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Examining the Cost of Implementing ICD-10 
 

Executive Summary 
Over the next few years doctors, hospitals and other health care providers will change the codes 
they use to identify different diagnoses.  Hospitals will also change the codes they use to 
describe the services they provide to patients.  Diagnoses will be described using the 
International Classification of Diseases, Tenth Revision, Clinical Modification (ICD-10-CM) 
and inpatient procedures will be described using the International Classification of Diseases, 
Tenth Revision, Procedure Classification System (ICD-10-PCS).  This change will affect any 
organization that uses detailed health information, including public programs such as Medicare 
and Medicaid, as well as private health insurers and health plans.  
 
Both health care providers and the organizations that pay for care will have to modify their 
information systems to accommodate the new codes.  Anyone working directly with diagnosis 
and procedure codes will also require training.  Because of the number of systems and people 
involved, the cost of this transition will be substantial. 
 
Several reports have been published estimating the cost of implementing the new codes.  Based 
on a review of this literature: 

 A reasonable preliminary estimate of the total cost to the healthcare system would be 
$3.2 to $8.3 billion; 

 The implementation will cost the Medicare program between $200 and $220 million; 
 The implementation will cost state Medicaid programs $1 to $3 million each; and 
 Requiring health care providers and private payers to speed up implementation has the 

potential to increase costs and result in a less effective implementation; and 
 While difficult to quantify precisely, requiring an accelerated implementation of the ICD-

10 code sets as proposed in H.R. 4157 rather than a more orderly, staged roll-out has the 
potential to increase system implementation costs by $115 to $416 million. 

Introduction 
 
Background 
The effective use of health information in an increasingly complex and diverse health care 
system depends on well defined, commonly understood terminology and coding systems.   The 
coding systems used to describe diagnoses and treatments are directly used by virtually every 
participant in the system other than the patient, and are deeply embedded in the delivery, 
management and financing of care.  
 
Most diagnosis coding is currently performed using the International Classification of Diseases, 
Ninth Revision, Clinical Modification (ICD-9-CM).  It is also used for procedure coding in 
inpatient hospital settings.  Most outpatient procedure coding is performed using the Current 
Procedure Terminology (CPT©).1  It is anticipated that over the next few years, the ICD-9-CM 

                                                 
1 The American Medical Association owns the CPT. 
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will be replaced by the International Classification of Diseases, Tenth Revision, Clinical 
Modification (ICD-10-CM) and, for inpatient procedure coding, the International Classification 
of Diseases, Tenth Revision, Procedure Classification System (ICD-10-PCS).  The ICD-10 is 
intended to be more accurate and flexible than the coding systems it will replace, and better 
document patient health and treatment.  As might be expected, the structure of the ICD-10 is 
significantly different from that of the ICD-9 and CPT. 
 
Survey of Existing Estimates 
Implementing the ICD-10 will require a significant effort on the part of health care providers, 
health plans, health insurers, and other organizations that pay for health care.   
 
Several organizations have attempted to estimate the cost of this conversion.  The three most 
complete recent estimates are by the RAND Corporation (2004), Robert E. Nolan Company 
(2003) and PriceWaterhouseCoopers (2003).2  These estimates vary dramatically.  This is due in 
part to differences in the scope of costs considered; however, there are also very real 
disagreements over the likely difficulty of the transition. 
 
Purpose of this White Paper 
This paper is intended to: 

 Identify the primary sources of implementation cost; 
 Review the existing cost estimates; and 
 Develop a preliminary estimate of the likely cost to the U.S. health system as a whole.  

 
The scope of the discussion will include health care providers, private payers and government 
payers.  The types of cost considered will be systems implementation, training and provider 
contract renegotiation. 
 
We are not including employers or other health plan sponsors that are not directly involved in the 
administration of benefits.  Nor are we including organizations that are not directly involved in 
the delivery or financing of care, such as research and academic organizations.  Only direct 
implementation costs are considered – we do not include the cost of work that must be re-done 
due to increased error rates or other forms of lost productivity. 
 

Systems Implementation 
 
Overview 
Changing code sets involves more than just widening a data field, although that certainly is part 
of the process.  Perhaps the simplest change will be modifying the field definition (size and 

                                                 
2 Martin Libicki & Irene Brahmakulam, The Costs and Benefits of Moving to the ICD-10 Code Sets, RAND 
Corporation, March 2004; 
Replacing ICD-9-CM with ICD-10-CM and ICD-10-PCS: Challenges, Estimated Costs and Potential Benefits, 
Robert E. Nolan Company, October 2003; 
Cost-Benefit Analysis Implementing CPT as the Single Procedure Code Set, Implementing ICD-10-PCS as the 
Single Procedure Code Set, or Implementing ICD-10-PCS in the Inpatient Environment, PriceWaterhouseCoopers, 
September 2003. 
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character set) in the various databases where diagnosis and procedure codes are stored.  The 
tables used to store the code definitions themselves must also be restructured, as well as input 
screens and data edits.  In addition to basic data editing, any program logic that depends on 
diagnosis will also have to be revised.   
 
Updating particular software packages is only on part of the process.  Most large organizations 
have multiple systems and exchange data with multiple other organizations.  The interfaces 
between internal systems and those with business partners must be revised to accommodate a 
new code set, as must any electronic transactions using diagnostic or procedure codes.  
 
Existing data must be converted, provision made to support both the old and new formats, or 
parallel systems must be maintained during a transition period.  The most efficient approach will 
vary.   Reports, whether on-line or hardcopy, will also need to be reformatted and in some cases 
restructured.  Similarly, paper forms and the attendant work flows will also need to be revised 
and in some cases restructured. 
 
For any given organization, the extent of the effort will depend on the number of computer 
systems in place, whether those systems are purchased or developed in-house, the age and 
flexibility of each system, the number of internal system interfaces and reports, and the number 
of external data transfers and reports to business partners and other entities.   
 
The ICD-10 implementation presents the greatest challenge to hospitals, because the ICD-10-
PCS will only be used for inpatient procedure coding.  For outpatient settings, the existing code 
sets – most commonly the CPT – will continue to be used. 
 
Hospitals 
Hospitals typically use a variety of software systems to support clinical management and data 
reporting, utilization and case management, managed care and quality reporting (e.g., HEDIS 
and JCAHO), billing, ordering of tests and pharmaceuticals, reporting of mortality and 
morbidity, financial reporting and submission of claims to various payer organizations. 
 
The number and complexity of the information systems used varies by size and type of hospital.  
In general, larger hospitals use more information technology than smaller hospitals.  Urban 
hospitals use more information technology than rural hospitals, teaching hospitals use more than 
non-teaching hospitals, and hospitals that are part of a system use more than do stand-alone 
hospitals.  The level of financial investment also varies significantly.  The median annual capital 
investment in information technology of hospitals that have just begun using advanced 
information systems is $140,000; the median annual capital investment for hospitals with cutting 
edge systems is $2 million.3  Annual operating spending on information systems varies 
proportionately. 
 
Physician Practices 
Medical practices are even more diverse than hospitals, ranging from large multi-specialty 
organizations with multiple locations to solo practitioners.  At the upper end, a large provider 
organization may have a range of systems similar to that of a large hospital, including financial, 
                                                 
3 Forward Momentum: Hospital Use of Information Technology, American Hospital Association, 2005. 
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clinical, medical management and billing systems.  These organizations may have a mix of 
purchased systems from multiple vendors and in-house legacy systems, with multiple interfaces 
between internal systems and with external business partners. 
 
Overall, most group medical practices now have automated billing and scheduling systems.  
Many are in the process of implementing more sophisticated systems, such as electronic medical 
record, drug interaction warning and clinical ordering systems.  Larger practices tend to be 
further along in adopting health information technology. 
 
At the other extreme, the information systems of some solo practitioners may be limited to a 
desktop computer with the minimum amount of purchased software necessary to support billing.  
In that case the implementation may be limited to the installation and testing of updated software 
from a single vendor, conversion of existing data or parallel operation of two versions for a 
period of time, and purchasing revised paper forms. 
 
Payers 
Health insurers, Health Maintenance Organizations (HMOs), Pharmacy Benefit Managers 
(PBMs) and other payer organizations are, by their very nature, financial intermediaries that are 
intensely data driven.  Diagnosis and procedure information is central to their core function of 
paying for necessary and appropriate medical care.  The broad functions that are supported by 
computer systems include the adjudication of health care claims, medical and case management, 
provider payment, provider contracting, pricing and underwriting, actuarial reserving and 
financial reporting, enrollment and customer billing. 
 
The number and type of systems will vary by organization.  Larger organizations that support 
multiple product lines and accept insurance risk will require systems to support all of these 
functions.  In some cases, due to consolidation in the industry, there will be a complex mix of 
legacy systems.  Smaller, local organizations will generally have less complex infrastructures.  
Some, such as PBMs and Third-Party Administrators (TPAs) will not perform all of these 
functions.  Small TPAs, in particular, may rely on a relatively small number of purchased 
systems. Large PBMs, however, will have a variety of systems for managing pharmacy 
utilization and costs. 

 

Training 
 
Implementation of a new code set requires that both the individuals assigning codes, and those 
using the codes, become familiar with the new system.  The amount of training needed will vary, 
as will the mix between formal and informal training.  Regardless of the training methods used, 
however, some training time will be required by many individuals working for both providers 
and payers.  
 
Hospitals 
Most hospitals are likely to have full-time staff dedicated to the assignment of codes.  Familiarity 
with current code sets will be central to the jobs of others involved in medical records and 
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billing.  Finance and information technology staff would also need to become familiar with the 
new code sets. 
 
For all of the benefits of a new code set to be realized, clinical staff must also become familiar 
with the new terminology and codes, even though most will not do their own coding.   This will 
include physicians, nurses, and any other clinical staff who currently use diagnostic or procedure 
codes. 
 
Physician Practices 
Large multi-specialty practices are also likely to have one or more individuals for whom coding 
is a primary job function.  Smaller practices, and especially solo-practitioners, will typically 
depend on part-time coders.  Regardless of the size of a practice, the same core functions will be 
performed: code assignment, maintenance of medical records, billing, financial reporting, and 
ordering of tests and medications.  The depth of knowledge needed will vary based on the size 
and complexity of each practice, but every practice will require some degree of familiarity for 
both administrative and clinical staff.  Because the ICD-10-PCS is only used in inpatient settings, 
the transition will generally be easier for medical practices than for inpatient facilities. 
 
Payers 
Because the core function of a health plan is paying for health care, understanding what care was 
provided and why it was needed is central its operations.  Thus, it is unsurprising that a large 
number of payer personnel require at least a basic understanding of current procedure and 
diagnostic terminology and codes. 
 
The areas most directly affected are claim adjudication, medical management, provider 
contracting and auditing – these staff must be thoroughly familiar with current code sets.  Others 
working with utilization and claim data, such as actuaries, underwriters and finance staff, must 
also have a basic familiarity with the codes.  
 

Contract Re-negotiation 
  
The payment rates negotiated between health plans and providers are defined using standard 
diagnostic and procedural codes.  Provider contacts that are currently based on ICD-9 codes will 
have to be revised.  Because the ICD-10 is designed to more accurately describe the services that 
are provided, a one-to-one mapping is not appropriate – and both providers and payers will want 
a clear understanding of the payments that will made for services billed under the new code set.  
Each negotiated fee schedule will need to be updated and perhaps actively re-negotiated. 
 

Review of Existing Cost Estimates 
 
Three primary estimates have recently been published of the cost of implementing the ICD-10 
code set.  The first was performed by the RAND Corporation for the National Committee on 
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Vital and Health Statistics (RAND report).4  The second was performed by the Robert E. Nolan 
Company for the Blue Cross and Blue Shield Association (Nolan report).5  The third was 
prepared by PriceWaterhouseCoopers for the American Medical Association (PWC report).6  
The Congressional Budget Office has also published a cost estimate of the impact of H.R. 4157, 
which would mandate the implementation of the ICD-10 code sets as of October 1, 2010.7
 
While all three considered providers and payers, the scope of these estimates was significantly 
different.  The most significant difference between the PWC report and the other estimates is that 
the PWC estimates only examine procedure coding.  All three reports considered the cost of 
system changes and staff training.   The RAND report includes the cost of lost productivity.  The 
Nolan and PWC reports do not include productivity losses, but do include the cost of 
renegotiating provider contracts.  The PWC report also includes the cost of “[t]hird party users of 
health claims data and modifications and reconciliation of data.”  The RAND report includes an 
estimate for the cost to the Centers for Medicare and Medicaid Services (CMS) for systems 
implementation for the Medicare program, but does not separately identify the implementation 
cost for Medicaid or other state programs. 
 
