Provider’s pockets. As a result, Geisinger Health System, for example, has seen 
a 21% reduction in complications, a 25% reduction in surgical infections and a 44% drop in readmissions.5 

Optimizing the Opportunity 

While quality of care has traditionally been the primary deciding factor in choosing a hospital or Physician for a specific 
treatment or procedure, the cost of healthcare has become an increasingly important factor for consideration. As Patients 
have been asked to pay a greater proportion of the cost of their care – through higher co-pays, deductibles and other plan 
cost-sharing features – they are becoming more comfortable with the notion of leaving home to access better care that is 
easier on the pocketbook. Employers are also incentivizing Patients to make the journey: offering full coverage for the 
procedure, eliminating deductibles and out of pocket costs, and covering the travel costs of a companion or family 
member.  
 
At the same time, hospitals and Providers are continually updating their offerings to lure corporate customers. In their 
quest to become recognized COEs, they seek to attract Patients from all parts of the country, and in many cases from 
throughout the world. For the most part, however, these care Providers are unsure about how to approach corporate 
audiences, market their capabilities, and leverage the opportunities that now exist throughout the country.  
 
Implementation of a medical travel program is a complex undertaking, and the majority of health systems need guidance. 
Achieving clinical excellence is just one piece of the puzzle, and while most institutions like to point to their 
accomplishments in this area, they are missing many of the components for truly delivering an excellent, start-to-finish 
Patient experience.  
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Case in Point: Virginia Mason Medical Center  
 
As more companies shift employees to high-deductible health Plans leading to higher out-of-pocket costs, more 
Employers are prompted to engage with local health systems as a way to help employees shop for cost-effective care.  
 
Serving as a model for this trend, companies like Starbucks and Costco have aggressively forged relationships with 
medical centers to meet the kinds of rigorous standards they use in daily business practices. The results include better 
health, higher patient satisfaction and lower costs.6  
 
To improve care for back pain, for example, Starbucks worked with Virginia Mason Medical Center, requiring same-day 
access for employees, no unnecessary medical care and 100 percent customer satisfaction. This supply-chain approach 
demanded the same high standards Starbucks expects from all of its suppliers. With fewer unnecessary tests and more 
use of therapists -- which cost significantly less than use of doctors -- Starbucks experienced lower costs in the treatment 
of back pain.7  
 
What’s more, the standardized, efficient system also meant better outcomes. In fact, data showed that Virginia Mason’s 
spine clinic Patients returned to work more quickly, missing two days on average compared with five elsewhere.8  
 
Strategies for COE Success  
 
Market forces have created an opportunity for hospitals to offer Patient-centric care that focuses on better outcomes for 
every individual. Innovative services, however, must meet patient needs and expectations, and then provide guidance to 
Employers and care Providers to execute on their commitments to each and every person. What is needed is a single 
intersection for the healthcare medical travel industry, parallel to the “matching” programs for other industries such as 
dating, leisure travel, and business networking to accomplish these goals: 

 Empower Employers of all sizes with information and resources to pursue a medical travel program that  
generates the highest quality care at the greatest value. 
 

 Position hospitals and care Providers to serve Employers and their workforces. 
 

 Offer Web and event platforms to connect the audiences. 

Today, the marketplace has literally forced health systems to compare themselves to institutions in a five-state radius or 
on another coast. What’s more, the need to travel is no longer a major concern for those seeking the best care at the best 
price.  
 
As Plan members take on a greater share of their own healthcare costs, they are beginning to distinguish between low 
prices and high quality.9 At the same time, Employers are playing a more aggressive role by contracting directly with 
healthcare Providers and COEs in order to find the best value for their employees, and opting for bundled, fixed price 
procedures. This has created a new paradigm that generates benefits for every stakeholder across the healthcare 
continuum. 
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