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DIRECT CONTRACTING FOR HEALTHCARE SERVICES:
REMOVING INSURANCE FROM THE EQUATION
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establishes direct, one-to-one contracts with 
providers of healthcare services in their area. It 
is an essential tool for lowering costs in a health 
plan. Despite being referred to as a "new" and 
"innovative" healthcare purchasing strategy, 
direct contracting really is a commonsense 
return to how healthcare used to be paid for in 
this county.3 When a patient used to see their 
family doctor or a local specialist and pay a 
modest fee without involving a third party.

When companies provide health benefits to 
their employees, the common assumption is 
that this means health insurance.

This assumption is correct of course. It's also 
incomplete. There are other ways of paying for 
healthcare without involving insurance at all.

Insurance is a powerful yet expensive financial 
tool that should be reserved for unpredictable 
and catastrophic moments.1 For the 33-43% 
of your healthcare spend that's routine and 
shoppable?2 You can save substantial expense 
by removing insurance from the equation and 
paying for those services directly instead.

Direct contracting is when an employer 

The Problem with Third 
Parties Paying
Imagine for a moment that your company 
manufactures steel. What are the inputs to your 



business? It’ll involve raw materials like iron ore, 
coal, limestone, and carbon as well as some 
other metals to strengthen the final product. 
Naturally, you’ll need machines and furnaces 
for all these processes. And you must arrange 
suppliers and transportation to get all this onsite.

Do you pay for any of this through a third party? 
You might if the benefits of doing so outweighed 
the costs. If the costs were too great, however, 
you’d contract with the suppliers directly for the 
materials and transportation. Involving another 
company always adds extra expense (“another 
mouth to feed"). It also raises the question of 
whether the third party is acting in its own best 
interest instead of yours - what is well-known in 
Business as the "principal agent problem."4

Using third party insurance to pay for routine 
expenses is a unique feature of health insurance 
in America. It’s an artifact of history, left over 
from wartime government policy choices and 
tax preferences.5 That doesn’t mean paying 
for everyday care this way is ideal. David 
Goldhill, CEO of Sesame Care, put it best in a 
groundbreaking article he wrote in 2009:
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What is Direct Contracting?

Direct contracting is as straightforward as finding 
a physician, facility, or hospital willing to agree 
to a non-insurance contract with your company. 
The greatest obstacle is knowing who to reach 
out to and how to sell the idea to physicians 

who are used to being (under) paid by health 
insurers — not by employers. That’s where the 
benefits consultant steps in!

Your benefits consultant can explore the local 
healthcare market and identify direct contract 
opportunities on your behalf. Suppose you know 
that a member of your team will need back 
surgery in the next 6-12 months. Your consultant 
can search for a reputable musculoskeletal (MSK) 
surgeon who will agree to a reasonable price in 
advance of the surgery. The same goes for all 
non-emergency treatments that are predictable 
and have the potential to cost you bigtime.

Anytime healthcare 
can be scheduled, 
there is opportunity 
to save big.
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Health insurance is the primary payment 
mechanism not just for expenses that are 
unexpected and large, but for nearly all 
health-care expenses. We’ve become so used 
to health insurance that we don’t realize how 
absurd that is. We can’t imagine paying for 
gas with our auto-insurance policy, or for our 
electric bills with our homeowners insurance, 
but we all assume that our regular check-ups 
and dental cleanings will be covered at least 
partially by insurance. Most pregnancies are 
planned, and deliveries are predictable many 
months in advance, yet they’re financed the 
same way we finance fixing a car after a 
wreck — through an insurance claim.6

The takeaway? Anytime healthcare can be 
anticipated and scheduled, there is a gigantic 
opportunity to save money and hassle by 
cutting out the middleman.
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Just How Much Money 
Are We Talking?
The proof, it is said, is in the pudding. And the 
proof for direct contracting's merit is in the sav-
ings. To illustrate, let's return to the example of 
the impending back surgery for your employee.

