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Strategic Context

Market forces demand greater shift towards value
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Health Consumers

Value Imperative
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Path >>

Growing 

5x Faster

Healthcare marketplace demands greater value – prompting 
providers to chose a coherent destination
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The destinations – and coherent “hybrids” – depend on each 
provider’s aspirations, strengths and market realities…
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Most providers are trying to determine their “way to play” for 
the future…
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Complex
(All about Outcomes)

?

Improve access, quality, 
experience to strengthen 
brand, premium positioning

Expand reach, 
prove superior 
outcomes, 
enhance 
experience

Create more 
touchpoints and 
a consistent 
experience

Dramatically reduce cost, 
create scale and scope 
economies

Integrate 
managed care 
and financing 
capabilities 
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…with more coherent choices rewarded with faster, more 
sustainable growth
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Coherent 

companies

63%

Coherent 

companies

68%

% growing faster 

than industry average

% more profitable 

than industry average

Incoherent 

companies

13%

Incoherent 

companies

18%

5x
Growth

3x
Profits
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The choices are further complicated by lingering uncertainty 
about the pace and direction of change…
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Sure Bets CompetitionInnovation
Cost 

Pressure

Provider 
Consolidation 
+Convergence

Payor 
Consolidation Regulation

Disruption
Ongoing and 

intensifying 

pressure to deliver 

higher-quality, more 

affordable, 

accessible and 

accountable care

Consumers, empowered 

by retailers and other 

new entrants, drastically 

redraw health ecosystem

Other providers take all 

commercial business 

through scale, network 

and payor capabilities

In an effort to control 

costs, government 

significantly intensifies 

rate and tax pressure

Payors and employers 

further squeeze rates and 

redraw networks to 

exclude AMCs

Market Trends and Scenarios: How Much, How Fast?
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…these forces are causing providers to transition to new risk 
models, financing and patient engagement

Emerging Payer / Provider Collaboration Mechanisms

Pay for Value

Pay for Performance
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Bundled payments

Findings from the 2015 Strategy& annual survey
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After years of on and off experimentation, bundle adoption is at 
a critical turning point
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1980s 1991

Healthcare Bundles Historical Timeline

UCLA Medical 
Center creates 
Organ 
Transplant 
Bundle in 
partnership 
with Kaiser 
Permanente

CMS 
Activity

General 

Industry 

Activity

Geisinger

introduces 

ProvenCare, 

bundle for 

CABG 

2006

Introduces 
Oncology  
and End 
Stage 
Renal 
Disease 
Care 
Models 
(Bundle 
ACO 
hybrid)

2010 2011 2012 2013 2014 2015 2016

Will mandate 
bundles for 
providers in ~ 
70 metro 
areas through 
Comp. Care 
for Joint 
Replace-
ment

BPCI 
Expansion 
(6000 
participants 
across 48 
conditions with 
both retro and 
pro payment 
methods)

Launch 
Bundled 
Payment 
for Care 
Improveme
nt (BPCI) 
Initiative 
bundle 
pilots at 
450+ 
hospitals

1986

Introduction of 
Diagnostic 
Related 
Groups, 
DRGs, 
bundling of 
hospital 
services 
within hospital 
stay

Heart 
Bypass 
Center 
Demo: 
CMS pilot 
bundle for 
CABG (5 
hospitals)

ACE Initiative 
demonstrates
viability 
through 
bundles for 
orthopedic 
and cardiac 
conditions (5 
hospitals)

2 Health 

plan / 

Provider 

bundle

7 Health 

plan / 

Provider 

Bundles

15
Health 

plan/ 

Provider 

Bundles

19 % 
of  

hospitals  

adopt 

bundles

26% 
hospitals 

adopt 

bundles

1 

Employer 

Bundle

2

Employer 

Bundles

4
Employer 

Bundles

PPACA
Reform 
Passes

X % of 

employers 

adopt 

bundles

7% of 

employers 

adopt 

bundles

31% of

hospitals adopt 

bundles

20% of 

employers adopt 

bundles
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As bundles become more prevalent nationally, we’ll continue to 
keep our finger on the pulse
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While current bundles focus on proof of concept, the next 
generation will yield true market-ready care products
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Evolution of Bundled Care Offerings

Bundles 1.0 Bundles 2.0 Next Generation

The first wave of 

bundled care pilots

 Covers procedure-based and 

acute episodes (e.g., knee 

replacement, stroke)

