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New Marketplaces, New Opportunities
In an era of little inpatient volume growth and weakening payer mix, the health 
insurance exchanges created under the Patient Protection and Affordable Care 
Act (ACA) will offer some organizations a significant new opportunity for growth 
and payer mix improvement. Based on our Impact of exChange™ modeling—
involving nearly 900 hospitals in 59 markets across 23 states—Sg2 estimates that 
by 2016 the revenue opportunity from the exchange for an average health system 
will be $31 million from inpatient discharges, or 9% of overall inpatient revenue. 
But this opportunity is highly variable: from fewer than 1,000 discharges to more 
than 13,000.  And the exchanges are not without risk. Navigating the specifics 
of individual markets, narrow networks, potential bad debt exposure and the 
complexity of reaching these new customers will be challenging. 

Seen from a wider angle, the implementation of the exchange markets is only one 
aspect of the pervasive changes sweeping over the payer landscape. From private 
insurance exchanges to provider-owned insurance plans, the payer environment is 
rapidly evolving from a wholesale, employer-mediated market to a retail space in 
which individual households decide how to spend their own health care dollars. 
To thrive in this evolving environment, organizations must survey the shifting payer 
classes in their markets, understand how each is changing, and make strategic 
decisions about how they will interact with each class.  

Capitalizing on the exchange market opportunity will depend on the organization’s 
contracting strategy, its cost position, the competitive alternatives and retail 
factors such as affordability and access. For providers that decide to pursue this 
new patient population, facilitating enrollment in the exchanges will be worth 
the investment. Tuning up the System of CARE to ensure access for these newly 
insured patients, meet their clinical needs, and optimize collections will be critical. 

Although 2014 contracts for exchange products are signed and open enrollment 
has begun, it’s not too late to take advantage of this new market. 2014 is shaping 
up to be a “soft launch” as employers and individuals sort through a new, 
confusing set of options. The real expansion will be in 2015 and 2016, when this 
market reaches critical mass. Therefore, now’s the time to build an exchange 
market strategy or to reevaluate existing strategy and adjust for next year. In fact, 
since this market is poised to change so much over the first few years, assessing 
the organization’s strategic approach to this market should be an annual exercise.

Health Insurance Exchanges: New Marketplaces, New Opportunities guides 
organizations through setting the appropriate exchange market strategy and 
then executing to achieve success.

CARE = Clinical Alignment and Resource Effectiveness. 

SEIZE EXCHANGE 
MARKET OPPORTUNITIES

• Understand the opportunities 
and risks. 

• Build and execute an exchange 
market strategy.

• Optimize the System of CARE 
for exchange patients.

HEALTH INSURANCE  
EXCHANGES
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2014–2016: EXCHANGE MARKET RAMPS UP 

From now through 2016, key provisions of the ACA will take effect and the exchange market will climb sharply. As 
these changes buffet health care, it is important to anticipate long-term as well as short-term effects. 

ACA Brings Payment Cuts, Insurance Reforms, Coverage Expansion 

The next three years of ACA implementation will include deep cuts in DSH payments and the initiation of insurance 
exchanges. (See Appendix 1, page 29, for a glossary of exchange-related terms.) 

Select Initiatives in Health Reform Law, 2013–2016

Hospital Payment Cuts
• DSH payments cuts/redistribution
• Avoidable admissions

Insurance Market Reforms
• Guaranteed issue
• Essential health benefit package defined.
• Insurance industry moves to regulation.

Coverage Expansion

• Medicaid expanded to 133%* of FPL (at state discretion).
• State or federal insurance exchanges
• Individual mandate to purchase (subsidies between 100% and 400% of FPL)
• Employer mandates and penalties (beginning 2015)

*Because the first 5% of income is excluded, Medicaid is effectively expanding to 138% of FPL.
DSH = Disproportionate Share Hospital; FPL = federal poverty level; IP = inpatient.  
Sources: Frost P. Walgreen shifts approach to worker health coverage. Chicago Tribune. Sept 18, 2013; Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

NUMBERS TO KNOW
EXCHANGE MARKET WILL MORE THAN  
TRIPLE FROM 2014 THROUGH 2016

of IP 
discharges 
in 2014 2% of IP 

discharges 
in 2016 7%
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Health Insurance Moving From Wholesale Toward Retail 

In a larger context, the health insurance exchanges implemented under the ACA are a harbinger of a broader trend 
toward exchange-based insurance. Large employers such as Sears Holdings, Darden Restaurants and, most recently, 
Walgreens have made the jump from traditional defined-benefit health insurance for their employees to a private 
health insurance exchange where employees will shop for coverage. These moves toward a defined contribution 
approach, which have been likened to the earlier transition from pensions to 401(k) plans, are further evidence of the 
“retailization” of health care. 

Understand Short- vs Long-term Impacts of Health Care Reform

Although major changes to payer mix, market share and revenue can be expected in 2014, later effects are likely to be 
more profound. And the long-term considerations are even more important.

Impacts of ACA and Key Questions

SHORT-TERM LONG-TERM

How do I achieve a competitive 
value position in the emerging 

retail market?

Which markets should I try to 
participate in?

Which products/networks should 
I try to participate in?

At what contracted rates?

ACCELERATION OF SHIFT TO  
PRICE-SENSITIVE RETAIL MARKET

PAYER MIX SHIFTS

MARKET SHARE SHIFTS

NET REVENUE IMPACT
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With their decisions on whether to run a state exchange, expand Medicaid, accept federal outreach funds, and 
promote enrollment, state governors and legislatures play a huge role in shaping the exchange market. Sg2 has 
categorized states into three reform archetypes. Organizations such as Enroll America and community groups are 
working to counterbalance any lack of outreach, especially in states with large uninsured populations.

State Reform Archetypes 

PROSPECTS VARY WIDELY STATE TO STATE…

Sources: Kaiser Family Foundation. State Health Insurance Marketplace Profiles; Sg2 Analysis, 2013.

Type of 
Exchange

Government 
Cooperation

Enrollment/
Awareness 
Efforts

Technology 
Investment

State or partnership State, federal or partnership Federal

State driving exchange in 
cooperation with federal 
government; may work with 
other states, foundations

State cooperating with  
federal government on  
development of exchange

Very limited cooperation 
with federal government;  
may be outright resistance

Robust enrollment and 
awareness efforts driven  
by state exchange in  
cooperation with the  
federal government

Some enrollment and  
awareness efforts driven  
by state and federal  
governments and local 
organizations

Primarily driven by federal 
government and local  
organizations; may have 
turned down or returned 
federal grants

Major technology investment, 
which ideally integrates  
with Medicaid systems

Some state investment in 
technology platform (eg, 
integration with Medicaid)

Minimum investment to  
integrate technology platform

  Promoting the Exchange

  Middle of the Road

  Opposing the Exchange

Opposing 
the Exchange

PROMOTING  
THE EXCHANGE

OPPOSING 
THE EXCHANGE

MIDDLE  
OF THE ROAD
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State Politics: Providers Need to Be at the Table 

State decisions on health care policy have a major impact on providers. In particular, opting out of Medicaid expansion 
will create major challenges for health care systems. In today’s environment, it’s essential for provider systems to be savvy 
about and involved in state government.

• Understand the state regulatory environment.
• Lobby state officials to ensure they appreciate the implications of state policies for providers and the importance of 

providers as constituents and major employers.

State Impact Will Be Significant at First, Less So Over Time

States will be important in the early years of reform in defining how big the initial investment is in promoting the 
exchanges, which will drive uptake. Over 2016 and 2017, however, participation in opposing states will begin to catch 
up as enrollment efforts gain traction and penalties for not obtaining insurance increase steeply. 

Competitive Markets Remain Competitive and Vice Versa 

Marketplace competition was supposed to keep prices low on the exchanges. However, in some markets payers are 
choosing not to participate, leaving consumers with few options. In others, state officials are limiting participation. In 
general, though, competitive markets will remain competitive, and noncompetitive ones will remain noncompetitive. 
Participating insurers are generally offering more than one tier of coverage and more than one plan option at a given 
tier, so the number of plans available will be higher than the number of participating insurers.

