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ÁHealth Evolution Partners Innovation Network (HEPIN), the thought leadership and 
collaboration arm of the San Francisco-based investment firm Health Evolution Partners 
(HEP), has conducted a study of the U.S. health care market

ÁBased on both a series of live interviews and an e-survey (n=185), the objective of the study 
was to evaluate the views of industry opinion leaders on a range of industry dynamics and 
scenarios. The study was conducted in January and February of 2010

ÁThis report reviews the full findings of the study, including the key challenges facing industry 
leaders and considerations for the short and long term impact from health reform

ÁA supplement to the report and additional research materials can be found at the HEP web 
site (www.healthevolutionpartners.com/research)

ÁSpecial thanks go to Shelia Fifer, Lauren Chaparro, Molly Cogan and Jay Wong for their 
important contributions to this report
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Interview Guide

Interviews Conducted
(n=45)

E-Survey 
(n=140)

Merged Database of Interview and Survey Responses (n=185)

E-Survey Questionnaire

ÅHealth Care CEOs
ÅThought Leaders
ÅSr. Division Managers

ÅChallenges for 2010 
ÅSector-specific trends
ÅWild card scenarios

ÅAdapted from 
interview guide, 
based on responses

ÅFirst Wave (March 4)
ÅSecond Wave (March 9)
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Background: 

During February and March 2010, we 
interviewed or surveyed a total of 185 senior 
executives

Roles: 

Á 75% of our survey respondents described 
themselves as άIŜŀƭǘƘ /ŀǊŜ Operating 
9ȄŜŎǳǘƛǾŜǎέ

Á The remaining 25% were investors, analysts 
and policy consultants

Sectors: 

Respondents were all senior executives in one of 
five sectors: 

Á Hospitals/Medical Centers 

Á Payors 

Á Consumerism/Wellness 

Á Pharmaceutical/Biotech 

Á MedTech (devices and diagnostics)

Hospitals/ 
Medical Centers

34%

Payors
22%

Consumerism/ 
Wellness

13%

Pharmaceutical/ 
Biotech

10%

MedTech
17%

Other
4%
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1. Health reform dominates executive focus. This environmental factor is unlikely to changegiven an 
extensive rulemaking process and long implementation period

2. Health reform is predicted to generate meaningful swings in spendingacross sub-sectors 

3. Hospitals and payorsŀǇǇŜŀǊ ƛƴŎǊŜŀǎƛƴƎƭȅ ƳƛǎŀƭƛƎƴŜŘΣ ǿƛǘƘ ŀ ǇƻǎǎƛōƭŜ ǊŜǘǳǊƴ ǘƻ мффлΩǎ ǎǘȅƭŜ ŎƘŀƴƴŜƭ 
conflict

4. Broader acceptance of consumerism may cause margin decayfor providers

5. Geographic market expansionfor hospitals could change the basis for provider competition

6. Treating the severely illand wellness/prevention are the two, parallel foci for industry leaders 

7. Despite ARRA/HITECH, HIT adoptionmay have declining strategic relevance with some stakeholders

8. Stakeholders face concept-fatiguein considering innovative solutions

9. There is a major gap between ǿŜƭƭƴŜǎǎ ǇǊƻƎǊŀƳǎΩprioritization and capability for IT integration

10. Life sciencesface dual challenges of regulatory and reimbursement uncertainty
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Top 10 MostFrequently Cited Pain Points (n=185) % of Responses

Control of increasing health care costs (units/ premiums) 11.1%

Health care reform - What will it be/ general uncertainty 8.2%

Acquiring capital to support innovation/ R&D/ better data systems/ 
expanded capacity

7.2%

Expansion of selected capacities without increasing overhead costs / 
operational scalability

6.9%

Shift from paying for care to paying for outcomes 6.2%

Human Resource issues: hiring & retaining talent, physician compensation 5.9%

Difficulty acquiring clients: plan, employer, 3rd party customers 4.3%

Poor economy and business stasis 4.3%

Managing uncertainty around commercial/ government reimbursement rates 3.9%

Responding to dropping volume of patients/ members 3.6%
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Priority Ordering of 
Health Reform 2 1 2 5 Not cited 4

άIŜŀƭǘƘŎŀǊŜ ǊŜŦƻǊƳ Ƨǳǎǘ ƳŜŀƴǎ ƳƻǊŜ 
uncertainty ςǿŜ ŘƻƴΩǘ ƪƴƻǿ Ƙƻǿ ƛǘ ƛǎ ƎƻƛƴƎ 
ǘƻ ōŜ ƛƴǘŜǊǇǊŜǘŜŘέ ςSr. VP of Device Firm, 

