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Executive Summary

Consistent with the statutory mandate of the Health
Policy Commission (HPC), this 2015 Cost Trends Report
presents an overview of healthcare spending and delivery
in Massachusetts, opportunities to improve quality and
efficiency, progress in key areas, and recommendations for
strategies to increase quality and efficiency in the Com-
monwealth.

Past HPC reports have identified four areas of opportu-
nity: fostering a value-based market; promoting an effi-
cient, high-quality healthcare delivery system; advancing
alternative payment methods (APMs); and enhancing
transparency and data availability. The HPC continues
to emphasize these four areas in its analysis and recom-
mendations.

This Executive Summary presents a concise overview of
the findings and recommendations detailed in this report.

TRENDS IN SPENDING AND CARE DELIVERY

Overview of trends in spending
¢  Between 2005 and 2014, increases in health insurance
premiums have outpaced income gains, consuming
more than 40 percent of family income growth over
the past nine years.

* Massachusetts’ 4.8 percent growth in health care
spending in 2014 exceeded the 3.6 percent spending
benchmark, largely because of growth in MassHealth
spending (driven by enrollment growth) and spending
on prescription drugs across all market sectors.

* Despite high growth in prescription drug spend-
ing, total per-capita spending growth was under the

benchmark in all major market segments, including
MassHealth.

Trends in commercial spending
* Continued low rates of growth in commercial spend-
ing have narrowed the family premium gap between

Massachusetts and the U.S. This gap was $2,000 in
2011 and $1,000 in 2014.

* Hospital and physician commercial spending each
grew roughly one percent per commercial enrollee
between 2013 and 2014.

* Dayers reported that price increases and shifts in the
providers used, not changes in overall health care
utilization, drove observed spending increases.

Trends in Medicare and MassHealth
* Among beneficiaries with Original Medicare (fee-
for-service), Massachusetts spends more on hospital
care but less on physician care than the U.S. overall.

* Baseline trends, the extension of MassHealth eligibil-
ity under the Affordable Care Act, and a temporary
coverage program to address operational difficulties at
the Massachusetts Health Connector all contributed
to significant MassHealth enrollment growth between
2013 and 2014.

* MassHealth spending accounted for two-thirds (3.2
percentage points) of statewide spending growth be-
tween 2013 and 2014, or half of statewide spending
growth (2.5 percentage points) if drugs are excluded.
By the fall 0f 2015, the Connector website was func-
tioning well, and MassHealth enrollment had stabi-
lized at 1.85 million members, a 31 percent increase
relative to the fall of 2013.

Trends in access, affordability, and quality

* Datient cost-sharing (co-payments and deductibles)
increased 4.9 percent between 2013 and 2014. In-
cluding other out-of-pocket spending such as over-
the-counter medications and uncovered services and
providers, 38 percent of residents paid more than
$1,000 and 19 percent paid more than $3,000 in
cost-sharing in 2014. Patients with certain behavioral
health conditions paid a higher percentage of their
total health spending out-of-pocket than those with
other medical conditions.
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Massachusetts continued to perform well relative to
the rest of the U.S. on most measures of quality and
access to care and had the highest rate in the nation of
insurance coverage in 2014. However, on measures of
appropriate hospital admissions and excess readmis-
sions, Massachusetts performed worse than the U.S.,
and considerable opportunities remain to further im-
prove quality and access as well as population health.

Trends in provider markets

Massachusetts is characterized by a growing concen-
tration of inpatient care in large systems. Increasingly,
physicians are also consolidating into large systems,
whether through clinical affiliations, contracting afhli-
ations, or acquisitions. In 2010, 68 percent of primary
care physicians were affiliated with large systems; in
2014, this percentage was 76 percent. The acquisition
of physician practices by hospital systems may also
result in the addition of outpatient facility fees, an
important trend to monitor.

Prescription drug spending

Prescription drugs were a major area of spending
growth in 2014, after years of low growth, with a 13
percent per-capita spending increase in Massachusetts
between 2013 and 2014, slightly higher than the
U.S. growth rate. One-third of all spending growth
in Massachusetts (1.6 percentage points) was attrib-
utable to prescription drugs. Growth was driven by
the entry of new drugs, price increases, and a low rate
of patent expirations.

New, effective, but high-cost drugs for the Hepatitis
C virus were a particular driver of drug spending
growth in 2014.

Spending on specialty drugs, which typically cost more
than $6,000 a year, grew from 26 percent to 34 percent
of Massachusetts’ drug sales between 2010 and 2014.

Many top drug classes have had double-digit spending
increases each year. For oncology drugs, the therapy
class with the highest spending in Massachusetts and
the U.S., spending in Massachusetts grew to almost
$700 million in 2014, an increase of 12.3 percent
from 2013.

Given the current national regulatory framework,
many aspects of drug spending are outside the direct
control of payers and providers in Massachusetts,
and change would require federal action. However,
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levers for change are available at the state level, some
requiring new legislation.

Hospital outpatient utilization and spending

* Relative to the national average, hospital outpatient
visits are 50 percent more frequent in Massachusetts,
and hospital outpatient spending has been growing
rapidly, with an average annual per-capita growth
rate of six percent in Medicare and three percent in
commercial insurance between 2010 and 2014. Some
services have shifted from inpatient to outpatient
settings, while others have shifted from non-hospital
to hospital outpatient settings.