Number of Insurance Carriers Submitting Exchange Plans by Select States, October 2013

…AND MARKET TO MARKET

Sources: New York approves health exchange insurance rates for 17 insurers. Syracuse.com. July 17, 2013; CMS. healthcare.gov; Covered California. Health Insurance 
Companies for 2014; Colorado State Web Site. Health insurance carriers/plans approved by Colorado Division of Insurance; Urban J. Rhode Island health insurance 
exchange update—finalized rates. ZanaBenefits. Aug 21, 2013; All Web Sites Accessed October 2013; Sg2 Analysis, 2013. 
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WILD CARDS AND NARROW NETWORKS  
COULD CHANGE THE GAME

As organizations build their exchange market strategies, many unknowns will shape the size of the opportunity of the 
exchanges for providers.

Wild Cards Are Still in Play

System Issues  
On the federal side, the first week of enrollment 
swamped HealthCare.gov, with about five times as much 
traffic as the system was designed for: as many as 250,000 
users at a time, instead of the anticipated 50,000 to 
60,000. The site had 4.7 million unique visits in the first 
24 hours. And the federal web site couldn’t communicate 
with state Medicaid agencies due to technical issues. The 
early performance of state exchanges was mixed. During 
the first week, more than 28,000 Californians and over 
40,000 New Yorkers completed applications, but Hawaii’s 
online marketplace was not operating, Oregon’s exchange 
was not able to accept enrollment, and Minnesotans 
experienced problems creating accounts. 

As of this writing, after four weeks of enrollment, there 
have been over 20 million unique visits to HealthCare.
gov, and the federal and state marketplaces have received 
nearly 700,000 applications—126,000 of them in 
California. Kentucky actually enrolled 26,000 residents 
in the first four weeks, and Washington state had signed 
up 49,000 through October 25. Other states have 
not done as well. For example, the Oregon exchange 
is so unreliable the governor is encouraging residents 
to use paper applications instead. These continuing 
problems with federal and state exchange sites may delay 
enrollment, but won’t fundamentally affect the playout of 
the exchanges in the long run.

Individual Participation 
It’s not clear yet how many consumers will choose to 
pay the penalty ($95 or 1% of income, whichever is 
greater, in 2014, and increasing each year to $695 or 
2.5% of income in 2016) rather than participate in the 
exchange marketplace. Young healthy individuals have 
the least motivation to participate but are needed to 
expand the risk pool and keep premiums low. 

Employer Opt-out  
Since the Obama administration postponed until  
2015 the requirement that employers with 50 or 
more employees offer their workers coverage or 
pay a penalty, 2014 will be no different than 2013 in 
terms of employers’ decisions to offer health benefits. 
Analysts’ estimates of employer opt-out vary widely, 
but all of the evidence suggests that employers make 
these decisions based on macroeconomic and labor 
market considerations—industry mix, employer size 
mix, unionization rates and current rates of employer-
provided coverage—not penalties. 

High Deductibles and Co-pays  
Sg2 expects most purchases on the exchanges to be 
“bronze” and “silver” plans. The lower premiums of 
bronze plans may attract low-income individuals trying 
to maximize their subsidies. But the higher cost sharing 
of these plans could mean more bad debt exposure 
for hospitals, especially in 2014 since the ACA rule 
on combined out-of-pocket maximums will not be 
enforced until 2015. In fact, providers are already 
contending with increased bad debt as a result of the 
rising popularity of high-deductible health plans. 

“Welcome Mat” Effect of New Coverage  
A recent study showed a 16 percentage point increase in 
Medicaid participation among low-income parents who 
were previously eligible for, but not enrolled in, Medicaid, 
after health reform was implemented in Massachusetts. In 
many states, the welcome mat effect (also known as the 
“woodwork” effect) of insurance expansion could be even 
larger, since states with large uninsured populations have 
more room to improve. Sg2 predicts utilization rates will 
increase 30% by 2016 among those transitioning from self-
pay to the individual exchange market.

Sources: Pear R. A limit on consumer costs is delayed in health care law. New York Times. Aug 12, 2013; Hancock J. More high-deductible plan members can’t pay hospital 
bills. Kaiser Health News. Aug 12, 2013; Sonier J et al. Health Aff (Millwood). 2013;32(7):1319–1325; Mullaney T. Obama adviser: Demand overwhelmed HealthCare.gov. 
USA Today. Oct 6, 2013; Hancock J et al. On day 2, federal insurance marketplace offers mixed bag of problems, but also successes. Kaiser Health News. Oct 2, 2013; 
Eilperin J et al. Many remain locked out of federal health care web site. Washington Post. Oct 8, 2013; Galewitz P. Federal insurance marketplace can’t yet ‘talk’ to state 
Medicaid agencies. Kaiser Health News. Oct 4, 2013; Galewitz P. Hawaiians still unable to shop on state exchange. Kaiser Health News. Oct 10, 2013; Budnick N. Oregon’s 
health insurance exchange still can’t enroll, check tax credits; browsers welcome. Oregonian. Oct 7, 2013; Stawicki E. Problems continue for some users on Minnesota’s 
health insurance exchange. Kaiser Health News. Oct 8, 2013; Ostrom CM. State rejection of 5 companies’ health plans draws criticism. Seattle Times. Aug 10, 2013; US 
Department of Health and Human Services. Agency for Healthcare Research and Quality. http://hcupnet.ahrq.gov/; CMS. healthcare.gov; US Department of Treasury. 
treasury.gov; The White House. whitehouse.gov; Pear R. Health site chief expects low initial enrollment number. New York Times. Oct 29, 2013; Hiltzik M. Separating the 
day’s myths and realities on Obamacare. Los Angeles Times. Oct 29, 2013; Cunningham PW. State health exchanges are showing mixed results. Nov 5, 2013. Politico.com; 
Web Sites Accessed October 2013; Sg2 Analysis, 2013.
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Narrow Networks Will Present Opportunities, Risks for Providers

To achieve the lower premiums needed to persuade the eligible population to enroll, many payers are restricting the 
selection of providers covered by plans offered on the exchanges. Narrow networks were already becoming more 
common; the development of the highly regulated exchange market has merely fueled this trend. Unable to compete 
on product design, payers are left with fewer points of differentiation and so must compete on their networks. At the 
top of the list determining which providers are in and out of narrow networks is price. 

One high-profile example is in Los Angeles County, California, but narrow network plans are showing up in markets 
around the country. In Indiana, Anthem Blue Cross and Blue Shield’s exchange products will not cover Indiana 
University Health. In the Chicago area, some exchange plans will not include Rush University Medical Center or 
Northwestern Memorial Hospital in their networks. Vanderbilt University Medical Center will be excluded for some 
plans in Tennessee. 

Narrow Network Example, California

• UCLA Medical Center is available only through  
Anthem Blue Cross and Health Net plans.

• Only 36% of Blue Shield of California’s  
typical physician network will be included  
in its exchange plans. 

• Cedars-Sinai Medical Center is available only  
through two Health Net plans.

Sources: Terhune C. Insurers limit doctors, hospitals in state-run exchange plans. Los Angeles Times. May 24, 2013; Appleby J. HMO-like plans may be poised to make 
comeback in online insurance markets. Kaiser Health News. Jan 22, 2013; Mathews AW. Many health insurers to limit choices of doctors, hospitals. Wall Street Journal.  
Aug 14, 2013; Sg2 Analysis, 2013. 

LOS ANGELES
COUNTY 

Keck Medical 
Center of USC

Long Beach 
Memorial

Saint John’s 
Health Center

UCLA

Cedars-Sinai

Blue Shield of California

= Hospital
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DETERMINE EXCHANGE MARKET STRATEGY,  
THEN BUILD OUT THE SYSTEM FOR NEW PATIENTS

Potential wild cards and narrow networks are producing a cloud of uncertainty around exchange market planning. But 
uncertainty is not an excuse for inaction. Organizations must act with confidence to create their blueprint for this market.

The remainder of this report presents a systematic approach* to analyzing what the exchange market will mean for 
the organization and then planning and executing the right strategic response. A cross-functional management team 
will be needed to develop and execute the organization’s exchange market strategy.

*For more information on Sg2’s approach to modeling the exchange market, see Appendix 2, page 30.

UNDERSTAND THE OPPORTUNITIES AND RISKS
Team Member Involvement (VP, Strategic Planning; VP, Managed Care)

BUILD AND EXECUTE AN EXCHANGE MARKET STRATEGY
Team Member Involvement (CEO; COO; CFO; VP, Strategic Planning; VP, Managed Care)

PAGE 15 Define an approach to the exchange market.

PAGE 16 Set a contracting strategy for the exchange market.