 Includes core services such as 

diagnosis, inpatient, and 

outpatient

 Lacks design sophistication:

– Working exclusively with 

CMS

– Retrospective payment

– No warranties

– No risk adjustment

An expanding set of 

customized models

 Capability to include chronic 

conditions (e.g., diabetes, CHF)

 Extends across care continuum, 

including wrap-around services 

and coordination through multiple 

care settings

 Shows greater design maturity:

– Prospective payment

– Warranty

– Risk adjustment

A robust line of market-

ready care products

 Represents a scalable portfolio of 

modularized care products 

tailored to the organization

 Expands beyond traditional care 

settings into emerging prevention 

and patient engagement models

 Exhibits the maturity of a true 

product portfolio (e.g., channel 

strategy, market segmentation, 

etc.)

Range of Current Offerings
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Hospital bundles are becoming more advanced – however 
progress is slow
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Development Phase of Current Bundled Care Offerings
(2014 N = 65, 2015 N = 82)

Bundles 1.0 Bundles 2.0 Next Generation

Range of Current Offerings – Hospitals

• The percent of hospital adopters currently operating more sophisticated bundle programs which include more 

conditions, more services, more advanced payment models, and greater risk-sharing remains small, and the 

market has yet to see any fully advanced bundle examples

• However, despite the small percentage, year over year progress is directionally positive, and many 2015 adopters 

plan to expand their efforts (55% will broaden to more conditions, 33% will include more services and risk)

1) % of hospital / health system respondents who are currently pursuing bundles; sample size for employers is too low to provide information

Source: 2014 & 2015 Annual Bundles Survey; Strategy& analysis

2014 97% of hospital adopters1 3% of hospital adopters1

No examples currently exist in 

the market
2015 96% of hospital adopters1 4% of hospital adopters1
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Survey Respondents

Strategy& conducts an annual survey to understand the 
perspectives of key stakeholders in bundle development
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Overview of 2015 Bundles Survey

Background

2015

Participants

Key Topics 

Covered

 Since 2012 Strategy& has conducted an annual multi-stakeholder bundles survey to gauge 

industry progress and attitude towards the adoption of bundles

 Historically, the survey has focused on perspectives from both:

– Supply side (i.e., providers, payors)

– Demand side (i.e., payors, employers, consumers)

Employers

277 Executives 

and HR Managers

 Interest and adoption of bundled care

 Scope of current bundle initiatives

 Benefits and challenges of bundle initiatives

 Future outlook for bundled care 

 Perspective of uninterested stakeholders

 Match between supply and demand

Hospitals

261 Hospital 

Administrators



Strategy&

The 2015 survey sampled hospitals and employers from a broad 
range of organizational sizes and types
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Note: all results are weighted to reflect national hospital and employer markets

Source:  2015 Annual Bundles Survey; Strategy& analysis

$501M 

- $1B

$1B - $5B

23%

3%

$5B+

30%

10%

33%

I don’t 

know

<$500 M

Net Patient Revenues  

5%

10,001 -

20,000

20,001+

6%

79%

1,001 -

5,000

10%

5,001 -

10,000

37%

32%

0%

31%

Continuum of Care 

Hospital System

Multi-Hospital 

System

Don’t Know

Standalone Acute 

Care Hospital

4%

10%

5%

6%

7%

4%

9%

14%15%

27%

N = 250 Hospitals and Health Systems N = 277 Employers

Type of Hospital / Health System  

Number of Employees  

Employer Industry  

Overview of Hospital Participants Overview of Employer Participants

Transportation & Utilities

Services

Agriculture & Mining

Technology

Other/Multiple Selections

Health Industries

Financial Services

Education, Nonprofit & Gov’t

Retail & Consumer

Mfg., Engr., & Constr.
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3-5%

Direct medical 
savings expected 

by employer by 
year 2

10%

Percent of 
employers who 

want acute-only 
destination 

bundles $68-90B

Bundle market size 
by 2019 among 
large employers

79%

Percent of 
hospitals planning 
to expand bundled 

offerings

72%

Percent of patients 
willing to switch 

hospitals for a 
bundle

30

Number of ETGs 
that have to be 

bundled to cover 
50% of total 
cost of care62%

Percent of 
employers with 

improved outcomes 
from bundles

66%

Percent of 
hospitals realizing 

savings from 
bundles

22%

Percent of 
adopters reporting 
increase in market 

share

The survey shows increased participation, but realities 
surrounding commercialization are coming to the fore
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Hospital adoption and interest in bundles continue to grow, 
while population models level off
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Note: Both 2013 and 2014 data are weighted along 3 dimensions (For/Non-profit, Teaching/Not Teaching, and # of Beds) to reflect the national provider market

