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Healthcare Spending is the

Biggest Driver of Federal Deficits

Projected Federal Budget Spending, 2016-2027 (Billions)
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Increasing Share of State Budgets
Goes to Medicaid Spending
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U.S. Premiums Increased 73%
More Than Inflation Since 2002

Source:
Medical
Expenditure
Panel Survey &
Bureau of
Labor Statistics
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- Why Are Jobs Growing

THE WALL STREET JOURNAL.

U.S. Jobs Growth Picks Up, but Wage Gains Lag Behind
By Jeffrey Sparshott

Updated July 7, 2017 6:57 p.m. ET

U.S. employers are churning out jobs unabated as the economic expansion enters its

ninth year, but the inability to generate more robust wage growth represents a missing

piece in a largely complete labor recovery.
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Spending on Higher Premiums

\CHQIR
Reduces $ for Take-Home Pay

Growth in Family Insurance Premiums, Annual Earnings, and Inflation
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Family Premiums Now Equal
to One-Third of Worker Pay

Source:
Medical
Expenditure
Panel Survey &
Bureau of
Labor Statistics
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What 0s Causi ng

\CHQR _
U.S. Insurance Premiums?

Private Health Insurance Spending 2009-2015
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Biggest Causes are Hospitals

\cHaR e . .
& Insurance Administration/Profit

Private Health Insurance Spending 2009-2015
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Half of Growth In Private Spending

\cHam . .
Has Been for Hospital Services

Sources of Private Insurance Spending Increase, 2009-2015
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Similar Pattern for Total Spending;
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Sources of Total Healthcare Spending Increase, 2009-2015
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Hospitals Are Biggest Contributor

\CHQR
to Growth for Two Decades

Growth in U.S. Private Health Insurance Spending, 2001-2015
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Insurance Administration 1s #2
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to Insurer Admin as to Drugs

As Much Private Insurance $ Goes
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Spending is Increasing Rapidly

\CHOR ~x o
in ASingle Paye

Growth in Per Capita Health Care Spending, 2008-2016
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How Do You Control the

N\CHQR | |
Growth in Healthcare Spending?
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Payer Strategy #1.
Cut Provider Fees for Services
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Payer Strategy #2.

NcHamR _ _
Shift Costs to Patients
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Payer Strategy #3.

\CHaR |
Delay or Deny Care to Patients
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\+am Results of Typical Strategies

APatients dondt get the care t
costs increase In the future

A Small physician practices and hospitals
are forced out of business

A Health insurance premiums continue to rise and
access to insurance coverage decreases

© Center for Healthcare Quality and Payment Reform www.CHQPR.org 21



\+am Results of Typical Strategies

APatients dondt get the care t
costs increase In the future

A Small physician practices and hospitals
are forced out of business

A Health insurance premiums continue to rise and
access to insurance coverage decreases

IS THERE A BETTER WAY?

© Center for Healthcare Quality and Payment Reform www.CHQPR.org 22



The Right Focus: Spending

Acram . .
That Is Unnecessary or Avoidable
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Avoidable Spending Occurs

\CHQR
In All Aspects of Healthcare
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Most of the Avoidable Spending

\CHQR
IS In Hospitals
N SURGERY
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Institute of Medicine Estimate:

0% of Spending is Avoidable

Excess Cost Domain Estimates:
Lower bound totals from workshop discussions*

UNNECESSARY SERVICES Total excess = $210 B*
* Overuse: services beyond evidence-established levels
* Discretionary use beyond benchmarks
— Defensive medicine
* Unnecessary choice of higher cost services

INEFFICIENTLY DELIVERED SERVICES Total excess = $130 B*
* Mistakes—medical errors, preventable complications
* Care fragmentation
* Unnecessary use of higher cost providers
* Operational inefficiencies at care delivery sites
— Physician offices
— Hospitals

EXCESS ADMINISTRATIVE COSTS Total excess = $190 B*
* Insurance-related administrative costs beyond benchmarks
— Insurers
— Physician offices
— Hospitals
— Other providers
* Insurer administrative inefficiencies
* Care documentation requirement inefficiencies

PRICES THAT ARE TOO HIGH Total excess = $105 B*
* Service prices beyond competitive benchmarks
— Physician services
i. Specialists
ii. Generalists
— Hospital services
* Product prices beyond competitive benchmarks
— Pharmaceuticals
— Medical devices
— Durable medical equipment

MISSED PREVENTION OPPORTUNITIES Total excess = $55 B*
* Primary prevention
* Secondary prevention
* Tertiary prevention

THE HEALTHCARE IMPERATIVE

Lowering Costs and Improving Outcomes

Workshop Series Summary

FRAUD Total excess = $75 B*

* All sources—payer, clinician, patient
INSTITUTE OF

OF THE NAT!