PAGE 17 Conduct scenario planning to build confidence in strategy; update annually.

PAGE 18 Educate staff and assist potential enrollees.

OPTIMIZE THE SYSTEM OF CARE FOR EXCHANGE PATIENTS
Team Member Involvement (COO; CFO; CNO; VP, Ambulatory Strategy; VP, Revenue Cycle)

PAGE 20 Integrate appropriate access channels.

PAGE 22 Case Study: Suburban hospital promotes access via partnerships.

PAGE 23 Case Study: System uses exchange products to move toward risk.

PAGE 24 Plan to meet the new population’s clinical needs.

PAGE 27 Manage new collection processes.

PAGE 9 Size and characterize the exchange market.

PAGE 10 Model payer mix redistribution.

PAGE 14 Estimate revenue and margin impact.
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SIZE AND CHARACTERIZE THE EXCHANGE MARKET

The first step in setting an exchange market strategy is to estimate how big the organization’s exchange patient 
population will be. Sample exchange markets that Sg2 has analyzed will, by 2016, vary in size from fewer than 1,000 
to more than 13,000 discharges. Where individual markets fall in that range depends on political, demographic and 
economic characteristics of the state and the market. 

Effect of Key Variables on Size of Exchange Population

CalSIM = California Simulation of Insurance Markets. 
Sources: UCLA Center for Health Policy Research and UC Berkeley Center for Labor Research and Education. CalSIM version 1.8 Statewide Data Book 2014–2019. March 2013; 
Blue Cross and Blue Shield of Massachusetts Foundation. What Do We Know About the Remaining Uninsured In Massachusetts?; Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

Demographics

Older Age

Nonwhite Race

Language Other 
Than English  

Spoken at Home

Lower Income

High Number of 
Undocumented 

Immigrants

Employer  
Opt-out

High Rate of 
Unionization

Enrollment Promotion, Assistance

Medicaid Expansion and  
Eligibility Criteria

Highly unionized markets will see less employer opt-out.

High Uninsured 
Rate

Higher uninsured rates will result in a larger exchange market. 

High  
Unemployment  

Rate

Presence of Large 
Employers

Larger employers (especially white collar employers) are more likely to 
provide commercial coverage and keep providing it after exchanges open.

Employers in markets with high unemployment are more likely to drop 
coverage. 

Undocumented immigrants are not eligible to participate in exchanges. 

Markets with higher percentages of non–English-speaking residents will 
have decreased uptake.

Poorer populations will have more exchange participants.

Race drove significant differences in uptake in the Massachusetts 
experience and in CalSIM projections.

Young, healthy individuals are being encouraged to enroll, but older, 
sicker people have more reason to buy.

Efforts to promote and assist enrollment will raise awareness of exchanges.

Medicaid expansion will result in a smaller eligible population. More 
generous Medicaid eligibility criteria will slightly shrink the eligible pool.

IMPACT

Understand the Opportunities and Risks
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MODEL PAYER MIX REDISTRIBUTION

To understand the effect of the exchanges on payer mix, organizations must analyze two key aspects of their markets: 
where future exchange patients are being drawn from and what level of subsidy they will receive.

Sources of Exchange Patients Establish Upside/Downside Potential

The population enrolling in the exchanges will generally consist of the previously uninsured (self-pay) and the 
previously commercially insured (covered by individual or group plans). The balance of self-pay vs commercial within a 
market will have major potential implications to the bottom line.

Previous Status of Exchange Patients as Self-Pay or Commercially Insured, Sample Markets, 2016 

Sources: Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

70
%

30%

97
%

3%

In markets where nearly all exchange patient 
admissions come from previously self-pay 
patients, like Market A, the exchange has 
strong upside potential—the opportunity to 
get paid for services previously provided as 
uncompensated care.

Market A

Market B

In markets where exchange admissions are 
cannibalizing former commercial volumes, 
like Market B, the exchange presents more 
downside risk. If providers are taking large 
commercial rate cuts for exchange products, 
revenue will suffer.

  Self-Pay

  Commercial

Understand the Opportunities and Risks
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Exchange Portion of Total Payer Mix Will Increase Over Time

Over the next three years, the exchanges will account for a growing fraction of providers’ payer mix.

Payer Mix by Inpatient Discharges, Sample Market, 2013–2016

  Exchange

  Self-Pay

  Medicaid

  Commercial

  Other

  Medicare

Note: Percentages are rounded and may not total 100%. 
Sources: Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

35% 34%34%33%

31% 29%32%33%

3% 3%3%3%

21%
20%

22%22%

5%
4%

6%9%
6% 9%

3%

 2013 2014 2015 2016

 167K 169K 172K 174K
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MODEL PAYER MIX REDISTRIBUTION (CONT’D)

Subsidy Mix Will Vary by Market, Driving Payer Mix and Revenues

The movement of patients into subsidy-level categories of the exchange market will be determined by income. An 
organization that spans several markets will likely see a different distribution in each. 

Categories of Inpatient Discharges, Sample Organization in 10 Markets, 2016

 Market 1

 Market 2

 Market 3

 Market 4

 Market 5

 Market 6

 Market 7

 Market 8

 Market 9

Market 10

29% 22%18%31%

19% 26%19%35%

18% 22%20%40%

24% 13%23%40%

17% 19%17%46%

17% 19%17%47%

18% 12%19%51%

16% 15%17%53%

15% 6%18%61%

13% 8%15%64%

0% 25% 50% 75% 100%

  High Subsidy: 
  100%–250% of FPL

  Low Subsidy: 
  251%–400% of FPL

  Unsubsidized: 
  >400% of FPL

  SHOP

Note: Percentages are rounded and may not total 100%. SHOP = Small Business Health Options Program. 
Sources: Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

High Subsidy

• Low income

• More likely to be previously 
uninsured

• May gravitate toward bronze plans 
with high co-pays and deductibles

• More problems with collections and  
bad debt 

Unsubsidized

• More personal resources 

• Perhaps previously commercially 
insured

• Represent downside risk of 
exchange population eroding 
payment rates 

Understand the Opportunities and Risks
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Demographic and Organizational Data Reveal Exchange Population

Self-Pay Discharges and Income Level by Zip Code, Sample Markets

Sources: Sg2 Analysis, 2013.

Analyze income data 
by zip code to estimate 
the proportion of future 
exchange patient discharges.

Layer on self-pay discharges 
within the last one to two 
years to understand the 
eligible population.

Percent of Household 
Income <400% of FPL

  76%–100%

  51%–75%

  26%–50%

  0%–25%

Outlined Areas Indicate 
High Concentration  
of Self-Pay Discharges 
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UNDERSTAND MARGIN OPPORTUNITIES AND RISKS 

Determining the impact of the exchanges on the organization’s margins must go beyond estimates of payer mix to 
include analyses of changes in volumes, revenue and costs—and, eventually, margins. 

Revenue and Margin Impact of Health Insurance Exchanges

Volume

• Uptake rates of exchange products 
are likely to change over time. For 
this and other reasons, margin 
calculations will need to be an 
annual exercise (see page 17).

• Demographics of the exchange 
market population will influence 
resource demand in inpatient and 
outpatient settings. In markets 
with an older eligible population, 
there may be a greater demand 
for services across the continuum, 
compared to markets with a  
younger cohort. 

Revenue

• Providers’ revenue cycles may need 
to be set up to recognize revenue 
from exchange products—for 
example, built-in insurance codes 
to capture exchange plans.

• Not all net revenue from the 
exchanges will be new. Incremental 
revenue will be from capturing 
volumes from new patients. 

• 2014 exchange contracts will 
generally pay close to commercial 
rates, except where narrow network 
plans have resulted in discounted 
rates (see page 16). In later years, 
however, pricing pressures are likely 
to increase, squeezing margins.

• Even though subsidies may make 
some exchange plan premiums free, 
high co-pays and deductibles may 
lead to bad debt exposure.

Costs
• Margin calculations must factor in 

low pricing and volume capture. 
Pricing reductions necessary 
to compete in the exchange 
marketplace will erode margins 
unless commensurate cost 
reductions or volume gains  
are achieved.

• Investments needed to manage  
the exchange population— 
such as expanded primary 
care access, additional care 
coordination, support for  
FQHCs, IT infrastructure  
for risk stratification and  
predictive modeling—will also  
cut into margins. 

