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Why Costs Matter AHIP

= Scope of Challenge
= Opportunity Costs

* |nternational Comparisons




Federal Challenge

Exhibit 3

Adjusting for inflation and population growth, spending on health care has
grown nearly 5 times as much as GDP since 1960

Cumulative, real, per capita growth in national health expenditures vs. GDP Focus of this report
Percent growth since 1960 (2006-2009)
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SOURCE: Centers for Medicare & Medicaid Services; McKinsey analysis




Federal Challenge

HEALTH CARE COSTS ARE THE PRIMARY DRIVER OF THE DEBT
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State Challenge
Medicaid Spending as Percentage of Total

Spending, 1987 vs. 2011
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State Challenge
Crowd Out of State Budgets Due to
Medicaid Increases—California
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State Challenge
Crowd Out of State Budgets Due to Medicaid
Increases—New York
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International Position

Competitor Comparison: Per Capita Health Expenditures
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Canary in Coal Mine AHIP

* |[nadequate Framing
= What's Lacking

= On the Ground Perspective
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EXHIBIT 6
Technological Change In The Treatment Of Heart Attacks: A Graphical Analysis

Survival
PF (2002)*

PF (1986)

Expenditures

SOURCE: Authors' original work.
NOTES: PF denotes a constrained production function; see text.

Jonathan Skinner, Dartmouth HealthAﬁ'alrs



What Is Private Sector Doing?

AHIP

= Collaboration

» Re-Engineering Payment Models
— New Design
— Quality and Cost of Care Goals
— Improved Performance Assessment
— Patient Centered / Population Focused

= Unleashing Patients

» |Leveraging Technology
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Alternative Delivery and Payment Models:
Private Sector Initiatives
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Challenges We Face AHIP

= Politics of Issue

Trifecta of Change
= Creating Value-Based Regulatory Structure

= Unintended Consequences Coming in 2014
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A

Provision in ACA AHIP

= Support CER by establishing a non-profit Patient-
Centered Outcomes Research Institute to fund
research that compares the clinical effectiveness of
treatments (Sec. 6301 of ACA)

— ldentify national research priorities and research
agenda

— Fund research that assists patients and clinicians in
making informed, evidence-based health decisions
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Exhibit 4

Every spending category grew faster than GDP between 2006-2009 except for

health administration and insurance
Spending, 2009
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Where Are The Jobs Coming From?

Industry Job Growth 2008-2018
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Source: Bureau of Labor Statistics, Overview of the 2008-18 Projections



A

Issues on the Ground AHIP

Hospitals are highly concentrated in 80% of metropolitan statistical
areas, Capps and Dranove, Market Concentration of Hospitals
(2011).

In 2009 1/2 new doctors hired by hospitals, Gold, Hospitals Lure
Doctors Away from Private Practice, NPR (2010).

Health Care Organizations engaged in 35-40% more construction
projects in 2011 than 2009, Gamble, Becker’s Hospital Review
(2011).

From 2008 through November 2011, hospitals borrowed $144 billion
through public bond market, Conte and Fabregas, Medical Building
Boom Increasing Americans’ Health Care Costs, PITTSBURGH
TRIBUNE-REVIEW (2011).
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Context Setting AHIP

Difterential Impact of ACA

lllustrative Total Cost Increases by Line of Business Including PPACA Impact*
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*=Exhibit 10 showes illustrative total cost Iincreases based on 2010 increases by lime of business pricor to
PP2CA from Exhibkit 7 and projected first-wvear impacts of PPACA (201171 PPACA impacts). Full data was
not reported on all trend compomnents by lime of busimess for 207117, with informatiomn omn the impact

of estimated cowvered population changes being the most difficult for plans to report. As a result,
illustrative examples are shhown. These examples represent total projected cost increases if core trend,
deductible lewveraging, and cowvered population impacts rermain constant from 2010 to 201717, Exhilkbit 12
showws total reported 2011 trend projections blended across all lines of busimess.

Source: AON/Hewitt Report and the Impact of Selected ACA Reforms by Market Segment



A

Opportunity for Public and Private AHIP
Sector Collaboration

= Shifting Conversation to Value

= Creating Innovation that Promotes Effectiveness
and Efficiency

= Establishing Regulatory Context that Promotes
Same Goals

= Align Public and Private Sector Activity
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