* Outpatient surgery accounts for more than half of the
growth in hospital outpatient spending. In a subset
of five high-volume surgical procedures that could
be performed in either the outpatient or inpatient
setting, the share performed in the outpatient setting
grew from 48 percent in 2011 to 70 percent in 2013.
Spending for these procedures would have been about
15 percent higher without the shifts in setting.

* Payments for standard services and medical tests are
substantially higher in the hospital outpatient de-
partment, compared to physician offices and other
non-hospital settings. For example, the median price
of a colonoscopy in a hospital outpatient department
was 56 percent above the median price in a non-hos-
pital setting.

OPPORTUNITIES TO INCREASE QUALITY
AND EFFICIENCY

Variation among providers in prices and
episode costs
* Drices vary significantly among providers, and such

variation has not meaningfully decreased over time.
A substantial amount of the variation in inpatient
hospital prices is not related to measures of quality
or other value-based factors. Rather, the higher prices
some providers receive appear to reflect market leverage
and negotiating power. This extensive price variation,
combined with increasing concentration of volume
in high-cost providers, leads to higher spending and
persistent inequities in the distribution healthcare
resources.

* Commercial spending for episodes of care can also
vary extensively. For low-risk pregnancies, commercial
spending for an episode of care varied from below
$12,300 at several less expensive hospitals to $18,500
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at the most expensive hospital. While variation in
episode spending could result from price variation,
practice variation, or a combination of the two, the
HPC found that the variation was overwhelmingly
driven by the price of the procedure.

Unnecessary and avoidable utilization also drive high
costs. In Massachusetts, the rate of Caesarian section
for first-time mothers was 26.2 percent—above the
target rate of 23.9 percent proposed as part of the
federal government’s Healthy People 2020 initiative.
Unnecessary Caesarian sections increase spending and
increase health risks for mother and baby.

Avoidable hospital use

All-cause readmissions in Massachusetts have im-
proved slightly, consistent with national trends.
However, based on Medicare data, Massachusetts
readmission rates remain worse than the national
average, and between October 2015 and September
2016, 78 percent of Massachusetts hospitals were
penalized by Medicare for readmission rates in excess
of the national average.

Rates of preventable inpatient hospital use improved
slightly between 2013 and 2014, but rates of prevent-
able hospitalizations in lower-income communities
(median family income below $52,000) remained
twice as high as rates in higher income communities
(median family income > $87,000), a troubling in-
dicator of disparities in care.

While overall ED use declined slightly between 2010
and 2014, visits associated with a primary behavioral
health diagnosis increased sharply (24 percent over
four years). Certain regions of the Commonwealth
had markedly high rates of behavioral-health related
ED visits, as did certain demographic segments, and
seven percent of ED visitors accounted for 33 percent
of visits.

Emerging technologies offer promise to support
population health management and address hospital
overutilization. Event notification services, other facets
of health information exchange, and telemedicine in
particular, have been effective in other states compa-
rable to Massachusetts.

Access to primary care

Despite the state’s high numbers of physicians per
capita, the number of primary care providers per
capita varies 30-fold across the state and is lower in
more rural areas; 500,000 residents live in federal-

ly-identified areas with a shortage of primary care

providers (PCPs).

Nurse practitioners (NDPs) provide care at comparable
quality and lower cost than physicians, and are more
likely to practice in rural areas and to serve Medicaid
patients. Relative to other states, Massachusetts re-
quires high levels of physician oversight for NPs, which

can limit access to care and add unnecessary costs.

In Massachusetts, 25 percent of primary care provid-
ers practice in NCQA-recognized patient-centered
medical homes, a rate considerably above the national
average of 15 percent.

Maximizing value in post-acute care
* Massachusetts continued to use post-acute care at a

higher rate than the national average. While post-acute
patterns have changed little overall between 2010 and
2014, the use of institutional post-acute care after
total joint replacement declined over these years in

49 of the 57 hospitals for which rates are available.

PROGRESS IN ALIGNING INCENTIVES

Alternative payment methods
* Alternative payment methods (APMs) offer incen-

tives that support value and reward high-quality care.
Statewide, the rate of APM coverage increased eight
percentage points between 2012 and 2014, with
differences among payers. In 2014, the three major
commercial payers met the HPC’s 2016 target of at
least 60 percent of each payer’s HMO lives covered
by APMs.

In 2014, rates of APM adoption within commercial
preferred provider organizations (PPOs) remained
low. However, at the HPC’s 2015 Health Care Cost
Trends Hearing, the state’s largest commercial payer
announced an agreement with four major providers
whereby it would use APMs to pay for PPO members
beginning in 2016. The change will affect one-third
of that payer’s total PPO population. More progress
is needed to meet the Report’s target of one-third of
all PPO lives covered by APMs by 2017.

Developing a comprehensive care delivery and pay-
ment reform model that promotes coordination of
care, improves population health, integrates behav-
ioral health and long-term supports and services, and
enhances accountability for total cost of care is a top
priority for the Executive Office of Health and Human
Services. In developing this strategy, MassHealth has
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initiated an intensive stakeholder engagement and
policy development process with the goal of launching
a range of ACO models at scale over the next one to
two years.

* Sixty-two provider groups or organizations in Massa-
chusetts participate in Medicare’s Bundled Payments
for Care Improvement Initiative, but bundled pay-
ments covering episodes of care have not yet taken
hold among commercial payers in Massachusetts.