The general approach taken by RAND was to develop a point estimate for each component of 
cost, and then assign a confident interval around it to produce a likely range of costs.  The 
confidence intervals appear to be based on the judgment of the researchers.  Nolan assigned 
ranges to specific key assumptions.  In most, but not all cases, we have been able to use those 
ranges to reproduce the range of costs reported in the Nolan report.8  The PWC estimate was 
based on a prior report by Coopers & Lybrand of the cost of system changes, which was trended 
forward and adjusted to reflect training, contract renegotiation and other implementation costs.9
 
Table 1 restates these three estimates to put them on a more directly comparable basis.  The 
RAND report estimates system implementation costs separately for providers, software vendors, 
payers, and CMS.  Table 1 allocates RAND’s estimated cost for software vendors between 
providers and vendors.  RAND analyzes training costs by full-time coders, part-time coders, 
physicians, and code users.  Based on the descriptions in the RAND report, Table 1 allocates the 
cost for coders and physicians to providers; the cost for code users to payers. 
 
The Nolan report included an estimate for the system implementation costs for “ancillary 
providers” – providers other than hospitals or physician practices – but excluded them from the 
                                                 
4 Martin Libicki & Irene Brahmakulam, The Costs and Benefits of Moving to the ICD-10 Code Sets, RAND 
Corporation, March 2004. 
5 Replacing ICD-9-CM with ICD-10-CM and ICD-10-PCS: Challenges, Estimated Costs and Potential Benefits, 
Robert E. Nolan Company, October 2003. 
6 Cost-Benefit Analysis Implementing CPT as the Single Procedure Code Set, Implementing ICD-10-PCS as the 
Single Procedure Code Set, or Implementing ICD-10-PCS in the Inpatient Environment, PriceWaterhouseCoopers, 
September 2003. 
7 U.S. Congressional Budget Office, Cost Estimate of H.R. 4157: Health Information Technology Promotion Act of 
2006, July 25, 2006. 
8 In estimating training costs, Nolan discusses an assumed number of individuals receiving training and a range for 
the number of hours each spends in training.  We have been unable to reproduce the range of estimated costs using a 
single assumed cost per hour of training.   
9 Cost-Benefit Analysis of a Uniform Procedural Coding System for Physician Services, Coopers & Lybrand (PWC), 
September 1989. 
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totals.  Table 1 adds them back in.  These include a wide variety of providers, such as physical 
therapists, nursing homes, home health care companies and substance abuse treatment facilities. 
 
The PWC report developed a “cost impact,” which is described as representing the one time 
implementation cost of converting information systems to use the ICD-10 code sets, and a “full 
cost” includes the expenses associated with training, education, provider contract renegotiation, 
and certain costs associated with “third party users of health claims data.”  Table 1 shows the 
“cost impact” as the systems implementation cost, allocates 10 percent of the difference between 
the full cost and the cost impact to contract renegotiation, and allocates the rest of the difference 
to training.  It appears that some of the costs reflected in the difference between PWC’s cost 
impact and full cost represent integration activities (other than code training) that the other 
estimates include under system implementation.  Table 1 does not attempt to reallocate that 
portion of the cost.  Thus, for PWC the system implementation cost is likely somewhat 
understated, and the training cost somewhat overstated.   
 

Table 1 
Summary of ICD-10 Implementation Estimates*

(All $’s in $1,000’s) 
 

RAND  Nolan  PWC**

 Low High  Low High   
System Implementation        
 Health Care Providers $75,000 $262,500  $2,845,000 $8,600,000   
 Payers $125,000 $312,500  $378,000 $833,000   
 Government Programs $25,000 $125,000  $700,000 $1,550,000   
Total $225,000 $700,000  $3,900,000 $11,000,000  $178,000 
 
Training        
 Health Care Providers $200,000 $450,000  $900,000 $1,400,000   
 Payers $25,000 $50,000  $54,000 $80,000   
Total $225,000 $500,000  $950,000 $1,500,000  $831,600 
 
Contract Re-Negotiation    $82,000 $416,000  $92,400 
 
Total Implementation Cost $425,000 $1,150,000  $5,700,000 $13,900,000  $1,102,000

* The estimates have been restated to put them into a more directly comparable format.  
** PWC provides cost estimates for three different procedure coding scenarios – the number shown are based on the PWC 
estimates for the implementation of the ICD-10-PCS for the inpatient hospital setting only. 

 
The most significant area of disagreement appears to be how much system implementation is 
likely to cost provider organizations.  In comparing these estimates, it is important to remember 
that the PWC numbers are limited to the implementation of the ICD-10-PCS, and do not include 
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the cost of transitioning to the ICD-10-CM for diagnostic coding.  It is important to note that 
these estimates are now two to three years old – current costs would be higher due to inflation. 
 

Preliminary Cost Estimates 
 
Basic approach 
These preliminary cost estimates are based in large part on a review of the methods and 
assumptions used by the three published estimates discussed above.  The basic approach taken is 
to parallel those methods and assumptions where practical, in order to improve the comparability 
of the results.  A key goal is to provide sufficient detail to allow the reader to reproduce the 
calculations. 
 
The scope includes the cost of implementing the ICD-10-PCS for procedure coding in inpatient 
settings, and ICD-10-CM for diagnostic coding in both inpatient and outpatient settings.   The 
types of expense included are systems implementation, training, and provider contract 
renegotiation for health care providers, private payers, and government payers.   No attempt is 
made to quantify productivity losses.  The estimates exclude organizations that are not directly 
involved in the delivery or financing of care, such as research and academic organizations.  Also 
excluded are employers or other health plan sponsors that are not directly involved in the 
administration of benefits.   
 
The general structure of the Nolan estimates is followed, because it provides a simple and easy to 
understand format for discussing the key assumptions driving costs.  Analyzing system 
implementation costs by size of provider and payer organization is especially useful. 
 
Systems Implementation 
System implementation costs are estimated separately for health care providers, private payers 
and federal and state health benefit programs.  Training staff in operating new versions of 
software systems is included, but not the cost of educating staff about the new code sets.  System 
vendors are not considered separately.  Ultimately, vendors will pass their costs on to their 
clients – whether in the current contract period, or through higher license and maintenance fees 
in the next contract period.   
 
Three types of health care providers are considered: hospitals, physician practices, and ancillary 
providers.  Hospitals and physician practices are grouped by size; larger organizations are 
assumed to have more complex information system infrastructures and higher average 
implementation costs.  Hospitals are generally assumed to face the highest costs, because both 
their diagnostic coding and their procedural coding will be changing; medical practices and most 
ancillary providers will only have to adopt a new diagnostic code set.  At a minimum, small 
practices will have to install and test a new version of their software. 
 
Ancillary providers are a very diverse group – no attempt has been made to analyze them by size 
or type.  The average implementation cost for ancillary providers has been assumed to be 
equivalent to that for a small medical practice (3 to 5 physicians).  This is likely conservative, 
but provides a sense of the potential magnitude of the aggregate cost for this group. 

8 of 16 



 

 
Table 2 

Preliminary Estimate of System Implementation Costs – Health Care Providers 
(All $’s in $1,000’s) 

          
Hospitals   Per Entity    Total Cost 
   Low High  Entities  Low High
 400+ Beds  $500 $2,000  428  $214,000 $856,000
 200 - 400 Beds $250 $1,000  973  $243,250 $973,000
 100 - 200 Beds $150 $500  1,168  $175,200 $584,000
 < 100 Beds  $35 $150  2,326  $81,410 $348,900
      4,895  $713,860 $2,761,900
          
Physician Practices         
 Very Large (21+) $50 $100  2,586  $129,300 $258,600
 Large (11-20) $20 $40  3,324  $66,480 $132,960
 Mid-Sized (6-10) $10 $20  8,644  $86,440 $172,880
 Small (3-5)  $5 $10  22,387  $111,935 $223,870
 Independent (1-2) $2 $8  145,000  $290,000 $1,160,000
      181,941  $684,155 $1,948,310
          
Ancillary Providers  $5 $10  100,000  $500,000 $1,000,000
          
Total for Health Care Providers      $1,898,015 $5,710,210

 
Two types of private payers are considered: risk bearing entities, and non-risk bearing Third 
Party Administrators (TPAs).  Risk bearing entities include licensed health insurance companies 
and Health Maintenance Organizations (HMOs).  System costs for risk bearing organizations are 
assumed to vary by size.  Larger organizations are assumed to have more complex systems, more 
internal system interfaces, and more interfaces with external business partners.  Health plans are 
heavily dependent on historical data for pricing, reserving and financial reporting.  In addition, a 
small subset of medical claims may require an extended period of time to be fully resolved.   As 
a result, historical data must be converted to the new standards, or two standards supported, for 
several years. 
 
The primary function of TPAs is claim adjudication.  They are typically much smaller than a 
health insurer or HMO, and do not provide all of the same services.  The assumed average cost 
per TPA presupposes that most TPAs will require the installation and testing of a single vendor 
supplied system, with limited customization of reports and interfaces with external business 
partners. 
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Table 3 

Preliminary Estimate of System Implementation Costs – Private Payers 
(All $’s in $1,000’s) 

 
  Per Entity    Total Cost 
Health Plans & Health Insurers Low High  Entities  Low High
 National  $10,000 $25,000  6  $60,000 $150,000
 Multi-Regional  $5,000 $10,000  6  $30,000 $60,000
 Large  $3,000 $6,000  45  $135,000 $270,000
 Mid-Sized  $500 $1,500  75  $37,500 $112,500
 Small  $150 $500  160  $24,000 $80,000
      292  $286,500 $672,500
          
Third-Party Administrators $25 $50  1,500  $37,500 $75,000
          
Total for Private Payers      $324,000 $747,500

 
Both the Medicare and Medicaid programs face many of the same implementation challenges as 
do private payers.  The cost to implement, operate and maintain the claim-processing and other 
systems for Medicare is borne by the Centers for Medicare and Medicaid Services (CMS), and is 
subject to appropriation.  The assumed cost to CMS is intended to be consistent with the CBO 
cost estimate for H.R. 4157. 
 
Implementing the ICD-10 code sets will require state each Medicare program to upgrade its 
Medicaid Management Information System (MMIS).  Conservatively, the system 
implementation cost for a state Medicaid program would be equivalent to that for a mid-sized to 
large health insurer.  States operate a variety of other programs that provide health care, pay for 
health care, or collect and analyze diagnostic and procedure data.  These estimates assume that 
state spending to implement the ICD-10 code sets for these other programs will be roughly 
equivalent the system implementation costs for Medicaid. 
 

Table 4 
Preliminary Estimate of System Implementation Costs – Government Programs 

(All $’s in $1,000’s) 
         
   Per Entity    Total Cost 
   Low High  Entities  Low High
Medicaid   $1,000 $3,000  50  $50,000 $150,000
Other State Programs  $1,000 $3,000  50  $50,000 $150,000
Medicare   $200,000 $220,000  1  $200,000 $220,000
          
Total for Government Programs      $300,000 $520,000

 
Training 
Training costs are estimated based on the number of individuals receiving training, an assumed 
number of hours spent in training, and an assumed personnel cost per hour.  The assumed cost 
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per hour is intended to reflect both direct pay and other personnel costs, such as benefits and 
payroll taxes.  Both formal training (e.g., classroom seminars) and informal training (e.g., time 
spent on-the-job becoming familiar with the new code definitions) are included.  These estimates 
only include staff time spent in training – the cost of developing or purchasing training materials 
is excluded, as is the cost of providing trainers. 
 
Following the RAND report, a distinction is made between full-time coders and part-time coders; 
those coders working for hospitals are assumed to be full-time coders, while those in outpatient 
settings are assumed to be part-time coders.  Full-time coders are assumed to require the most 
extensive training – most likely including several days of formal training. 
 
Physicians and other clinical staff are assumed to spend the equivalent of a half day familiarizing 
themselves with the new codes over the transition period – much if not all of it on an informal 
basis.  Some other hospital staff (non-coding, non-clinical) will also require familiarity with the 
diagnostic and procedural code sets – primarily billing and financial reporting personnel.  On the 
low end, they are assumed to require at a minimum a few hours of informal training.  At the high 
end, they are assumed to require a day or two of formal training. 
 
Payer staff who work directly with codes on a routine basis are assumed to require less training 
than a full-time coder, but more than casual familiarity.  The range of hours assumes the 
equivalent of one to two days of training. 
 
