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Five Opportunity Areas for Managing 
Convergence Risk
Making a marriage work takes commitment to get through the rough spots
By David Tyler and Matthew Tabor

P
roviders embarking on the insurance business, 
payers entering the business of providing patient 
care—they are choosing convergence to satisfy 
their mutual need to reduce costs, sustain 

operations, improve outcomes, respond to regulatory 
requirements and deal with shifts in reimbursement.

Before agreeing upon a convergence strategy, provider and 
payer decision-makers assess benefits and challenges. After 
the convergence plan is complete, they will keep their eyes 
open to seize opportunities and avoid pitfalls.

Work out real-life details together
Now the decision to come together has been made, and it 
is time to work out the details of actually working together. 
The details that can lead to a clash or even a crash are the 
ones that require proactive thinking from leaders on both 
sides of the transaction.

In the beginning, even after agreeing on the alignment, 
providers and payers will naturally fall back on long-time 
separate—often opposing—mindsets. To achieve success 
as a new entity, leadership must be united in identifying, 
avoiding and dealing with the risks that come with these 
mergers.

Risks will compound
Risks are inherent in any organization; with the 
complexities of conjoining two organizations, the 
risks move further along the continuum, building as 
they go. Sharing the burden of infrastructure and care 
coordination does not diminish financial and other risks. 

The key is to establish effective governance to fully 
integrate operations.

The convergence, or vertical integration, cannot be a 
zero-sum game: the purpose is to have no losing parts. It 
takes balance. Regardless of how progressive or aggressive 
your contracting strategy as a provider organization or a 
payer organization, you will still have other fee-for-service 
relationships. You will have some bundled payment 
relationships, some shared savings, and Medicare will be 
paid differently from Medicaid.

It’s all mutual
To meet the original goal (e.g., better outcomes, better care 
delivery model), neither side should underestimate the 
functions performed by the other. They do so at great risk 
to the goal. Both sides make contributions, and they share 
challenges.

Premium reduction targets put pressure on both provider 
and payer; cost reductions do not always result, and 
when they do, they do not always translate into premium 
reductions. A CMS report in February 2014 shows that 
in Shared Savings ACOs—often the step before a true 
convergence — fewer than half showed reduced spending. 
ACOs are not always the boon financially we thought they’d 
be when we got into this business. Without proper risk 
management, this fate can befall the next step beyond an 
ACO—the converged entity.

In a convergence, entities from large, national SEC-registered 
insurers to small, local provider-owned plans and all sizes 
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of providers should focus on five opportunity areas for 
avoiding risk:

 • Strategic

 • Operational

 • Financial

 • Cultural

 • People

Strategic opportunities
Match the market, selecting the where, when and who. Pick 
where to operate, selecting specific communities, as well as 
segments that are aggressive and ready for change. Look for 
the right timing and the appropriate partners.

The decision should be well-vetted, with corporate support 
as the most appropriate choice for your organization, not 
because the flow is headed that way.

The point is to not overpay and to not take on more risk than 
is reasonable.

Sometimes it makes most sense to go with a specific line 
of business such as commercial business, an exchange or 
a Medicaid program like Johns Hopkins’. For payers, that 
might mean working with either hospitals, physicians or 
a specialty community. Grant Thornton is guiding a payer 
client that has narrowed its preferences to employment 
of a large proportion of primary care physicians in the 
selected market.

Start with the overall premise that governance must be 
rightly established, not just from a regulatory perspective 
and compliance with CMS and Medicaid, but also in 
messaging to the business and patient communities. 
Your governance should reflect your intention in that 
marketplace.

Operational opportunities
New businesses require new skill sets and the understand-
ing of regulations, IT and technical requirements, and 
management’s capabilities. Give balanced attention to core 

functions of each side so that clinical and patient care deliv-
ery, actuarial and administrative services all remain strong.

Be realistic about where the yield will be; it will not 
be in every area. Cost reduction, improvement in care 
management, administrative simplification—they might 
progress at different paces. Dual-sided analytics are 
utilized here in designating the revenue center and the 
cost center.