Demand-side incentives
* As required by Chapter 224, commercial payers
launched transparency tools in 2014, offering con-
sumers information on the costs and quality of care
available from different providers. However, there has
been limited utilization of these tools to date; major
payers reported fewer than 50 inquiries per 1,000
members. Many tools do not yet include information
on prices for behavioral health visits or measures of

the quality of care.
* High-deductible health plans (HDHPs) surpassed

tiered network plans in the share of market covered.
HDHPs have lower premiums than tiered products,
but often lead to indiscriminate reductions in utiliza-
tion, especially among low-income members. Tiered
network products could be strengthened by widening
the cost-sharing differentials between tiers and using
consistent quality metrics for tier placement.

RECOMMENDATIONS

In light of these findings, as well as the HPC’s other an-
alytic and policy work throughout the year, this Report
makes the following recommendations and commitments
to promote the goals of Chapter 224:

Recommendations to foster a value-based
market
1 DPayers and employers should continue to enhance
strategies that enable consumers to make high-value
choices, including increasing transparency of com-
parative prices and quality.

2. The Commonwealth should enhance transparency of
drug prices and spending, and payers should consider
opportunities to maximize value.

3 The Commonwealth should take action to imple-
ment safeguards for consumers and improve market
function related to out-of-network billing practices.
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4 The Commonwealth should take action to equalize
payments for the same services between hospital
outpatient departments and physician offices.

5 The Commonwealth should act to reduce unwar-
ranted variation in provider prices. The HPC will
undertake further research and analysis and will con-
vene stakeholders to discuss specific policy options.

Recommendations to promote an efficient,
high-quality care delivery system
(5 The Commonwealth should continue to focus on
enhancing community-based, integrated care and
reducing the unnecessary utilization of costly acute
settings.

"/ 'The Legislature should act to remove scope of prac-
tice restrictions for Advanced Practice Registered

Nurses (APRNs).

& The Commonwealth should be a national leader
in use of enabling technologies to advance care de-
livery transformation through expansion of health
information exchange, telehealth, and other digital
health innovations.

Recommendations to advance alternative
payment methods
9 Payers and providers should continue to focus on
increasing the adoption and effectiveness of APMs
in promoting high quality, efficient care.

10 The Commonwealth should develop alternative pay-
ment models to catalyze delivery system reform in
MassHealth. This is a top priority of the Executive
Office of Health and Human Services and the HPC

strongly supports this effort.

11 Payers and providers should seek to align technical
aspects of their global budget contracts, including
quality measures, risk adjustment methods, and re-
ports to providers. The HPC will convene providers
to continue this important work.

Recommendations to enhance transparency

and data availability

12 The Commonwealth should develop a coordinated
quality strategy that is aligned across public agencies
and market participants.

13 CHIA should continue to improve and document its
data resources and develop key spending measures.



Introduction

Created by Chapter 224 of the Acts of 2012, the Health
Policy Commission (HPC) is charged with monitoring
healthcare spending growth in Massachusetts and pro-
viding data-driven policy recommendations (see Sidebar:
“What is the role of the Health Policy Commission?”).
In this third annual Cost Trends Report, the HPC out-
lines spending trends, opportunities, and foundations for
improvement in the Commonwealth’s second full year
under the healthcare cost growth benchmark.

The HPC’s work is driven by the following principles:

Fostering a value-based market in which payers and
providers openly compete to provide services and in
which consumers and employers have the appropri-
ate information and incentives to make high-value
choices for their care and coverage options;

Promoting an efficient, high-quality, healthcare
delivery system in which providers efficiently deliver
coordinated, patient-centered, high-quality health
care that integrates behavioral and physical health and
produces better outcomes and improved health status;

Advancing alternative payment methods (APM:s)
that support and equitably reward providers for de-
livering high-quality care while holding them ac-
countable for slowing increases in future healthcare

spending;

Enhancing transparency and data availability nec-
essary for providers, payers, purchasers, and poli-
cymakers to successfully implement reforms and
evaluate performance over time.

The rising cost of health care places increasing pressure
on consumers, businesses, and governments. Exhibit 1.1
shows average family premiums in Massachusetts combined
with typical cost-sharing amounts, as a percentage of
median family income in the state.

Exhibit 1.1: Family premiums, cost-sharing, and family
income in Massachusetts, 2005 -2014
Dollars are nominal in the year shown

] Average Family Premium and Cost-sharing
Premiums as a % of Family Income

$20,000 30%

Cost-sharing

25%
$15,000

—--' 20%

——

$10,000 15%
10%
$5,000
5%

$0 0%

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Note: Cost-sharing amounts are approximate from 2005-2011.

Source: American Community Survey (income), Agency for Healthcare
Research and Quality (premiums) and Center for Healthcare Information
and Analysis (cost-sharing)

Average family premiums for employer-sponsored health
insurance in Massachusetts rose from $11,400 in 2005
to near $17,000 in 2011. Including typical amounts paid
out-of-pocket in cost-sharing, total family health care
outlays rose from 17 percent to 23 percent of median
family income over that period.' Since 2011, healthcare
spending has grown relatively slowly and that percentage
has declined slightly to 22 percent. Still, premiums and
out-of-pocket spending for an average family in Massachu-
setts approached $20,000 in 2014, more than the annual
income of a full-time minimum wage worker."

i These spending figures do not include additional spending on
health care for services not covered by insurance such as over-
the-counter medicines, spending on non-covered services, and
dental and vision care.

ii Employer contributions to health insurance premiums (and in
most cases, employee contributions as well) are excluded from
taxation, so these amounts are effectively lower than the premium
and cost-sharing amounts shown. However, lower income people
face lower marginal tax rates so the exclusion from taxation can
have little to no benefit for families who face the largest burden
of high health care costs.
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Section I: Introduction

From 2005 to 2014, premiums and cost-sharing grew
by roughly $6,800 per year while median family income
grew by $16,300 per year. Roughly 40 percent of a typical
family’s income gain was consumed by higher healthcare
spending.