ESTIMATE REVENUE AND MARGIN IMPACT

Note: Percentages are rounded and may not total 100%. FQHC = Federally Qualified Health Center.
Source: Evans M. Reform update: Providers get same rates from plans inside, outside exchanges. Modern Healthcare. Oct 2, 2013.

Understand the Opportunities and Risks 

VOLUME SHIFTS

• New utilization 
• Reallocation  

among existing  
payer classes

REVENUE CHANGES

• Exchange revenue 
or previously 
uncompensated 
care 

• Exchange payment 
rates discounted  
from commercial 
rates

• Commercial  
crowd-out

COSTNEW PAYER MIX

  Exchange

  Self-Pay

  Medicaid

  Commercial

  Other

  Medicare

34%

29%

3%

20%

4%
9%

 2016

EXCHANGE 
MARGINS

• Low-cost  
leader

        vs

• High-cost  
player
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DEFINE AN APPROACH TO THE EXCHANGE MARKET

Once the organization has modeled the impact of the exchanges on its volumes, revenue, costs and margins, the 
Sg2 Insurance Exchange Market Opportunity Matrix can be helpful in analyzing potential risks and rewards and 
determining an optimal strategic posture. Choices range from nonparticipation to selective participation to aggressive 
participation in narrow networks and exchange offerings. 

Stakes, Upside Potential and Downside Risk Shape Strategic Options 

The exchange market stakes reflect the size of the eligible population in the market. In some markets, by 2016 the 
exchange will be a large payer class. In others, this market won’t have much of an impact. For some organizations, the 
exchanges will offer significant upside potential: the chance to convert large numbers of patients from nonpaying to 
paying and thus generate millions in new revenue. Capitalizing on this potential will require satisfactory payment rates 
and available beds (capacity). For other systems, the exchange will represent downside risk—both financial (eg, low 
payment rates, high levels of commercial crowd-out) and capacity/resource constraints. 

Sg2 Insurance Exchange Market Opportunity Matrix

 

Sources: Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

Choose Offense or Defense

Organizations with a small footprint in the self-pay market may consider an offensive strategy, for example, by 
participating in a narrow network exchange plan in hopes of steering some new patients to their doors. Health systems 
with a large self-pay footprint already “own” the exchange market by virtue of location. For these organizations, a 
defensive strategy—ensuring that these patients don’t go elsewhere with their new insurance cards—makes sense.

Exchange Market Share

Upside  
Potential

Downside  
Potential

In this example,  
Hospital A has little 
to gain or lose from 
the exchange market, 
but Hospital B has 
high stakes and high 
opportunity.

Low Stakes, Upside Potential

• Little to lose, little to gain in exchange market
• Weigh investments carefully.
• Narrow network strategies could deepen 

share in attractive exchange segment.

Low Stakes, Downside Potential

• Low-priority exchange market
• Hold the line on payment rates.
• Do not actively promote the exchange 

market.

High Stakes, Downside Potential

• Can’t ignore the exchange market.
• Guard against payment rate erosion and 

“crowding out” of more profitable patients.
• Be wary of narrow network strategies.

Median

Median

Hospital A

Hospital B

Low High

High Stakes, Upside Potential

• High-priority exchange market
• Promote exchange uptake.
• Seize opportunity to fill open beds.
• Watch narrow network strategies carefully.

Build and Execute an Exchange Market Strategy



Confidential and Proprietary © 2013 Sg2 | Sg2.com16

SET A CONTRACTING STRATEGY  
FOR THE EXCHANGE MARKET

Provider systems that have decided to get into the exchange market must negotiate smart contracts with payers and 
also make their organizations attractive to individuals shopping on the exchanges.

Trade Discount for Steerage but Beware of Setting a New Price Floor

Organizations negotiating rates for an exchange market contract need to carefully analyze contract terms, pricing 
structure and value incentives. Systems also need to learn whether competitors have been aggressive in negotiating narrow 
network contracts, and at what rates. As already noted, most exchange contracts are paying rates similar to commercial 
rates for 2014, except for narrow network contracts, which are discounted by 5% to 10% or more. The danger is that a 
discounted rate will then become the new starting point for traditional employer-sponsored commercial contracts. 

Balance Rate Cuts With Potential Volume Income

Attract Individual Purchasers With Affordability and Access 

Organizational Factors That Drive Buying Decisions on the Exchanges

AFFORDABILITY

Affordability is far and 
away the most important 
factor for payers building 
networks and for 
individuals.  

Sample Metric

• Case mix index–adjusted 
cost per case

ACCESS

Second in importance, 
access will be key to both 
individuals and states, 
which may factor travel 
time/distance into network 
requirements. 

Sample Metrics

• Hospital occupancy rates

• Relative distance traveled

QUALITY

Quality, or the perception 
of quality, will influence 
provider choice by 
individuals and plans. 
 

Sample Metrics

• CHF readmission rates

• Satisfaction scores

COMPLEXITY

A provider’s reputation for 
complex care will attract 
some individuals and 
payers. 
 

Sample Metrics

• Case mix index

• Open heart surgery 
discharges

CHF = congestive heart failure. Sources: Evans M. Reform update: Providers get same rates from plans inside, outside exchanges. Modern Healthcare. Oct 2, 2013;  
Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013. 

Build and Execute an Exchange Market Strategy

Potential 
Volumes

Price

• Low enough to be in 
narrow network

• High enough to make 
margin, even with high-
need population

• Steerage via narrow 
network

• Market size (exchange 
population; number of 
competitors)

Trading a price discount for the promise 
of potential volumes via narrow network 
steerage can be very powerful in markets 
with only two hospitals, where steerage  
to one means loss of volumes to the other 
(see next page). 
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CONDUCT SCENARIO PLANNING TO BUILD  
CONFIDENCE IN STRATEGY; UPDATE ANNUALLY 

A new phase of exchange market contracting begins January 2014 for 2015 plans. Now’s the time to model the organization’s 
exchange market, payer mix, revenue and margin impact, and then begin to negotiate (or renegotiate) new contracts. 

Careful scenario planning to test assumptions about contracting approach, payment rates and narrow networks enables 
organizations to play out some of the uncertainties in the market. 

Scenario Planning: What if Hospital A Forms Narrow Networks With Payers 1 and 2

Smart organizations will also consider how best to meet their exchange enrollment objectives, ensure the newly 
insured have access to the clinical services they need, and optimize billing and collections from these patients. 

Note: Scenario net revenue refers to the incremental net revenue for Hospital A from the exchange after discount pricing. 
Sources: Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

Exchange Market Share Impact

45
%

55
%

67%

33%

Pre-Scenario  
Net Revenue: $33M

Scenario  
Net Revenue: $40M

  Competitors   Hospital A

Hospital A examined what would happen to  
market share and net revenue if it joined narrow 
networks with Payers 1 and 2. Under this 
scenario, Hospital A agrees to 15% and 25% 
discounts, respectively, to Payers 1 and 2.  
Network steerage from these payers resulted in 
increased market share for Hospital A, along  
with higher net revenue.

Individual Exchange Market

 Pre-Scenario Scenario

Payer 1

Payer 2

Payer 3

Payer 4

Other

Payer 5

28.8%

28.5%

17.9%

7.2%

6.2%
11.4%

30.9%

13.4%

24.9%

8.2%

8.8%

13.8%

Hospital A

COMMERCIAL 
DISCOUNT RATES

NETWORK 
STEERAGE

PAYER  
2

PAYER  
1

–15% –25%

65% 72%

REMODEL, RENEGOTIATE NEXT YEAR
The exchanges will not be a static market. Each new year will bring new opportunities for course correction. Smart 
organizations will remodel their exchange market annually and make the changes needed to bolster their success. 
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EDUCATE STAFF AND ASSIST POTENTIAL ENROLLEES 

For organizations opting to get into the exchange market,  
especially those with high market stakes and upside potential,  
promoting enrollment offers a chance to turn nonpaying  
patients into paying patients. Depending on the state health  
reform archetype, provider systems will have more or less  
work to do to achieve enrollment goals. For example, some  
states have restricted the activities of the navigators who  
can educate consumers and help them enroll. But even in  
reform-friendly states, health systems will need to educate  
their staffs on the new exchange products.

Train Health System Staff to  
Communicate a Simple Message
Health insurance is complicated, especially to those who have not been insured in the past. Providers must keep the 
message simple, tailor it to the audience, and focus on the needs of the enrollee. 