Source: Strategy& Annual Bundles Survey (December 2015) – Hospital Question 1; Strategy& analysis

Interest in Bundles, ACOs, and PCMH Models – Hospitals and Health Systems
What is your organization’s attitude toward each of these known care, payment and engagement models?

(2013: N = 136, 2014: N = 250, 2015: N = 261)

28%

33%

19%

57%

44%

58%

14%

23%

24%

34% (89)

24% (59)

Bundles 2013
100%

(N = 136)

PCMH 2015 100% (261)

PCMH 2013

16% (41)45% (113)
100%

(N = 250)
38% (96)

100%

(N = 136)

ACOs 2015 100% (261)35% (91) 38% (99) 27% (71)

45% (117)

100%

(N = 250)
35% (89) 48% (120) 17% (42)

ACOs 2013
100%

(N = 136)

Bundles 2015 100% (261)31% (82) 52% (136) 17% (44)

Bundles 2014
100%

(N = 250)
26% (65) 50% (126)

PCMH 2014

21% (55)

ACOs 2014

Interested in pursuingHave already taken action to pursue Not Interested

Growth Rates

3 year Past year

63% 19%

6% 0%

21% -11%
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12%

37%

5%

45%

2%

2014 2015

9%

4%

15%

36%

36%

With wider participation, results are more mixed, but a majority 
still want to continue

17

Very unlikelyUnsure Somewhat unlikelyVery likely Somewhat likely

How likely is it that your organization will continue 

pursuing bundles in the future?

(2014 N = 65, 2015 N = 82)

1) % of respondents who are currently pursuing bundles and are somewhat or very likely to continue pursuing bundles in the future

Source: Strategy& Annual Bundles Survey (December 2015 & October 2014) – Hospital Question 16; Employer Question 10; Strategy& analysis

Future Outlook of Bundles – Adopters

Hospital Likelihood to Pursue

8%

58%

17%

16%

1%

2014 2015

6%

10%

32%

14%

38%

How likely is it that your organization will continue 

pursuing bundles in the future?

(2014 N = 20, 2015 N = 58)

Employer Likelihood to Pursue
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Enhancing quality through care standardization (e.g., through care protocols/ EBM)

Bending the cost curve through administrative simplification (e.g., through lower # of 

claims/billing transactions)

Bending the cost curve by reducing medical costs (e.g., through variance reduction)

Gaining alignment with physician enterprise (e.g., through leadership roles and shared 

savings)

Increasing patient market share (e.g., by using care bundles to differentiate in the market)

Improving patient engagement through transparency tools and incentives

None of the above

Other

In 2015, hospitals adopters saw benefits, especially in quality, 
but have yet to realize some improvements they expected
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Which of the following benefits has your organization achieved through delivery of care bundles?

(Expected N = 78, Realized N = 521)

1)             N is lower because the sample for this question is based on re-issue to relevant respondents due to a problem with the initial survey

2) % of respondents who are currently pursuing bundles

Source: Strategy& Annual Bundles Survey (October 2014) – Hospital Question 14; Strategy& analysis

Benefits Achieved through Care Bundles – Adopters

Benefits % of Adopters2

22%
65%

36%

68%

64%

72%

69%

63%
37%

68%
33%

3%
0%

0%
1%

63%

40%
66%

73%

0%

3%

41%

29%

58%

2015 Expected

2015 Realized

2014 Realized
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Supporting bundle activity alongside fee-for-service activities

Convincing employers, health plans, and other payors as well as individual patients of the value 

of bundles

Convincing physicians to deliver against bundles

Integrating clinical and administrative data to create a comprehensive view of the patient

Proving and communicating our differentiated quality to attract partners and patients

Compiling the necessary data to determine price level and ongoing margin

Changing clinical processes and protocols

Engaging vendors to assist with bundle implementation

Dealing with manual processes (e.g. data entry and reporting, scheduling)

Receiving and distributing bundled reimbursement

Other

None of the above

Hospitals are becoming more aware of the customer acquisition 
challenge versus internal change management

19

1) N is lower because the sample for this question is based on re-issue to relevant respondents due to a problem with the initial survey

2) % of respondents who are currently pursuing bundles

Source: Strategy& Annual Bundles Survey (October 2014) – Hospital Question 15; Strategy& analysis

Which of the following challenges has your organization faced in pursuing care bundles?