Recognizing the impact of this crowd-out effect, Chapter
224 set a statewide benchmark for sustainable healthcare
spending growth. From 2013 to 2014, the growth in total
health care spending in Massachusetts was 4.8 percent,
exceeding the state’s benchmark (set at 3.6 percent) for
the first time.

Through the analyses and research developed for this
Report, the HPC sought to enhance its understanding
of spending trends and market dynamics that impacted
the Commonwealth’s ability to meet the benchmark in
2014 and identify opportunities for improving the quality
and efficiency of the Massachusetts health care system
moving forward.

HOW THIS REPORT IS ORGANIZED

The HPC’s 2015 Cost Trends Report is informed by annual
reports of the Attorney General’s Office (AGO) and the
Center for Health Information and Analysis (CHIA), as
well as by testimony submitted during the HPC’s 2015
Health Care Cost Trends Hearing.

In this Report, Section II (Chapters 2 through 6) com-
pares healthcare cost growth in 2014 against the Chapter
224 benchmark, offers an overview of trends in spending
and provider markets, and closely examines two key trends:
1) spending on prescription drugs and utilization and
2) spending associated with hospital outpatient services.
To conclude, the Report discusses the outlook for future
success in meeting the benchmark.

Section III (Chapters 7 through 10) examines opportu-
nities to improve quality and efficiency of care—including
variation among providers in spending and practice pat-
terns, with a focus on maternal care; avoidable hospital
utilization; improving access to primary care; and maxi-
mizing value in post-acute care.

Section IV (Chapters 11 and 12) continues discussion
from the 2014 Cost Trends Report on progress made in
two key areas of focus: 1) to improve the incentives fac-
ing the providers of care via alternative payment models
(APMs) and 2) to improve the opportunities for employers
and consumers to save money by making high-value care
choices via demand-side incentives.
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Section V (Chapter 13) presents a dashboard of key
metrics from the report and contains HPC’s recommen-
dations for accelerating efficiency in healthcare spending
in Massachusetts and improving quality of care.

This Report builds on the HPC’s previous work to promote
public policies that work toward efficient patient-centered
care, and strengthen and accelerate ongoing reform efforts.

What s the role of the Health Policy Commission?

The Health Policy Commission (HPC) is an independent state
agency established through Chapter 224 of the Acts of 2012,
the Commonwealth's landmark cost-containment law. The
HPC, led by an 11-member board with diverse experience in
health care, is charged with developing health policy to reduce
overall cost growth while improving the quality of care, and
monitoring the health care delivery and payment systems
in Massachusetts. The HPC's mission is to advance a more
transparent, accountable, and innovative health care system
through independent policy leadership and investment pro-
grams. The HPC's goal is better health and better care at a
lower cost across the Commonwealth.

The HPC's staff and various policy committees engage in
healthcare market research through the publication of annual
reports on cost trends; market monitoring through notices of
material change and cost and market impact reviews; market
regulation through the creation of criteria for accountable care
organizations (ACOs) and the Registration of Provider Orga-
nizations (RPO) Program; and market investment through the
$120 million Community Hospital Acceleration, Revitalization,
and Transformation Investment Program (CHART). As part of
Chapter 224, the HPC operates the Office of Patient Protec-
tion, which administers healthcare consumer protections and
monitors access to care. Through these and other activities, the
HPC strives to monitor and support progress towards meeting
the healthcare cost growth benchmark, while improving quality
and access in patient care.



SECTION II: TRENDS IN SPENDING AND CARE DELIVERY

Overview of Trends in

Spending and Care Delivery

Chapter 224 of the Acts 0of 2012, the Massachusetts health
care cost containment law, established a benchmark against
which annual healthcare spending growth can be evalu-
ated. As Massachusetts has among the highest per-capita
health care spending in the nation, the Commonwealth
recognized that keeping future spending growth under
control was key to easing this burden on households,
businesses, and the state economy. In keeping with that
mandate, Chapter 224 directs the Health Policy Commis-
sion (HPC) and the Center for Health Information and
Analysis (CHIA) to annually monitor healthcare spending
growth relative to economic growth. The benchmark is
tied to potential gross state product, with the intention of
maintaining a roughly constant share of the state economy
devoted to healthcare spending. The benchmark was set at
3.6 percent annually for the period from 2013 to 2017.

Each year, the benchmark is compared to the change in
a measure of spending growth, Total Health Care Expen-
ditures (THCE, as defined by CHIA). per state resident.
THCE aims to capture the bulk of healthcare spending in
the state in a manner that is comparable from year to year.
It includes healthcare spending incurred by individuals,
the state, and the federal government via Medicaid (Mass-
Health) and Medicare, as well as commercial spending, as
reported by health insurers to CHIA." This chapter discusses
the state’s performance relative to the benchmark in 2014
as well as other broad trends affecting healthcare spending
and the overall health care system in Massachusetts.

i The commercial spending figures include roughly 3.4 million (or
80 percent) of the estimated 4.2 million commercially-insured
residents in Massachusetts. Those not included are largely employ-
ees whose employers are headquartered out-of-state (including
the Federal Government) and who do not submit detailed claims
and spending information to CHIA. THCE also excludes health
spending not covered by insurance such as over-the-counter med-
ications and privately-paid dental and nursing-home expenses.

