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I. Executive Summary 
 
We are experienced healthcare executives who were retained by the law firm of Troutman 
Pepper Hamilton Sanders LLC on behalf of its client, Chesapeake Regional Healthcare, to advise 
on proposed legislation in the Commonwealth of Virginia that would regulate vertically 
integrated entities owning both a hospital and a health insurance carrier. Bruce Solomon has 
been a C-suite level executive in large-scale academic medical and integrated delivery systems in 
New York, Massachusetts, Pennsylvania, and Louisiana. Dr. Paul Harkaway is a pulmonologist 
who was the Corporate Senior Vice President for Clinical Integration and Accountable Care for 
Trinity Health, the third largest nonprofit healthcare system in the United States, as well as being 
President of a large IPA in Southeast Michigan for over a decade.  Full CVs for Mr. Solomon 
and Dr. Harkaway are attached as Appendix A.   
 
We write to explain why Senate Bill 867 (SB 867), which has been referred to the Virginia 
Health Insurance Reform Commission (HIRC) for further study,1 addresses an important public 
need to regulate such vertically integrated carriers. In our view, vertically integrated carriers 
could abuse their dual role as providers and insurance companies to disadvantage the public and 
limit choice and competition. However, we cannot find evidence that the vertically integrated 
carrier model delivers offsetting benefits to the public that justify those risks of abuse.  Thus, we 
think that legislation to regulate vertically integrated carriers and protect against the potential for 
abuse, such as SB 867, is in the public interest and should be seriously considered by the 
Virginia Legislature.    
 
SB 867 has three key provisions: 
 

1) Affording health care providers which are not affiliated with the vertically integrated 
carrier with the opportunity to participate in a vertically integrated carrier’s health plans, 
under generally the same terms as the provider entity that is under common ownership or 
control with the health plan in order to eliminate discrimination or steering that is not 
based upon objective measures of quality, cost, and access; 

 
2) Reimbursing non-affiliated providers at rates no lower than the vertically integrated 

carrier’s affiliated/controlled providers when considering similarly situated types of 
providers; and 

 
3) Prohibiting an officer or director of a vertically integrated carrier from simultaneously 

serving as an officer or director of a hospital under common ownership or control.   
 

SB 867 is driven by a concern that vertical integration of hospital and health insurance carriers 
can pose a danger of harm to the public.  Such dangers can include: 
 

1) Vertically integrated carriers may deny or condition access to their insurance networks 
for independent physicians and hospitals, resulting in less access to care and less choice 
and competition.  Critically, without a sufficient volume of higher paying commercially 
insured patients, hospitals and physician practices cannot operate in a financially 
sustainable manner. 
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2) Hospitals need a minimum number of patients to maintain efficient scale, especially as 

inpatient admissions are generally decreasing with the growth of outpatient care.  If a 
vertically integrated carrier pressures in-network physicians to refer exclusively or 
primarily to its affiliated hospitals, then rival hospitals may be deprived of the volumes 
necessary to sustain and grow their programs. 

 
3) Vertically integrated carriers may deny or condition in-network participation to low-cost 

ambulatory facilities to protect their higher-cost hospital affiliates.  Not only would this 
increase costs and reduce access in general, but it also threatens the ability of specialty 
physicians to maintain practices independent of large hospital systems.  There has been a 
significant relative decline in physician reimbursement in the past decade, making many 
independent community specialist practices dependent on income from ownership stakes 
in outpatient facilities in order to remain economically viable. 

 
4) Vertically integrated carriers may deny or condition in-network participation to reduce 

access to patients for primary care physicians who are not employed by or otherwise 
aligned with the vertically integrated system. 

 
Considering these risks for abuse, the question then becomes whether there are realized (and not 
merely theoretical) benefits to the vertically integrated model that offset these threats to the 
community.  As the overriding goal of health care delivery is to improve the wellness and health 
of citizens and optimize health system performance, our North Star in measuring community 
benefit is the concept of the Triple Aim, first articulated in a 2010 seminal paper by Dr. Don 
Berwick.2 There, Dr. Berwick defined the Triple Aim as: 
 

 Improving the individual experience of care,  
 Improving the health of populations, and  
 Reducing the per capita costs of care for populations.   

 
This framework is often summarized as improved quality, enhanced access, and decreased costs. 
 