(N 2014 = 65, N 2015 =521)

Challenges Faced from Care Bundles – Adopters

Challenges % of Adopters2

49%

47%

0%

0%

29%

20%

47%

36%

35%

24%

24%

0%

19%

0%

49%

46%

46%

41%

55%
49%

67%

2015 2014
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Hospitals continue to focus on internally-facing preparation 
activities more than identifying buyer needs

20

Improved outcomes data collection for bundled conditions

Improved cost accounting for bundled conditions

Reorganized care around medical conditions

Reviewed care processes with the intent to improve value across care cycle

Assessed organizational capability gaps

Assessed opportunity size of developing bundled care offerings

Invested strategically in key technical/ organizational capabilities necessary for bundled care

Identified first-choice partners (i.e. payors, other providers and employers) for collaboration2

Identified first-choice provider partners (primary care, post-acute care, etc.) for collaboration3

Identified first-choice buyers (employers, payors, etc.) for collaboration3

Conducted market assessment

Developed business case to partner with payors or employers on care redesign

Performed competitive landscape analysis to identify bundle implications on strategy/mission

Invested in consumer engagement initiatives

Other

None of the above

Which of the following has your organization undertaken (or currently undertaking)? Select all that apply

(N 2014 = 65, N 2015 = 82)

Organizational Preparation for Bundles – Adopters

Preparation Activities

1) % of respondents who are currently pursuing bundles 2) Asked only in 2014 3) Asked only in 2015

Source: Strategy& Annual Bundles Survey (October 2014) – Hospital Question 7; Strategy& analysis
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% of Adopters1

42%

37%

40%

68%
56%

74%
70%

0%

20%

34%

44%

51%

46%
41%

48%
36%

55%
55%

63%
61%

63%

23%

42%

29%

2%

37%

37%

20142015
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Guaranteed trend

Direct discount on current spending

Warranty on cost of care (episode)

Risk/gain sharing

Although they are willing to introduce, few hospitals are 
currently offering the inducements sought by employers
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1) % of respondents who are currently not pursuing bundles

Source: Strategy& Annual Bundles Survey (December 2015 & October 2014) – Employer Question 14b; Strategy& analysis

If you were to pursue bundles, which of the following 

inducements would most appeal to your organization?

(2015 N = 215)

Attractive Bundle Inducements 
– Employer Non-Adopters

Inducements % of Non-Adopters1

29%

65%

39%

68%

2015

Some bundling providers offer inducements to partners to 

participate. Please indicate your willingness to offer various 

inducements given a health plan, employer, or other buyer’s 

commitment to steer volume towards your bundles?

(2015 N = 82)

Willingness to Offer Bundle 
Inducements – Hospital Adopters

53%20%
100%

(N = 82)
27%

24%

22% 55% 23%
100%

(N = 82)

53% 23%
100%

(N = 82)

9% 39%
100%

(N = 82)
51%

Unlikely to OfferLikely to OfferAlready Offering
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Procedural 

Bundles

Pregnancy 42%

Major joint replacement (e.g. hip or knee) 27%

Coronary Artery Bypass Graft (CABG) 50%

Heart valve procedures 26%

Angioplasty (PCTA / PCI) 21%

Spine surgery 28%

Other procedural bundle -

Acute 

Bundles

Stroke 33%

Acute myocardial infarction 19%

Pneumonia -67%

Bronchitis 4%

Other acute bundle -

Chronic 

Bundles

Diabetes 58%

Obesity 58%

Breast cancer 47%

Hypertension/Hyperlipidemia 53%

Chronic Obstructive Pulmonary Disease (COPD) 61%

Congestive Heart Failure (CHF) 30%

Behavioral Health (anxiety, depression) 21%

Chronic back pain 65%

Prostate cancer 67%

Asthma 24%

Inflamed Bowel Disease 50%

Attention Deficit (ADHD) 48%

Other chronic bundle -

In general, employers want to see more bundles than hospitals 
are preparing to offer