 

Table 5 
Preliminary Estimate of Training Costs 

           

   Range of Hours   Cost per  
Total Cost 

(in $1,000’s) 
Health Care Providers   Low High  Personnel Hour  Low High
Coders & Medical Records (Full Time) 24 40  50,000 $50.00  $60,000 $100,000 
Coders & Medical Records (Part Time) 8 12  200,000 $50.00  $80,000 $120,000 
Physicians   4 6  691,873 $100.00  $276,749 $415,124 
Other Clinical Staff  4 6  691,873 $70.00  $193,724 $290,587 
Other Hospital Staff  4 16  44,207 $50.00  $8,841 $35,366 
           
Total for Health Care Providers    1,677,953   $619,315 $961,076
           
Payers   8 16  150,000 $50.00  $60,000 $120,000 
           

Total Training Costs       $679,315 $1,081,076 
 
Contract Renegotiation 
Reimbursement contracts between health care providers and private payers must describe the 
services that may be purchased and the price for each.  Most often, standard code sets are used 
for this purpose.  If a new code set is to be used for billing purposes, then the contracts must be 
changed as well.  In many cases, this will require active renegotiation. 
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Moving to the ICD-10-PCM for procedure coding will affect most if not all hospital contracts.  
The change in diagnosis coding may affect some contracts with other types of providers – that 
cost is excluded from the preliminary estimate below. 
 
The cost of this may be estimated in a manner similar to that for training costs.  An assumed 
number of contracts per hospital multiplied by an assumed number of hours per contract, and an 
assumed personnel cost per hour.  Because of the financial significance of these hospital 
contracts, the assumed cost per hour presupposes at least some involvement by senior 
management. 
 

Table 6 
Preliminary Estimate of Contract Renegotiation Costs 

  
Number 

of 
Contracts per 

Hospital  Hours Cost per  
Total Cost 

(in $1,000’s) 
  Hospitals Low High  Low High Hour  Low High
Hospital Contracts  4,895 10 20  10 20 $70   $34,265 $137,060 
 
Summary 
Table 7 below summarizes the results of these preliminary estimates.  The overall cost to 
implement the ICD-10 code sets is estimated to be $3.2 to $8.2 billion.  Much of this is 
attributable to system implementation.  Because of the large number of health care providers, 
even a relatively small cost per provider results in a large aggregate cost to the system as a 
whole. 
 

Table 7 
Summary of Preliminary ICD-10 Implementation Estimates 

(All $'s in $1,000's) 
     
System Implementation  Low High
 Health Care Providers  $1,898,015 $5,710,210 
 Payers  $324,000 $747,500 
 Government Programs  $300,000 $520,000 
Total   $2,522,015 $6,977,710 
     
Training    
 Health Care Providers  $619,315 $961,076 
 Payers  $60,000 $120,000 
Total   $679,315 $1,081,076 
     
Contract Re-Negotiation  $34,265 $137,060 
     
Total Implementation Cost  $3,235,595 $8,195,846 
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Proposed Acceleration of the Implementation 
 
Background 
One significant precondition to the successful implementation of the ICD-10 code sets is the 
implementation of the next generation of the HIPAA codes for electronic healthcare transactions 
(X12 5010 and the NCPDP telecommunications standard).  At the same time, health care 
providers, payers and transaction clearinghouses will are faced with the need to implement a 
number of other HIPAA changes, including the new provider identifier (May of 2007), the new 
health plan identifier (still under development), the claims attachment standards and the 
anticipated HIPAA 835 ERA Enhancements. 
 
Both the hospital and medical practice communities are beginning to implement much more 
sophisticated health information systems.  Completing this transition will require a very 
significant commitment of both funds and information technology staff time over the next three 
to five years. 
 
Discussion 
Accelerating the implementation of the ICD-10 code sets will also accelerate spending on 
implementation, moving certain costs forward.  But it is not simply a matter of “pay now or pay 
later” – there are other considerations.   
 
The time available for implementation will directly affect the “build versus buy” decisions made 
by providers and payers.  The longer the lead time, the more likely it is that vendors will be able 
to provide packaged solutions.  Timing is critical.  The key question for vendors is not whether 
they can implement the new codes before a regulatory deadline, but whether they can provide a 
credible solution to providers and payers at the point at which those organizations must make a 
strategic decision about how to come into compliance with the new standards.  If vendors are not 
able to respond in a timely fashion, providers and private payers will be more likely to rely on 
internally developed solutions and work-arounds.  (Of course, payers with multiple and highly 
customized systems may find packaged vendor solutions of limited benefit in any event.) 
 
The supply of programmers, system analysts and consultants who are experienced with health 
information systems is limited.  Accelerated implementation of a major systems revision will of 
necessity crowd out health information systems initiatives, and potentially increase the cost of 
labor and software.  Dedicating staff and financial resources to this effort has an opportunity 
cost, as those resources cannot be used for other business improvement and product development 
efforts that could reduce expenses or improve revenues. 
 
More generally, the less time available to implement the new standards, the more likely 
organizations will be to focus on minimum regulatory compliance, which would seriously limit 
the benefits obtained by the new codes sets. 
 
Equally important as the amount of lead time available is the orderliness of the transition.  As 
noted above, implementation of new code sets is simplified if new electronic transaction 
standards have already been fully implemented and post implementation problems resolved.  
That, in and of itself, is a significant effort and will require time.  Both the transaction and the 
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code set changes will affect all segments of the health care system – and will require coordinated 
implementation between payers and providers.  Provision should be made for sufficient testing 
between payers and providers before the new codes are used to transmit claim information.   
 
A somewhat aggressive schedule for implementing these changes might be: 
 2010 Payers and claim clearinghouses required to accept 5010 transactions 
 2011 Providers required to transmit using 5010 transactions 
 2012 Payers and claim clearinghouses required to accept ICD-10 code sets 
 2013 Providers required to transmit using ICD-10 code sets 
 
Such a staggered implementation timeline would allow payers to make their system changes, and 
then work with their contracted providers over the course of the next year to begin receiving the 
new data.  This would include both cooperatively testing the data interfaces and negotiating any 
necessary contract changes.   
 
Simultaneous implementation new code sets, by both payers and providers, would add 
significant additional overhead and confusion to the process – particularly if insufficient time has 
been allowed between the implementation of new transactions standards and the code 
implementation.  The testing and debugging process would be particularly affected.  If both 
payers and providers were required to go “live” with new systems at the same time, the 
opportunity for providers to test against stable, fully implemented payer systems would be 
limited.  It would also prevent payers from spreading the effort of implementing new data 
interfaces with providers over a reasonable period of time after implementing their internal 
system changes.  Pre-implementation testing would become less effective, and the amount of 
post-implementation debugging would be significantly increased.  It is important to recognize 
that this would affect organizations of all sizes, and those that use vendor software as well as in-
house systems.  For instance, a solo physician will use purchased software.  Nonetheless, if data 
transmissions to clearinghouses or payers fail due to inadequate testing, business will be 
disrupted as office staff attempt to make the software work, the vendor is contacted, and a 
corrected version is installed.  Care should be taken to avoid requiring payers or providers to 
maintain dual systems and business processes any longer than necessary, because this would 
create unnecessary additional costs. 
 
Potential Increase in Implementation Costs 
Legislation being considered by Congress would require implementation of the ICD-10 standard 
by payers and providers by 2010, almost concurrently with implementation of the new HIPAA 
standards for transactions (the 5010 and updated NCPDP telecommunications standard).  If 
adopted, this would result less time available for implementation.  It would also require near 
simultaneous adoption of both new transactions standards and new coding standards, and 
effectively require payers and providers to go “live” with new systems at the same time. 
 
Simply reducing the time available for implementation has potential costs.  Increased reliance on 
in-house solutions due to a lack of vendor solutions and increased demand for experienced health 
information system personnel will likely result in systems that meet the minimum regulatory 
requirements, but do not achieve the goals intended for the new standards.  In the meantime, 
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other needed health information initiatives will be deferred, and labor costs may rise due to 
increased demand.  We have not attempted to estimate the impact of these effects. 
 
While still difficult to quantify, the potential effect of requiring near-simultaneous 
implementation of multiple standard changes by both payers and providers is easier to estimate.  
The table below illustrates a typical breakdown of system implementation costs for a payer. 
 

Components of System Implementation Cost 
 
  Low High 
Planning and Administration  10% 15% 
Development and Deployment  55% 65% 
Testing and Debugging  25% 35% 

 
While other aspects of the software development process would be affected, simultaneous 
implementation of multiple standards by both payers and providers would pose a particular 
problem for testing and debugging.  Assuming testing and debugging costs were increased by 25 
to 50 percent, the overall cost of system implementation would be increased by 6 to 18 percent.  
For private payers, this would represent an increase in system implementation costs of $20 to 
$131 million.   
 
Simultaneous implementation is a particular concern for payers and clearinghouses because of 
their greater reliance on custom software systems and the number interfaces they have with 
providers and business partners.  However, as discussed above, even the smallest providers 
would be affected by a failed implementation.   If provider costs were to increase by only 5 
percent, this would result in an additional $95 to $286 million to the overall cost of the 
conversion.  Using these assumptions, overall private sector system implementation costs would 
increase by $115 to $416 million. 
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Health Plans’ Estimated Costs of  
Implementing ICD-10 Diagnosis Coding 
 
 
September 2010   
 
Over the next three years, health insurance plans are required to implement an updated 
version of the International Classification of Diseases (ICD) system – ICD-10 – for diagnosis 
and procedure coding and claims processing.  ICD-10 coding will provide the U.S. health 
care system a wide range of benefits.  However, the new system represents a significant 
change from the current ICD-9 code set, and the incremental costs of implementation will be 
substantial.   
 
A survey of 20 health insurance plans revealed an average per-member implementation cost of 
about $12, ranging from $38 for small health plans (less than one million members) to $11 for 
large plans (more than 5 million members).  The overall incremental cost for ICD-10 
implementation for all responding plans was estimated to be $1.7 billion.  Since the 20 
responding health plans do not comprise the whole of the U.S. health insurance market, the 
total system-wide cost for insurers is likely in the $2-3 billion range. 

 
 

Estimated Cost of ICD-10 Implementation, by Size of Company 

 
Number of 
Companies 

Total Medical 
Membership 

Total Cost to 
Implement 

ICD-10 

Per-Member  
Average Cost 
(Weighted by 
Enrollment) 

Small (<1M Members) 7 2,635,000  $99 Million  $38 

Medium (1-5M Members) 7 23,400,000  $293 Million $13 

Large (>5M Members) 6 113,162,000  $1.3 Billion  $11 

Total, Responding Health 
Plans 20 139,197,000  $1.7 Billion $12 

Source:  America’s Health Insurance Plans, Center for Policy and Research. 
Notes:  Membership has been rounded to the nearest million.   
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BACKGROUND 
 
The International Classification of Diseases (ICD) is 
an internationally standardized diagnostic 
classification code set maintained by the World 
Health Organization and is used for studying the 
health and illness of populations, as well as for health 
management and clinical purposes, such as 
reimbursement, resource allocation, quality and 
guidelines.  The ICD code set has existed in many 
forms and is periodically revised in order to allow for 
progress in the medical field.  The ninth version (ICD-
9) is currently used in the U.S.  In 2009, the 
Department of Health and Human Services (HHS) 
announced final regulations1 requiring the U.S. 
payers and providers to fully transition to ICD-10 by 
2013.  
 
ICD-9 versus ICD-10.  The ICD version 10 for 
diagnoses and procedures differs from ICD version 9 
in many ways, most notably in that the new code set 
has alphanumeric categories rather than numeric 
categories and that ICD-10 has almost twice as many 
categories as ICD-9.  Details have been expanded 
for many conditions, causing a jump from 17,000 to 
155,000 codes, with additional capacity to add new 
procedures and diagnoses as medical sciences 
continue to progress.  Additionally, conditions have 
been regrouped and other classification changes 
have been made. 2 
 

 
1 U.S. Department of Health and Human Services.  Standards for 
Electronic Transactions-New Versions, New Standard and New Code 
Set - Final Rules.  January 16, 2009.  Accessed September 24, 2010.  
Available at: http://www.cms.gov/TransactionCodeSetsStands/02_ 
TransactionsandCodeSetsRegulations.asp. 
 
2 The diagnosis classification system (ICD-10-CM) was developed by 
the Centers for Disease Control and Prevention (CDC) and is for use in 
all health care settings in the U.S.  For more information on ICD-10-
CM, see: http://www.cdc.gov/nchs/icd/icd10cm.htm.  The classification 
system used for procedures (ICD-10-PCS) was developed by the 
Centers for Medicare & Medicaid Services (CMS) for inpatient hospital 
settings in the U.S. only.  For more information on ICD-10-PCS, see: 
https://www.cms.gov/ICD10/. 

BENEFITS OF ICD-10 
 
The enhanced data that will come from the switch to 
ICD-10 will provide the U.S. health care system a 
wide variety of benefits, including improved public 
health surveillance and enhanced data for treatment 
and research, as well as the building blocks to refine 
payment systems, bolster pay-for-performance, and 
identify fraud and abuse by more accurately defining 
services rendered.  
  
