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Health reform makes collaboration an important strategy for 
success

Section 1 – Health reform overview

New 
accountability, 
transparency 

and regulators

New systems 
and structures

New funding, 
fees and 
coverage

New strategies, 
innovations and 
collaborations 
will be key to 
prospering
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Section 1 – Health reform overview

32 million individuals gain insurance coverage at a cost of $214 billion in 2019

Health reform reduces the number of uninsured by 32 million by 
expanding Medicaid and creating exchanges

Sources: CBO, Letter to Nancy Pelosi, 20 March 2010.
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Section 1 – Health reform overview

Federal funding of coverage is paid for with new fees, taxes and
payment reductions

Sources: CBO Letter to Nancy Pelosi, 20 March 2010;

Joint Committee on Taxation Report JCX-16-10, 20 March 2010;

PricewaterhouseCoopers Analysis
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Section 1 – Health reform overview

Three tranches of health reform
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Section 1 – Health reform overview

Existing federal agencies take on complex new responsibilities

HHS

Labor

Treasury

FDA

Determines 
“essential services,”
which preventive 
care treatments are 
covered, expands 
Medicaid to 16 
million Americans

Monitors array of 
new regulations for 
employers’ health 
coverage

Oversees new 
pathway for 
biologics

Implements new tax rates, 
structures
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Section 1 – Health reform overview

Major new regulators will oversee cost control, innovation and 
new programs

Control cost of existing 
programs

• CMS Innovation 
Center

• Independent Payment 
Advisory Board

• Federal Coordinated 
Health Care Office

Implement new programs

• Community Living 
Assistance Services 
and Supports

• Health Insurance 
Reform 
Implementation Fund

• Workforce Advisory 
Committee

• Community-based 
Collaborative Care 
Network Program

Create new ways of 
funding, delivery

• Community-based 
Collaborative Care 
Network Program

• Patient-Centered 
Outcomes Research 
Institute

• National Prevention, 
Health Promotion and 
Public Health Council

• Task forces on 
Preventative Services 
and Community 
Preventative Services

Section 2
Impact by sector
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Provider
• New reimbursement models favor hospital and physician alignment,

including physician employment, over the traditional private practice 
model. 

• Beginning in 2015, a 300-bed hospital with poor quality metrics could 
be penalized by more than $1.3 million per year. 

• The number of Medicaid recipients will increase by more than 40%
from 2010 to 2019, so hospitals must learn to operate on Medicaid 
rates.

Pre reform Post reform

2010 2020

Section 2 – Impact by sector
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Physician employment is continuing to increase; percentage of 
hospitals with physician affiliation

Section 2 – Impact by sector
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Hospitals and physicians can collaborate; model options for 
hospital/physician alignment

Section 2 – Impact by sector
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Poor performance will take bites out of hospital revenue
Section 2 – Impact by sector

The following scenario illustrates the financial impact on a hospital with poor 
performance:

Hospital profile:
• 300 bed community hospital
• Medicare inpatient net revenue of $50 million annually

Readmissions#:
• AMI = 26% (23.5% is national average)
• HF = 28% (24.6% is national average)
• Pneumonia = 22% (18.7% is national average)

Number of discharges:
• AMI: MSDRG # 280, 281, 282 = 200/year
• HF: MSDRG # 291, 292, 293 = 250/year
• Pneumonia: MSDRG # 193,194,195  = 140/year

# Readmission rate of the provider will be evaluated vs. the provider’s risk adjusted readmission rate.
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FY 2015 estimated financial impact of poor clinical quality
Section 2 – Impact by sector

Healthcare reform domain Financial impact

Readmissions* ($96,780)

• Heart Attack ($28,200)

• Heart Failure ($37,500)

• Pneumonia ($31,080)

Value-Based Purchasing (1.5%) ($750,000)

Hospital-Acquired Conditions (1% for bottom quartile hospital) ($500,000)

Total ($1,443,360)

In addition to the financial impact, all of these outcomes will be reported 
online.
*The model includes higher than average readmissions, a low hospital performance score for value based purchasing and 
a volume of hospital acquired conditions placing this hospital in the bottom quartile of the national average.  Exclusion 
volume thresholds set by the Secretary, are also assumed to have been met.