MSK is a notorious area of overspend and waste 
in company health plans. Why is complicated.

• First off, MSK care is in the top three - if not 
the - most expensive line items in employer 
group health plans, so there's a lot at stake.7

• Second, clinical studies on lower back and 
spinal surgeries suggest that the chance of 
them being successful is roughly equivalent 
to the flip of a coin.8 Your health plan needs 
absolute clarity, in advance, that the 50/50 
chance is really worth taking.*

• Third, MSK surgeries are unbelievably 
expensive if done at a hospital and financed 
through insurance. For instance, Washington 
Health Alliance studied procedures done in 
hospitals throughout WA state and found the 
price range of a dorsal and lumbar fusion 
to be $31,000–$118,000 (median price: 
$60,620).9 What percentage discount can 
your company expect from your insurance 
company? It’s anyone’s guess; however, 30% 
off sixty grand is still a lot of money.

* Keep in mind "success" is defined as a partial reduction of pain, 
never a complete alleviation of the problem. This is probably why 
successive (i.e., second, third, and even fourth) back surgeries 
are common. So much so, in fact, that it has been labeled its own 
medical condition: Failed Back Surgery Syndrome (FBSS).
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Direct Contracting is a 
Win for Physicians, Facili-
ties, AND Employers
Not only is direct contracting a win for the com-
pany and your employees but it also supports 
the physicians and medical facilities in your 
community. That’s because it is costly for doctor 
offices to deal with insurance in terms of their 
time and money. Direct contracts are often a 
win-win on both sides for this reason.

A 2009 Health Affairs study sampled 1,310 phy-
sicians and found doctors spend 3.5 hours per 
week on average dealing with insurance plans, 
and nursing staff spend 13.1 hours per physician 
per week on insurance authorizations alone.10 
The authors estimate that dealing with insur-
ance costs primary care and specialist offices 
around $68,000 per doctor per year in the value 
of time.

The economic losses to physicians and their 
teams, not to mention the burnout from fighting 
with insurers to get paid for their work, creates a 
strong incentive to cut insurance out of the pic-
ture altogether. That’s the buy-in for healthcare 
providers to contract with you directly.

A benefits consultant who facilitated a direct 
contract for this surgery at 50% of the hospital's 
price would not only offer significant savings to 
the plan, but enhanced predictability as well.

https://www.orthobethesda.com/blog/spine-surgery-when-it-works-and-when-it-doesnt/
https://www.orthobethesda.com/blog/spine-surgery-when-it-works-and-when-it-doesnt/


solvins.com4

Direct payment 
removes complexity 
and uncertainty for 
everyone.

DIRECT CONTRACTING FOR HEALTHCARE SERVICES

The Benefits Consultant 
Makes All the Difference
A benefits consultant who can forge and 
facilitate strong direct contracts is invaluable to 
your company lowering its net healthcare spend 
on a sustainable basis. SolV has a wealth of 
experience in direct contracting, with 100+ direct 
contracts established in the Pacific Northwest.

We've worked hard to build these relationships 
because we know firsthand what a difference 
great care at a reasonable price makes for 
employees and the health plan covering them.

Here are three examples of how direct contracts 
have fit neatly into our clients' strategy to lower 
their healthcare costs:

1. SolV secured a direct contract with one of 
the largest, independent orthopedic surgeon 
groups in Washington state, which covers all 
manner of MSK procedures. The mutually 
agreed upon contract payment rates are 
200% of Medicare whereas your insurance 
network will often stick you with prices, net 

of discount, in the range of 300-400% of 
Medicare. Thousands of extra dollars saved 
on a single surgery.*

2. SolV has established a direct contract with 
a well-known behavioral health facility that 
has multiple offices in the Pacific Northwest. 
The contract covers substance use, mental 
health, therapy, and counseling services to 
employees and their dependents at half of 
the rate these services typically cost. 
 