Sources: Kendall J et al. Reaching the 30 million uninsured: effective outreach and enrollment strategies for insurers, exchanges and brokers. Atlantic Information Services 
webinar, July 31, 2013; Sg2 Analysis, 2013.

All Staff

• All health system employees should be able to give 
potential enrollees the “elevator pitch”—a few key facts 
about exchange plans. 

Frontline Staff in ED and Primary Care Clinics

Staff should be trained on:

• Eligibility criteria for Medicaid expansion (if applicable) 
and other available coverage options 

• What questions to ask arriving patients 

• Timing of open enrollment

Financial Counselors

Some hospitals are training their financial advisors to be  
certified application counselors who can:

• Educate patients on coverage options. 

• Help patients fill out applications for coverage.

• Help exchange patients understand risks of high-
deductible plans.

• Explain the availability of cost-sharing subsidies for  
lower-income enrollees (up to 250% of FPL) who  
buy a silver-level plan.

• Make sure patients understand which providers are in 
network in various plans.

OPEN ENROLLMENT AFTER COVERAGE BEGINS

Frontline Staff in ED and Primary Care Clinics

For those still uninsured:

• Continue to direct uninsured patients to FQHCs or 
other community clinics for primary care.

• Before 2015 open enrollment, reach out to high utilizers 
of ED services regarding the benefits of insurance 
coverage and where to get enrollment assistance.

For the newly insured:

• Remind patients to maintain coverage and reenroll  
as appropriate.

• During patient visit, provide financial education on  
out-of-pocket costs.

• Identify resources to help low-income patients pay  
out-of-pocket costs (see page 27).

EXCHANGE PLANS, SIMPLIFIED

Key Messages for Potential Enrollees
• Exchange plans will cover hospital and doctor  

visits, drugs, mental health and maternity care.
• You may be able to get financial assistance.
• You can’t be denied for preexisting conditions.
• There is no fine print.
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Sources: NPR. npr.org blogs/health; Enroll America. enrollamerica.org; Kaiser 
Family Foundation. Kaiser Commission on Medicaid and the Uninsured. Expanding 
Medicaid to Low‐Income Childless Adults Under Health Reform: Key Lessons From 
State Experiences. July 2010; Weber Shandwick. Final Report: Maryland Health 
Benefit Exchange, Contract No. DHMS296492. November 2011; All Web Sites 
Accessed October 2013. 

Houston Leverages Community Events
To promote exchange enrollment, the city of Houston has 
turned to the same command-and-control structure that it 
uses during hurricanes. Instead of shelters and relief centers, 
the city is making a list of festivals, church events and block 
parties where residents can learn how to enroll.

Partnering With  
a Foundation to  
Enhance Outreach 

Mercy, Missouri
Mercy is a multistate Catholic system with 32 hospitals in 
four states. To increase exchange enrollment in Missouri, 
Mercy has partnered with the Missouri Foundation for 
Health’s “Cover Missouri” initiative, which is aimed at 
building awareness, facilitating enrollment, increasing 
health insurance literacy and supporting Medicaid 
transformation. Mercy has also received a grant from 
the foundation to support exchange awareness and 
enrollment in Missouri. As part of the grant award, Mercy 
is an enrollment “hub” site in Southwest Missouri.

• Mercy is hiring between 15 and 20 certified application 
counselors (CACs) in Missouri to conduct outreach in 
churches, shopping malls and health fairs to improve 
awareness of the exchange.

• Missourians interested in learning more about the 
exchange can phone the call center that Mercy has 
established to ask questions or even to make an 
appointment to meet with a CAC in person.  

• Mercy’s CACs in Missouri can also help individuals 
enroll in the exchange by phone, in person or online.

In addition to the grant-funded activities, Mercy 
has provided talking points and scripting about the 
exchanges for physicians, hospitals and business office 
staff throughout its entire health ministry so they can 
educate the uninsured.  

CASE
STUDY

Providers and patients both will benefit from a 
multipronged strategy to create awareness of the new 
insurance options. Focused and health plan–agnostic 
outreach to eligible populations is essential for community 
well-being and the health system’s bottom line.

Partner for Maximum Enrollment Impact
Some large systems are participating in national awareness 
and enrollment initiatives (eg, Trinity Health, headquartered 
in Livonia, MI, is part of Enroll America’s advisory council). 
Local collaborations may be even more important.

• Prioritize regions based on their eligible population. 

• Assess barriers to reaching target markets by involving 
community leaders in outreach planning. 

• Coordinate outreach strategies with community 
organizations such as FQHCs, community health centers, 
schools, religious institutions, unemployment offices, 
shelters, food pantries and community colleges to minimize 
duplication of effort. Distribute resources to assist these 
agencies in communicating the value of insurance to 
populations with various literacy levels, languages and 
cultural characteristics.

• Time outreach efforts to annual open enrollment periods. 

• Measure and communicate results, and celebrate successes. 

Automate Plan Enrollment, Verification, 
Certification 
Online processes can increase awareness and expedite 
enrollment: 

• Include links to exchange resources on your hospital’s 
main web page.

• Mine the organization’s self-pay experience to identify 
patients who may qualify for the exchanges or Medicaid 
expansion, and proactively let them know how to sign up.

• Expand the organization’s current coverage eligibility 
verification and enrollment processes to include  
exchange enrollment. 

• Create processes to manage the transition of patients in 
and out of plans due to changes in life circumstances to 
reduce gaps in coverage and administrative burden.

EXCHANGE OPEN ENROLLMENT PERIODS

For 2014 Coverage

Oct 1, 2013–Mar 31, 2014
For 2015 Coverage

Oct 15, 2014–Dec 7, 2014

Sources: Sg2 Interview With Mercy, October 2013; mercy.net. Accessed  
October 2013.
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INTEGRATE APPROPRIATE ACCESS CHANNELS

As the newly insured enter the health system, providers must open the right doors to appropriate and cost-effective 
services. Access portals and call centers can guide patients to the right provider and site. Telephone and e-visits for  
low-acuity care and specialty consults can expand access. But even more important are strong connections throughout 
the community to ensure that those on the front lines are aware of available resources. 

Address Increased Demand With Site-Based Strategies

Experience from Massachusetts and other states indicates that the ED, primary care and behavioral health are likely 
to see high demand from exchange patients beginning January 2014. 

Strategies for Improving Access to High-Demand Care

Strategies Metrics

ED • Develop ED/fast-track and urgent care capabilities for increased volume 
based on estimates of unmet primary care demand and hours of operation of 
primary care offices.

• Be prepared for additional observation status patients, especially in markets 
with limited preventive services.

• Increase care coordination and/or social services staff to address complex  
care and psychosocial needs.

• Communicate the value and location of ambulatory care and primary care 
access opportunities to new enrollees. 

• ED capacity 4:00–11:00 pm

• Number of self-pay 
patients

• Visits per 1,000 
population

• Number of ED patients 
with >4 visits per year

Primary 
Care

• Estimate primary care demand and access; compare to availability of physicians 
accepting new patients.

• Develop incentives that encourage physicians to accept newly insured patients. 

• Consider contracting with managed Medicaid plans to ensure higher primary 
care payment.

• Assess urgent care clinics as low-cost options for underserved communities.

• Expand primary care hours for high-demand periods such as 5:00–8:00 pm.

• Support FQHCs and other government-funded clinics.

• Evaulate transportation options for patients living in primary care deserts.

• Primary care providers/ 
100,000 population

• Primary care 
providers accepting 
new commercial and 
Medicaid patients

• Wait time for new 
appointments at FQHCs 

Behavioral 
Health

• Expand care coordination into the ambulatory environment to manage  
chronic patients and coordinate care transitions. 

• Seek grant funding to integrate behavioral health services in primary  
care clinics.

• Ensure access to acute (IP) psychiatric services via community partnerships.

• Behavioral health 
providers/100,000 
population

Sources: Kangovi S et al. Health Aff (Millwood). 2013;32:1196–1203; Kaiser Family Foundation. Massachusetts Health Care Reform: Six Years Later. May 2012; Kaiser Family Foundation. Kaiser 
Commission on Medicaid and the Uninsured. Transitioning Beneficiaries With Complex Care Needs to Managed Medicaid. Updated July 2013; Sg2 Analysis, 2013. 