ICD-10 will allow health care providers to categorize 
disease states, document medical complications, and 
track health care outcomes more effectively than they 
could with ICD-9.  As a result, they will have a better 
understanding of diseases and causes of death, and 
they will be able to more efficiently identify ways to 
improve health care quality.  The expanded code set 
enables providers to indicate on health claims 
detailed clinical information (e.g., blood pressure 
levels and body mass index) geared towards 
improving health outcomes.     
 
Additional examples of the increased specificity of the 
new code that will assist practitioners and enhance 
health care quality include: 

 
 Angioplasty, a procedure for widening a 

narrowed blood vessel, currently has only one 
code under ICD-9.  This will be increased to 
1,170 under ICD-10, with separate codes 
describing the precise location of the blockage 
and instruments used to widen the vessel. 
 

 Whereas medication errors and external 
causes of injury are recorded separately from 
condition codes under the ICD-9 system, they  
are embedded with the condition code under 
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ICD-10.  This change is expected to help 
prevent medical errors.3   
 

 Using ICD-10, it will be possible to indicate on 
which side of the patient’s body a condition 
occurred, which could help identify surgical 
errors. 

 
Furthermore, the additional detail provided with the 
expanded code set will make it easier to put 
electronic health records into practice and improve 
their utility for practitioners and patients.   
 
Use of ICD-10 will further assist the U.S. health care 
system in improving quality of care by ensuring that 
U.S. health care data can be more precisely tracked 
and compared with those collected by other countries 
that already use ICD-10.   
 
It is important to note that, despite the benefits of 
moving to a new code system, these changes pose a 
number of challenges for health care stakeholders – 
health plans and health care providers.  Among them 
are the implementation costs involved with revising 
the system. 
 
INCREMENTAL IMPLEMENTATION 
COSTS FOR ICD-10 
 
AHIP’s survey of ICD-10 implementation costs was 
designed to separate the incremental, extra costs of 
implementing the new coding system from routine 
information technology (IT) or business costs (e.g., 
costs for maintenance or upgrades to existing IT 
systems) that would occur even in the absence of 
ICD-10 implementation.  Among the 20 health 
 

 
3 U.S. Department of Health and Human Services.  HHS Issues Final 
ICD-10 Code Sets and Updated Electronic Transaction Standards 
Rules.  January 15, 2009.  Accessed August 2, 2010.  Available at: 
http://www.hhs.gov/news/press/2009pres/01/20090115f.html. 

insurance plans that responded to the survey, the 
average implementation cost was $12 per member 
when weighted by enrollment.  For small health 
plans, covering fewer than 1 million individuals, the 
per-member implementation cost ranged from $8 to 
$68, with an enrollment-weighted average per-
member cost of $38.  For a medium-sized health 
plan, covering between 1 million and 5 million 
individuals, the implementation cost per member 
ranged from $4 to $42, with an enrollment-weighted 
average cost per member of $13.  Finally, for a large 
health plan, covering more than 5 million individuals, 
the implementation cost per member ranged from $3 
to $15, and an enrollment-weighted average cost per 
member of $11. 
 
SURVEY METHODOLOGY 
 
AHIP asked member companies to provide total 
enrollment in their health insurance plans, as well as 
the total incremental cost of adopting ICD-10.  Health 
plans were asked to report the total business and 
technology costs associated with implementing ICD-
10.  The cost figure, reported regardless of time 
frame, excludes maintenance costs and claims 
payment costs.  For example, administrative costs, 
including those for adoption of Version 5010 of the 
Health Insurance Portability and Accountability Act of 
1996 (HIPAA) standards4 and other expenses related 
to the maintenance and use of codes and the claims 
systems after implementation, were considered 
administrative expenses and excluded from these 
calculations. 
 

 
4 The HIPAA-mandated transaction standard for covered entities to use 
when conducting certain health care transactions electronically is 
currently X12 version 4010A1 for health care claims, remittance 
advices, eligibility, claims status, referrals, and NCPDP version 5.1 for 
pharmacy claims.  CMS has mandated that the industry upgrade to X12 
version 5010 and NCPDP version D.0. in order to increase transaction 
uniformity, support pay-for-performance, streamline reimbursement 
transactions, and support ICD-10-CM codification.  For more 
information, see: http://www.cms.gov/Versions5010andD0/. 
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As with any survey of estimated costs, where each 
company might use different estimating parameters 
and assumptions, or different periods of time, an 
extra degree of variability in responses is possible.  
However, any such variation should be randomly 
distributed (with an equal likelihood of comparatively 
higher or lower estimates), and we believe the 
aggregated results shown in the table above are 
likely representative. 
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Executive Summary 

 In Q2 2008 Deloitte performed a capabilities assessment for Blue Cross Blue Shield of Delaware 
and recommended key capabilities in areas of strategic growth opportunities 

 In 2009 BCBSD issued an RFI to capture the opportunities identified by Deloitte through an 
affiliation. In Q4 2009, Highmark responded to the RFP addressing the requested areas. 

 Following the RFP response and selection of Highmark as a partner, a comprehensive blueprint 
and program roadmap were developed in Q1 2011 

 The existing blueprint and road map show that a majority of  the capabilities determined in the 
BCBSD initial capabilities assessment and addressed in the initial BCBSD RFP are captured.  
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Objectives 

 Identify capabilities and map capabilities across the following artifacts: 
 Deloitte Capability Assessment 
 BCBSD RFI 
 Highmark RFP Response 
 Current Blueprint 
 Project Summaries / Roadmap 

 Artifact capability alignment  
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Affiliation Capability Mapping Framework 
The chronology and series of artifact developed were evaluated to cross check for the affiliation scope 
and capabilities intended for BCBSD at an end state   

Capability 
Assessment 

RFP Response 
Analysis 

Blueprints 
and 
Roadmap 

Affiliation 
Projects 

• This capability 
assessment was 
performed in Q2 
2008 

• 16 capabilities in 
7 strategic areas 
were 
recommended to 
focus on to 
improve the 
rating of those 
areas 

• Highmark 
responded to the 
RFP in Q4 2009 

• The response 
covered the areas 
requested in the 
RFP including the 
capabilities from 
the ‘08 Strategic 
Assessment 

• The Blueprint 
documents 
were 
completed in 
Q1 2011 

• Each of the 11 
teams 
developed a 
vision and initial 
plans for 
executing the 
affiliation 

• The affiliation project 
roadmaps were 
completed in Q2 
2011 

• Each team produced 
a set of major 
milestones, 
activities, key risks, 
assumptions, issues, 
dependencies etc. as 
part of the planning 
process 

*Counts vary partially due to different levels of granularity 

BCBSD RFI 

• This RFI was 
submitted to 
Highmark in Q3 
2009 

• The letter 
articulated 
BCBSD’s current 
situation and 
capabilities 
needing to be 
addressed. 

Capabilities Identified* 
16 18       57 58 58 
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Capability 
Assessment

RFP Response 
Analysis

Blueprints 
and 
Roadmap

Affiliation 
ProjectsBCBSD RFI

BCBSD Capability Assessment 
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Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Go to 
Market 

Document Management  

Informatics   

External Client Reporting  
 

Product  

Sales and Marketing  

Commissions 

Pricing/Underwriting 

 
  

 
 

Middle 
Office 

Network and Medical 
Management   

BCBSD Capability Assessment – Go to Market and Middle Office 
Deloitte performed a capabilities assessment during Q2 2008 and recommended focus on these 16 
capabilities 

Capability Element 
Description 

Capability 
Element 

Business 
Area 
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BCBSD Capability Assessment – Back Office and Corporate 
Deloitte performed a capabilities assessment during Q2 2008 and recommended focus on these 16 
capabilities 

Back Office 

Membership and Billing 

 
  

 

BlueCard 

Core Administration – TBS 
(Claims, Enrollment, 
Billing, Provider) 

 

Web Portals and tools to 
support CDH 

Infrastructure (Service 
Oriented Architecture) 

IT Operations  

Corporate 

Financial Processes 

Human Resources 

  

Capability Element 
Description 

Capability 
Element 

Business 
Area 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI
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BCBSD RFI 

Capability 
Assessment

RFP Response 
Analysis

Blueprints 
and 
Roadmap

Affiliation 
ProjectsBCBSD RFI
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Go to 
Market 

Informatics 

Pricing/Underwriting 

Product 

Comprehensive and 
Innovative Products and 
Services 

Direct Marketing 
Experience  Market leading people and processes for direct marketing 

Proven Relationships with 
Brokers and Consultants  Established relationships with broader range of brokers 

Middle 
Office 

Efficient operations  Systems that enhance ability to achieve a more competitive administrative cost position 

Medical and Health 
Management 

 Best in class medical policy/quality programs 
 Automated clinical business rules 
 Superior clinical program reporting 

Specialty Networks  Comprehensive network of clinics and physicians for specialty products and benefits 

Strong Provider Relations 
& Contracting  Strong rapport with Providers 

BCBSD RFI – Go to Market and Middle Office 
In 2009 BCBSD issued an RFI to capture the opportunities identified by Deloitte through an affiliation 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Capability Element 
Description Reqs 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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BCBSD RFI – Back Office and Corporate 
In 2009 BCBSD issued an RFI to capture the opportunities identified by Deloitte through an affiliation 

Back Office 

Core Administration – TBS 
(Claims, Enrollment, 
Billing, Provider) 

 

Infrastructure (Service 
Oriented Architecture) 

Membership and Billing 

 
  

 

Web Portals and tools to 
support CDH  

Corporate 

Human Resources 

Maximum Value to 
Stakeholders - Community 

 Continued support from mission-driven health insurer 
 Real-time claim estimation and adjudication for providers 
 Affiliation structure preserves local jobs and significant economic impact 

Maximum Value to 
Stakeholders - Customers 

 Improved operational performance and efficiencies 
 Comprehensive portfolio of products under one umbrella 

Maximum Value to 
Stakeholders - Employees 

 Financial stability 
 Competitive compensation and benefits 
 Access to resources and tools 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Capability Element 
Description Reqs 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response 

Capability 
Assessment

RFP Response 
Analysis

Blueprints 
and 
Roadmap

Affiliation 
ProjectsBCBSD RFI
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Highmark RFP Response – Go to Market 
Highmark’s response added many capabilities for consideration 

Go to 
Market 

Actuarial and Pricing 
Expertise  Highmark offers market leading people and processes for actuarial and pricing  

Ancillary Products – Dental 
 BCBSD’s migration to Highmark’s platform would give BCBSD the ability to provide 

customers with a Blue-branded Dental product while utilizing UCD economies of scale for a 
lower priced product 

Ancillary Products – HM 
Insurance Group 

 BCBSD’s migration to Highmark’s platform would enable Highmark to further 
improve/streamline the administration (joint billing etc.) of Stop Loss for the BCBSD self-
funded customers 

Ancillary Products – 
Productivity Management 

 BCBSD’s migration to Highmark’s platform would provide BCBSD the Relationship with 
Industrial Medical Consultants (“IMC”)-a unique productivity management company that 
provides organizations with client-focused programs that increase employee and 
organizational efficiency 

Ancillary Products – Vision  Ability to offer customers competitive Vision products  

Commissions  Broker relationships are a key strength, but an opportunity exists to reevaluate the broker 
commission and incentive structure to move in line with the market 

Comprehensive and 
Innovative Products and 
Services 

 Opportunity to grow revenues and customer retention by providing Highmark’s integrated 
offering of ancillary products and services 

Consumerism Capabilities  Highmark has made significant investments in consumerism and retail marketing capabilities 

Custom Reporting  Custom reports for business areas to leverage in order to use the data informatics 

Direct Marketing 
Experience  Market leading people and processes for direct marketing 

Document Management  BCBSD does not have a central repository for data 

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

From original 2008 Assessment 
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Highmark RFP Response – Go to Market cont’d 
Highmark’s response added many capabilities for consideration 

Go to 
Market 

Enterprise Informatics 
Capabilities - Data Mgt 

 Enterprise Data Warehouse (EDW) single version of truth 
 Directly integrated into Financial process - financial reporting, billing, and pricing 
 Simplified architecture with focus on internal controls and balancing 

Enterprise Informatics 
Capabilities - Reporting 
and Analytics 

 Self-service utilization standard reporting for internal and external customers 
 Comprehensive financial and clinical trend reporting and projections for Actuarial and other 

areas 

External Client Reporting  

Informatics 

Innovation  Highmark has a dedicated team focused on Innovation strategy and development 

National Account 
Capabilities 

 Strong claim and customer service platform 
Industry leading client management 
Integrated approach to managing health plan and productivity 

Portal Capabilities  Member portals, employer portal, provider portal, and product portals all provide the tools for 
each to self service 

Pricing/Underwriting 

 
 

 
 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response – Go to Market cont’d 
Highmark’s response added many capabilities for consideration 

Go to 
Market 

Product 

Product Strategy 
 Blue account products, Lifestyle products, supporting tools, and wholesale product platform; 

aim to transition membership from traditional, wholesale products into products that engage 
and empower consumers in making healthcare decisions 

Proven Relationships with 
Brokers and Consultants  Established relationships with broader range of brokers 

Retail Marketing 
 Direct retail locations 1 in each Pittsburgh and Harrisburg 
 Direct model marketing units to provide accounts additional space and technology to 

generate more consumer engagement 

Robust Portfolio of 
Product Offerings 

 Full array of health insurance and related products and services required by its customers: 
employers, individuals, government and health plans 

Sales and Marketing   

Senior Market Capabilities 
 Dedicated Medicare staff and infrastructure 
 Member retention programs 
 Strong relationship with CMS 

Source Differentiation 
 While price, network, service, and brand are still important, increasing attention is given to 

new “battlefield value” criteria (e.g., data informatics, behavior change, productivity 
management, etc.) as a source of differentiation 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response – Middle Office 
Highmark’s response added many capabilities for consideration 

Middle 
Office 

Behavior Change / Care 
Management  Comprehensive behavioral change and care management programs and policies 

Clinical Guarantees  Integrated clinical delivery solution 

Cost-effective Network 
Development and 
Management 

 Strong relationships and extensive experiences in managing and developing networks 

Efficient operations  Systems that enhance ability to achieve a more competitive administrative cost position 

Enterprise Risk 
Management Processes 

 Robust processes in place to manage risk at the enterprise level with the support of the 
many medical management, actuarial functions et. al. 