Thus, we ask whether the data and experience of vertically integrated carriers prove out their 
potential benefits and progress along the Triple Aim.  In tackling this question, we examined the 
peer-reviewed scholarly literature in the fields of healthcare economics, health delivery, and 
public health.  Our goal was to see whether there was sufficiently robust evidence, tested by the 
rigors of academic publication, to inform policymaking in Virginia.   
 
Unfortunately, there is a dearth of published, peer-reviewed research on whether provider/carrier 
vertical integration advances the Triple Aim. Nevertheless, there is abundant peer-reviewed 
research on the impact of physician/hospital vertical integration. We examined more than 40 
peer-reviewed scholarly research studies from the past decade, as well as other materials, such as 
U.S. Congressional testimony.  A full list of materials reviewed and/or cited is set forth in 
Appendix B.  We believe that this rich trove of published analysis on the effects of 
physician/hospital vertical integration is relevant to, and can be cautiously applied to, 
provider/carrier vertical integration for the following reasons: 
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 The research generally demonstrates vertically integrated physician/hospital entities 

increase costs but do not improve quality.  Given those results, the concentration of 
market power through a vertically integrated structure itself may be the cause of the 
disturbing results regardless of which components are integrated. 

 
 Vertically integrated carriers are typically components of entities with significant levels 

of hospital/physician integration.  For example, in Virginia, both Sentara Healthcare and 
Centra Health vertically integrate hospital services, physician services, and insurance 
products.  Thus, it is a fair question whether an entity whose hospital/physician 
integration yielded few, if any, benefits to the community will do any better integrating 
provider and insurance carrier functions. 

 
Examples of the scholarly findings that demonstrate negative effects of hospital/physician 
vertical integration include: 
 

 “From 2007 to 2013, hospitals acquired nearly 10% of the practices in our sample. We 
find that the prices for the services provided by acquired physicians increase by an 
average of 14.1% post-acquisition.”3 
 

 “In 2003, approximately 29% of hospitals employed members of their physician 
workforce, a number that rose to 42% by 2012. Up to 2 years after conversion, no 
association was found between switching to an employment model and improvement in 
any of 4 primary composite quality metrics.”4 

 
 “Compared with patients of independent physicians, patients of vertically integrated 

physicians incurred annual spending 5.8 percentage points higher than patients of 
independent physicians. The authors found no consistent difference in the quality of care 
received by patients at either type of physician practice. We find that financial integration 
between physicians and hospitals raises patient spending, but not care quality. Given that 
higher spending raises the price of health insurance, policy makers should carefully 
consider policies that limit consolidation of hospitals and physicians.”5 

 
Nevertheless, recognizing that these studies do not directly address provider/carrier vertical 
integration, we also examined a test case in the Commonwealth using publicly available sources.  
In the Hampton Roads healthcare market, the dominant hospital system, Sentara, also owns a 
large health insurance carrier (Optima).  However, rather than delivering lower costs and better 
quality, publicly available data and rankings show: 
 

 Sentara’s hospitals are generally more expensive than its competitors without an 
insurance affiliate; 

 the quality of care at Sentara’s hospitals is not significantly different or better than its 
competitors; and 

 as measured by the federal government’s star ratings for Medicare Advantage plans, the 
quality of Sentara/Optima’s insurance products is worse than several competing health 
insurance carriers.  Despite these costs and quality concerns, Sentara has been able to 
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maintain a dominant market position in Hampton Roads, which raises the concern that 
vertical integration may have been used more to benefit Sentara’s volumes and profits 
than the community. 

 
Given that there is a risk of abuse of the vertically integrated carrier model without clear 
evidence of countervailing benefits to the community, we think legislation such as SB 867 is 
warranted to protect the public and promote the Triple Aim of lower costs, increased quality, and 
enhanced access to care.  Specifically, we recommend the following:  

1) As proposed under SB 867, beginning on Line 136: 
 

 Every vertically integrated carrier shall offer participation in each provider 
panel or network established for each of the vertically integrated carrier's 
policies, products, and plans, including all policies, products, and plans 
offered to individuals, employers, and enrollees in state and federal 
government benefit programs to every provider in the Commonwealth under 
the same terms and conditions, including quality requirements, that apply to 
providers under common control with the vertically integrated carrier. Such 
participation shall be without any adverse steering or tiering of providers, 
except as may be justified by objective measures of quality and cost that 
benefit patients and employers.  

This provision closes two key gaps in Virginia’s Any Willing Provider 
statute (Virginia Code Ann. § 38.2-3407)6 — it covers ambulatory 
facilities (which are crucial low-cost competition) and it includes 
governmental programs like Managed Medicaid in addition to commercial 
health insurance products.   