In determining the infrastructure, the centralized business 
capabilities, do you buy, build or lease? Where will cost 
shifting happen, and how will cost reduction play out in 
driving out expense and premium dollars? Will the savings 
be passed along to the premium payer? Making the answers 
part of the up-front plan will show where risks are so you 
can avoid them.

Financial opportunities
Consider the impact on the balance sheet in both directions. 
For example, a provider will need know the state reserve 
requirements necessary to operate as an insurance 
company.

Your financial system will benefit from vigorous business 
intelligence, including the integration of Electronic Health 
Record (EHR), Enterprise Resource Planning (ERP) and claims 
platforms. More important than ever is assuring analytics are 
based on a consistent platform and data that is actionable 
for budgeting, cost accounting and planning.

Cultural opportunities
It can be challenging to take on new roles and work with 
new colleagues after what may have been an historically 
tense relationship. Diminish suspicions at the outset; utilize 
change management and arbitrate internally. Strengthen 
corporate resolve and count on the right data in order to 
minimize risks in tough decision areas.

Medical management is of the greatest significance. 
If the hospital leadership culture has been convincing 
physicians to do more procedures and bring in more 
patients, the change to rationalize care in the best 
possible way will be difficult.

The convergence, or vertical integration, cannot be a zero-sum game: the 
purpose is to have no losing parts.
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in turn counts on meaningful data and analysis. Building 
an infrastructure to capture and use clinical, cost, EHR and 
Health Information Exchange (HIE) data provides valuable 
business intelligence for planning and risk management.

Convergence can be rewarding, certainly a generator of fiscal 
performance, but more importantly, a route to improving 
clinical performance. In combing end-to-end assets—from 
payer skills in administrative underwriting, distribution and 
group management capabilities to provider experience 
in clinical and patient interfaces—the opportunities are 
tremendous for being on the successful side of risk.

Two webcasts discuss the benefits, challenges and risks of 
convergence: “A Panel Discussion That Shines a Light on 
the Pros and Cons of Convergence”1 and “Provider/Payor 
Convergence: Regulatory Governance and Operational Issues 
You Need to Consider.”2 NP

1 See www.grantthornton.com/issues/library/articles/health-care/2014/04-
Provider-payor-convergence-webcast.aspx for a summary of the first webcast 
and to register for replay.

2 See www.grantthornton.com/events/health-care/2014/07-11-Provider-payor-
convergence-webcast.aspx to register for replay.

Responsibilities might need reassignment. Who will handle 
negotiations and talent? Who decides if another hospital in 
the area will be part of the network? Who will set premium 
levels? How much savings will be passed on to the ultimate 
patient? Who will make discharge decisions?

Answers will be based on who ultimately leads—the 
provider side or the payer side.

People opportunities
Any acquisition or other transaction can bring on employee 
exits, and these are even greater at the executive level.

Find and identify skill sets and talent pools. Cross-pollinate 
ideas and tactics, and circulate talent to all aspects of your 
business. Make sure everyone is aligned and working toward 
the same goals. Successful convergences welcome hospital 
executives into a health plan environment and vice versa.

Incentive alignment drives behaviors and is critical because 
of the shift in roles taking place. If a professional has been 
paid to drive down hospital costs and is now in charge of a 
hospital, familiar incentives will need to be thrown out.

For example, a hospital executive has been in charge of 
bottom line costs and incentives through increasing patient 
admissions and care. The hospital becomes a cost center, so 
that every new patient is a “bad thing.” Incentives must be 
adjusted.

Incentive alignment drives 
behaviors and is critical  
because of the shift in  
roles taking place.

Evaluations will also be completed from a different 
perspective. Adjust the feedback process for management 
progression, and make clear the values and behaviors 
expected in the new corporate culture. Avoid the risk of 
dissatisfaction and loss of key employees by focusing 
integration efforts from the start.

Successful convergence ultimately relies on data
Success after a convergence depends on many factors, 
most importantly thoughtful corporate governance, which 
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