Direct contracts for behavioral health 
services are especially valuable because of 
how tricky this type of care can be. Mental 
health service providers are 5-6 times as 
likely to be out-of-network as other types 
of medical care, in large part because 
psychiatrists and therapists simply don't 
have to join a network.11,12 This, in turn, 
leads to unpredictable and unusually high 
behavioral health expenses for the health 
plan and its members. A direct contract 
eliminates the pricing uncertainty, lowers the 
cost, and keeps your company well within 
Mental Health Parity compliance.13

3. SolV designs the client's direct contracting 
plan option to be in addition to the plans that 
already were on offer to members. This way, 
members do not feel that anything has been 
taken away; they simply get another choice 
now. To attract members to choose the

* Let's use an MSK example that's not back surgery and is still 
fairly common: Knee surgery. According to 2016 & 2017 data from 
105,000 claims, a total knee replacement in the Pacific Northwest 
after a Blue Cross insurance discount averages $32-$48,000. On 
the other hand, Medicare pays $1,408 for the physician fee and 
$8,610 for the facility fee for the procedure, which totals to about 
$10,000. Therefore, $10,000 is 100% of Medicare in this example. 
That means our direct contract rate would be 2x that amount, or 
$20,000, instead of that $32-48,000 figure. Huge difference!

https://www.premera.com/wa/provider/news/high-value-care/cost-by-region-knee-replacement/
https://www.arthroplastyjournal.org/article/S0883-5403(19)31157-X/fulltext
https://www.zimmerbiomet.com/content/dam/zimmer-biomet/medical-professionals/reimbursement/New%20Medicare%20Policy_Allows%20Payment%20to%20ASCs%20for%20Total%20Knee%20Arthroplasty.pdf
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SolV is an employee benefits consulting firm 
committed to bringing transparency and truth to 
an industry that has veered far off its path, fueled 
by corporate greed and backroom deals.

We provide clients comprehensive, cost-saving 
employee benefit solutions with expertise, 
excellence, independence, and integrity.

An Important Instrument 
in Your Plan's Toolkit
Managing a health plan is difficult and, at times, 
a thankless task. At your health plan year's end, 
what defines a successful year for you and your 
benefits consultant is whether you were able to 
provide timely, high-quality healthcare to your 
employees at a reasonable cost to the company 
and to them. Leveraging direct contracts, when 
and where it makes sense to do so, achieves 
both these goals simultaneously.

Not every care episode will be suitable for an 
upfront direct contract between your company 
and the healthcare provider. However, this 
article demonstrates that many instances are 
more than suitable for direct contracting. And 
that paying for healthcare directly removes 
complexity and uncertainty for physicians, your 
company, and your employees. Furthermore, it 
saves a substantial amount of money you can 
reinvest into other pressing business initiatives.

Contributors

Megan Narrance is an Employee Benefits 
Advisor at SolV who specializes in direct 
contracting and innovative self-funded 
health plans that save 20-40%. She provides 
concierge service and strategic advice to her 
employer clients that serves their best interest.

Contact: MeganN@SolvIns.com 

direct contracting plan option, it's set up to 
completely waive deductibles and coinsurance 
when the member sees a healthcare provider 
that is contracted directly with the plan.

Removing the financial barriers for employees 
has two positive effects. The first is obvious: It 
encourages employees to use the plan you've 
created specifically to save the health plan 
money. But more importantly, stripping away 
deductibles and coinsurance allows members 
to get the care they truly need without upfront 
cost or the potential of impending medical bills 
being a limiting factor.

A 2023 Gallup poll found that the percentage 
of Americans who delayed care because of 
cost concerns rose to a record 38% in 2022.14 
Waiving member cost-share completely when 
they make good decisions solves this problem, 
while also steering traffic to your direct contract 
provider partners - to their financial benefit as 
well as that of your company.

https://www.linkedin.com/in/adeptbenefits/
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