22

19%

0%

61%
35%

49%

35%

48%
42%

33%

24%

29%23%

0%

26%

27%

58%

11%

12%

8%

6%

42%

27%

35%

32%

18%

17%

39%

20%

24%

0%
0%

29%

15%

37%

11%

39%

24%

47%

44%
19%

29%
69%

0%

37%

0%

22%

38%

21%

31%

20%

HospitalEmployer

% Interested

Hospital vs. Employer Interest in Bundle Conditions1

(Hospital N=219, Employer N=216)

% Difference 

employer vs. 

hospital interest

1) Based on employer adopter and interested non-adopter expressed interest in bundle conditions vs. hospital adopter participation and plans for expansion plus 
interested non-adopter plans; based on some of expressed interest for any given bundle over total adopter and interested non-adopter population

Source: Strategy& Annual Bundles Survey (December 2015) – Employer Question 14A, Hospital Questions 8, 17A, 18A ; Strategy& analysis
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Procedural 

Bundles

Pregnancy 7%

Major joint replacement (e.g. hip or knee) -17%

Coronary Artery Bypass Graft (CABG) 20%

Heart valve procedures -18%

Angioplasty (PCTA / PCI) -27%

Spine surgery -15%

Other procedural bundle -

Acute 

Bundles

Stroke -7%

Acute myocardial infarction -30%

Pneumonia -168%

Bronchitis -54%

Other acute bundle -

Chronic 

Bundles

Diabetes 32%

Obesity 33%

Breast cancer 14%

Hypertension/Hyperlipidemia 25%

Chronic Obstructive Pulmonary Disease (COPD) 38%

Congestive Heart Failure (CHF) -13%

Behavioral Health (anxiety, depression) -26%

Chronic back pain 44%

Prostate cancer 47%

Asthma -21%

Inflamed Bowel Disease 19%

Attention Deficit (ADHD) 17%

Other chronic bundle -

On a relative basis employers prioritize chronic bundles, while 
hospitals plan to focus on acute and procedural

23
Employer Hospital

Relative Interest

Relative Hospital vs. Employer Interest in Bundle Conditions1

(Hospital N=219, Employer N=216)
% Difference in relative 

interest Employer vs. Hospital

1) Interest based on count of interest for condition over total count of expressed interest within each group (employer/hospital) 

Source: Strategy& Annual Bundles Survey (December 2015) – Employer Question 14A, Hospital Questions 8, 17A, 18A ; Strategy& analysis
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But given a bundle that meets their needs, employers are 
relatively willing to steer employees towards it
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Likelihood to Use Various Steering Mechanisms 

Hospital / Health System Adopters and Interested Non-Adopters Respondents

If your employer were to adopt a bundle with promising cost and outcome benefits, which of the following steerage mechanisms 

would you consider using to drive your employees towards the bundle?

(N = 215)

1) % of respondents who are currently pursuing bundles or have expressed interest

Source: Strategy& Annual Bundles Survey (December 2015) – Employer Question 1F; Strategy& analysis

45% (98)

34% (72)

32% (68) 24% (51)

21% (45)

8% (17)

23% (50)

20% (44)

5% (11) 100%

(N = 215)

100% (215)

8% (17)

7% (15)

44% (94)

7% (15)

33% (70)

25% (53)

100%

(N = 215)
29% (62)

7% (15)

36% (77)

13% (28)

6% (12)

7% (16)

22% (48)

100%

(N = 215)

6% (13)

100%

(N = 215)

4% (8)35% (76)

Moderately likely to employ Moderately unlikely to employHighly likely to employ Don’t knowHighly unlikely to employ

Incentivize use of providers through benefit 

design

Restrict the physicians employees can see for 

specialty care

Incent employees to travel up to 3 hours by 

car for certain treatments (e.g. surgery)

Restrict the physicians employees can see for 

routine care

Incent employees to travel by plane for certain 

treatments (e.g. surgery)
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Takeaways and opportunities for providers

25

• Demand for bundles remains strong, but employers are considering the concept with more 
scrutiny and want to see results

• To capture volume, either through employers directly or via health plans, hospitals need to be 
more aware of employer and consumer needs even in the early stages of development

• Hospitals are not yet offering the economic rewards and breadth of bundles employers are 
seeking

• Employers are also worried about employee engagement, so bundles should be designed 
with both acquiring and caring for the consumer in mind