This provision also facilitates movement toward the three tenets of the 
Triple Aim; namely it would insure that lower cost providers (especially 
freestanding ambulatory facilities) are included as options in all insurance 
products, it would provide increased choice and access, and it would 
encourage competition on quality to attract patients. 

We do not believe that the provisions of SB 867 prohibiting adverse rate 
discrimination against providers unaffiliated with the vertically integrated 
carrier are necessary to protect the public.  First, Virginia’s Any Willing 
Provider Law already prohibits a vertically integrated carrier from 
engaging in unreasonable discrimination in contract terms between 
providers. Second, SB 867 contains other provisions regulating the tiering 
and steering of providers within vertically integrated carrier networks, 
which would be required to be based upon objective measures of quality 
and cost.  Third, it may be difficult to craft legislation that accurately 
groups “apples to apples” comparable provider types, as there is 
significant variation among providers in the range and value of services 
offered.  However, it may be worth considering what would be the most 
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effective enforcement mechanism to ensure that the public receives the 
benefits of the Any Willing Provider Law and SB 867.  

 No officer or director of a vertically integrated carrier shall simultaneously 
serve as an officer or director of an affiliated healthcare provider, in order to 
minimize conflicts of interest (such as when policyholder interests in access to 
care are compromised to protect a provider affiliate from low-cost 
competition).    

It should be noted that in 2018, VCU Health publicly represented to the 
HIRC that there was a firewall between its insurance and provider arms.  
Moreover, as pointed out below, the Pennsylvania Insurance Department 
required a strict firewall in its order approving the Highmark/Allegheny 
merger which created a new integrated provider/carrier system. 

2) We further recommend that each vertically integrated carrier’s governing board have 
significant community representation in order to bring the interests and concerns of the 
public into the plan’s deliberations.    
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II. Nature of the Problem: What Is Vertical Integration and How It Can Be Abused? 
 

A. Definition of Vertical Integration 
 
Within the proposed bill (SB 867), a vertically integrated carrier is defined as:  

“…a carrier that owns or controls, is owned or controlled by, or is under common ownership or 
control with an individual, partnership, committee, association, corporation, or any other 
organization or group of persons that, either directly or through one or more affiliates or 
subsidiaries, owns, operates, or manages one or more acute care hospital facilities operating in 
the Commonwealth.” 

Vertical integration is not new. One of the earliest, largest, and most famous examples of vertical 
integration was the Carnegie Steel Company. The company controlled not only the mills where 
the steel was manufactured, but also the mines where the iron ore was extracted, the coal mines 
that supplied the coal, the ships that transported the iron ore, and the railroads that transported 
the coal to the factory. Another archetypical example of this is what Henry Ford did in terms of 
acquiring the supply chain that fed the production of his automobiles.  He found there were 
shortages of the raw materials needed to create his cars, so he acquired ownership in the raw 
materials, railroads to transport them, and companies to make them useable for cars.  And today, 
significant examples are omnipresent; from Amazon creating its own package delivery service to 
Netflix producing its own video content. 

B. Dangers of Abuse from a Vertically Integrated Model 

Vertical integration of health insurance carriers and provider systems has the potential to be 
harmful to the public.  For example, a vertically integrated carrier could distort competition at 
the provider level by refusing or conditioning participation in its health plan networks to 
competitors of its provider affiliates, thereby denying them access to critically needed volumes 
of commercially insured patients.   

This dynamic could particularly impact the ability of community physicians to remain 
independent of large hospital systems.  With significant relative declines in physician 
reimbursement levels over the past decade (driven heavily by the federal Medicare program), 
many independent community physicians have come to rely on their ownership interests in 
ambulatory facilities to provide crucial, extra financial support for their practices.  But these 
same ambulatory facilities are often a lower-cost alternative and threat to the hospital systems 
affiliated with vertically integrated carriers.  Should a vertically integrated carrier choose to deny 
or limit network participation to physician-owned outpatient facilities (and thus shield its 
hospital affiliate from low-cost competition), then it may become challenging for community 
physicians to maintain an economically sustainable independent practice. 