MedTech
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Poor economy

Reimbursement uncertainty
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HR

Scalability
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Health reform uncertainty
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{ƻǳǊŎŜΥ aŜƘƭƳŀƴ ±ƻƎŜƭ /ŀǎǘŀƎƴŜǘǘƛ LƴŎΦ όa±/ύΣ ά¢ƘŜ 9ƴŘ ƻŦ ǘƘŜ .ŜƎƛƴƴƛƴƎΥ ! /ƭƻǎŜǊ [ƻƻƪ ŀǘ ǘƘŜ LƳǇŀŎǘ ƻŦ ǘƘŜ bŜǿ IŜŀƭǘƘ wŜŦƻǊƳLaǿ ŀƴŘ wƻŀŘ !ƘŜŀŘ ǘƻ LƳǇƭŜƳŜƴǘ LǘΣέ !ǇǊƛƭ нлмлΦ

2010 20142011 2012 2013

Now: Immediate access to 
insurance for uninsured 
individuals with pre-existing 
conditions

June: Health insurance 
companies prohibited from 
rescindingexisting health 
insurance policies, imposing 
lifetime limits and other 
abusive practices

June: All new group health 
and individual plans must 
cover preventativehealth 
services

Establishes new Center for 
Medicare and Medicaid 
Innovation to test payment 
service deliverymodels

Addresses Medicare 
beneficiariesthrough multiple 
pathways: 

1) 50% discount on brand-
name and biologics in 
the donut hole

2) Eliminates cost-sharing 
on preventative benefits

3) Establishes Community 
Care Transitions Program

Adjusts Graduate Medical Education program to expand primary 
care, nursing and public health workforce

Physician payment reforms 
implemented to enhance 
payment for primary care 
services and encourages 
άŀŎŎƻǳƴǘŀōƭŜ ŎŀǊŜ 
ƻǊƎŀƴƛȊŀǘƛƻƴǎέ

Establishes hospital value-
based purchasing program to 
incentivize quality outcomes

Reduces avoidable hospital 
readmissions through CMS 
tracking and penalties for high 
frequency hospitals

Imposes annual fee on pharmaceutical manufacturing 
industry (according to market share, and over $5MM 
revenues)

Limited deductibilityof 
executive compensation for 
insurance providers to $500K 
annually

Creates incentives for 
Medicaidprograms to cover 
preventativeservices

National pilot program on 
payment bundling established

Requires  Medicaid to pay 
same rates to primary care 
physicians as Medicare

Health insurance exchanges 
established in each State

Health insurance regulation 
reformed: 
1) Pre-existing conditions 

cannot underlay 
exclusions

2) Premiums may vary only 
on age, geography, 
family size and tobacco

Individuals required to obtain 
health insurance(or pay 
penalty)

Employerswith over 50 
employees subject to 
penalties if coverage is not 
offered (or does not meet 
coverage requirements)

Medicaid eligibility increased 
to 133% of poverty threshold
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Estimated Federal Costs (+) or Savings (-) 
Under Selected Provisions of PPACA, Total 2010-2019

Note: Coverage includes the mandated coverage for health insurance, a substantial expansion of Medicaid eligibility and the addiǘƛƻƴŀƭ ŦǳƴŘƛƴƎ ŦƻǊ ǘƘŜ /ƘƛƭŘǊŜƴΩǎ IŜŀƭǘƘ LƴǎǳǊŀƴŎŜ tǊƻƎǊŀƳ ό/ILtύΤ /ƻǎǘ ǘǊŜƴŘ ǊŜŦƭŜŎǘǎ ǇǊƻǾƛǎƛƻƴǎ ŀƛƳŜŘ 
in part at changing the trend in health spending growth including comparative effectiveness research, prevention and wellness, fraud and abuse, and administrative simplification (excluding productivity adjustments to 
Medicare payment rates, which are in the Medicare bar); the Community Living Assistance Services and Supports (CLASS) programis a new Federal insurance program providing a cash benefit to participants with cognitive 
impairment or inability to perform daily living activities

{ƻǳǊŎŜΥ /.h hŦŦƛŎŜ ƻŦ ǘƘŜ !ŎǘǳŀǊȅΣ ά9ǎǘƛƳŀǘŜǎ ƻŦ CŜŘŜǊŀƭ /ƻǎǘǎ ŀƴŘ {ŀǾƛƴƎǎ ¦ƴŘŜǊ {ŜƭŜŎǘŜŘ tǊƻǾƛǎƛƻƴǎ ƻŦ tt!/!Σέ !ǇǊƛƭ ннΣ нлм0.