• Employers stand ready to funnel significant volume to hospitals if a compelling bundle option 
materializes
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Provider Sponsored Health Plans

Providers are taking full control of the healthcare dollar 
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Provider sponsored health plans (PSHPs) are further 
integrating care coordination and risk management

Emerging Payer / Provider Collaboration Mechanisms

Pay for Value

Pay for Performance
Total Cost of Care
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Activity

Patient / 

Member

Product-based

Payment
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Targeted 
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Comprehensive 
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integrated 
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PSHPs are serving a significant portion of the population, with 
the 20 largest plans covering about 63% of the 17.5 million lives

43%
Largest Plans 

(#1 - 10)

20%
Large Plans 

(#11 - 20)

36%
Medium Plans 

(#21 - 97)

1%
Small Plans 
(#98 - 107)

% of PSHP Enrollment By Plan Size
(2013)

Sources: 1) Industry analysis. "Provider-led health plans: The next frontier—or the 1990s all over again?“ (2013 AIS Directory Data)

Total Plans = 107

Enrollment % of Total
Est. Premium 

Revenue

Largest Plans 

(#1 – 10)
7,525,000 43% $  31.1 B

Large Plans 

(#11 – 20)
3,500,000 20% $   14.5 B

Medium Plans 

(#21 – 97)
6,300,000 36% $   26.1 B

Small Plans 

(#98 – 107)
175,000 1% $   0.72 B

Total: 17,500,000 $ 72.4 B
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The number of PSHPs is projected to grow at a 20% CAGR 
between 2013 and 2020, from 107 to 185 plans 

Sources: 1) AIS Health Plan Week - "Hospitals, Health Systems Quicken Pace to Own Insurers, Full-Risk Health Plans“ (2013). 

2) Industry analysis. "Provider-led health plans: The next frontier—or the 1990s all over again?“ (2013 AIS Directory Data)
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A health system’s market dynamics, experience managing risk, 
and financial strength can better position it to create a PSHP

Health System

•Strong health system and 
clinical leadership

•Commitment to standing up 
health plan across enterprise

•Leadership alignment

Strong leadership

•Clinically integrated network 
providing end-to-end care via 
full integration or contracting

•Breadth and depth of services 
with location and offerings

Network of 
services across 
continuum of care

•Experience in health plan 
administration

•Participation in risk-based 
contracts

•Knowledge of method to 
manage risk within the 
organization

Prior experience 
and capabilities

•Dominant, influential provider 
in the market

•Market shifting to demand 
environment; early move  
creates advantage

•Proliferation of narrow 
networks among other 
providers and payers 

Environment and 
market position

•Distinct brand in the market

•Health system of choice

•Strong reputation of quality 
services

Distinct brand

•Strong balance sheet

•Financial resources for initial 
investment in payer 
infrastructure

•Other sources of revenue / 
assets to offset initial financial 
losses

Financial health



Strategy& 31

Market Archetype Characteristics

P
a

y
o

r 
P

o
w

e
r

Payer Dominated

• Dominant payers control substantial market 

share with fragmented provider market

• High levels of protocolization, with VBC 

contracts popular

• Typically large cities (average population of 

~3M)  with above average GDP per capita 

(~$51,000)

• TBD: Avg cost of healthcare and utilization rates

Pure Competition

• Multiple players in both payer and provider 

segments

• On average these are highest GDP (GDP per 

capita is ~$58,000) and largest cities with ~4 

million population

• TBD: Average cost of healthcare and utilization 

rates

Power Competition

• Highly consolidated market with few payors and 

providers owning majority market share

• High presence of care coordination and care 

management services

• Smaller, less dense cities (average population 

less than 1.4M); average GDP per capita 

~$48,000

• TBD: Avg cost of healthcare and utilization rates

Provider Dominated

• Highly concentrated provider market with no 
dominate payer 

• Limited protocolization of care, with FFS 
primary reimbursement mechanism

• Typically low income, medium sized cities; 
average GDP per capita was ~44,000 with ~1.4 
million population

• TBD: Average cost of healthcare and utilization 
rates

Provider Power
HighLow

Low

High

A determination of the number of lives ‘up for grabs’ can 
be made by evaluating the competitiveness of the market

Environment and market position
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New PSHPs will often enter in market spaces that either 
align with their mission, or are in areas they are familiar

Provider-led plans that enter managed Medicaid are often 

mission-driven and use the new health plan to help diversify 

their business line and shield the health system from potential 

financial challenges.