Health and Productivity 
Management  Comprehensive health and productivity programs and policies 

Industry leading tools  Industry leading tools and processes that drive consistently high performance metrics-higher 
bluecard, scorecard, MTM, and pass through rate 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response – Middle Office cont’d 
Highmark’s response added many capabilities for consideration 

Middle 
Office 

Medical and Health 
Management 

 Best in class medical policy/quality programs 
 Automated clinical business rules 
 Superior clinical program reporting 

Network and Medical 
Management 

 BCBSD has the most comprehensive network in Delaware but opportunities exist to increase 
automation of network management functions 

Progressive Medical and 
Health Management Tools 
and Techniques 

 Market leading tools and techniques used in medical and health management 

Provider Transparency  Suite of tools allowing Providers to price and track claims 

Significant IT Investments  BCBSD’s customers will benefit from the recent $360M investment that Highmark has made 
and will continue to make in new capabilities and operational improvements 

Specialty Networks  Comprehensive network of clinics and physicians for specialty products and benefits 

Strong Provider Relations 
& Contracting  Strong rapport with Providers 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response – Back Office 
Highmark’s response added many capabilities for consideration 

Back Office 

BlueCard 
 
 

Core Administration – TBS 
(Claims, Enrollment, 
Billing, Provider) 

Infrastructure (Service 
Oriented Architecture) 

Integration Experience and 
Expertise  Joint integration teams with dedicated senior management resources 

IT Operations 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response – Back Office cont’d 
Highmark’s response added many capabilities for consideration 

Back Office 

Membership and Billing 

  
  

 

Real Time Solutions 
 Real time claims, estimation, adjudication, and accelerated payment; help increase 

collection of member responsibility at the point of service and to help enable a retail 
experience 

State of the Art Data 
Center  Highmark owns and operates one of the most advanced data centers in the industry today 

State of the Art 
Technology 

 Better positioned to respond to rapidly changing industry needs (e.g. healthcare reform, ICD 
10); Single, scalable & flexible platform enables business growth while driving operations 
performance and efficiency, and customer & provider satisfaction 

Technology/ Systems 
integration  Convert BCBSD to the core platform -migrating BCBSD to a single, core technology footprint 

Web Portals and Tools to 
Support CDH 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Highmark RFP Response – Corporate 
Highmark’s response added many capabilities for consideration 

Corporate 

Financial Processes 

Human Resources 

Maximum Value to 
Stakeholders - Community 

 Continued support from mission-driven health insurer 
 Real-time claim estimation and adjudication for providers 
 Affiliation structure preserves local jobs and significant economic impact 

Maximum Value to 
Stakeholders - Customers 

 Improved operational performance and efficiencies 
 Comprehensive portfolio of products under one umbrella 

Maximum Value to 
Stakeholders - Employees 

 Financial stability 
 Competitive compensation and benefits 
 Access to resources and tools 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

Description of Highmark’s 
Capability Offering to BCBSD 

Capability 
Element 

Business 
Area 

From original 2008 Assessment 
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Blueprints 

Capability 
Assessment

RFP Response 
Analysis

Blueprints 
and 
Roadmap

Affiliation 
ProjectsBCBSD RFI
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Blueprints 
Each of the teams articulated their high level vision for the end state solution in their areas 

Corporate 
Communications & 
Strategic Planning  

Efficient Operations  Systems that enhance ability to achieve a more competitive administrative cost 
position 

Finance Financial Processes 

Health Operations Technology / Core 
Systems Integration 

 Convert BCBSD to the core platform -migrating BCBSD to a single, core 
technology footprint 

Human Resources Human Resources 

 
 

 

Informatics Informatics 

IT Infrastructure Infrastructure (Service 
Oriented Architecture) 

 

Marketing & Product 
Development Product 

 
 

 

Medical Management Medical and Health 
Management 

 Best in class medical policy/quality programs; automated clinical business rules; 
superior clinical program reporting 

Provider 
Cost Effective 
Network Development 
and Management 

 Strong relationships and extensive experiences in managing and developing 
networks 

Sales Sales and Marketing  

Description High Level 
Capability 

Project 
Team 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

From original 2008 Assessment 
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Roadmap 

Capability 
Assessment

RFP Response 
Analysis

Blueprints 
and 
Roadmap

Affiliation 
ProjectsBCBSD RFI
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Blueprint, Roadmaps, and Projects – Go to Market 

Go to 
Market 

Actuarial and pricing expertise FN-7 Informatics IF-2 

Ancillary Products – Dental MPD-3; SL-1 Innovation MPD-1 

Ancillary Products – HM Insurance 
Group MPD-3; SL-1 National Account Capabilities All of Sales 

Projects 

Ancillary Products – Productivity 
Management MPD-3; SL-1 Portal Capabilities MPD-4, SL-2, 

MM-4 

Ancillary Products – Vision MPD-3; SL-1 Pricing/Underwriting FN-7 

Commissions SI-3 Product MPD-1 

Comprehensive and innovative 
products and services MPD-1 Product Strategy MPD-3 

Consumerism Capabilities MPD-2 Proven relationships with brokers 
and consultants 

SL-1, CCSP-2, 
MPD-2 

Custom Reporting IF-2 Retail Marketing MPD-2 

Direct marketing experience SL-4 Robust Portfolio of Product 
Offerings MPD-1 

Document Management IF-1 Sales and Marketing MPD-2 

Enterprise Informatics Capabilities - 
Data Mgt IF-1 Senior Market Capabilities All of Sales 

Projects 

Enterprise Informatics Capabilities - 
Reporting and Analytics IF-2 Source Differentiation MPD-1 

External Client Reporting IF-4 

The roadmaps for each project specifically addressed each capability 

Capability Element Business 
Area 

Project 
ID Capability Element Project 

ID 

From original 2008 Assessment 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI
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Middle Office 

Behavior Change / Care Management MM-3 Medical and Health Management MPD-1 

Clinical Guarantees MM-5 Network and Medical Management MM-4, PV-3 

Cost-effective network development 
and management PV-4 Progressive Medical and Health 

Management Tools and Techniques MPD-1 

Efficient operations HO-7, HO-8 Provider Transparency PV-2 

Enterprise risk management 
processes LACEA*-3 Significant IT Investments Many 

Health and Productivity Management SL-1 Specialty Networks PV-4 

Industry leading tools IT-5, HO-7, HO-8 Strong Provider Relations & 
Contracting PV-4 

Back Office 

BlueCard HO-1 Real time solutions HO-6, HO-1 

Core Administration – TBS HO-1 State of the Art Data Center IF-1 

Infrastructure (Service Oriented 
Architecture) IT-2, IT-3, IT-5 State of the art technology IT-5, HO-7, HO-8 

Integration Experience and Expertise PV-1; IF-4; HR-1 Technology/ Systems integration IT-5, HO-7, HO-8 

IT Operations IT-7 Web Portals and tools to support 
CDH MPD-4 

Membership and Billing HO-4, HO-6 

Corporate 

Financial Processes FN-1 Max Value - Customers HO-9, Many Others 

Human Resources HR-2 Max Value  - Employees IT-7, HO-10, IF-4, 
All of HR Projects 

Max Value - Community CCSP-3, LACEA*-5 Treasury / Investment management FN-3 

Capability Element Business 
Area 

Project 
ID 

The roadmaps for each project specifically addressed each capability 

Capability Element Project 
ID 

Roadmaps and Projects – Middle Office, Back Office and Corporate 

Capability 
Assessment

RFP Response 
Analysis Blueprints Roadmaps 

and ProjectsBCBSD RFI

From original 2008 Assessment 
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Highlights of Results 

Go to Market 

Informatics    
External Client Reporting    
Product    
Commissions    
Pricing/Underwriting    

Middle Office Network and Medical Management    

Back Office 

BlueCard    
Core Administration – TBS 
(Claims, Enrollment, Billing, 
Provider) 

   

Infrastructure (Service Oriented 
Architecture)    

Corporate 
Financial Processes    
Human Resources    

Business 
Area 

Capability 
Element 

Capabilities 
Assessment 

Highmark RFP 
Response 

Blueprint & 
Roadmaps 

The Deloitte strategic assessment highlighted 16 capabilities, the Highmark RFP Response added 
another 42, for a total of 58 capabilities. 

 The Highmark RFP Addresses 97% capabilities, External Client Reporting partially, but did not directly address 
Commissions 
 Current capabilities do not include Medicaid 
 The Blueprints and Roadmaps address 97% capabilities 

Not 
AddressedOPartially 

AddressedAddressed
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Next Steps 

 Schedule additional discussions to further refine the capabilities 
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Appendix 
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Project Details 



- 29 - CONFIDENTIAL & PROPRIETARY 

Project Details  

ID Project Name Project Description 

CCSP-1 Branding Strategy Development of the  strategy that defines how to brand  BCBS of Delaware when the Affiliation 
Agreement with Highmark is approved by the DE Insurance Department .  

CCSP-2 Develop internal and external 
Communications Strategy   

Branding as part of Highmark must maintain the market leadership of the BCBSD brands and 
extend Highmark’s brand  strength into Delaware, without market disruption and  with positive 
reception by all stakeholders.  

CCSP-3 Market Launch 

Create a positive image for the combined enterprise, generate goodwill and maintain relationships 
with group accounts, providers, customer members, broker/agents and  Associates (employees) 
that  publicly launches to all customer touch points how the organization will be known by the 
community at large  

CCSP-4 Rebranding Implementation Make all the necessary changes on all external communications and building signage, all systems 
& all business processes to use the new name and logo for Delaware, as efficiently as possible.  

CCSP-5 Corporate Website Incorporate BCBSD into the Corporate Highmark Website – Highmark.com, and determine how 
the BCBSD Intranet will be integrated to Highwire.  

CCSP-6 SalesForce. Com To support Market Study, ensure SalesForce.com can accommodate the information needed to 
support Market Research 

CCSP-7 Across Affiliates Database/ 
Company Profile DB 

Capture all  BCBSD Client information on AADB to support  Sales, Marketing, etc. front-end 
functions. Use the new matching component of the Company Profile DB  

CCSP-8 Ad Tracker Study Determine if the Ad Tracker Study would provide value for Highmark to re-institute or if  an 
alternative solution to provide BCBSDE with an Advertising Effectiveness Study is needed 

CCSP-9 Market Research Studies Make all the necessary changes to existing Highmark Market Research Studies to include BCBSD  

CCSP-10 Corp Strategy Policies & 
Processes 

Understand differences between HM and DE departments and develop or modify processes and 
policies for the affiliated company in :Advertising, PR, sponsorships, Communications 



- 30 - CONFIDENTIAL & PROPRIETARY 

Project Details  

ID Project Name Project Description 

FN-1 Part I – PeopleSoft & Hyperion 
Migration 

BCBSD finance currently uses Walker as the primary financial system along with various 
supplementary finance systems and applications. As the end-state goal is for BCBSD to apply all 
Highmark technology, it is important to migrate BCBSD’s finance activities onto Highmark’s 
PeopleSoft G/L and all relevant modules as well as other finance system and applications used by 
Highmark.  

FN-1 Part II – Other Finance System 
Migration (including CBS) 

BCBSD finance currently uses Walker as the primary financial system along with various 
supplementary finance systems and applications. As the end-state goal is for BCBSD to apply all 
Highmark technology, it is important to migrate BCBSD’s finance activities onto Highmark’s 
PeopleSoft G/L and all relevant modules as well as other finance system and applications used by 
Highmark.  