Total Cost to Federal 
Government: $251B

Estimated National Health Expenditure 
Increase, Total from 2010-2019
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Total Hospital Impact Productivity
Adjustor

DSH Readmission 
Reduction

Hospital Acquired 
Infection Reduction

Quality Reporting

bƻǘŜΥ !ǎ ŀ ǇŀǊǘ ƻŦ ǘƘŜ ǎǳǊǾŜȅΣ ǿŜ ǇƻǎŜŘ ƘȅǇƻǘƘŜǘƛŎŀƭ ǎŎŜƴŀǊƛƻǎ ǘƻ ǊŜǎǇƻƴŘŜƴǘǎ ŀƴŘ ŀǎƪŜŘ ǿƘƻ ǿƻǳƭŘ ōŜ ǘƘŜ ǇǊƛƳŀǊȅ άǿƛƴƴŜǊέ ŀƴŘάƭƻǎŜǊέ ƛƴ ŜŀŎƘ ǎƛǘǳŀǘƛƻƴ
Source: MVC Analysis of March 20, 2010 CBO Data

Impact of PPACA Taxes and Reimbursement Cuts 
on the Hospital Sector, 2010-2019 

HEP Scenarios With Respondents 
Citing Hospitals/Medical Centers As 

tǊƛƳŀǊȅ ά[ƻǎŜǊέ

άaŜŘƛŎŀƛŘ ŜƴǊƻƭƭƳŜƴǘ ƴŀǘƛƻƴǿƛŘŜ 
grows substantially and includes more 
demographically and socially diverse 
ǇƻǇǳƭŀǘƛƻƴǎέ

ά¢ƘŜ ŦŜŘŜǊŀƭ ƎƻǾŜǊƴƳŜƴǘ ōŜƎƛƴǎ 
to focus aggressively on deficit 
reduction, including addressing 
aŜŘƛŎŀǊŜΩǎ ƭƻƴƎ-ǘŜǊƳ ǎƻƭǾŜƴŎȅέ
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Pain Point 
Hospital 

Ranking*

Payor

Ranking*

Hospitals cited solutions 

ǎǳŎƘ ŀǎΧ **

Payors citedsolutions such 

ŀǎΧ**

Shrinking patient volume/

Declining membership
2.80 2.75 Geographic reach HSA program enrollment 

Shift to payment for outcomes 2.70 2.00 Better define outlier triggers

Reduce impatient case fees & 

cap hospitals fees for patient 

readmissions

Controlling health care costs 2.25 2.40
Create new hospital revenue 

sources 

Reduce high-cost utilization &

increase hospital competition

Increasingnumbers of older, sicker 

and more co-morbid patients
1.30 3.00

Construct new inpatient 

hospital facilities

Expand outpatient care for  

severely ill & promote disease 

management for severely ill

ϝCƻǊŎŜŘ ǊŀƴƪƛƴƎ ƻŦ Ǉŀƛƴ Ǉƻƛƴǘǎ ōȅ ǳǊƎŜƴŎȅ ǿƘŜǊŜ о ƛǎ άƳƻǎǘ ǳǊƎŜƴǘέ ŀƴŘ м ƛǎ άƭŜŀǎǘ ǳǊƎŜƴǘέ

**Interview responses
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ÁIn our interviews and survey, hospital and payor 
executives cited similar pain points but often with 
conflicting solutions

ÁShared, high-urgency pain points were the following:
1. Shrinking patient volume
2. Shift to payment for outcomes
3. Controlling costs
4. Increasing number of severely ill patients

ÁOver 70% of payor solutions would negatively impact 
hospitals

ÁThe Patient Protection and Affordable Care Act (PPACA) 
serves to exacerbate this misalignment through 
reimbursement changes and new programs, such as 
accountable care organizations (ACOs)

Net Impact of Proposed Solutions 
on Hospitals and Payors Commentary
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Managed Care Organizations (MCOs) and Hospitals, 
Industry Pre-Tax Profit Margins, 1992-2009

Note: Managed care organizations (MCOs) include a representative set of companies based on Goldman Sachs estimates; hospital margins are based on CapitalIQ data for public companies in the hospital/health 
center industry only

Source: CapitalIQ; Goldman Sachs research estimates
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