STATEWIDE SPENDING GROWTH, 2013-2014

CHIA reported initial® per-capita growth in total spend-
ing (THCE) in Massachusetts from 2013 to 2014 to
be 4.8 percent, exceeding the state’s benchmark of 3.6
percent. Total spending increased from the revised, final
figure of $51.3 billion in 2013 to a preliminary figure of
$54.0 billion in 2014, while the state’s population was
estimated to grow from 6.709 million to 6.745 million
residents, resulting in an increase in per-capita spending
from $7,641 to $8,010. The increase in 2014 was driven
by a 13 percent increase in MassHealth spending (in-
cluding CommCare and accompanied by a 14 percent
increase in combined enrollment) and a large increase in
spending on prescription drugs for both public and private
payers." Because of the large impact of these two factors,
per-capita THCE would have grown only by 1.5 percent
if MassHealth spending had grown at the 2012-2013 rate

ii CHIA’s assessment of 2013-2014 spending growth, published in
September, 2015 is based on data submitted five months after the
close of the 2015 calendar year, including payers’ estimates for
claims completion and quality and performance settlements. Final
THCE is published a year later. There is considerable volatility
between the two assessments. In September, 2015, CHIA updated
the 2013 (and 2012) spending and population figures that had
been initially reported in September 2014. At that time, CHIA
had reported that per-capita THCE grew by 2.3 percent from
2012 to 2013, or from $7,376 to $7,550 (in total, from $49.0
billion to $50.5 billion). In CHIA’s September 2015 report,
the 2012 and 2013 finalized spending totals were roughly $620
million and $730 million higher, respectively, which, combined
with population revisions (increases of 10,500 and 16,000, re-
spectively) reported by the U.S. Bureau of the Census, resulted
in revised THCE per capita of $7,459 in 2012 and $7,641 in
2013—a 2012-2013 increase of 2.4 percent rather than the 2.3
percent reported in 2014. Thus, while the 2012-2013 aggregate
per-capita spending growth remained relatively unchanged, the
volatility in the spending figures is noteworthy. For example,
CHIA reported double-digit changes to 2012-2013 per-member
spending growth for a number of commercial payers in their
updated 2015 report. This volatility has implications for per-
formance improvement plans (PIPs).

iii ~ See “Growth in MassHealth enrollment and spending, 2013-
2015,” below for more details. Spending and enrollment measures
from the Center for Health Information and Analysis total health
care expenditure data.
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and prescription drug spending had increased by 3.6 per-
cent — this Report discusses each of these factors in detail.

This increase in spending per state resident is slightly above
the Centers for Medicare and Medicaid Services’ (CMS)
estimate of 4.2 percent per-capita growth in personal

healthcare spending in the U.S. for 2014 (see Exhibit 2.1)."

Exhibit 2.1: Annual growth in per-capita healthcare
spending, Massachusetts and the U.S., 2002 - 2014
10%

:\ == US. == MA(CMS) =1~ MA (CHIA)

8%
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Note: U.S. data uses personal health expenditures (Centers for Medicare &
Medicaid Services) divided by the U.S. population. Massachusetts data uses
personal health expenditures (Centers for Medicare & Medicaid Services)
through 2009, changes in total medical expenditures per member per year
from the Center for Health Information and Analysis for 2010 and 2011, and
changes in total health care expenditures per capita from the Center for Health
Information and Analysis from 2012-2014.

Source: Centers for Medicare and Medicaid Services; Center for Health
Information and Analysis

Spending growth accelerated in 2014 in the U.S. as well
as Massachusetts, with analysts attributing the national
growth to the Affordable Care Act (ACA) coverage ex-
pansion, increased prescription drug spending, and eco-
nomic improvement.' The first two factors (and possibly
the third) are responsible for some of Massachusetts’
spending growth as well. Spending in each market segment
in Massachusetts between 2013 and 2014 is shown in
Exhibit 2.2.

The largest spending increases between 2013 and 2014
occurred within MassHealth. Commonwealth Care (Com-
mCare) spending declined by more than $500 million as
it was phased out in 2014; many of its members transi-
tioned from CommCare to MassHealth managed care
organizations (MCOs) in 2014. MassHealth is discussed
in more detail later in this chapter.

Spending for a given category of coverage can grow due
to growth in number of enrollees as well as growth in
spending per enrollee. When the HPC considers per-en-

iv. The estimate of 4.2 percent is based on the subset of national
health spending called ‘personal health care expenditures,” which
are most similar to THCE.
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Exhibit 2.2: Massachusetts healthcare spending, by payer

type, 2013 and 2014

Spending in billions of dollars % of 2013-2014 Growth

M 2013 Spending _Other
2014 Spending
MassHealth & 33 —Commercial
CommCare~
Medlcare

Commercial Or| inal Medicare MassHealth MassHeaIth CommCare Other
Medicare Advantage PCC CO MassHealth

Source: Center for Health Information and Analysis

rollee spending growth in 2014 (in which case the agen-
cy limits MassHealth to the primary care clinician (PCC)/
MCO programs which provide primary insurance and
add in CommCare, which is not a MassHealth program,
due to the transfer of most members to MassHealth in
2014), spending growth for each major category of spend-
ing was below the benchmark (see Exhibit 2.3).