Managed 

Medicaid

Medicare 

Advantage

Commercial

Medicare's Pioneer and Shared Savings ACOs allow health 

systems to manage risk, making fully capitated Medicare 

Advantage a logical progression. Medicare's Next Generation 

ACO program announced in March 2015, will allow providers to 

shift into full-risk contracts.

Provider-sponsored plans are often founded upon the health 

system’s self-funded insurance program or focus on their local / 

regional small group or individual market rather than large, 

national employer groups

Examples

Sources: 1) Modern Healthcare. “More health systems launch insurance plans despite caveats.” April 2015.

Entry Point Description

Prior experience and capabilities
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Health systems will have to ensure a fully available set of 
network services that align with the PSHP business model

Network of services across continuum of care
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Leadership should align across the various dimensions 
needed to understand and manage risk

1 2 3 4 5

Analytics Partnering
Project 

Management

Actuarial & 
Finance

Care Model 
Design

• Opportunity 
Evaluation 

• Strategy Development
• Provider/Partner 

Evaluation
• Predictive Analytics

• Provider Relationship 
Structuring

• Care Continuum 
Alignment

• Physician Leadership 
& Governance

• Partnership Models

• Current 
Performance 
Benchmarking

• Patient Stratification
• Cost Drill Downs
• Financial Reporting 

and reconciliation
• Statistical level 

decisions

• Coordination Protocols
• Leadership Dashboard 

Development
• Lean Focused Best 

Practices
• Iterative Care Model 

Development

Strong leadership
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Understanding the system’s brand strength in the market          
will help determine the areas a PSHP could play well in

Distinct brand

Patients
Health 

System

What are the 

needs of our 

patient population?

What do our 

patients perceive we 

do well?

How do we build a PSHP that best serves our patients’ needs?

products services patient experience partnerships
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Having the financial strength to start a PSHP provides 
the opportunity change the economics of care delivery

C
o

s
t 
o

f 
C

a
re

SG&A

Profit

Variable 

Cost

Fixed 

Cost

Profit

Traditional 

Economics

100% 

Premium

Profit

Variable 

Cost

Fixed 

Cost

PSHP Economics

Avg. Health 

Plan 

Premium

Avg. Provider 

Cost Structure

SG&A

Example of 

PSHP Cost 

Structure

Financial health

Questions of Financial Strength

• How strong is your balance sheet?

• Are you comfortable weathering 

losses for 2-5 years?

• Are you ready to make the level of 

investment required to meet Risk 

Based Capital requirements?

• What bond rating do you feel you 

need to maintain?
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Health systems are often faced with a number of challenges 
when taking on the full risk of the healthcare dollar

Key 
Challenges

Strategy & 

Product Dev.

Financial 

Management

Insurance 

Expertise

Population 

Health Mgmt

Market 

Dynamics

Network 

Adequacy

Competitive 

Risk

Operating Model

1

8

7

6

2

3

4
5

Determining which markets to 
play in (Medicare? Medicaid? 
Commercial?) and how to 
develop these products requires 
expertise outside of providers’ 
traditional realm

1 In order to create a health plan, 
providers need enough money 
in the bank to cover premiums 
and any initial pitfalls

5

Shifts in market dynamics and 
competition can greatly impact 
the health plan’s solvency, 
which could be especially 
detrimental in the plan’s first 
years of operations

2 Health systems may need to 
buy access into a broader 
network to develop an adequate 
network for their target 
consumer

6

Systems must shift from 
volume- to outcomes-based 
reimbursement. This requires 
system-wide protocols and 
targeted interventions to help 
members manage their health

3 Health systems may face 
competitive responses from 
payers as they enter the health 
plan market, impacting current 
relationships

7

Health system leadership and 
technologies may be 
appropriate for running a 
hospital, but they may not have 
the capabilities to manage an 
insurance company

4 Health systems will need to 
consider changes to their 
operating models to support a 
health plan (e.g., joint ventures, 
partnerships, new vendor 
partners)

8
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PwC’s PSHP Diagnostic provides health systems with a 
perspective on readiness across the six PSHP building blocks