Health Research Institute
PricewaterhouseCoopers April 201016

Reputations will stand or fall online; where most people find 
information about their health decisions

Section 2 – Impact by sector
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Reform bill components and what hospital executives will identify 
as their “areas of concern”

Section 2 – Impact by sector

Reform component Physician 
alignment

Cost reduction IT 
implementation

Compliance, 
policies

Quality reporting

Expanded coverage X X

Lower DSH payments X X

ACOs X X X X

Medicaid medical Home X X X

Bundled payment X X X

Fraud and abuse focus X X

501(c)(3) X

Ban on new physician-
owned hospitals

X

Community health X X

Changes in Medicare 
reimbursement rates

X X X

Health Research Institute
PricewaterhouseCoopers April 201018

Pharmaceutical industry
• Health reform changes will cut into expected spending on brand-name 

drugs by 4.3%.

• The creation of a new regulatory pathway for biologic products 
dramatically alters the portfolio design process.

• The new law greatly accelerates the movement toward outcomes- and 
quality-based reimbursement in the US market, resulting in a more 
intense focus on drug efficacy and results.

Section 2 – Impact by sector

Pre reform Post reform

2010 2020
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Public spending on prescription drugs continues to climb, moving
more sales into discount territory

Section 2 – Impact by sector
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Overall Impact of the legislation on pharma revenues
Section 2 – Impact by sector

Industry impact, 2010 - 2019

$ %

Total Brand Pharmaceutical Revenues, 2010-2019 # $2.6 trillion

Less: Discounts in Coverage Gap, Net Change ## ($35 billion) (1.3%)

Less: Increase in Medicaid Rebates ($35 billion) (1.3%)

Less: Annual Industry Fee ($28 billion) (1.1%)

Less: Follow-on Biologics ($25 billion) (1.0%)

Plus: Increased Use from Coverage Expansions in Under 65 Population $11 billion 0.4%

Net Change in Pharmaceutical Revenues ($112 billion) (4.3%)

# Source: National Health Expenditure Accounts, PricewaterhouseCoopers’ calculations
## Includes increased revenues due to Part D coverage improvements.
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Low government sales mean less reduction in revenues
Section 2 – Impact by sector

Type of drug company Potential impact  of Health reform in 2019†

Typical large firm Just like industry with 4% reduction in revenues

Medium-size firm with low government sales
Less-than-average negative impact with reduction of 
only 1%

Large generic  manufacturer Increase in sales of 2%

Large firm with heavy government sales
Higher-than-average negative impact with reduction of 
almost 7%

Mature biologic manufacturer
Higher-than-average hit on patent life of blockbuster 
drugs 20%

†Numbers are approximate

Source: PricewaterhouseCoopers Health Research Institute

Health Research Institute
PricewaterhouseCoopers April 201022

Payer
• Many health insurers will have to lower administrative expenses to meet the 

new medical loss ratio (MLR) of 85% for the large group market and 80% for 
the small group and individual market.

• Successful insurers will have to shift their attention from group to individual 
plans, which are expected to triple between 2010 and 2019.

• Health insurers will have to differentiate themselves on price, service, 
quality, and provider network in the insurance exchanges.