Additionally, excluding competing surgery centers from networks of integrated carriers is in 
opposition to the important new emphasis on consumerism in health care, which is made more 
important by the growth of high deductible health plans. In 2019, more than 40% of Americans 
employed in private firms had a high deductible health plan, making them more sensitive to the 
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costs of health services. While hospitals that own health plans or assume some risk through 
Accountable Care Organizations want to minimize the “leakage” of their patients to outside 
providers, consumers facing significant cost-sharing may want to avail themselves of care 
options that are of equal quality and lower costs. 

As noted in the Executive Summary, there is unfortunately a dearth of peer-reviewed, scholarly- 
published research on the impact of vertically integrated carriers on costs, quality, and access to 
care.  However, there is anecdotal evidence that these potential abuses have occurred in the real 
world.  Specifically, there have been multiple legal actions against vertically integrated 
provider/carrier systems raising concerning allegations.  Below is a high-level summary of some 
of this anecdotal evidence.  Links to the relevant legal filings are provided in Appendix C. 

1) Health First in Florida 
 
Health First is a vertically integrated system in Brevard County, Florida, with a large 
market share in hospital services, physician services, and health insurance.  Health First 
was alleged by a group of consumers filing suit to suppress competition by acquiring the 
largest competing physician group in the market, leveraging its market power in adjacent 
markets, and exclusive dealing in hospital referrals, as well as a group boycott of 
competitors.  
 
Health First was also accused, in a separate lawsuit, of only allowing in-network 
participation in its health insurance plan if the physician group filing suit would agree to 
admit its patients exclusively to Health First’s hospitals, and to control referrals in the 
market to restrict competition.  
 
This second lawsuit, where Health First was sued for $364M in damages, was settled by 
an undisclosed financial payment by Health First, and the plaintiffs and Health First 
agreed to mediate a number of the non-financial demands in an effort to improve health 
care in the local community.   
 

2) Geisinger in Pennsylvania 
 
The Attorney General (AG) of Pennsylvania filed suit against Geisinger, a vertically 
integrated hospital and insurer, to challenge its acquisition of a competing hospital in its 
local geography.  The AG alleged that, if the merger went through, competing health 
insurers would have to pay Geisinger elevated reimbursement rates in order to have these 
key hospital facilities as part of their networks and products.  The Pennsylvania AG 
further alleged that the Geisinger provider entities only participated on an in-network 
basis in Geisinger’s own Medicare Advantage plan, thereby disadvantaging competing 
Medicare Advantage plans.  Additionally, it was alleged that Geisinger maintained a 
closed staff hospital and thus acquiring a competing hospital could have the result that 
independent physicians would not have a local hospital alternative unless they became 
employed by Geisinger. 
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Geisinger and the Pennsylvania AG settled the matter through entry of a Consent Decree, 
which the Court approved.  Among other things, the Consent Decree provided that a.) the 
combined entity will have good faith negotiations with all insurers, including a 3rd party 
review and mediation process to be paid for by Geisinger, b.) Geisinger could not 
condition a contract on an insurer agreeing not to contract with a competitor, c.) 
Geisinger could not prohibit physicians with Geisinger privileges from holding privileges 
at other hospitals, and d.) Geisinger could not require an insurer to have a contract with 
any Geisinger affiliate as a condition of having a contract with the newly acquired 
hospital. 
 

3) UPMC in Pennsylvania 
 
The plaintiff, West Penn Allegheny Health System (Allegheny), the second largest 
hospital system in the Pittsburgh area, sued a vertically integrated hospital/insurer system 
(UPMC) and the largest health insurer in Western Pennsylvania (Highmark) for 
conspiring to "protect one another from competition."  Allegheny alleged that UPMC 
agreed to use its power in the provider market to insulate Highmark from competition in 
the health insurance market by refusing to contract with Highmark's rivals and by 
agreeing not to grow a competing health insurance carrier which UPMC owned.  In 
return, Highmark allegedly agreed to protect UPMC from competition by providing 
artificially depressed reimbursement rates to Alleghany while paying UPMC inflated 
rates, by removing its low-cost narrow network insurance plan from the market, and by 
engaging in other acts to harm Allegheny.  Allegheny also alleged that Highmark 
increased its premiums to afford the higher rates paid to UPMC, which it was able to do 
because UPMC had insulated it from competition from other health insurers.  Finally, 
Allegheny alleged that UPMC attempted to monopolize the Pittsburgh-area market for 
tertiary hospital services by soliciting physicians away from Alleghany, pressuring 
community hospitals to refer all patients to UPMC, and making defamatory statements 
about Allegheny to bond market investors.   
 
