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HEALTH INSURANCE
PREMIUMS

#1 We have a grave since 2000, workers’ contributions
: to their health insurance premiums
health care Spendlng have on average far outpaced
pPro blem. increases in their wages.
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Current path is not sustainable.
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SOURCE: Kaiser Family Foundation and Health
Research and Educational Trust | Post-Dispatch
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#2 But that’s not our only problem

* (1) High and rising health care spending

« 1975 Health Spend/GDP = 8%
« 2013 Health Spend/GDP = 17%
» 2023 Health Spend/GDP = 19% projected

* (2) Unwarranted variation in health care prices
» Many prices are “too high”
» Price not linked to quality of care delivered
« EXcess variation a symptom of market failure

* (3) Too little transparency
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Health Care in U.S. Is Very Expensive

Few families can pay
out-of-pocket for a
serious illness

Most need health
insurance but not
everyone can afford it.

Average Hospital Cost per Day, 2013

T $12,726

95th Percentile

$4,293

$1,447

25th Percentile

$481
L

SpPAIN ARGENTINA AUSTRALIA New Zearano  UNITeED STATES

Source: 2013 Comparative Price Report, International Federation of Health Plans
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#3. We have a lot of measures of spending: premiums
are not a good substitute for more complete measures
of health care spending trend.
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Premiums provide only a partial view of spending

Personal Health Care Spend

Premiums
exclude
out-of-pocket
> spending but
include
administrative
expense.

>Om0fp0(:ket

Paid by Plan
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National Health Expenditure Accounts
from CMS are a Gold Standard

$2.5 trillion =

$2.8 trillion = Personal Health Care
Health
Consumption $0.2 trillion =
In 2013: Expenditures Government
Administration and Net
$3 Cost of Health Care
trillion $0.1 trillion =
Public Health
Activities
$0.2 trillion =
Investment

Source: 2013 Data from National Health Expenditure Accounts, CMS Actuary
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#4 Price and Spending Are Two Different Things

Average Maternal Costs 2010, Cesarean Childbirth

$35,000
“Spending” shows »30,000
what we paid butwe ~ >*>%%
L $20,000
probably didn't pay $15.000
the published “price” $10,000
S5,000 -
S_ _

Medicaid Private Payer Provider
Paid Amount Allowed Charges
Amount

Source: The Cost Of Having A Baby In The United States, Truven Health Analytics, 2013 l 8
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#5 Neither Price Nor Spending Provide An Accurate
Picture Of The Underlying Cost

Dose of Drug Flebogamma

$3,500

$3,000

For the most part, we s

have no idea what 52,000

the underlying cost to
provide is.

$1,500

$1,000

$500

$_ i
Cost to Manufacture Cost to Hospital Charge to Patient
and Ship

Source: Steven Brill, "Bitter Pill: Why Medical Bills Are Killing Us,” Time, March 4, 2013 | °
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#6. It’s good to know how spending is distributed.
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Some people cost a lot... and some people cost a little.

Distribution of Average Annual Personal Health Care Spending, 2013

$100,000
$95,200 Top 1%
$80,000
$60,000
$43,253 Top 5%
$40,000 Average Spending
per Person $28,808 e
$20,000 #5090 $15,313
$8,619 Top 25%
0 Top 50%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Percent of Population Ordered by Health Care Spending

Source: Center for Financing, Access and Cost Trends, AHRQ, Household Component of the Medical Expentiture Panel Survey (2013) and Centers
for Medicare & Medicaid Services, National Health Expenditure Fact Sheet (2013).
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Hospital Care is accounts for the greatest amount
of spending, followed by physician services.

Dental and other Professiona

Home Health Care

Nursing Home/ Continuing
Care

Oth non-durable med products/ DME

Source: 2013 Data from National Health Expenditure Accounts, CMS Actuary 12
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Less than 10% of overall health spending is
“shoppable” and paid out-of-pocket by consumers

And this is an outer bound. Adding a requirement that usable price and quality
data be available would narrow the range of shoppable services substantially.

4 N

Shoppable
Services = 33%

Consumer
OOP=13%
Source: White and Eguchi, Reference Pricing: A Small Piece of the Health Care Price | 13

and Quality Puzzle, NIHCR Research Brief No. 18 (October 2014) and CMS.
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Most Health Care Dollars Are Directed by Physicians

Total Health Care Spending
Consumers’ out-of-pocket spending is
just 13% of our nation’s health care bill.

And a portion of this is still directed by
the doctor.