Sg2 Resources 
• Performance Guide: Increasing Efficiency in the Emergency Department 

• Assessing Performance in the ED

• Rethinking the Primary Care Network: From Loss Leader to Strategic Priority

• System of CARE Guide: Linking Urgent Care Centers to Systems of CARE

Optimize the System of CARE for Exchange Patients

https://intel.sg2.com/resource-types/publications/2013/6/Increasing Efficiency in the Emergency Department/
https://intel.sg2.com/resource-types/publications/2013/4/Assessing Performance in the ED/
https://intel.sg2.com/resource-types/publications/2013/3/Rethinking the Primary Care Network_From Loss Leader to Strategic Priority/
https://intel.sg2.com/resource-types/publications/2011/10/system-of-care-guide-linking-urgent-care-centers-to-systems-of-care/
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An estimated 25 million Americans will gain insurance via the individual and SHOP  
exchanges by 2016. The greatest influx of newly insured is likely to occur in states  
already experiencing serious primary care shortages. To cope, provider systems  
will need to reevaluate their access points and work with community partners.

Evaluate Sites of Care in High-Need Areas

Analyses of income and self-pay data performed to understand sources of  
the exchange population (see page 13) can also be used to plan access for  
the newly insured. On maps indicating the concentration of eligible patients,  
superimpose sites where these individuals may seek care. If this process indicates gaps, consider expanding access by 
opening new sites (eg, urgent or retail care centers), extending hours at existing sites or forming partnerships.

Income Levels, Self-Pay Discharges and Care Sites, Sample Market

Integrate Community Resources Into the System of CARE 

Partnering with FQHCs and other government-funded clinics is essential to meet exchange patients’ primary care 
needs, reduce unnecessary ED use and provide health systems a valuable referral channel. This strategy is important 
for organizations interested in expanding their System of CARE to serve communities that don’t have the payer mix 
to support new physician practices. 

Keys to Integrating an FQHC Into Your System of CARE

• Collaborate with community leaders (eg, executives from other hospitals, state and local government officials, 
community health services leaders) to ensure FQHC coverage is sufficient to meet future primary care demand in 
high-need geographies. This may require building community support for government grants to build new clinics.

• Provide support to FQHCs including funding, facilities (perhaps locating clinics on hospital campuses), supplies and 
resources to help them get established. 

• Offer care coordination resources at FQHCs to ensure patients have access to disease management services across 
various care settings.

 

Sources: Congressional Budget Office. cbo.gov; Kaiser Commission on Medicaid and the Uninsured. Community Health Centers in an Era of Health Reform: An Overview and 
Key Challenges to Health Center Growth. March 2013; Sg2 Impact of exChange™, 2013; Sg2 Analysis, 2013.

System Assets and Partners

  Hospital

  FQHC

  Freestanding ED

  Retail Clinic

  Urgent Care Center

  Primary Care Clinic

A

B

C

NUMBER TO KNOW
In Massachusetts,  
almost                    
                         of 
nonelderly adults have  
reported problems  
finding a physician.

20%
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Sources: Sg2 Interview With Northwest Community Hospital, August 2013; Northwest Community Hospital. www.nch.org/community-
services/index.php. Accessed October 2013.

Optimize the System of CARE for Exchange Patients

IMPACT OF 
HEALTH  
INSURANCE  
EXCHANGES

Karen Baker, director 
of community services 
for NCH, expects 
the health insurance 
exchanges to bring 
even more patients 
into the two clinics, 
increasing wait times 
for appointments. 
But she anticipates an 
improvement in payer 
mix as uninsured 
patients gain coverage. 

Preparing for exchange market patients will require strategic partnerships to address access issues 
that disproportionately affect vulnerable populations.

Northwest Community Healthcare, Arlington Heights, IL

Located in the Chicago suburbs, Northwest Community Healthcare (NCH) comprises a 496-bed 
hospital, four immediate care centers and an ambulatory surgery center, along with other services and 
facilities. The organization’s 2012–2014 community needs assessment identified access to affordable care 
as a high priority. Strategies to meet this need rely on partnerships that close gaps in the System of CARE. 
These strategies will help prepare NCH for the increasing demand resulting from coverage expansion.

Clinics Offer Primary Care

NCH currently supports a county health  
clinic and an FQHC to expand access to 
underserved populations, focusing especially  
on Latino immigrants. NCH views these clinics 
as part of its System of CARE, providing a 
medical home for patients without a primary 
care physician.

• NCH provides office space and medical 
supplies for the Vista Health Center, part of 
Cook County Health and Hospitals System, 
which provided 16,370 clinic visits in 2012.  
In addition, NCH covers the salaries of two 
clinic employees. 

• NCH also offers free office space and supplies 
to ACCESS at Northwest Community, an 
FQHC. The clinic, currently at capacity, had 
17,677 visits in 2012. It guarantees patients 
discharged from Northwest Community 
Hospital an appointment with a primary care 
physician within 48 hours. 

• By providing affordable care in the community, 
both clinics help keep low-acuity patients out 
of the ED. NCH refers patients who don’t 
have a medical home to the clinics. Follow-up 
appointments for discharged patients also help 
reduce readmissions.

Key Roles Increase Access to Care

NCH’s efforts to ensure access to affordable 
primary care and behavioral health care for 
community residents are spearheaded by staff in 
innovative roles:

• A part-time community health nurse does 
nutrition and diabetes education and makes 
direct referrals to community resources, 
focusing on individuals who are receiving public 
aid, have limited English skills or are uninsured.

• A part-time behavioral health navigator 
provides case management for patients with 
frequent mental health hospitalizations, helping 
them obtain affordable medications, monitoring 
their compliance and connecting them with 
community clinic physicians. 

• Promotoras de Salud (community health 
workers) are laypeople trained to provide 
education and resources in nutrition, diabetes, 
breastfeeding, child care and domestic violence 
to the large Latino population in NCH’s 
service area. Promotoras offer breastfeeding 
support to new Spanish-speaking moms both 
on the maternity floor and postdischarge in 
the community. A pilot program is expanding 
the focus of these health workers to Spanish-
speaking congestive heart failure patients.

Suburban Hospital Promotes Access 
via Partnerships

CASE
STUDY
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Initially, most exchange contracts will be based on a fee-for-service payment model. However,  
this market will shift rapidly toward shared-savings and risk-based models to control cost. Catholic 
Health Partners is planning for this shift toward accountability by offering a health plan on the 
exchange market.

Catholic Health Partners, Ohio and Kentucky

With government leaders playing politics, local health care leaders are focused on the nuts 
and bolts of exchange preparation and outreach. For Catholic Health Partners (CHP), based in 
Cincinnati, OH, the advent of the health insurance exchange provides an opportunity to move 
its strategic plan forward. Two of CHP’s strategic goals are to successfully engage in population 
health and participate in payer partnerships that include evolving payment models. While CHP is a 
participant in the Medicare Shared Savings Program, many commercial payers in the market have 
been reluctant to leave more traditional contracting arrangements.

With the commercial market slow to move beyond fee-for-service, CHP is partnering with a 
health plan, HealthSpan, to move the market toward value. CHP is working with HealthSpan to 
place insurance products on the Ohio exchange that will provide the organization direct access to 
a population of patients to enroll in its clinically integrated network. To encourage enrollment in 
HealthSpan’s exchange product, a multipronged marketing plan was developed, which includes:

• Pursuing traditional advertising, including radio and print
• Contracting with a state-wide insurance brokerage that focuses on individuals and small employers
• Making information available to patients in employed physicians’ offices
• Educating physicians about the new population health management

HealthSpan’s exchange product is designed with a population health mind-set. Co-payments for 
primary care will be relatively low, and a significant outreach effort will occur postenrollment—
new members will be encouraged to select a primary care medical home and educated on the 
importance of primary and preventive care.

The exchange marketplace in Ohio is expected to be one of the nation’s more competitive, with  
12 different health plans offering 200 products. For that reason, in addition to its own offering, 
CHP is also participating in other plans’ networks, including narrow network agreements with 
select payers. 

Sources: Sg2 Interview With Catholic Health Partners, September 2013; Koff S. Aetna withdrew from Ohio’s ‘Obamacare’ exchange, but for 
different reasons than elsewhere. Cleveland Plain Dealer. Aug 15, 2013.

Optimize the System of CARE for Exchange Patients

System Uses Exchange Products 
to Move Toward Risk

CASE
STUDY
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PLAN TO MEET THE NEW POPULATION’S  
CLINICAL NEEDS 

Provider organizations should understand the utilization shifts anticipated during the first three years of insurance 
expansion and focus on high-volume, high-cost conditions to ensure necessary clinical resources are in place. 