Exhibit 2.3: Growth in per-capita spending, by broad payer
type, 2013 -2014
Percentage growth per member from previous year

I 2013-2014 growth

4%
_________________________ Benchmark: 3.6%
3%
2%
1%
Commercial Medicare MassHealth (PCC/MCO)
and Commcare
Total
Spending
2014
($8B)

Note: Commercial spending excludes actuarial completion of partial-claims.
Source: Center for Health Information and Analysis

Although performance of some individual payers and
providers did exceed the benchmark (see Sidebar: “Per-
formance Improvement Plans”), this low per-capita
growth within each sector of the Massachusetts health
system is particularly noteworthy given the large increase
in prescription drug spending, discussed in more detail in

Chapter 4: “Prescription Drug Spending.”

v MassHealth Fee-for-Service is not shown because unique enrollees
cannot be determined for some spending in that category.
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Performance Improvement Plans

Beginning in 2016, Performance Improvement Plans (PIPs) will
provide a key mechanism under Chapter 224 for the HPC to
identify, monitor, and assist payers and providers whose cost
growth may threaten the ability of the state to meet the health
care cost growth benchmark.

Annually, CHIA will provide the HPC a list of payers and providers
whose cost growth, as measured by health status-adjusted
Total Medical Expenses (TME), is considered excessive and
threatens the benchmark. All identified payers and providers
will receive notice from the HPC. Some of the identified payers
or providers may be required to file a PIP where the HPC has
confirmed concerns about the entity’s cost growth and found
that the PIP process could resultin meaningful, cost reducing
reforms. The HPC also has the option to conduct a cost and
market impact review of any of the provider organizations
identified by CHIA if the state's total healthcare expenditures
exceed the cost growth benchmark.

If required to file a PIP, the payer or provider must develop a PIP
and propose it to the HPC for approval. The PIP must identify
and address the causes of the entity's cost growth and include
action steps, measurable outcomes, and an implementation
timetable of no more than 18 months. The PIP must be rea-
sonably expected to succeed and to address the underlying
causes of the entity's cost growth. Implementation of a PIP
will involve regular reporting by the payer or provider as well
as monitoring and assistance from the HPC.

COMMERCIAL SPENDING GROWTH,
2010-2014

In 2012 and 2013, growth in commercial spending in
Massachusetts was below U.S. commercial growth. In
2014, the 2.9 percent rate of per-enrollee growth in com-
mercial spending in Massachusetts was in line with na-
tional rates as reported by CMS, though it remained
significantly below a different, claims-based source which

reported 3.4 percent growth nationally and 5 percent in
the Northeast region in 2014 (see Exhibit 2.4).""

vi  Although the rate of commercial spending growth was reported
as 3 percent in Exhibit 2.3, that figure includes “partial-claims”
enrollees—those for whom CHIA does not receive full detailed
spending for all claims. For the analyses in Exhibits 2.4 and 2.6,
the HPC reports only full-claims members, for whom there is
comprehensive information on spending.

vii  The primary source of U.S. data used in this Report is the private
health insurance subset of the Personal Health Expenditures
data released on 12/2/15. The secondary source used is from the
Health Care Cost Institute (HCCI). The HCCI's figures are based
on a national sample contributed by large commercial insurers
and representing some 27 percent of all commercial enrollees in
employer-sponsored insurance in the U.S.

Exhibit 2.4: Annual growth in commercial spending per
enrollee, 2010-2014

== US. (CMS
All Commercial ( )
== MA
0
10% == Northeast
8% (HCCI)
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I =
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Source: Center for Health Information and Analysis (Massachusetts); Centers
for Medicare and Medicaid Services (U.S.); and Health Care Cost Institute
(Northeast)

Pre-filed testimony submitted by the three major com-
mercial payers in Massachusetts as part of the HPC’s 2014
Health Care Cost Trends Hearing assessed growth in com-
mercial spending by prices, utilization, and service mix. All
payers found prices to be the largest factor contributing to
total spending growth, continuing patterns observed for
a number of years and consistent with national trends.?

As a result of continued, slower growth in commercial
spending in Massachusetts relative to the U.S. over the
last several years, the gap in health insurance premiums

(see Exhibit 2.5) has shrunk.

Exhibit 2.5: Family health insurance premiums,
Massachusetts and the U.S., 2011 -2014
Nominal dollars in the year shown

== MA
== Us.
e ‘_ﬂ/l:l/l:I
$17,000 Oo— —
$16,000 ——
$15,000
$14,000
% Il
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Note: Premiums for employer-sponsored health insurance. Cost-sharing is
not included.
Source: Agency for Healthcare Research and Quality, Medical Expenditure
Panel Survey