The most expensive piece of

medical equipment is a
doctor’s pen. Source: CMS, National Health Expenditures
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Information on cost drivers is confusing
but here are a couple big picture points...
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#7 Cost drivers come in many flavors

Industry Segment Highlights segments of the health care industry where spending has
been increasing, like outpatient care

Demographic Measures of the population, society, and general economy that
appear to result in more spending on health care, like the aging of
the population or increases in per capita income.

Health Condition Measures of illness or other health conditions that have changed
over time in excess of general demographic trends, like the
increasing prevalence of diabetes.

Line Item Increasing amounts actually being spent by health care providers in
their operating budgets, like increased spending on new medical
technology.

Policy Drivers Public policy and health system practice can contribute to the cost of
health care, like allowing hospital consolidations that result in near
monopolies.

Adapted from Doug Hall, Will the Real “Cost Drivers” Please Stand Up? The Problem of 16
Identification, November 2004.
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#8 Rising unit prices drive our health care spending
growth; increases in utilization are a less important factor

Inpatient Care: Outpatient Care:

Average Annual Percentage Change Average Annual Percentage Change
8
6
4
2

m Utilization
0 1 M Price
2
4
2012 2013 2014 ; 2012 2013 2014

17
Source: 2014 Health Care Cost and Utilization Report Appendix, HCCI, Oct 2015 |
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#9 Provider market power is a major reason for
unit price growth

Massachusetts AG scrutinized the normally “secret”
provider contracts and found:

...wide disparities in prices are not explained by
differences in quality, complexity of services, or other
characteristics that might justify variations in prices paid
to providers. Instead, prices reflect the relative market
leverage of health insurers and health providers.

Source: Office of Attorney General Martha Coakley, Examination of Health Care Cost Trends and Cost 18
Drivers, June 22, 2011.



HEALTH CARE VALUE HUB OO0

#10 We can'’t just consider health care
spending — instead worry about overall
Health Care Value

Value in health care can be increased by improving
guality or reducing costs (or both at the same time)

But it turns out it's hard to measure value directly. We
don’t yet have a good way to synthesize price and quality
Into a single measure. Even our methods for measuring
guality are still under development.
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Up Next: Can't get to value if we don't
also think about health care quality
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Just for fun: Aging of the population is NOT
an important cost driver

Average Annual Change in Per Capita Health Spending
12%

10%

8%

6% .
M Due to Aging

4%

M Total Change

2%

0% -
1930-1950 1950-1970 1970-1990 1990-2010

See: Dale H. Yamamoto, Health Care Costs from Birth to Death, June 2013 21
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The Role of the Consumer

Consumers should have trusted, actionable
information on the prices, quality and value of
doctors, hospitals and treatments.

Consumers deserve to shop with confidence.

But we need to be realistic about consumers’ ability
to “move the market.”
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Health care prices are a “Top of Mind”
worry for consumers

Health coverage is one of most

expensive purchases consumers make. Engaging S

Consumers on -~
Consumers feel strongly that “someone” Health Care Cost | -
— probably a government entity - should AR valNslissHEs) SS R
address high health care prices.

Consumers willing to embrace a wide-
range of solutions.

ConsumersUnion

OOOOOOOOOOOOOOOOOOOOOO MER REPORTS

Report available at: http://consumersunion.org/consumer-views-on-health-costs-quality-and-reforms/ | 23
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Private and Public Responses

 1990’s — DRGs; managed care
« 1999 — IOM publishes To Err is Human

« 2000’s — “consumer directed” health care;
wellness programs; limited benefit plans

« 2010’s — narrow and tiered networks; greater
scrutiny of mergers; emerging transparency;
Medicare increases commitment to value based
purchasing.
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Poor health care value 1s a consumer

hardship

« Difficulty affording premiums and out-of-pocket
expenses: sub-optimal health care

HEALTH CARE VALUE HUB

« Lower paychecks

 Medical harm

 Public resources diverted from other uses

nnnnnnnnnnnnnnn
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Q: Can we measure “value” in our
health care system?

Does the strategy...
Lower Costs? Raise Costs?
Lower Quality? Reconsider Do not support
Maintain Quality? Support Do not support
Improve Quality? Support Consider supporting
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Is the Cost Reasonable?

One Dose of Cancer Drug Rituxan

$300

Manufacturer Cost (make, test, ship and R&D)

$3,500

Manufacturer Charge to Hospital

$13,702

Hospital Charge
to Patient

$0  $1K $2K $3K $4K $5K $6K $7K $8K $9K $10K  $11K  $12K  $13K  $14K  $15K

B Cost
I 20% Profit
M Additional Profit

Source: Engaging Consumers On Health Care Cost and Value Issues, Consumers Union, September 2014.
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