Pre reform Post reform

2010 2020

Section 2 – Impact by sector
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Many insurers may have trouble meeting new MLR 
requirements

2009 Individual MLR 2009 Small Group MLR 2009 Large Group MLR

New MLR

New MLR

New MLR

Median Medical Loss Ratio (1Q07–4Q09)

23

Section 2 – Impact by sector
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Payers will have to adjust to new markets as employer coverage 
shrinks and individual coverage grows to more than 80 million 
lives

Section 2 – Impact by sector

Source: CBO Letter to Nancy Pelosi, March 20, 2010; Congressional Budget Office, Letter to Max Baucus, October 7, 2009; 
PricewaterhouseCoopers Analysis.
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Process areas impacted by new requirements, 2010–2018
Section 2 – Impact by sector
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Employer

• Call in the C-suite – significant impact on virtually all aspects of employment-
based health benefits will require zero-basing health care strategy

• Compliance is not one size fits all – insured vs. self insured, active vs. 
retirees, grandfathered vs. non-grandfathered – and stay tuned for shifting 
direction

• Jammed access ahead – establish contingency plans to address access 
issues that result from expanded coverage

• Realign relationships and incentives – new opportunities for value and heath 
through wellness incentives and grants

Pre reform Post reform

2010 2020

Section 2 – Impact by sector
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Copying your neighbor won’t help; employers need to determine 
what new rules best apply to their worker populations

Section 2 – Impact by sector

Employer segment High impact provisions Key decisions

Retail industry low-wage, high 
turnover workforce

• Coverage expansion
• Free rider penalty
• Free choice voucher

• Revise employee coverage
• Consider dropping coverage
• Consider funding access to 

the exchange (when 
available)

Mature industry with large retiree 
population

• Retiree drug subsidy
• Temporary pre-65 reinsurance
• Potential high cost plan excise 

tax

• Monitor availability of 
reinsurance application (Due 
end of June 2010)

• Identify plan options to 
mitigate excise tax (if 
applicable)

Industry with high average wage 
(e.g. financial services)

• Additional 0.9% Medicare tax
• New 3.8% Medicare tax on 

unearned income
• No discrimination based on 

salary for new plans

• Communicate potential under-
withholding to 2 wage-earner 
families

• Consider additional qualified 
plan options (distributions not 
subject to 3.8% tax) or shifting 
capital gains to earned 
income

Health Research Institute
PricewaterhouseCoopers April 2010

New administrative requirements for all plan sponsors

Slide 28

Section 2. Sector Implications
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Examples of x-sector collaborations

• Payers and providers should unlock data and share 
infrastructure to more effectively manage care, e.g. in ACOs;

• Pharmaceutical companies, providers, and payers could 
achieve the full value of their products by increasing patient 
compliance (typically less than 50%), which will maintain 
wellness and decrease morbidity in chronic diseases;

• Employers could work with other employers and the state 
health insurance exchanges to align consumer incentives and 
introduce benefit designs that will reward healthy behaviors; 

• All sectors can work with state and local governments to 
establish community wide wellness programs and realign 
incentives, e.g. the Special Commission on Payment Reform in 
MA.

30

Health Research Institute
PricewaterhouseCoopers

April 2010
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Cross-sector recommendations



Date

Health Research Institute
PricewaterhouseCoopers April 201031

Future opportunities to collaborate

Payer Im
prove claim

s inform
ation 

due to ICD-10

Provider
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Focus on wellness

Pharma

Valu
e B
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ed

 B
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its

Maintain or 
improve 
customer 
satisfaction

Improve Quality Collaborate in ACOs

Section 3 – Cross sector implications and recommendations
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The path to prosperity in a post reform world
Section 3 – Cross sector implications and recommendations
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Conclusion: Prospering in a post reform world
Section 3 – Cross sector implications and recommendations

• Innovate and think like a consumer. Customers in all sectors will have greater 
access to information for making informed decisions; assisting them in 
navigating the information will be key.

• Know your community. Your “community” will grow as new requirements to 
cover and treat patients are implemented. Re-evaluate your product portfolio 
or lose out in the new marketplace.

• Provide value. With the major changes in funds flows,  all sectors can take 
advantage of new sources of monies and mitigate anticipated reductions in 
funding.

Section 4
Questions and answers
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