The case ultimately was settled after Highmark acquired Allegheny.  In connection with 
the Highmark/Allegheny transaction, which created a new vertically integrated entity 
offering both hospital services and health insurance products, the Pennsylvania Insurance 
Department issued a lengthy order which set forth a number of conditions on the new 
vertically integrated entity in order to protect consumers, including:  a.) a prohibition on 
most favored nation contracts, b.) limiting the length of any contract to 5 years, c.)  a 
prohibition on exclusive contracting, d.) a strict firewall between the insurance carrier 
and provider sides of the vertically integrated system, e.) requirement of Department of 
Insurance approval of any financial commitment above $25M, f.) a disclosure of all 
financial commitments and financial and operational information from the preceding 
year, g.) requirement that any senior executive responsible for designing, recommending 
and/or implementing the integrated delivery network (IDN) strategy have a meaningful 
portion of their compensation tied to achievement of quantifiable and tangible benefits to 
policyholders, and h.) report of annual saving from the IDN to policyholders. 
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III. Peer-Reviewed Scholarly Research on the Real-World Impact of Vertical 

Integration 
 

A. The Goal of Healthcare Policy:  The Triple Aim of Improved Quality, 
Enhanced Access, and Decreased Costs 

As mentioned above, we believe that the Triple Aim of improved quality, enhanced access, and 
decreased costs is the North Star to guide evaluation of the performance of vertically integrated 
systems.  In theory, vertically integrated carriers should be able to advance the Triple Aim.  As 
one commenter in the field has explained: 
 

“In the case of hospital-insurer consolidation, where a hospital system acquires or builds 
an insurance function as part of its organization, several factors contribute to gains in 
efficiency. Increased quality can stem from clinical integration of hospitals and insurers. 
Better coordination between the two entities can facilitate tracking patients’ medical 
history and can enable the health system to take preventive measures accordingly. Cost 
savings could be realized through three main channels: a.) vertically integrated entities 
should have reduced transaction costs as they no longer face contracting or negotiation 
costs, b.) cost of providing care can also be reduced as improved coordination of care 
prevents wasteful procedures, and c.) elimination of double marginalization can 
contribute to cost savings of vertically integrated insurers as they no longer pay a 
markup, and instead access the input at its marginal cost.”7 

 
The question then becomes whether this theory reflects the reality experienced by members of 
the public. 
 

B. Scope of Published Scholarly Research on the Real-World Impact of Vertical 
Integration in Healthcare 

 
As noted in the Executive Summary, there are no peer-reviewed, academic research studies we 
have found that evaluate if provider/carrier integration advances the Triple Aim in actual 
practice.  However, there are numerous scholarly, peer-reviewed studies finding that 
physician/hospital vertical integration increases costs and does not seem to generate significant 
improvement in quality.  We believe these studies of physician/hospital integration are relevant 
to weighing the benefits and costs of provider/carrier integration for the following reasons:   
 

1) The preponderance of research demonstrates vertically integrated physician/hospital 
entities generally seem to increase costs but do not improve quality.  Given those results, 
the concentration of market power through a vertically integrated structure itself may be 
the cause of the disturbing results regardless of which components are integrated. 

 
2) Vertically integrated carriers are typically components of entities with significant levels 

of hospital/physician integration.  For example, in Virginia, both Sentara Healthcare and 
Centra Health vertically integrate hospital services, physician services, and insurance 
products.  Thus, it is a fair question whether an entity whose hospital/physician 
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integration yielded few, if any, benefits to the community will do any better integrating 
provider and insurance carrier functions.  

 
C. Extensive Scholarly Research Shows the Negative Effects in Practice of 

Physician/Hospital Vertical Integration 
 

While there is a dearth of research on the impact of provider/carrier integration, there are many 
peer-reviewed, rigorous academic studies of the impact of hospital/physician vertical integration.  
A substantive grouping of these studies spanning 12 years and including providers nationally and 
specifically in four states are in Appendix B.  Given the breadth and volume of these findings, 
we believe they can provide guidance to policymakers in Virginia.   
   