FN-2 Post Close Interim Reporting 
Package Design FAR Post Close and FP&A Post Close Reporting Packages Design 

FN-3 
Treasury & Investment 
Management Strategy and 
Process 

BCBSD will utilize Highmark’s banking relationships and investment managers in achieving 
synergies from banking fees. Bank accounts need to be transitioned and the entire investment 
management strategy and processes need to be re-aligned with Highmark’s operating model in the 
area 

FN-4 Procurement Consolidation Consolidation of BCBSD into Highmark Procurement systems and process. Consolidation of vendors 
to gain efficiencies 

FN-5 Financial and Accounting Policy Review of Delaware policies and adoption of Highmark Financial and Accounting Policies by 
Delaware 

FN-6 Consolidation of Professional 
Services Consolidation of services for Audit, Tax and Corporate Insurance post affiliation 

FN-7 Actuarial and Underwriting 
Strategy & Process 

Consolidation of Actuarial and Underwriting policies and processes and adoption of Highmark 
policies by BCBSD (unless otherwise dictated by Delaware requirements) 

FN-8 Affiliated Finance Organization  Create an effective post-affiliation Finance organization 
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Project Details  

ID Project Name Project Description 

HO-1 Claims Application System 
Changes 

The Team feels this project would have to occur immediately after close the duration would be 2 
years. We need to meet HCR and ICD-10 requirements. There are a lot of dependencies before this 
can happen: provider data loaded, pricing data, benefits would need to be coded 

HO-2 Customer Service Application 
System Changes 

BCBSD and Highmark will ensure that BCBSD migrates to one common customer service system. 
This will include call routing, grievance / appeals, IVR support ,etc. The Team will understand the 
tactical next steps required to complete this migration. 

HO-3 Client Admin / Benefit Coding 
Application System Changes 

BCBSD and Highmark will ensure that BCBSD migrates to one common client admin / benefit coding 
system.  

HO-4 Membership/Enrollment 
Application System Changes 

BCBSD and Highmark will ensure that BCBSD migrates to one common membership / enrollment 
system. This will include the conversion of enrollment to ECS. The Team will understand  the tactical 
next steps required to complete this migration. 

HO-5 Banking Arrangements 
(Treasury) BCBSD and Highmark will determine lockbox/bank arrangements necessary for invoice generation .  

HO-6 Billing Application Systems 
Changes 

BCBSD and Highmark will ensure that BCBSD migrates to one common billing application system. 
This will include conversion of current and historical data. The Team will understand the tactical next 
steps required to complete this migration. 

HO-7 Operational Excellence Data 
Analyses 

BCBSD and Highmark will ensure that there is alignment with Highmark’s Operational Excellence 
data analyses.  

HO-8  Operational Excellence 
Process Flow Changes 

BCBSD and Highmark will ensure that there is alignment with Highmark’s Operational Excellence 
process flows.  

HO-9 Communications Impact THIS WILL BE INCORPORATED INTO THE OVERALL CC&SP PROJECT 

HO-10 Affiliated Health Operations 
Organization N/A 
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Project Details  

ID Project Name Project Description 

HR-1 Workforce Management Manage workforce transition into new affiliated company, including  cost analysis, alignment of roles, 
responsibilities and job grades.  

HR-2 HR Systems Migration Assess and consolidate current HR Systems into one, centralized platform which enables the day to 
day activities of each HR Function.  

HR-3 Compensation & Benefits Analysis of differences in compensation structures and alignment of compensation and benefits in 
end-state organization   

HR-4 Employee Experience (Change 
Management & Training) 

Manage employee experience throughout the affiliation process and develop strategies and plans to 
prepare for appropriate HR communications, training, on-boarding requirements, orientation and 
assimilation   

HR-5 Affiliated HR Policies & 
Procedures 

Assess HR policies across Hmk and DE and align to ensure all obligations are appropriately met 
when developing affiliated organization policies. Ensure consistency of policy and training across all 
functions  

HR-6 Affiliated HR Organization Development of affiliated HR organization structure 

IF-1 Informatics Data Migration  Consolidation of core systems and migration to a centralized platform. Develop a consistent system 
across  the organization 

IF-2 Informatics Policy and 
Reporting Establish  a consistent method of reporting in Informatics 

IF-3 Procurement Contract and 
Process Consolidation Consolidation of all vendors and vendor management process (SAS, Verisk)  

IF-4 Affiliated Informatics 
Organization 

Create an integrated post-affiliation informatics organization.  Reorganize key talents to achieve an 
optimized workforce for the end state organization.   
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Project Details – Medical Management and Provider (Middle Office) 

ID Project Name Project Description 

IT-1 Day one collaboration Develop “Day 1 Collaboration” plan 

IT-2 Security Expand Security Configurations 

IT-3 Network Develop network capabilities, centralize the dialing plan and communication services 

IT-4 Planning Create post close timeline to align with business timeline.   

IT-5 IT Internal Application Migration Migrate the set of IT applications from BCBSD to Highmark to establish a centralized IT structure 

IT-6 Capacity Planning Review infrastructure current capacities, utilization forecast  

IT-7 Affiliated IT Infrastructure 
Organization 

Create an integrated post-affiliation IT infrastructure organization.  Reorganize key talents to achieve 
an optimized workforce for the end state organization.   

IT-1 Day one collaboration Develop “Day 1 Collaboration” plan 

IT-2 Security Expand Security Configurations 
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Project Details – Finance  (Corporate) 

ID Project Name Project Description 

LACEA*1 Affiliated Legal Organization & 
Processes Consolidation of Legal organization processes and creation of an affiliated organization structure 

LACEA*2 Affiliated Audit Organization & 
Processes Consolidation of Audit organization processes and creation of an affiliated organization structure 

LACEA*3 Affiliated Admin Oversight 
Organization & Processes 

Admin functions will apply a mixture of Shared Services Model and Centralized Support Services 
Model . It is important to define and develop the affiliated organization structure and  standardized 
processes aligned with the end state operating model (including Facility Management and Enterprise 
Risk Management) 

LACEA*4 Affiliated Compliance 
Organization & Processes 

Consolidation of Compliance organization processes and creation of an affiliated organization 
structure for both Privacy Office and Integrity Office. 

LACEA*5 Affiliated External Affairs 
Organization & Processes 

Consolidation of External Affairs organization processes and creation of an affiliated organization 
structure 

LACEA*6 
Miscellaneous IT (BlueSTAR 
and other miscellaneous 
systems)  

Systems and application consolidation and migration for the Legal, Audit, Compliance, External 
affairs and Admin Oversight functions 

MM-1 Pharmacy Management Assessment of BCBSD Pharmacy Management and transition to Highmark Pharmacy management 
program and platform as soon as possible following regulatory approval. 

MM-2 Affiliated Medical Management 
Organization Structure Create an effective post-affiliation medical management organization 

MM-3 Medical Management Program 
& Policy Strategy 

BCBSD and Highmark will review their Medical Management Program & Policy Strategy, including 
an understanding of Provider Management 
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Project Details – Infrastructure (Back Office) 

ID Project Name Project Description 

MM-4 Medical Management Platform 
& Systems Integration 

Integrate medical management platforms and systems and migrate BCBSD data to Highmark 
systems 
 

MM-5 Contract Management (Med 
Mgmt & Provider) 

Shift of all Delaware and potentially Highmark medical management contracts to recommended 
vendors for improved pricing and efficiency.  

MPD-1 Product Management & 
Development 

BCBSD and Highmark will work to create centralized product management and development 
processes to ensure we meet market  and customer demands. 

MPD-2 Customer Engagement & 
Marketing Communications 

For Day One, BCBSD and Highmark will create a strong customer engagement strategy for its 
members, employers, consultants, and brokers to better understand the demands of the market. 
BCBSD and Highmark will also provider in this strategy.  

MPD-3 Product Branding Strategy BCBSD and Highmark will define / create a product branding strategy that is consistent with the 
enterprise branding strategy. We will work in lockstep with CC&SP.    

MPD-4 Digital Strategy 
BCBSD and Highmark will create  an even more robust digital strategy that will include improving the 
portal functionalities, platforms and technical capabilities. This will also align with Healthcare Reform 
mandates.  

MPD-5 Affiliated M&PD Organization THIS WILL BE INCORPORATED INTO THE OVERALL HR/EE PROJECT 
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Project Details – Health Operations (Back Office) 

ID Project Name Project Description 

PV-1 Affiliated Provider Organization Create an integrated post-affiliation provider organization.  Reorganize key talents to achieve an 
optimized workforce for the end state organization.   

PV-2 Provider Policies and 
Processes 

Development of a single, consistent process for working with providers, and ensure alignment in 
reimbursement and other policies 

PV-3 Provider Systems Migration 
For Day One, migration of systems and applications used within the provider organization, and by 
Providers within the network. Seamless migration is essential to ensure no impact is felt outside the 
companies. 

PV-4 Contract Management (Med 
Mgmt and Provider) 

Shift of all Delaware provider contracts into Highmark contract management system, and 
consolidation of vendor relationships for improved pricing and efficiency. Ultimately develop a 
contract that is consistent with methodology, language and policies of Highmark 

SL-1 Sales & Retention Strategy BCBSD and Highmark will create opportunities to cross-sell, up-sell, and offer new products to 
strengthen sales retention. 

SL-2 Salesforce Automation  
BCBSD and Highmark will utilize Highmark’s sales automation tools and quoting and rating  tools. 
Please note that there are two phases to this project:  Phase1) CRM Management and Phase 2) 
Institutionalizing Back Office  

SL-3 Distribution Strategy BCBSD and Highmark will work to create a distribution strategy, leveraging all media to promotes 
Sales. This will align with the Sales Retention Strategy. 

SL-4 Sales Support / Marketing 
Administration BCBSD and Highmark will work to build a strong sales support and marketing administration model. 

SL-5 Affiliated Sales Organization N/A 
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A BCG study, based on a comprehensive survey of senior insurance executives, 
found that payers are responding to health care reform on several fronts.

COST IS KING: REDESIGNING THE OPERATING MODEL
More than 90 percent of the plans cited managing medical costs as a top priority; 
many are actively experimenting with provider reimbursement and collaboration 
models. Most plans are also taking aggressive steps to curb administrative costs.

THE EMERGING BATTLEGROUND: CAPTURING THE RETAIL CUSTOMER
Insurers are ramping up their growth eff orts, but the cornerstone of the new 
retail-oriented market—the exchange—remains unnervingly abstract. 

NEW FRONTIERS: DIVERSIFYING REVENUE STREAMS
Smaller plans are diversifying into new customer and product segments. Larger plans 
are moving beyond the core business by selling information and medical management 
services, testing the waters in foreign markets, and acquiring providers.

THE EVOLUTION OF THE PAYER LANDSCAPE
We expect the industry to assume a more sharply divided, barbell-shaped profi le, 
with large plans at one end and smaller, niche plans at the other. 

AT A GLANCE
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M    a er it was signed into law, the Patient Protection and 
Aff ordable Care Act is shaping up to be a mixed blessing for the health 

insurance industry. From 2011 to 2019, an estimated 26 million new customers will 
enter the market as a direct result of the law. Over the same period, the profi t 
margins of insurers (taking into account a new premium fee but excluding all other 
taxes) could decline by more than 40 percent.

The change will be made all the more disruptive by the uncertainty surrounding 
the law. Many of the most signifi cant rules have yet to be written. In addition, the 
act gives states tremendous latitude to develop their own strategies for ensuring 
that residents have access to “high-quality, aff ordable health care.” Insurers are 
likely to wind up dealing with radically diff erent mandates from state to state. 
Muddying the picture further are the various state-led experiments to rein in 
Medicaid costs, along with the political forces and judicial reviews that could 
change how the act is implemented.

According to a recent BCG study, however, health insurers are looking past the 
uncertainty and moving ahead with initiatives designed to capture the upside of 
the changes while minimizing the pressure on profi tability. (For more on the study, 
which was based on a comprehensive survey of U.S. health insurers, see the 
sidebar below.) Most companies are responding to the law by redoubling their 

In March and April 2011, BCG surveyed 
or interviewed about 120 health-insur-
ance executives. The executives 
represented 48 of the largest payers, 
including 9 national plans, 21 Blues, 9 
regionals, and 9 other plans, most of 
which were focused-segment and 
integrated models. A focused-segment 
payer typically concentrates on just 
one or two customer segments, such 
as Medicaid or Medicare. An integrated 
model is based on the vertical integra-
tion of payer and provider.

The payers we surveyed provide 
health benefi ts to more than 160 
million individuals, or about 65 
percent of the total lives covered in 
the U.S. The survey was complement-
ed by in-depth interviews on a variety 
of reform-related issues. We inter-
viewed a broad range of executives, 
including CEOs and medical directors, 
as well as heads of marketing, IT, and 
operations.