In 2011, premiums for family coverage were nearly $2,000
per year higher in Massachusetts than the rest of the U.S.
($16,953 versus $15,022). Between 2011 and 2014, family
premiums in Massachusetts grew a total of 4.4 percent
compared to 10.9 percent in the rest of the U.S., cutting
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the 2011 premium gap nearly in half—to $1,050 ($17,702 Exhibit 2.6: Annual growth in commercial spending per
versus $16,655). Premiums for single coverage also grew enrollee, by spending category, 2010 -2014

more slowly in Massachusetts over this period (9 percent O~ Us. CMS)

versus 11.7 percent in the U.S.). Looking at commercial Hospital A

spending by category of service—hospital spending (in- 0,
cluding inpatient and outpatient), physician and other

professional spending, and prescription drugs—offers o O—

further insight into the slower rate of growth of commercial 6% ‘ﬂ\

spending in Massachusetts (see Exhibit 2.6). 4% \ﬂ\u

Growth in hospital spending in Massachusetts from 2013 2% -
to 2014 per commercial enrollee continued at a slower 0%

2010-2011 2011-2012 2012-2013 2013-2014

pace than for the U.S. —at 1.1 percent versus 2.3 percent.
Within the hospital sector, inpatient hospital spending
growth was negative (-0.4 percent) while outpatient spend-
ing grew 2.2 percent, suggesting a possible shift from

. . . . « . Physician and Professional
Inpatient to outpatient settings (see Chapter 5: “Hospi-

tal Outpatient Spending”). Spending on physician and ~ 10%

other professional services also grew slowly from 2013 to 8%
2014 (1.1 percent), consistent with continued slow growth 6%
0.3 percent) in the U.S.
(0.3 percent) - N
Finally, growth in prescription drug spending per commer- 2% \E\
cial enrollee skyrocketed in both Massachusetts and the - | \: a

U.S.in 2014 —12.5 percent in Massachusetts versus 10.0 2010l201 1 2011-2012  2012-2013  2013-2014
percent in the U.S. Growth in prescription drug spending
in Massachusetts accounted for almost two-thirds of the
2.9 percent growth in commercial spending per enrollee

and one-third of spending growth overall in 2014."" Be-

cause of the implications of this trend for future success Prescription Drugs
at controlling healthcare spending, the HPC devotes a g,
fuller discussion of prescription drug spending and trends % ;
in Chapter 4: “Prescription Drug Spending.” /
6%
On the whole, spending growth in the commercial sec- - /
tor in Massachusetts was modest in 2014. Aside from
increases in prescription drug spending, per-member 2% _\ of
spending growth was near 1 percent from 2013 to 2014, 0% 2o1ol2oﬁ\ 0119012 %)1 H o 20132014
continuing a trend of slow growth and dropping Massa- o,

chusetts’ insurance premiums toward national averages.
This slower growth does not imply, however, that there are
not opportunities to remove unnecessary spending from , . ,

. . . Source: Centers for Medicare and Medicaid Services; Center for Health
the system—spending that does little to improve health Information and Analysis

or outcomes. Massachusetts commercial spending is still

viii  If drug spending had grown by 3.6 percent in Massachusetts
in 2014, THCE would have come in below the 3.6 percent
benchmark.
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higher than the U.S. average,™ while per-capita health
spending in the U.S. is 50 percent greater than that of
the next highest country and nearly three times that of
the U.K., for example.? Some of these opportunities are
explored later in this Report.

MEDICARE SPENDING AND GROWTH,
2010-2014

To further gauge Massachusetts spending patterns relative
to the U.S., it is illustrative to compare spending within
the Medicare Fee-For-Service (FFS) program (“Original
Medicare”). Roughly 70 percent of Medicare beneficiaries
are enrolled in Original Medicare nationwide (80 percent
in Massachusetts).” Compared to commercial spending,
Given that it is a national program, Original Medicare
is more comparable across the U.S. in terms of benefit
structure, prices paid to providers, and demographics of
the enrolled population. Massachusetts does have a larger
portion of Original Medicare beneficiaries enrolled in
accountable care organizations (ACOs) than most states,
which could influence care patterns and reduce spending.

In 2014, total spending by or on behalf of Original Medi-
care beneficiaries averaged $15,177 in Massachusetts, ap-
proximately 4.8 percent higher than the $14,483 national
average.” That gap has remained relatively unchanged since
2010, when Massachusetts spending was 6 percent above
the U.S. average. Growth in per-beneficiary spending by
category of service has also roughly mirrored national
trends since 2010, with total growth per beneficiary below
5 percent over the four-year period for all categories except
for hospital outpatient spending (which grew 25 percent
in both Massachusetts and the U.S. This is explored in
Chapter 5: “Hospital Outpatient Spending”) and pre-

scription drugs.

While spending growrh among Medicare beneficiaries has
been similar in Massachusetts and the U.S., the underlying
amounts of spending by category of service reveal import-
ant differences in the way care is provided to Original
Medicare beneficiaries in Massachusetts versus in the U.S.

(see Exhibit 2.7)

Exhibit 2.7: Original Medicare spending per beneficiary in Massachusetts andin

the U.S, by category, 2013
$4,000

MA higher spending
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U.S. higher spending
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Note: Categories are ordered from left to right by the amount by which spending in Massachusetts

exceeds national spending.

Source: Centers for Medicare and Medicaid Services

ix  CMS last published directly comparable estimates of state-by-
state expenditures per privately-insured enrollee updated through
2009, at which time Massachusetts was 18 percent higher than
the U.S. average. Though Massachusetts commercial spending
has grown more slowly than national spending since that time,
the difference is not enough to erase that deficit.