1) These research papers consistently find that vertical hospital/physician integration 
increases costs with no discernible significant benefit in quality of care.  Among the key 
findings from the studies we reviewed are the following:   
 

 “Overall, our analyses find that vertical integration rarely leads to better health 
outcomes, and sometimes results in worse outcomes. We typically find negligible 
average effects across acquisitions that do not change much in the several years 
following an acquisition. These findings are robust, as we do not find evidence of 
improved health in any of our specifications or with any of our outcome 
measures. Instead, our results indicate that vertical integration is not associated 
with improvements in health, despite the fact that the literature has found it to be 
associated with increased expenditures.”8 

 
 “Of the study of 158 organizations, 118 physician organizations (75%) were 

physician-owned and provided care for 3,065,551 patients, 19 organizations 
(12%) were owned by local hospitals and provided care for 728,608 patients, and 
21 organizations (13%) were owned by multihospital systems and provided care 
for 693,254 patients…Physician organizations owned by multihospital systems 
incurred expenditures 19.8% higher than physician-owned organizations.”9 

 
2) During the past decade, U.S. hospitals have acquired a large number of physician 

practices. For example, from 2007 to 2013, hospitals acquired nearly 10% of the practices 
in our sample. We find that the prices for the services provided by acquired physicians 
increase by an average of 14.1% post-acquisition. Nearly half of this increase is 
attributable to the exploitation of payment rules. Price increases are larger when the 
acquiring hospital has a larger share of its inpatient market. We find that integration of 
primary care physicians increases enrollee spending by 4.9%.”10 
 

3) “We found that an increase in the market share of hospitals with the tightest vertically 
integrated relationship with physicians--ownership of physician practices--was associated 
with higher hospital prices and spending. We found that an increase in contractual 
integration reduced the frequency of hospital admissions, but this effect was relatively 
small. Taken together, our results provide a mixed, although somewhat negative, picture 
of vertical integration from the perspective of the privately insured. Our most definitive 
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finding is that hospital ownership of physician practices leads to higher prices and higher 
levels of hospital spending.”11 
 

4) “In a systematic search of 20 years of articles, 29 were selected comparing the 
performance of a vertically integrated health system and examined an outcome related to 
quality of care, efficiency, or patient-centered outcomes.  Vertical integration was 
associated with better quality, often measured as optimal care for specific conditions, but 
showed either no differences or lower efficiency as measured by utilization, spending, 
and prices. Few studies evaluated a patient-centered outcome; among those, most 
examined mortality and did not identify any effects. Across domains, most studies were 
observational and did not address the issue of selection bias. A growing body of research 
on comparative health system performance suggests that integration of physician 
practices with hospitals might not be enough to achieve higher-value care.”12 

 
5) The percentage of physicians in practices owned by a hospital increased from about 

25 percent in 2010 to more than 40 percent in 2016. The estimated impact of the increase 
in vertical integration from 2013 to 2016 in highly concentrated hospital markets was 
found to be associated with a 12 percent increase in Marketplace premiums. For 
physician outpatient services, the increase in vertical integration was also associated with 
a 9 percent increase in specialist prices and a 5 percent increase in primary care prices. 
Legislative proposals, actions by the state’s attorney general, and other regulatory 
changes are suggested.13 

 
6) “Our results indicate that vertical integration improves quality for only a limited set of 

process of care and patient satisfaction measures. But increased hospital market 
concentration is strongly associated with reduced quality across multiple measures. With 
this result in mind, regulators should continue to focus scrutiny on proposed hospital 
mergers, take steps to maintain competition, and reduce counterproductive barriers to 
entry.”14  

 
7) In a recent study looking at use of testing utilization after physician practice acquisition 

by a hospital system, the authors found that “during the 2013–16 period, vertical 
integration between physician group practices and hospitals or health systems was 
associated with increases both in hospital sites of care for common diagnostic imaging 
and laboratory tests and in Medicare reimbursement rates. The practice-level changes 
were sharp and materialized immediately after the ownership change. Contrary to claims 
of clinical efficiencies, we also observed increased rates of testing procedures. 
Importantly, it is difficult to argue that the additional spending is related to better quality 
of care, as these specific services are likely to be highly standardized—and hence 
undifferentiated—across diagnostic providers.”15 
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IV. Vertical Integration Test Case in Virginia:  The Hampton Roads Market   
 
While the research on the adverse effect of hospital/physician integration is substantial, we 
recognize that this is not precisely the issue before the Virginia Legislature with regard to 
provider/carrier integration.  In the absence of robust research literature on provider/carrier 
integration, we investigated whether there are any markets in Virginia where we could look to 
see whether provider/carrier integration was generating actual benefits to the community.  The 
Hampton Roads region in southeast Virginia contains both a vertically integrated provider/carrier 
system, Sentara, and competing hospitals without an insurance affiliate.  It is, therefore, a 
potential test case for whether the vertically integrated carrier model is driving benefits to the 
public that offset the risks of abuse of concentrating hospital and insurance assets in one entity. 
 