Utilization Changes Will Depend on Primary Care Access and Economic Factors

States where health care reform has already been implemented suggest how patients will use their new insurance cards:

• A high percentage of newly insured adults will seek a primary care provider. Growth of inpatient medical volumes 
may be limited as they gain access to preventive services, and potentially avoidable conditions are managed in 
ambulatory settings. 

• Due to pent-up demand, elective surgical inpatient and outpatient services will increase. Orthopedics, urology and 
neurology procedures are likely to see growth. 

• ED use will vary depending on primary care availability and out-of-pocket costs.

Impact of Exchange-Related Factors on Utilization

IMPACT ON UTILIZATION

IMPACT FACTOR
Inpatient 
Medical

Elective 
Surgeries

ED Visits Leading 
to Discharge

ED Visits Leading 
to Admission

Primary 
Care

Lack of Primary Care Availability Medium High High Medium NA

High Out-of-Pocket Costs Low Medium High Low NA

Expanded Medicaid Coverage Low High High Medium Medium

Proximity of Facility to Patient Medium Medium High High High

Determine the Prevalence of High-Volume Chronic Disease in the New Population

Simulations indicate that future exchange populations will have poorer health, including more chronic diseases, than an 
uninsured comparison population. These same diseases account for much of the utilization of today’s self-pay patients. 

Chronic Conditions Among Adults by Insurance Status, 2019 vs 2007

NA = not applicable.  
Sources: Chang T and Davis M. Ann Fam Med. 2013;11:406–411; Hanchate A et al. Med Care. 2012;50:569–577; Kaiser Family Foundation. Massachusetts Health Care Reform: Six 
Years Later. May 2012; Kaiser Family Foundation. Simulation of 2019 Health Insurance Exchange Enrollment Population Using Congressional Budget Office Assumptions and the 2007 
Medical Expenditure Panel Survey; Kaiser Family Foundation. A Profile of Health Insurance Exchange Enrollees. March 2011; Sg2 Analysis, 2013.

2007  
UNINSURED

2019 EXCHANGE  
ENROLLEES

Diabetes Mellitus

Hyperlipidemia

Hypertension

Chronic Pulmonary Conditions

Three or More Chronic Conditions

6% 4%
9% 6%

15% 10%
5% 4%

12% 8%

Optimize the System of CARE for Exchange Patients
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Consider Population Age as an Indicator of Clinical Needs 

An important driver of the clinical needs of the exchange population is age. Younger patients’ needs will include 
obstetrics care, as well as treatment of injuries and infections. Newly insured younger patients may also have high 
behavioral health utilization. For example, in an analysis of the effect of the “adult-dependent mandate” (the ACA 
requirement that group health plans provide coverage for adult children up to age 26), young adults with health 
insurance spent more on mental health services than their uninsured contemporaries. Exchange patients with new 
insurance cards may do likewise.

By contrast, an older exchange population is likely to need more continuing care of chronic conditions such as 
diabetes, hyperlipidemia and hypertension, as indicated by simulations (see page 24). 

Top Eight CARE Families* by Outpatient Volume in Two Age Cohorts, Sample Market

18–44 YEARS

CARE Family
Total 

Volumes 
% of 
Total

Nonspecific Back and Neck Pain 249,807 10

Neuroses and Personality/Coping 
Disorders

75,205 3

Normal Pregnancy/Delivery 70,914 3

Abdominal Pain 63,318 3

Eye Infection and Other Eye  
Disease, Including Blindness

62,339 3

Bronchitis and Other Upper 
Respiratory Disease

57,619 2

PID and Other Nonmalignant  
Gyn Conditions

56,435 2

Musculoskeletal Injury–Lower  
Leg/Foot/Ankle

53,593 2

45–64 YEARS

CARE Family
Total 

Volumes 
% of 
Total

Nonspecific Back and Neck Pain 244,619 9

Chronic Renal Failure 139,935 5

Diabetes Mellitus 130,055 5

Hyperlipidemia 102,683 4

Hypertension 87,610 3

Musculoskeletal Injury–Shoulder/
Elbow/Upper Arm

71,473 3

Musculoskeletal Injury–Lower  
Leg/Foot/Ankle

70,066 2

Eye Infection and Other Eye  
Disease, Including Blindness

69,773 2

*CARE Families = clinical groupings of diagnoses (eg, diabetes, breast cancer) formed primarily from ICD-9 diagnosis codes.
Note: Excludes exam including screening and unspecified visit CARE Family. PID = pelvic inflammatory disease. 
Sources: Fronstin P. Mental Health, Substance Abuse and Pregnancy: Health Spending Following the PPACA Adult-Dependent Mandate. Employee Benefit Research Institute 
Issue Brief No. 385. April 2013; Sg2 Comparative Database, October 2013; Sg2 Analysis, 2013.
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PLAN TO MEET THE NEW POPULATION’S  
CLINICAL NEEDS (CONT’D) 

Chronic disease management and care coordination will be important strategies in managing exchange patients.  
By improving outcomes, lowering costs and keeping patients in the system, these strategies, if thoughtfully targeted, 
can create a competitive advantage.

Build Care Coordination Strategies That Start Where Patients Access the System 

Systems with well-coordinated services can both improve care and capture downstream revenue. For newly insured 
patients who don’t have a primary care physician, consider developing a temporary medical home in the ED or 
hospital-based clinic until a primary care provider can be identified. 

ED Care Coordination Can Build Affinity to the System of CARE

Enhance Chronic Disease Management With Technology and Collaboration

• Create disease registries and integrate them into the EMR or clinical decision support systems to flag patients  
and track trends, risks, outcomes and costs.

• Working with clinical leaders, develop standardized management protocols and embed them in the electronic 
medical record. 

• Seek ways to coordinate initiatives with payers’ disease management programs.
• Develop resources to engage patients in disease-specific self-care.

EMR = electronic medical record; FQBHC = Federally Qualified Behavioral Health Center. 

PATIENT REFERRED TO 
AFFILIATED SERVICES
• Elective services 

(orthopedics, urological, 
gynecological, neurological) 
to meet pent-up demand

• Future acute care demand

Optimize the System of CARE for Exchange Patients

Sg2 Resources 

• Care Coordination: A Strategic Priority in the Shift to Accountability

• Performance Guide: Optimizing Chronic Disease Management

NEWLY INSURED PATIENT 
ENTERS ED WITHOUT PCP
• ED care coordinator:

 – Establishes relationship 
with patient

 – Creates post-ED 
treatment plan

 – Maintains primary care 
relationship until PCP 
and/or medical home is 
identified

PATIENT ASSIGNED A PCP 
AFFILIATED WITH HOSPITAL
• Owned/affiliated providers
• FQHCs/FQBHCs
• Other government clinics

https://intel.sg2.com/resource-types/publications/2013/8/Care_Coordination_A-Strategic-Priority-in-the-Shift-to-Accountability/
https://intel.sg2.com/resource-types/publications/2013/6/Performance Guide Optimizing Chronic Disease Management/


MANAGE NEW COLLECTION PROCESSES

For many exchange patients, having a new insurance card 
will bring their first experience with health system billing. 
Organizations will benefit from eliminating confusion 
around patient financial responsibilities, making billing 
and payment as straightforward, simple and transparent 
as possible and offering assistance when possible. 

Ensure Patient-Friendly Billing

• Enhance patient billing systems to include user-friendly 
features and, if capabilities allow, integrate them into  
your patient portal. 

• Use simple, straightforward language and replace text 
with graphics when possible.

• Educate billing services staff on the exchanges to  
address patient inquiries. 

Maximize Collection of Co-pays  
and Deductibles 

Develop organizational policies that encourage price 
transparency and clarity around financial interactions 
between providers and patients. Institute these  
practices across different points in the care process  
(eg, in advance of service, in the ED, at discharge). 
Continue to work with community organizations and 
philanthropists to support patients who cannot afford 
their deductibles and co-pays.

Assess Potential to Redistribute  
Charity Care Dollars

On October 30, HHS concluded that health systems 
could legally subsidize health insurance premiums 
without violating the anti-kickback statute, but later 
issued guidance strongly discouraging the practice. In 
addition, some state laws may prohibit such subsidies. 
Organizations would be wise to assess this possibility 
and discuss options with their legal counsel.