*Lower bound totals of various estimates, adjusted to 2009 total expenditure level.

© Center for Healthcare Quality and Payment Reform www.CHQPR.org



25% of Avoidable Spending

IS Excess Administrative Costs

Excess Cost Domain Estimates:
Lower bound totals from workshop discussions*

UNNECESSARY SERVICES Total excess = $210 B*
* Overuse: services beyond evidence-established levels
* Discretionary use beyond benchmarks

ALUE & SCIENCE-DRIVEN HEALTH CARE — Defensive medicine

_ _ _ + Unnecessary choice of higher cost services

INEFFICIENTLY DELIVERED SERVICES Total excess = $130 B*
* Mistakes—medical errors, preventable complications
* Care fragmentation
* Unnecessary use of higher cost providers

Operational inefficiencies at care delivery sites
Dibccing £65

THE HEALTHCARE IMPERATIVE

Lowering Costs and Improving Outcomes

ACUSUMRE  EXCESS ADMINISTRATIVE COSTS Total excess = $190 B*
* |nsurance-related administrative costs beyond benchmarks
— Insurers
— Physician offices
— Hospitals
— Other providers
* |nsurer administrative inefficiencies
Care documentation requirement inefficiencies

* Product prices beyond competitive benchmarks
— Pharmaceuticals
— Medical devices
— Durable medical equipment

MISSED PREVENTION OPPORTUNITIES Total excess = $55 B*
* Primary prevention
* Secondary prevention
* Tertiary prevention

FRAUD Total excess = $75 B*
* All sources—payer, clinician, patient

INSTITUTE OF

OF THE NATION

*Lower bound totals of various estimates, adjusted to 2009 total expenditure level.
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Ao The Right Goal: Less Avoidable $,
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The Right Goal: Less Avoidable $,

More Necessary $
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\rar Win-Win for Patients & Payers

N SLOV\(lje_I’
ending
$ g for

—————————————————————

|
AVOIDABLE AVOIDABLE AVOIDABLE
SPENDING SPENDING SPENDING Aé\é%lNDéﬁ\:_GE

Patients
NECESSARY BNECESSARY NECESSARY
NSEF?EENSSIQI(Q;Y SPENDING SPENDING SPENDING

TIME >

© Center for Healthcare Quality and Payment Reform www.CHQPR.org 30



Barriers in the Payment System

\CHaR . .
Create a Win-Lose for Providers
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Barrier #1: No $ or Inadequate $

for High-Value Services

AVOIDABLE
SPENDING

NECESSARY
SPENDING

UNPAID

No Payment or
Inadequate Payment for:

AServices delivered
outside of face-to-face
visits with clinicians, e.g.,
phone calls, e-mails, etc.

AServices delivered by
non-clinicians, e.%.,
nurses, community health
workers, etc.

ACommunication between
physicians to ensure accurate
diagnosis & coordinate care

ANon-medical services,
e.g., transportation

APalliative care for patients
at end of life

© Center for Healthcare Quality and Payment Reform www.CHQPR.org
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N\CHQR

Barrier #2:. Avoidable Spending
s Revenue for Providersée
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SPENDING

PROVIDER COST

REVENUE OF
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NECESSARY DELIVERY
SPENDING
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e Pr ov i Reeenug O

N\CHQR |
Wil |l Decreas
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e But FIi Xed Cost

Many Fixed Costs of Services
Remain When Volume Decreases

ALeases & staff in physician practice

A Costs of hospital emergency room
and other standby services
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SPENDING
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SERVICE =I=¥@)\ViIn] == OF
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SPENDING DELIVERY
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e But FIi Xed Cost

W\CHQR
and New Costs Me¢
4 Many Fixed Costs of Services
$ Remain When Volume Decreases

And New Costs May Be Incurred
A Costs of nurse care managers
A Costs of unpaid physician services

A Costs of collecting quality data
AVOIDABLE COST OF

SPENDING AVOIDABLE NEW SVCS
SPENDING

PROVIDER COST

REVENUE OF COST

SERVICE =I=¥@)\ViIn] == OF
NECESSARY DELIVERY NggEEl\IS[)SIﬁ‘I%Y REVENUE SERVICE

SPENDING DELIVERY
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eLeaving Provi de

W\CHQR |
(or Bigger Losses Than Today)

4 Many Fixed Costs of Services

$ Remain When Volume Decreases
And New Costs May Be Incurred,

Potentially Causing Financial Losses
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A Payment Change i s R&fdrm
Unless It Removes the Barriers

BARRIER #1

AVOIDABLE
SPENDING

NECESSARY
SPENDING

UNPAID
SERVICES

No Payment or
Inadequate Payment for:

« Services delivered
outside of face-to-face
visits with clinicians, e.E;.,
phone calls, e-mails, efc.