CANVASSING THE PAYER INDUSTRY
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eff orts to improve business fundamentals, primarily by managing medical costs, 
curbing administrative costs, and capturing new customers. The act has also given 
them license to experiment with new and unconventional ways of addressing these 
perennial issues, while prompting some to diversify beyond the core.

Despite their proactive stance, payers still have signifi cant hurdles to clear. Among 
other imperatives, they will need to transition from what has historically been a 
business-to-business model to a business-to-consumer model. The playing fi eld will 
tilt steeply in favor of insurers that can provide low-cost products to retail custom-
ers. To achieve a cost position that can support such products, most insurers will 
need to shi  from an adversarial to a collaborative relationship with providers, 
which is arguably the only way to change the trajectory of health care costs (for the 
better). Even then, however, the pressure on margins will be so great that almost all 
payers will need to continue searching for new revenue streams. 

What will the rise of a low-cost, retail-oriented marketplace mean for the payer 
industry as a whole? The answer can be found not by looking at these companies 
as a monolithic group, but rather by understanding how each type of payer will 
respond to these imperatives given its relative strengths and capabilities. 

Assessing the Impact of the Affordable Care Act
From 2011 to 2019, when all the elements of the Aff ordable Care Act go into eff ect, 
the total number of lives covered by health insurers is expected to increase by 49 
million. Much of this growth—about 26 million new lives—will come as a direct 
result of the law. (See Exhibit 1.) The signifi cant expansion of coverage, coupled 
with a steady rise in health care costs, has far-reaching implications for the health 
care system. 

The market for health insurance is expected to become much more retail  •
oriented, for several reasons. First, we expect to see strong growth in the 
Medicare and Medicaid segments, both of which (and especially the former) 
have a retail bent. Second, the individual market and a significant portion of 
the small-group business will move to exchanges, creating a retail marketplace 
of some 30 million lives. Third, some analysts estimate that as many as 10 
percent of employers may opt out of insurance altogether and instead provide 
financial incentives for employees to buy insurance via the exchanges; these 
are relatively conservative estimates—the actual opt-out rate could well be 
higher.

The provider landscape will also undergo profound changes due to the growing  •
emphasis on quality and outcomes. Hospitals are already anticipating a dramat-
ic shi  in reimbursement policies and are investing heavily in health care 
information technology (HCIT). HCIT capabilities can help providers make 
more-informed decisions about patient care, which is a critical step toward 
taking on the risk associated with outcomes-based arrangements. Many provid-
ers are also assessing whether and how to participate in Accountable Care 
Organization (ACO) pilots and medical home programs, in which a personal 
physician coordinates a patient’s care. In addition, the provider landscape is 

The playing fi eld will 
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products to retail 
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being transformed by an uptick in M&A activity. Hospitals have been acquiring 
physician practices in order to broaden their referral bases, participate as ACOs, 
assume risk for a larger population, and ultimately have a better handle on 
quality and outcomes. At the same time, private-equity fi rms have shown a 
growing interest in this sector. 

As important as they are, these trends are overshadowed by changes in the econom-
ics of the health insurance industry—for better and for worse. We expect the 
industry’s revenues to more than double from 2011 to 2019, to about $1.2 trillion. 
Over the same period, however, its profi t margin (excluding all taxes other than a 
new premium fee) could decline from nearly 5 percent to slightly below 3 percent. 
Most of this decline—over two thirds—will come as a direct result of the new 
premium fee. The remainder will come from the relatively strong growth of less 
profi table segments. This estimate excludes other potential threats to margins, such 
as increased competition on exchanges and constraints imposed by the new medi-
cal loss ratio (MLR).

The impact of the fee, which is expected to rise to nearly 1.5 percent of revenues by 
2019, will depend on the extent to which insurers pass this cost on to customers. A 
profi t margin of less than 3 percent assumes that insurers pass on none of the fee. 
Payers are likely to shi  at least some of the burden to their customers, but this 
approach is not without consequences. A rise in premiums may prompt some 
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employers to drop coverage for their employees or encourage larger employers to 
move from fully insured to self-insured. These actions would undermine the indus-
try’s revenues and profi ts.

One way or another, therefore, the fee could signifi cantly dampen payer profi ts. 
Assuming, for the sake of simplicity, that payers pass none of the fee along to 
consumers, the industry’s profi t would grow from $27 billion in 2011 to $34 billion 
in 2019. (For more on how we derived these estimates, see the sidebar “Methodol-
ogy.”) This incremental gain—it amounts to average annual growth of only about 
3 percent—stands in stark contrast to both the surge in new lives insured and the 
industry’s track record of strong performance.

Our survey showed a wide variation in how diff erent kinds of insurers are respond-
ing to reform. The strategies being pursued by nationals, for example, diff er signifi -
cantly from those being pursued by payers that are focused on a specifi c region 
(“regionals”) or on a small number of customer segments (“focused-segment 
payers”). There were, however, several common themes. 

First, executives are unbowed by the ambiguity surrounding the Aff ordable Care 
Act and are positioning their businesses to thrive in the new environment. Second, 
the strategies are, for the most part, focused on getting back to basics, albeit with a 
sense of urgency. “We are doing things we should have done all along,” remarked 
one executive. “Reform is just forcing us to do them faster.” Third, the disruption 
caused by health care reform has prompted some insurers to explore new and 
unconventional ways of improving performance or growing revenues. 

The payers we surveyed are pursuing a range of initiatives to succeed in the post-
reform environment. Among these initiatives, three broad imperatives are appar-
ent. (See Exhibit 2.) 

Redesign the operating model. •  More than 90 percent of the plans in our survey 
cited managing medical costs as a top priority; many are actively experimenting 
with provider reimbursement and collaboration models. Most plans are also 
taking aggressive steps to curb administrative costs through alliances and 
outsourcing or by designing low-cost products for retail customers.

Capture the retail customer. •  Insurers are ramping up their efforts to enhance 
their brands and reach new customers, but most are concerned about the lack 
of clarity surrounding exchanges. While virtually all plans are preparing to 
participate in exchanges, their approaches differ widely. Blue Cross Blue 
Shield plans (“Blues”) and regional plans see their local share and brand as 
natural advantages. Nationals will participate selectively, but they generally 
view exchanges as a way to gain local share in what were the individual and 
small-group markets. 

Diversify revenue streams. •  Smaller plans are diversifying into new customer 
segments and insurance products, while larger plans are moving beyond the core 
business of health coverage by selling information and medical management 
services, testing the waters in foreign markets, and acquiring providers.
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pursuing new and 
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Our projections of insurance coverage 
and industry profi ts were developed as 
a supplement to the primary goal of 
our study, which was to understand 
how payers are changing their business 
models in response to health care 
reform. Accordingly, the inputs to our 
model that generated these projections 
were based primarily on public sources.

U.S. Census estimates were used for 
population projections and to under-
stand sociodemographic factors (such 
as the distribution of the population 
as a percentage of the federal poverty 
level). Centers for Medicare and 
Medicaid Services (CMS) data were 
used as a baseline for Medicare and 
Medicaid program enrollment.

Coverage uptake rates were based on 
various sources, including the Urban 
Institute’s Transfer Income Model 
(TRIM), the Congressional Budget 
Offi  ce (CBO), the Current Population 
Survey, and the Small Business Admin-
istration. In addition, data from the 
Medical Expenditure Panel Survey 
(MEPS), conducted by the Depart-
ment of Health and Human Services, 
were used as a basis for rates of 
employees off ered, eligible for, and 
accepting health insurance coverage 
by employer size.

Our projections of market growth, 
industry revenues, industry margins, 
and other reform-related develop-
ments, such as the market share of 
various distribution channels, were 
based on a set of assumptions about 
four key aspects of reform:

Employer Opt-In. •  Projections of 
the number of people who will 

receive health insurance from an 
employer under reform were 
based on projections from the 
CBO, with some minor adjust-
ments for expected population 
shi s among states, as well as on 
analysts’ estimates.

Distribution Channels. •  Projec-
tions for distribution channels 
were based on the National 
Federation of Independent 
Business’s (NFIB) National Small 
Business Poll on purchasing 
health insurance, CBO estimates, 
and interviews with industry 
participants. 

Individual Uptake. •  Projections 
for the uptake of insurance in the 
individual market were based on 
expected price elasticity of 
demand within this market. 
Demand curves were based on 
published research into the impact 
of health insurance premiums and 
cost sharing in low-income 
populations1 and on health 
insurance premium aff ordability 
and health insurance rates.2

Changes in Revenues and  •
Costs. Future industry revenues 
and costs were based on calcula-
tions of lives covered and were 
projected per member per month 
(PMPM) by product category. 
PMPM data were based on analyst 
estimates, including estimates 
from Barclays and Deutsche Bank, 
and interviews with industry 
experts. Medical costs were 
assumed to grow at a little over 6.5 
percent annually.

METHODOLOGY
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Cost Is King: Redesigning the Operating Model 
Recognizing that low-cost products will be pivotal to their success, many payers are 
taking a dual approach to transforming their cost structures. First, they are manag-
ing medical costs by redefi ning their relationships with providers and members. 
Second, they are lowering administrative costs by redesigning their processes, 
increasing automation, and pursuing other initiatives to improve effi  ciency. 

M M C
The insurance industry is pursuing a mix of initiatives to rein in medical costs. 
Some eff orts, like lowering reimbursement rates, are fairly conventional. Others, 
particularly outcomes-based initiatives, border on the experimental.

For most plans, provider-focused initiatives are the key to managing medical 
costs. Payers have been experimenting with outcomes-based initiatives for years. 
Recently, many have begun accelerating their eff orts, in part to become more 
competitive but also because outcomes-based arrangements have the potential to 
bend the cost curve. The degree to which payers are pursuing these initiatives 
varies widely. (See Exhibit 3.)

Blues and regional plans are relying on their deep provider relationships and strong 
positions in local markets to pursue quality initiatives or collaborative arrangements 
with providers—via medical homes and ACOs. Most are confi dent that their close ties 
with providers will give them a competitive edge. Compared with most other payers, 

Nationals Blues Regionals Integrated
models

Focused-
segment

plans

%

Initiatives designed to manage medical costs
Initiatives designed to curb administrative costs
Initiatives designed to capture new customers
Initiatives designed to diversify revenues

Payers’ top strategic initiatives for responding to reform

Cost is king

Emerging 
battleground

New frontiers

100

80

60

40

20

0

Sources: BCG survey of payer responses to the Affordable Care Act; BCG interviews.

E  | Most Plans Are Pursuing a Mix of Cost and Growth 
Initiatives



T B C G 

they have a better opportunity to shape these programs. At the same time, however, 
many are questioning how long they can sustain such an advantage, given that most 
plans will eventually gravitate toward similar arrangements.

Nationals are less interested than Blues and regional plans in outcomes-based 
eff orts, at least in the short term. Only 40 percent of the nationals we surveyed have 
placed a priority on such initiatives, compared with around 70 percent of regionals, 
Blues, and integrated models. Most nationals believe that providers do not yet have 
the means to assume and manage the risk associated with outcomes-based arrange-
ments. As a result, they are continuing with traditional eff orts to manage medical 
costs. About 70 percent of nationals, however, are beginning to shi  some risk to 
providers through their payment models —for example, by implementing pay-for-
performance reimbursement schemes. Some nationals were hoping that the early 
ACO eff orts would set the guidelines for such schemes. Given the complexity of the 
regulations, however, payers will need to work closely with providers to lay the 
groundwork for ACOs (and pay-for-performance reimbursement schemes) on a com-
munity-by-community basis.

Integrated models, which have even closer ties to providers, believe they have 
natural advantages—collaboration is an intrinsic part of the business model. Many 
are confi dent in their ability to capitalize on their strengths. As a result, integrated 
models are more interested in refi ning than in changing their approach to working 
with providers. 

Nationals Blues Regionals Integrated
models

Focused-
segment plans

Risk transfer and sharing with providers 
(e.g., ACOs)

Pay-for-performance

Collaboration with select providers 
(narrow networks)

Provider quality initiatives

Traditional mechanisms to manage 
medical costs1

Member-focused initiatives2

Consumer-directed, value-based insurance3
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Utilization management
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Outcomes
focus

The darker the box, the higher the relative priority of the initiative

Unit-cost/
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Sources: BCG survey of payer responses to the Affordable Care Act; BCG interviews.
1Includes disease management. 
2For example, providing direct support, including screenings and health coaching, for members to better manage their health.  
3For example, structuring incentives for members to manage their health around preventive medicine, healthier lives, and improved compliance.
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Payers are also pursuing member-focused initiatives to manage medical 
costs. Member-focused initiatives, which seek to modify behaviors that pose a risk 
to health, have been gaining prominence. Nearly 40 percent of Blues and more than 
30 percent of regionals and nationals cited wellness initiatives as one of their top 
three priorities for responding to reform. They recognize that member-focused 
initiatives provide an important opportunity not only to control costs but also to 
strengthen relationships—a must in the emerging retail environment. 

