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About Cognizant
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This Will Not Take Long….
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What is a Health Insurance Product?
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Understanding Product Design

• Commercial Insurance  
• One specific offer for groups or individuals to buy 

health insurance
• Key elements:

• Benefit Design – what is covered, what is paid by 
insurance, what is not paid by insurance

• Geography – location
• Network – what providers are included
• Price – premium 

• Drives who and how many people buy insurance
• Drives top line revenue for insurance company
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Understanding Actuarial Rating

• The lower the premium, the more you sell
• The higher the premium, the more profit you 

make
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I Said This Would Not Take Very Long
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How Can Product Design Help Episode-Based Payment?

Key Elements of Product 
Design

Impact on Episodes

Benefit Design – what is 
covered, what is paid by 
insurance, what is not paid 
by insurance

Geography – location

Network – what providers 
are included

• Member responsibility drives patients to 
providers offering episodes (ACE)

• Member responsibility keeps patients in 
subgroup of coordinating physicians 

• Address problems from patient travel away 
from episode providers

• Network design keeps patients in subgroup 
of coordinating physicians (narrow network)
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Episode-Based Payment Creates Cost Savings

Who should benefit?

• Payer
• spend less on cost 

of care
• more profit

• Provider
• earn bonuses
• see more patients
• reduce cost 

structure
• Consumer

• cost of healthcare 
decreases
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How Can Episode-Based Payment Help Product Design?

• Episode-based 
payment drives down 
cost of care

• Reduces cost of 
exposure units 
(technical risk)

• Reduced premiums 
translate the cost 
savings from 
episodes to the 
consumer
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Momentum in Value-Based Reimbursement 

500+ arrangements = over 17.2 M livesbundled payments will grow 6% over 
the next five years, making them the 
fastest-growing of all payment models 
within health plans. Both payers and 
hospitals expect that bundled 
payments will account for 17% of 
medical payments in five years.
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Presentation Content Sources

The Remaining Presentation is based on interviews 
with:

• Blues plan with many years of substantial 
episode-based payments

• Provider-owned plan operating episodes-based 
payment with parent organization and other 
providers

• National plan with significant targeted experience 
in episode-based payment
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Impact of Episode-Based Payment on Commercial 
Products
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Why Episode-Based Payment Does Not Impact 
Commercial Insurance Product Design

Reason 1:

Even in aggregate, 

in the largest cases, 

episode-based payment does not have
an actuarially-significant impact on the 
product rating 
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Actuaries Have Looked….
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Still Too Small

Conditions not 
in Episodes

Conditions
in Episodes

Providers not
Performing
Episodes

Providers 
Performing
Episodes

Cost in the 
Episode

Savings
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Can the “Too Small Impact” Be Fixed?

Maybe.

Combine a very narrow network with a very large 
set of episodes.
• Hard to make a very narrow network
• Hard to provide vey large set of episodes
• Who might be able to do this?

Note this does not apply to Traditional Medicare and 
State Medicaid
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Why Episode-Based Payment Does Not Impact 
Commercial Insurance Product Design

Reason 2:

Patients Demand Choice of Providers

…. Unless they don’t
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Are Patients Willing to Choose Value Over Provider 
Choice?

Lesson of HMO vs PPO

Lesson of Narrow Network PPOs vs Broad PPOs

Lesson of Provider System Branding of Insurance

But, do patients want choice anyway…..
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So, If Episode-Based Payment Does not Create 
Value in Product Design…..
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Final Thoughts

ACO’s first?

Pressure of 
differentiation
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Questions

Jay Sultan
706-338-8024
Jay.sultan@cognizant.com