« Services delivered by
non-clinicians, e.%.,
nurses, community health
workers, etc.

« Communication between
physicians to ensure accurate
diagnosis & coordinate care

+ Non-medical services,
e.g., transportation

« Palliative care for patients
at end of life

BARRIER #2

Many Fixed Costs of Services
Remain When Volume Decreases
And New Costs May Be Incurred,

Potentially Causing Financial Losses
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So Why Havenot We
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Provider Approach: Pay Us Moreée

\cHor™ © = .
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Payer Concern: No Accountability

\CHQR
to Reduce Avoidable Spending
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$ SOLUTION:
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\ax Example: Accreditation Programs

A Hospitals and physician practices want to be paid
more If they are certified as delivering care the right
way by an accrediting agency

© Center for Healthcare Quality and Payment Reform www.CHQPR.org
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Does Accreditation

Ao .
Assure High-Value Care?

A Thanks to Joint Commission hospital accreditation,
there are no longer any infections or patient safety
problems in hospitals

© Center for Healthcare Quality and Payment Reform www.CHQPR.org
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\ram Accreditati on

THE WALL STREET JOURNAL.

Hospital Watchdog Gives Seal of Approval, Even After Problems
Emerge

The Joint Commission, which the government relies on to accredit most hospitals, rarely withdraws its approval in the face
of serious safety violations

By Stephanie Armour
Sept. 8, 2017 12:45 p.m. ET

Patient-safety problems were so serious at Cooley Dickinson Hospital in Northampton,
Mass., that the federal Medicare agency threatened to cut it off. Most patients never

knew.

Two babies died within six weeks in late 2013 and early 2014. That was just a couple of
months after a pregnant woman died when the hospital didn’t ensure she was treated for
high blood pressure from a condition called pre-eclampsia, according to a federal

inspection report.

¢ North Entrance

“The failure to provide quality medical care resulted in the death of all three patients,”

said the report from the Centers for Medicare and Medicaid Services, known as CMS.

Yet the Joint Commission, a nonprofit organization that provides hospital accreditation,

made no change in Cooley Dickinson’s status, allowing it to continue promoting itself as

fully accredited despite being out of compliance with safety requirements to participate

Cooley Dickinson Hospital in Northampton, Mass

in Medicare. The organization named the hospital a 2013 top performer on several

measures, such as surgical care and treating heart failure.

© Center for Healthcare Quality and Payment Reform www.CHQPR.org 48



Does Accreditation

Ao .
Assure High-Value Care?

A Thanks to Joint Commission hospital accreditation,
there are no longer any infections or patient safety
problems in hospitals

A Thanks to the Certification Commission for Health
Information Technology (CCHIT), every EHR works
effectively to support good patient care

© Center for Healthcare Quality and Payment Reform www.CHQPR.org 49



Does Accreditation

Ao .
Assure High-Value Care?

A Thanks to Joint Commission hospital accreditation,
there are no longer any infections or patient safety
problems in hospitals

A Thanks to the Certification Commission for Health
Information Technology (CCHIT), every EHR works
effectively to support good patient care

A Thanks to college accreditation organizations,
every parent who sends their child to college knows
they will get a good education and a good job after
graduation

© Center for Healthcare Quality and Payment Reform www.CHQPR.org 50



\CHORm Does Accreditation
Assure High-Value Care?
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Payer Approach #1.:

\\CHQQR
NValBasedo Pay fo

PAYER SOLUTION:

$ Hospitals & Physicians
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Nl nc e ofdr Proveless

W\CHQR
Don6t Overcome t

N PAYER SOLUTION:
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Despite Years of P4P,
Quality Has NOT Improved
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Despite Years of P4P,
Quality Has NOT Improved
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Over-Emphasis on Narrow Quality

Measures Can Harm Patients

Figure 2. Rates of Estimated Hospital Admissions for Hyperglycemia and Hypoglycemia
Among Medicare Beneficiaries With Diabetes Mellitus, 1999 to 2010
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Hypertension Control, Commercial PPOs & HMOs
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Money With No Apparent Benefit

| t0s Costing Ev
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US Physician Practices Spend
More Than $15.4 Billion Annually
To Report Quality Measures

Each year US physician practices in four common specialties spend, on average, 785
hours per physician and more than $15.4 billion dealing with the reporting of quality
measures. While much is to be gained from quality measurement, the current system is
unnecessarily costly, and greater effort is needed to standardize measures and make them
easier to report.
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P4P Has Been Studied to Death
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