In general, Hampton Roads is a high-cost healthcare market.  For example, the Health Care Cost 
Institute and the Robert Wood Johnson Foundation ranked the Virginia Beach market 14th 
highest out of 124 cities surveyed in a 2017 study, with costs that were 17% above the national 
average. The study also ranked the area 40th of 124 in terms of market concentration, reflecting 
Sentara’s dominant share of the provider segment.   Clearly costs and concentration have both 
increased since the report.16 17 
 
To drill down more deeply, we examined different measures of cost and quality for Sentara’s 
hospital and insurance affiliates as compared to its competitors.  In each instance, Sentara’s 
measure is either below or roughly the same as its competitors which are not vertically integrated 
in the hospital and insurance spaces.  As a result, there does not appear to be any evidence that 
Sentara’s vertically integrated provider/carrier model is delivering material benefits to the 
Hampton Roads community.   
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Table 1: The 2019 cost per adjusted admission by hospital   
 
Cost per adjusted admission controls for the severity of the patient’s diagnosis and shows what 
the average cost is in an apples-to-apples manner. As this data shows, vertically integrated 
Sentara’s hospitals are generally more expensive than competing hospitals in South Hampton 
Roads.   
 

VHI 2019 Data 

 
2019 Operating Expense 

per Adjusted Admission 

Chesapeake Regional  $                                 8,346  

Sentara Total  $                               11,393  

   Sentara Leigh  $                                 8,196  

   Sentara Norfolk General  $                               12,357  

   Sentara Virginia Beach   $                                 7,896  

   Sentara Obici  $                                 8,801  

   Sentara Princess Anne  $                               10,375  

Bon Secours  $                                 9,905  

   Bon Secours Maryview  $                                 9,186  

   Bon Secours DePaul $                                11,667 
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Table 2: The average publicly reported quality and safety scores of hospitals in South 
Hampton Roads   

While Sentara’s hospitals appear to deliver high quality care, so do their competitors.  For 
example, Chesapeake Regional Medical Center and Sentara Princess Anne are community 
hospitals delivering comparable levels of care roughly ten miles apart and their quality scores are 
the same.  Thus, there does not seem to be a quality advantage generated by the vertically 
integrated model used by Sentara.   

 
2021 CMS Star 

Ranking 
2021 Leapfrog 

Grade 

Chesapeake Regional 4 B 

Sentara Princess Anne 4 B 

Sentara Leigh 5 A 

Sentara Norfolk General 4 B 

Sentara Virginia Beach General 3 A 

Sentara Obici 4 B 

Bon Secours Maryview 3 A 

Bon Secours DePaul 2 Not available 
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Table 3: The inpatient market share in South Hampton Roads   
 
As is clear, Sentara has a dominant share of the provider market.  Thus, while its vertical 
integration model has not resulted in clear cost or quality benefits to the South Hampton Roads 
community, Sentara has still been able to maintain an exceptionally large and growing market 
share.  
 

VHI Data 
2019 

 Inpatient 
2007 

Inpatient 

 
Market  
Share 

Market 
Share 

Chesapeake Regional 14.11% 15% 

Sentara Total 72.85% 64% 

   Sentara Leigh 15.83%  

   Sentara Norfolk General 23.40%  

   Sentara Virginia Beach  12.61%  

   Sentara Obici 10.01%  

   Sentara Princess Anne 11.00%  

Bon Secours 13.04% 21% 

   Bon Secours Maryview 8.40%  

   Bon Secours DePaul 4.65%  
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Table 4: An assessment of quality on the insurance carrier side, using the federal 
government’s star ratings for Medicare Advantage (MA) plans   
 
As MA products represent a large and profitable book of business for health insurance carriers, 
they have strong incentives to achieve as high a star rating as possible to maintain and grow their 
enrollment.  As shown below, the two vertically integrated MA plans in the Hampton Roads 
marketplace – Optima and Virginia Premier (both owned by Sentara) – have worse star ratings 
than their competitors.  Thus, on the insurance side, Sentara’s vertically integrated model 
likewise appears to provide no quality benefit to the Hampton Roads community. 
 

