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NAMPA HEALTH

Type: Interviewer-led | Difficulty: Medium | Function: Digital | Sector: Healthcare | Stretch areas: Structuring, Judgement & Insights | Author: ex-McKinsey

Your client, Nampa Health, is a U.S.-based health insurer serving approximately 800,000 members. Over the past several
years, Nampa Health has experienced membership growth broadly in line with industry peers. The company has also
steadily increased its premium pricing, keeping pace with industry averages.
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NAMPA HEALTH - QUESTION 1

Dimension: Structuring

‘ How would you structure your approach to this problem?

INTERVIEWER *  While on the surface this is a profitability problem, a strong response should be tailored to the insurance market in particular. A more
GUIDAI

checks on claim validity)

CaseDrill




® caseDrill

NAMPA HEALTH - QUESTION 2

Dimension: Judgement & Insights

We have gathered data on historic operating costs for Nampa Health over the past four years (share Exhibit 1). Based on
this exhibit, what do you think are the major factors negatively impacting Nampa Health'’s profitability?
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NAMPA HEALTH - EXHIBIT 1

BREAKDOWN OF ANNUAL OPERATING EXPENSES FOR NAMPA HEALTH (PAST FOUR YEARS)

B Other back office ® Claims processing (1) ™ Central corporate functions (2) ®IT systems (3) Sales overhead Sales commissions

15% 15% 14% 13%
6% 6% 6%

EEEE Ea 2V

Total o 222.32
148.21

4.8%

(1) “Claims processing” refers to cost for staff to review claims and determine validity
(2) “Central corporate functions” includes general management, finance, HR, risk

(8) “IT systems” cost includes running costs and investments in IT improvements, including contractoi
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NAMPA HEALTH - QUESTION 2

Dimension: Judgement & Insights

* Claims processing is clearly the standout cost increase in the period.
Increased from ~$55m in Y1 ($172m X 32%) to ~$84m in Y4 ($222m X 38%) - an increase of around 50%. This represents a

significant increase in both absolute terms and as a share of operating expenses.
An increase in processing cost would be expected as Nampa’s customer and claims volume grows, but this cost line has grown
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NAMPA HEALTH - QUESTION 3

Dimension: Math

The client is considering reducing claims processing costs by automating data entry using text recognition and Al.

They want to assess whether this IT investment will be worthwhile by evaluating the cost savings generated and the
impact on their profit margin. The proposed IT tool would enable Nampa Health to fully automate data entry and

processing for simple claims, which require minima! internretation, and reduce the procassing time for complex claims by
half, a \ate manual data entry.
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NAMPA HEALTH - EXHIBIT 2

CLAIMS PROCESSING OVERVIEW
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Total number of claims #
Time to «
Time to «
Proportic
Proportic
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Cloud-bz

* Unless otherwise specified, all values should be assumed to be annual

5 million
6.8
16

70%
30%
40
50

1,500,000
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NAMPA HEALTH - QUESTION 3

Dimension: Math

* To find out whether the automation solution is worthwhile, we should calculate the savings on both simple and complex claims from
its adoption and compare this against the cost of automated product.

e Simple claims

o We will save the entirety of the cost for simple claims. The total cost of this claims processing = [Total time to process claims X
I alhAv A+

= ~24m minutes). Hourly salary is $40, so

 complex claims, we can therefore see that
he adoption of an automation solution
» client back to margins seen around Y1 in

ms. Nampa will save 50% of the processing

minutes).
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NAMPA HEALTH - QUESTION 4

Dimension: Creativity

Nampa has shared more information about how they process claims.

Customers receive claim forms that they need to fill out when they require reimbursement. The customer then sends the
filled-out form alongside the medical bills to Nampa. Each bill is then recorded into the system manually before being sent

to a person in charge of verifying the validity of the claim. Any discrepancies or fraud suspicions are escalated. When the
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NAMPA HEALTH - QUESTION 4

Dimension: Creativity

*  Process Simplification & Efficiency
o Simplify claim forms to minimize errors
o Provide clear customer instructions to improve form accuracy
o Improve staff training for faster, more accurate processing
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Optional question: only include if you aim to test the candidate's digital ex

NAMPA HEALTH - OPTIONAL QUESTION

Dimension: Digital expertise

® caseDrill

Nampa is now keen to go ahead with the automation solution, but wants to think more carefully about implementation.

Can you think of any technical challenges the client would need to consider when implementing this solution? How
should they mitigate these?
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Optional question: only include if you aim to test the candidate's digital ex

NAMPA HEALTH - OPTIONAL QUESTION

Dimension: Digital expertise

® caseDrill

Integration with the client’s existing architecture
o Particularly given its low IT investment level, the client likely has a large volume of legacy infrastructure.
o Any solution will need to interface with this - whether to capture images or to draw upon past claims for training data.
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NAMPA HEALTH - QUESTION 5 o

Dimension: Synthesis

‘ What is your overall recommendation at this stage?
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