Palo Alto Medical 
Foundation  
Deploys Financial 
Counselors Across 
the Continuum 

Cancer-specific financial counselors:

• Provide estimates of co-pays, deductibles and 
future treatment costs based on diagnosis and 
treatment modality.

• Help navigate insurance benefits.
• Create an individualized financial plan.
• Monitor the patient’s account.
• Connect underinsured or uninsured patients to 

resources that can provide assistance.

CASE
STUDY

HFMA PATIENT FINANCIAL  
INTERACTIONS BEST PRACTICES 

In collaboration with patients, hospitals, physicians 
and payers, the Healthcare Financial Management 
Association (HFMA) has developed best practices for 
communication between patients and providers on 
insurance coverage and patient financial responsibilities. 
Key best practices include: 

• Create standard language on the most common 
financial questions.

• Use face-to-face meetings to help expedite resolutions. 
• Establish a toll-free number for assistance with  

financial questions, and publicize it widely.
• Regularly survey patients on financial practices,  

and share the results with staff and leadership.

27Confidential and Proprietary © 2013 Sg2 | Sg2.com

HHS = US Department of Health and Human Services.
Sources: HFMA. Patient Financial Interactions. www.hfma.org/pfi/; Boulton G. UW Hospital and Clinics donates $2 million to defray Obamacare premium costs. 
Milwaukee Journal Sentinel. Sept 30, 2013; HHS guidance that ‘QHPs’ are not federal health care programs available online. AHA News Now. Oct 31, 2013.  
www.ahanews.com; HHS discourages third-party premium subsidies on exchanges. AHA News Now. Nov 5, 2013. www.ahanews.com; Palo Alto Medical  
Foundation. Financial Counseling Services. www.pamf.org/cancercare/support/financial.html. All Web Sites Accessed October 2013; Sg2 Analysis, 2013. 
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ACTION PLAN  
Making It Happen

UNDERSTAND THE OPPORTUNITIES AND RISKS

 Size and characterize the exchange market.
 — Estimate how big the organization’s exchange patient population will be, based on the market’s political, 
demographic and economic characteristics.

 Model payer mix redistribution.
 — Analyze where your future exchange patients are being drawn from.
 — Understand how income patterns will shape the distribution of exchange categories (high vs low vs no subsidy; 
SHOP) in your market.

 Estimate revenue and margin impact.
 — Evaluate how volume shifts, revenue changes and costs play into exchange market margins.

BUILD AND EXECUTE AN EXCHANGE MARKET STRATEGY

 Define an approach to the exchange market.
 — Consider the market stakes, upside potential and downside risk of exchange market participation.
 — Choose an offensive or defensive strategy.

 Set a contracting strategy for the exchange market.
 — Trade discount for steerage, but beware of setting a new price floor.
 — Attract individual purchasers with affordability and access.

 Conduct scenario planning to build confidence in your strategy; update annually.
 — Play out various market scenarios.
 — Expect to remodel and renegotiate at least yearly. 

 Educate staff and assist potential enrollees.
 — Instruct staff to communicate a simple message; train financial counselors as certified application counselors.
 — Partner with community players to increase impact and avoid duplication of effort.
 — Automate enrollment, verification and certification. 

OPTIMIZE THE SYSTEM OF CARE FOR EXCHANGE PATIENTS

 Integrate appropriate access channels.
 — Address increased demand with site-based strategies.
 — Integrate community resources into the System of CARE.

 Plan to meet the new population’s clinical needs.
 — Evaluate the impact of the exchange population on health care utilization.
 — Target care coordination and disease management strategies to high-risk groups.

 Manage new collection processes.
 — Ensure patient-friendly billing.
 — Maximize collections of co-pays and deductibles.
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Sg2 HEALTH INSURANCE EXCHANGE DEFINITIONS

The Affordable Care Act came with its own set of vocabulary. Then policy experts and journalists coined additional 
terms to describe key actions and concepts. Sg2’s definitions are provided below.

Crowd-out: Percentage of firms that choose 
to stop offering health insurance 
coverage to their employees 
as a result of health insurance 
exchanges.

Donut Hole: The “donut hole” refers to those 
between current Medicaid eligibility 
levels and 100% of the FPL, where 
federal exchange subsidies begin, in 
states that do not expand Medicaid. 
This population is likely to remain 
uninsured in states that do not 
expand Medicaid.

High Subsidy: Individuals between 100% and 250% 
of the FPL are eligible for highly 
subsidized exchange coverage. In 
states that expand Medicaid, the high 
subsidy population will be limited to 
individuals between 139% and 250% 
of the FPL.

Low Subsidy: Individuals between 251% and 400% 
of the FPL are eligible for lower 
subsidized exchange coverage.

Medicaid 
Expansion:

As part of the ACA, states have 
the option to expand Medicaid 
from its current eligibility levels 
to 138% of the FPL.

Small Business 
Health Options 
Program 
(SHOP):

Health insurance exchanges 
where small firms (<50 
employees) can purchase health 
coverage. In 2016, the SHOP 
exchange opens to firms with 
<100 employees.

Unsubsidized: Individuals above 400% of 
the FPL are not eligible for 
exchange subsidies.

Uptake Rate: Percentage of eligible 
discharges that are enrolled in a 
given exchange product and/or 
Medicaid.

Source: Sg2 Analysis, 2012 and 2013.

Appendix 1
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Commercial

Self-Pay

Medicaid

Medicare

Other

High Subsidy

Low Subsidy

Unsubsidized

SHOP

REFORM

There are several levels to the Sg2 Impact of exChange™ model: utilization forecasting, market share prognostication, 
payer mix shifts and revenue analysis. Leveraging the Sg2 Impact of Change® (IoC) demand forecast as a baseline 
input, the Impact of exChange model is built on potential future inpatient and outpatient volumes for the institution 
and market, given both payer mix redistribution due to reform and important factors influencing market share. 

 
Sg2 IMPACT OF EXCHANGE MODEL 

Appendix 2

Source: Sg2 Impact of exChange™, 2013.

UTILIZATION 
FORECAST PAYER MIX REDISTRIBUTION

BASELINE

Inpatient IoC  
Forecast

Outpatient IoC 
Forecast

Baseline  
Total Volume

Commercial

Self-Pay

Medicare

Other

Medicaid
Uptake 
Rates
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Sg2 IMPACT OF EXCHANGE MODEL 

• DISCHARGES

• PAYER MIX

• REVENUE

NARROW 
NETWORK 
SCENARIOS

Affordability

Access

Quality

Complexity

FACTORS

MARKET SHARE

Exchange 
Total
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This analysis was prepared by the staff and consultants of SG-2®, LLC (“Sg2”) and is proprietary and confidential information to be used 
solely by clients of Sg2’s systems. The projections, trends, forecasts and conclusions provided herein were assembled using the best 
judgment of Sg2, its staff and consultants, but should not be construed as definitive projections for purposes of financial feasibility or 
other economic decision making. Events, conditions or factors, unanticipated at the time of the development of this analysis, may occur 
which could have a material impact on the conclusions contained within. No assurances are offered, either implicitly or explicitly, that the 
projections, trends or forecasts will occur.

Sg2’s analyses, recommendations and forecasts are based on a thorough and comprehensive review of literature, client interviews and 
discussions with industry participants. Sg2, its principals and editorial staff do not hold any direct investments in commercial enterprises 
that may be noted in Sg2 publications and reports. Medical device manufacturers, pharmaceutical firms and other commercial vendors 
(some of whom are clients) are often noted in Sg2 publications to illustrate emerging trends or key clinical developments. Sg2 does not 
recommend or endorse any specific products or services noted. Sg2’s objectivity and analytical rigor are fundamental to the value of our 
research and insights.

Clients should apply findings to their own market and business circumstances to determine the applicability of the information contained 
herein. With respect to clinical matters and patient treatment practices, clients should consult with their medical staff professionals 
prior to adopting or applying any such plans or procedures. Sg2 disclaims any liability for the accuracy, completeness or usefulness of any 
information, apparatus, product or process discussed herein and shall not be liable for damages of any kind, including, without limitation, 
any special, indirect, incidental or consequential damages arising from omissions or errors in its conclusions, findings, observations or 
recommendations.
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Anticipate the Impact of Change 

Sg2 is the health care industry’s premier provider of market data and information. 
Our analytics and expertise help hospitals and health systems understand market 
dynamics and capitalize on opportunities for growth.
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