 
2019 Medicare 

Advantage  
2019 Medicare 

Advantage 

 CMS Star Ranking  CMS Star Ranking 

Sentara   Anthem Insurance 4 

Optima 3.5 Highmark Senior Health 4.5 

Virginia Premier 2.5 Humana  

Aetna 
Companies  Humana WI Health 4 

Aetna Life 4 
Human Insurance local 

PPO 4 

Coventry of VA 3 
Humana Insurance regional 

PPO 3 

Innovation 
Health 3 

Humana (Arcadian) Health 
Plan 4 

Aetna Health 3.5 
Kaiser Foundation Mid-

Atlantic 5 

Anthem 
Companies  United Health Group  

Health Keepers 3.5 
United Healthcare of 

Wisconsin 4 

  Sierra Health and Life 4.5 
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V. Conclusions and Recommendations 

In conclusion, our analysis has shown: 
 

1) There are dangers that a vertically integrated provider/carrier could abuse its position 
to the detriment of the community, such as by using control over terms of 
participation in its insurance networks to limit or block lower-cost provider 
competition. 

 
2) While there are theoretical benefits to integrating provider and insurance carrier 

operations into one entity, we found no research studies demonstrating that those 
benefits have been realized in real-world settings. 

 
3) To the contrary, the robust literature on the related issue of hospital/physician vertical 

integration shows that vertical integration often results in higher cost with no 
significant quality benefits. 

 
4) We used the Hampton Roads marketplace as a test case in the Commonwealth to 

determine if there are discernible community benefits to vertically integrated 
provider/carrier structures.  Based upon publicly available data and industry standard 
rankings, the vertically integrated entity (Sentara) has generally higher cost, lower 
quality on the insurance product side, and no quality advantage in hospital services.  

 
 
Considering the dangers of abuse and the lack of any discernible benefits, we recommend that 
reasonable legislative guardrails be put in place to constrain potential harms to the public from 
vertically integrated carriers.  Our recommended legislative actions and rationale follow: 
 

1) As proposed under SB 867: 
 

 Every vertically integrated carrier shall offer participation in each provider 
panel or network established for each of the vertically integrated carrier's 
policies, products, and plans, including all policies, products, and plans 
offered to individuals, employers, and enrollees in state and federal 
government benefit programs to every provider in the Commonwealth under 
the same terms and conditions, including quality requirements, that apply to 
providers under common control with the vertically integrated carrier. Such 
participation shall be without any adverse steering or tiering of providers, 
except as may be justified by objective measures of quality and costs that 
benefit patients and employers.  

This provision closes two key gaps in Virginia’s Any Willing Provider 
statute (Virginia Code Ann. § 38.2-3407): it covers ambulatory facilities 
(which are crucial low-cost competition) and it includes governmental 
programs like Managed Medicaid in addition to commercial health 
insurance products.   
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This provision also facilitates movement toward the three tenets of the 
Triple Aim; namely it would insure that lower cost providers (especially 
freestanding ambulatory facilities) are included as options in all insurance 
products, it would provide increased consumer choice and access, and it 
would encourage competition on quality to attract patients. 

We do not believe that the provisions of SB 867 prohibiting adverse rate 
discrimination against providers unaffiliated with the vertically integrated 
carrier are necessary to protect the public.  First, Virginia’s Any Willing 
Provider Law already prohibits a vertically integrated carrier from 
engaging in unreasonable discrimination in contract terms between 
providers.  Second, SB 867 contains other provisions regulating the tiering 
and steering of providers within vertically integrated carrier networks, 
which would be required to be based upon objective measures of quality 
and costs.  Third, it may be difficult to craft legislation that accurately 
groups “apples to apples” comparable provider types, as there is 
significant variation among providers in the range and value of services 
offered.  However, it may be worth considering what would be the most 
effective enforcement mechanism to ensure that the public receives the 
benefits of the Any Willing Provider Law and SB 867.  

 No officer or director of a vertically integrated carrier shall simultaneously 
serve as an officer or director of an affiliated healthcare provider, in order to 
minimize conflicts of interest (such as when policyholder interests in access to 
care are compromised to protect a provider affiliate from low-cost 
competition).    

It should be noted that in 2018, VCU Health publicly represented to the 
HIRC that there was a firewall between its insurance and provider arms.  
Moreover, as pointed out previously, the Pennsylvania Insurance 
Department required a strict firewall in its order approving the 
Highmark/Allegheny merger which created a new integrated 
provider/carrier system. 

2) We further recommend that each vertically integrated carrier’s governing board have 
significant community representation in order to bring the interests and concerns of the 
public into the plan’s deliberations. 
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