Building Block #1:
Environment &
Market Position

Building Block #2:
Distinct Brand

Building Block #3:
Experience &
Capabilities

Building Block #4:
Network of
Services

Building Block #5:
Leadership

Building Block #6:
Financial Position

Provider-Sponsored Health Plan Diagnostic

Objectives of Summary Score:

1. Provide a quick visual reference for the overall 

attractiveness of having a PSHP 

2. Provide reference for scoring across the six 

building block dimensions of the diagnostic

3. Provide executive summary observations 

addressed throughout the report

Assessment to assist clients who 
are considering (a) standing up a 
PSHP or (b) refining an existing 
PSHP

Building Block #1: Environment & Market Position

Adverse Favorable

400.0% 400.0% 400.0% 400.0%

AttractiveUnattractive
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The PSHP Diagnostic will provide a summary that helps inform 
potential gaps, strengths, weaknesses, and opportunities

•Assessment of whether the overall market environment 
is growing and level of competition

•Preliminary insight into specific product types that could 
be attractive for client’s PSHP and market

Building Block #1: Environment & Market Position

Adverse Favorable

400.0% 400.0% 400.0% 400.0%

Building Block #1: 

Environment & Market 

Position

•Assessment of leadership understanding and acceptance of 
risk-based capital (RBC) state requirements

•Preliminary insight on organizational ability to meet state 
capital requirements

Building Block #6: Financial Position

Weak Strong

0.0% 0.0% 0.0% 0.0%

Building Block #6: 

Financial Position

Building Block #5: Leadership

Unaligned Aligned

250.0% 250.0% 250.0% 250.0%

Building Block #5: 

Leadership

•Assessment of leadership alignment with respect to 
standing up a PSHP, as well as leadership track record of 
effective change management

•Preliminary insight on any initial misalignment

Building Block #4: Network of Services

Limited Comprehensive

103.5% 103.5% 103.5% 103.5%

Building Block #4: 

Network of Services

•Assessment of health system client’s network –
specifically whether it begins to meet general provider 
adequacy requirements

•Preliminary insight into gaps within care continuum

Building Block #3: Experience & Capabilities

Minimal Robust

200.0% 200.0% 200.0% 200.0%

Building Block #3: 

Experience  & 

Capabilities

•Assessment of experience, knowledge, and capabilities 
related to risk assumption and management, as well as 
track record of effective management of medical costs

•Preliminary insight into areas for improvement

Building Block #2: Distinct Brand

Weak Strong

100.0% 100.0% 100.0% 100.0%

Building Block #2: 

Distinct Brand

•Assessment of brand strength

•Preliminary insight into areas of brand differentiation in 
certain categories or among certain demographics / 
groups

Building Blocks Sample Measures Sample Output
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Takeaways and opportunities for providers

40

• Growth of PSHPs is expected to remain strong, but starting a plan is not for everyone –
understand what you are trying to accomplish and your tolerance for risk before starting

• Not all markets are conducive to launching a health plan, an assessment of the market 
should be made to map out potential responses from other payors, competing health systems, 
and physician groups

• Measure your investment needs, as starting a health plan requires significant up-front 
investment

• Tout your unique advantages, differentiate through delivering more innovative health plan 
products and value based reimbursement models tailored to your communities
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Links to recent PwC publications on topics of Bundles and 
Provider Sponsored Health Plans

41

• Bundles:

– Go big or go home: Accelerating the rollout of bundled healthcare 
(http://www.strategyand.pwc.com/reports/go-big-or-go-home)

– Administering healthcare bundles: An overlooked key to success in the new health economy 
(http://www.strategyand.pwc.com/reports/administering-healthcare-bundles)

– Bundled care: State of play, lessons learned and future prospects 
(http://www.strategyand.pwc.com/reports/bundled-care-play-learned-prospects)

• Provider Sponsored Health Plans:

– Vital signs: What to consider before launching a provider sponsored health plan in the New Health 
Economy 
(http://pwchealth.com/cgi-local/hregister.cgi/reg/pwc-hri-provider-sponsored-health-plans.pdf)

http://www.strategyand.pwc.com/reports/go-big-or-go-home
http://www.strategyand.pwc.com/reports/administering-healthcare-bundles
http://www.strategyand.pwc.com/reports/bundled-care-play-learned-prospects
http://pwchealth.com/cgi-local/hregister.cgi/reg/pwc-hri-provider-sponsored-health-plans.pdf
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