In sharp contrast, focused-segment plans, such as Medicaid-only payers, are manag-
ing medical costs almost solely by focusing on providers, not members. This is 
largely a function of their customer base. “My members have a hard time making 
ends meet,” said one executive at a focused-segment plan. “We do not want them 
to have the added burden of making the right choices.” 

Lowering reimbursement rates is a double-edged sword. Nationals, unlike most 
other types of plan, seem likely to press ahead with eff orts to negotiate better 
discounts from providers. In their estimate, the potential benefi ts, in terms of lower 
costs, outweigh the risk that tough negotiations might compromise eff orts to collab-
orate with providers. Other plans—Blues, in particular—are more concerned about 
the downside and have not made lowering reimbursement rates a priority. 

C A C
In addition to managing medical costs, payers have intensifi ed their eff orts to lower 
administrative costs. Over the past fi ve years, for example, investments in technol-
ogy have helped keep many payers’ administrative costs from rising—or at least 
from growing faster than enrollments or revenues. Most plans are now accelerating 
their eff orts to increase automation. The most frequently cited goals were to 
increase auto-adjudication of claims—usually by 3 or 4 percentage points—and to 
use online portals to expand the range of self-service activities, such as eligibility 
checks, for both members and providers.

At the same time, the new MLR requirements, together with the expected decline 
in margins, are forcing almost all plans to consider more-aggressive or more-innova-
tive strategies for controlling administrative costs. 

National plans, already at scale, are gearing up for exchanges by simplifying the  •
customer experience and product portfolio—mainly by minimizing customiza-
tion and increasing the number of self-service options. They are also redesigning 
their operating models to enable straight-through processing and greater 
automation. In addition, some are outsourcing or off shoring certain functions, 
such as provider services.

Blues and regionals are lowering costs by building scale or outsourcing activi- •
ties. Blues are building virtual scale through alliances, primarily within the 
Blue Cross Blue Shield system. Several Blues are outsourcing much of their 
technology-development work but are reluctant to let go of customer-facing 
activities. Lacking both scale and a national network of partner plans, region-
als are being forced to consider more-aggressive business process outsourcing 
(BPO) options.
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The Emerging Battleground: Capturing the Retail Customer
From the perspective of payers, the silver lining of health care reform is the infl ux 
of new customers, many of whom will enter the market via exchanges. Given their 
role as a gateway, exchanges have the potential to dramatically change the nature 
of competition by putting a much stronger emphasis on low-cost plans, restricted 
networks, and retail capabilities. The survey highlighted several trends in payers’ 
response to the growth opportunity in general and to exchanges specifi cally.

Most insurers are priming their businesses to capture new customers. Seven-
ty-three percent of insurers are planning to increase their marketing and sales 
capabilities in the near term, with a particular focus on direct-to-consumer market-
ing. Most have already begun to bolster their outreach eff orts—across the payer 
industry, spending on digital media increased at an average annual rate of 
22 percent over the last few years. In addition, health plans are beginning to 
segment consumers in order to cra  highly tailored marketing campaigns, in some 
cases by experimenting with life stage marketing. They are also investing more in 
brand-building eff orts. In a retail-oriented environment, marketing is likely to 
emerge as a critical source of competitive advantage, perhaps even on a par with 
being a low-cost producer.

The strategies for growth vary among the diff erent types of plan. Given the 
expected growth in their core markets, more than half of focused-segment plans are 
preparing for the infl ux of new customers by increasing their penetration of exist-
ing segments, as are more than 40 percent of national plans—primarily those with 
a presence in the individual and Medicaid markets. Not surprisingly, more than 20 
percent of Blues and regionals, which are likely to see their core business (small 
group) erode, are looking to expand into new customer segments. And despite the 
long-standing reluctance of many plans to return to government business, a major-
ity of the executives we surveyed see Medicaid managed care and the individual 
exchange customer as growth opportunities. For some plans, this appears to be a 
defensive rather than an off ensive strategy, designed to stem a potential loss of 
customers. Of course, all plans hope to improve their retention rates, but most 
acknowledge that intensifying competition will make this a challenge. 

Distribution will undergo signifi cant change. BCG estimates that the share of 
lives insured via brokers will drop from nearly half in 2011 to less than one-third by 
2019, as more business is conducted directly or via exchanges. (See Exhibit 4.) Many 
Blues and regional plans are trying to fi nd the right balance between investing in 
the broker channel, which generates the lion’s share of their business today, and 
investing in new or increasingly important channels. One executive summarized 
the dilemma: “Brokers are why our brand is so strong. They’ve taken care of us, so 
we will take care of them. But we may have to cut their commissions to be able to 
invest in exchanges.” 

Despite their investments in growth, most insurers remain wary of exchanges. 
The cornerstone of the new retail-oriented market—the exchange—remains 
unnervingly abstract. Nearly all the executives we interviewed cited exchanges as 
their biggest concern, mainly because of the latitude states have to develop their 
own solutions. It is diffi  cult, if not impossible, for insurers to develop comprehen-
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sive strategies for participating in the exchanges without knowing more about how 
they will operate. Payers—and others in the industry—are likewise uncertain, or 
even skeptical, about the extent to which customers will embrace exchanges. “It 
will be an expensive pool of unhealthy lives,” remarked on survey participant, “and 
few will buy.” In addition, payers are concerned about the expected churn of 
customers between Medicaid and the exchanges. Projections show that more than 
65 percent of people who are either Medicaid- or exchange-eligible will, at some 
point during a given 24-month period, shi  from being Medicaid-eligible to being 
exchange-eligible, or vice versa, because of changes in income.3 This volatility could 
lead to gaps in coverage, particularly if consumers view the enrollment processes as 
too complicated. As a result, several plans are focusing on simplifying the member 
experience, especially around purchasing and enrolling.

But exchanges are impossible to ignore. Many insurers have taken a wait-and-
see approach to participating in exchanges, but their basic strategies are already 
taking shape. Nationals will be compelled to compete in states where they have 
deep roots, such as California, Florida, Illinois, New York, and Pennsylvania. Beyond 
these markets, however, nationals are likely to cherry-pick the most attractive 
exchanges. Most are planning to leverage their low-cost operating models to devel-
op aff ordable products geared specifi cally to exchanges. Some are reverse engineer-
ing existing products with a specifi c price tag in mind. Blues and regionals, on the 
other hand, feel obligated to participate in their states’ exchanges, not only out of a 
sense of duty but also because their success hinges on deep penetration in a single 
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market. They are planning to leverage their local knowledge and established brands 
to capture exchange customers. 

New Frontiers: Diversifying Revenue Streams
Health plans are pushing the boundaries of their businesses in an eff ort to increase 
revenues and alleviate some of the pressure on margins. Smaller plans are diversi-
fying into new customer segments or insurance products (such as new stop-loss 
products for providers), while larger plans are venturing further afi eld. 

Some payers are moving beyond their core health-insurance markets. Nearly 
60 percent of nationals are interested in diversifying beyond the core business, in 
part because they have the capital to do so, along with the need to backfi ll eroding 
margins to satisfy investors. (See Exhibit 5.) Some have already ventured into 
international markets, and we expect others to begin exploring overseas options, as 
well. Nationals are also pushing the boundaries of their business models within the 
U.S. For example, Aetna acquired Medicity, a health IT infrastructure provider, to 
enhance its capabilities in health IT and health information exchanges. Others are 
seeking to generate new revenue streams by leveraging their core capabilities. 
Some nationals see an opportunity to help providers transition to an ACO model by 
providing information infrastructure, including measurement and reporting capa-
bilities and risk management solutions. In addition, many plans, not just nationals, 
are designing holistic health and wellness services in order to become “health 
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management” companies. Although such services dovetail with broader trends in 
health care, more work needs to be done to develop proven, eff ective strategies for 
engaging members and changing their behavior. Finally, plans in general have been 
experimenting with vertical integration, particularly over the past several months. 

Reform will prompt payers to expand geographically, sometimes through 
M&A. One-third of focused-segment plans want to expand geographically. Most are 
already active in either Medicaid or the individual business—two areas that are 
expected to grow signifi cantly. As a result, they see multiple opportunities to push 
into new states. For example, Centene has moved into the Massachusetts Medicaid 
market through a subsidiary, CeltiCare. Entry strategies will vary from state to state, 
depending on growth rates and the current level of market concentration. In Texas 
and Florida, for instance, the number of people covered by Medicaid is expected to 
increase at an average compound annual rate of about 7 percent and 8 percent, 
respectively, from 2011 to 2019. Both markets are relatively fragmented, with the 
top three payers accounting for only about 40 percent of the Medicaid market. 
Plans that are looking to enter these markets would likely consider acquiring an 
incumbent. 

The Evolution of the Payer Landscape
The survey of health plan executives revealed an industry in motion. Payers are not 
only looking past the uncertainty surrounding reform but are moving ahead on 
more than one front. Most are gearing up for the new environment with a mix of 
cost and growth initiatives, as well as traditional and innovative strategies. By 
underscoring how much the responses among the diff erent types of plans diverge, 
the survey provided important insights into how the landscape will evolve.

Nationals •  are ahead of most other types of insurers when it comes to shoring up 
the core business, owing to their scale and capital. They are developing low-cost 
products and aggressively outsourcing operations. They have also placed 
signifi cant bets on new products and services as well as on new markets. The 
successful national plan of the future is likely to be a diversifi ed health-services 
company. It will leverage its extensive data and analytical capabilities as a 
source of competitive advantage, and its reach could well extend beyond the U.S. 
Some nationals are likely to be active acquirers.

Blues •  are trying to leverage their deep local-market shares and strong relation-
ships to collaborate with providers. While many Blues lack the scale of the 
nationals, they have a renewed sense of urgency to cooperate as a system in 
order to build virtual scale. The successful Blue plan of the future is likely to be 
part of such an alliance. It will diff erentiate itself with a strong portfolio of 
member-focused initiatives, along with innovative ways of working with provid-
ers to manage medical costs. Further consolidation among the Blues is diffi  cult 
to predict, given local regulatory oversight.

Regionals •  have some of the same advantages as Blues but lack their extensive 
network of sister plans. As a result, the successful regional plan of the future is 
likely to have a slimmed-down business model that relies heavily on two 
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capabilities. First, it needs to be an eff ective integrator, pulling together off erings 
from various partners to off er a superior member experience. Second, it needs 
to have a powerful sales and marketing engine. At the same time, we would not 
be surprised if some regionals merge with other regionals, or—in a nod to 
integrated models—become part of local delivery systems.

Integrated models, •  as noted earlier, do not need to change their business model. 
The rest of the industry is rapidly moving toward their way of doing business. At 
the same time, they face signifi cant constraints on their growth, including low 
levels of capital and relatively small footprints. The successful integrated plan of 
the future will fi nd innovative ways to manage the insurance and medical risks 
of its population in order to consistently off er low-cost products.

Focused-segment payers, •  given their penetration of the government (Medicaid or 
Medicare) and individual markets, are well positioned to capture new retail 
customers. As a result of their prime positions, some of these plans will be 
attractive to larger, better-capitalized plans seeking growth via M&A. The 
successful focused-segment plan of the future will be a retail machine that 
excels at attracting and retaining customers and is able to leverage its deep 
knowledge of customers to bend the cost curve.

Of course, theorizing about the pathway to success and actually following it are two 
diff erent things, particularly in an industry known for trying to be all things to all 
people. A herd mentality—the convergence of payers on the same growth opportu-
nities—simply cannot prevail in an era of diminished margins. To adapt their 
business models along the lines described above, many insurers will be forced to 
make diffi  cult choices while continuing to push ahead with unconventional initia-
tives—in terms of managing medical costs, for example, or collaborating with 
providers. 

As payers begin to recognize and respond to these imperatives, we expect the 
industry to assume a more sharply divided, barbell-shaped profi le, with large plans 
at one end and smaller, niche plans at the other. The large plans—a mix of nation-
als, regionals, and Blues—are likely to be even larger, by virtue of their acquisitions 
and partnerships, and more diversifi ed. At the other end of the spectrum, smaller, 
more nimble plans will exploit specialized product or customer niches. A sustained 
focus on innovation will be the common denominator among successful plans. 
Payers at either end of the spectrum will excel at developing new kinds of provider 
relationships, new revenue streams, and new products that appeal to the retail 
customer. 

The payer industry entered the reform era with a fair amount of wind in its sails. 
Years of steady growth and strong performance have put most insurers in a position 
to invest in the capabilities and initiatives they need to thrive in the new environ-
ment. The survey suggests that few, if any, are complacent, and most are confi dent 
in their ability to adapt and win, despite the myriad challenges and complexities 
introduced by the Aff ordable Care Act. 
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