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It ’s  no secret that healthcare is
expensive,  with the cost  of  care
increasing year over year.  Healthcare
spending is  expected to reach pre-
pandemic levels  in 2022,  which
amounts to a projected 6.5 percent
increase from 2021 .

In  response to r is ing costs ,  employers
are looking for strategies to reduce
healthcare expenses and f ind
alternat ives to tradit ional  group health
plans.  This  is  why the popular ity of
Reference-Based Pric ing (RBP) has
grown signif icant ly in the past  few
years.

RBP is  a  cost  containment strategy
where an employer pays healthcare
providers a set  pr ice for different
services instead of negotiat ing pr ices
with providers.  This  type of plan
doesn’t  contract with a network of
doctors or  hospitals .  By avoiding
insurance and network contracts with
RBP, employers hope to lower their
overal l  healthcare expense.  
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Improved transparency into healthcare pricing:  Implementing RBP
requires an understanding of pr ic ing,  and gives plan sponsors more
vis ibi l i ty into what is  being bi l led.  S ince costs are set  from an
establ ished benchmark,  there’s  less room for hidden fees or unclear
cost structures.  

Lowered healthcare expenses:  With negotiated,  preset pr ic ing for
procedures,  RBP can have a lower cost than tradit ional  health
insurance plans.  Employers can reduce their  healthcare spend by up to
30 percent.  

Promotes employee ownership over healthcare decisions:  RBP al lows
employees to have a better point of  reference on costs when choosing
between treatment options.  S ince there are no networks,  employees
also have the responsibi l i ty of  picking their  providers based on pr ice
and qual i ty ,  which increases ownership over healthcare decis ions.

Potential  to lower prices:  I f  a  plan is  large enough and has market
leverage,  i t  can inf luence the overal l  pr ice of  procedures.  

Employers typical ly  partner with a third-party administrator (TPA) to establ ish
maximum price l imits  for  procedures and services.  A TPA helps employers by
conducting the research for pr ice sett ing.  Many t imes,  the reimbursement rate
is  120 to 300 percent of  Medicare pr ic ing for the service in quest ion.  When a
provider bi l ls  a  service,  the TPA pays the provider based on the l imits
establ ished in the plan.  Should the provider balance bi l l  the pat ient for  an
amount not covered by the preset pr ice,  the TPA negotiates on behalf  of  the
patient .

However,  RBPs are not without obstacles ,  which is  why employers considering
this  option need to weigh the posit ives and negatives.  Fai lure to do so can lead
to pitfa l ls  and unwanted results .  

S O ,  W H A T  A R E  T H E  P R O S  A N D  C O N S  O F  R E F E R E N C E  B A S E D  P R I C I N G ?
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PROS:
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Complicated design and set  up:  Employers need to decide to what extent
they wish to use RBP,  whether i t ’s  for  some procedures or a l l .  Designing
a plan that balances savings and provider fr ict ion isn’t  a  s imple task.
Addit ional ly ,  because these plans are complex,  employers wi l l  have to
invest more t ime and money into educating employees about the ins and
outs of  RBP.

Dependence on TPA: Implementing RBP is  compl icated,  and without a
rel iable,  experienced TPA, employers wi l l  have to fend for themselves
should they have to go to court  to face providers for  payment of
services.

Patients can become vict ims of  balance bi l l ing:  I f  a  provider is  unwil l ing
to accept the RBP amount as payment in ful l ,  they bi l l  the pat ient for  the
remainder of  the bi l l .  This  pract ice is  cal led balance bi l l ing.  I f  a  TPA is
unable to successful ly  defend the employee in court ,  then the pat ient
wi l l  end up stuck with a bi l l  that could be f inancial ly  devastat ing.
 
Denial  of  care:  Without a contract in place,  providers can easi ly  deny
employees care.  People with chronic i l lnesses or in need of intensive
procedures often have diff iculty f inding the care that meets their  needs
with RBP.
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Though RBP has the potentia l  to save employers money,  there’s  a lso the r isk
that employees could end up carrying the burden of a poorly implemented plan.
RBP might be a viable option for your company,  but there are a lot  of  var iables
to consider .

Contact our employee benefits  team today to learn more about this
approach and if  i t ’s  a  good f it  for  your company.

This  mater ia l  has  been prepared for  informational  purposes only .
BRP Group,  Inc.  and i ts  aff i l iates ,  do not  provide tax,  legal  or  accounting
advice.  P lease consult  with your  own tax,  legal  or  accounting profess ionals
before engaging in  any transact ion.
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