X See Chapter 11: “Alternative Payment Methods”.

xi  Data from CMS includes cost-sharing by beneficiaries and drug
spending for those with Medicare Part D drug coverage. It does not
include premiums paid for supplemental coverage (“Medigap”).

xii  Medicare does adjust prices to account for regional differences in
input costs (such as the wages of nurses), the number of medical
residents a hospital is currently training, and other factors. The
residency adjustment is particularly important for Massachusetts,
which has more medical residents per capita than any other state.
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In general, Massachusetts Medicare beneficiaries spend
more on institutional-based care (inpatient care,*" outpa-
tient care, post-acute care, and ambulance care) than the
rest of the U.S. does and less on ambulatory-based care
(drugs provided in ambulatory settings, procedures, tests,
and imaging). High rates of utilization of institutional care
in Massachusetts compared with the rest of the U.S. have
been noted elsewhere and suggest ample room to redirect
some care to less intensive settings, a topic which the HPC
returns to in later sections of this Report. Furthermore,
although the higher spending in Massachusetts on inpa-
tient care largely reflects higher prices rather than higher
utilization, this spending difference would be reduced if
more Medicare beneficiaries used lower-paid community
hospitals rather than teaching hospitals, a topic addressed

in the HPC’s forthcoming Community Hospital Study.

GROWTH IN MASSHEALTH ENROLLMENT
AND SPENDING, 2013-2015

As shown in Exhibit 2.2, two-thirds of state spending
growth between 2013 and 2014 occurred within Mass-
Health. As previously noted, this spending increase is large-
ly attributable to enrollment growth, which was impacted
by two significant events in 2014: 1) the implementation
of the ACA insurance market changes and 2) the subse-
quent operational difficulties at the Massachusetts Health
Connector. In addition, like other payers, MassHealth
spending increased due to the introduction of high-cost
drugs into the market and other factors impacting drug
spending.™

xiii In Exhibit 2.7, higher utilization of services in Massachusetts
drives higher spending for most categories of service. For inpa-
tient care, however, spending differences between Massachusetts
and U.S. disappear completely when adjusted for prices. Mas-
sachusetts” higher prices result from several factors including, 1)
adjustments Medicare makes to inpatient admissions to account
for higher labor costs (such as nurse wages) in different areas in
the U.S. that were enhanced further in 2011 by the reclassification
of the rural Nantucket Cottage from a critical access hospital to a
hospital paid under the regular inpatient hospital payment system,
and 2) the fact teaching hospitals are paid more per admission
combined with the fact that roughly double the proportion of
Medicare beneficiaries in Massachusetts receive care at teaching
hospitals compared to the U.S. average (Massachusetts Health
Policy Commission, Annual Cost Trends Report, 2013).

xiv  Of the 4.8 percent increase in per-capita spending in Massachu-
setts, 3.2 percentage points were due to increased spending in
MassHealth, of which 0.7 percentage points (22 percent) were
due to prescription drugs.
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MassHealth enroliment, 2013-2015*

Between 2013 and 2015, the implementation of ACA
significantly impacted enrollment in the MassHealth
program. Consistent with the Commonwealth’s health
reform aim to extend affordable coverage to all residents,
in 2014 MassHealth extended eligibility to low-income
adults through the ACA and transferred individuals with
incomes between 100 and 133 percent of the Federal
Poverty Level (FPL), who had been previously eligible
for subsidized insurance via the Massachusetts Health
Connector (Connector), onto MassHealth. On January
1, 2014, these individuals were automatically enrolled
into the new CarePlus program, thereby gaining access
to MassHealth coverage through MCOs.>* This transfer
represented a significant and permanent change in the
size and composition of the MassHealth population.™

The ACA also required changes to the processes that the
Connector used to assess applicants’ eligibility for subsidies
to enroll them into new programs. The Connector was
unable to carry out these changes within the necessary
timeframe, and was unable to effectively enroll individuals
into subsidized insurance. The Commonwealth responded
to these operational difficulties by extending eligibility
for comprehensive coverage through MassHealth. All
applicants, including those not eligible for subsidies,
were enrolled in a new “Temporary Coverage” program,
managed by MassHealth, with services paid for on a FFS
basis. The Temporary Coverage program was phased out
in early 2015 with the introduction of a well-functioning
Connector website. This process resulted in significant
temporary changes to the enrollment and composition
of the MassHealth population in 2014.

xv While much of this report focuses exclusively on 2014, this sec-
tion discusses the MassHealth enrollment trend through 2015
to create perspective on the events of 2014.

xvi At the same time, MassHealth also transferred certain members
with incomes below 100 percent of the FPL from the PCC
program to CarePlus MCO.

xvii On January 1, 2015, individuals who had formerly been eligible
for subsidized insurance via the Medical Security program were
required to re-apply for coverage; approximately 7,000 of these
had incomes below 133 percent of FPL and were likely eligible
for MassHealth (Health Management Associates).
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Because of these two programmatic changes, enrollment in
the PCC/MCO programs rose by approximately 56,000
members on January 1, 2014 (due to auto-enrollment
into CarePlus) and rose again by about 180,000 members

between November 2014 and March 2015 (due to the
closing of the Temporary Coverage program and subse-

quent enrollment of a portion of its members into Mass-
Health)® =it x* (see Exhibit 2.8).

Exhibit 2.8: MassHealth enrollment, January 2012 — August 2015

Thousands of enrollees per month
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Source: Center for Health Information and Analysis
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xviii The dip in enrollment in March 2015 is likely due to the process
whereby MassHealth re-determined eligibility. Members were
dropped from the program during this process but often re-enroll

soon after.

xix  The PCC and MCO programs are considered together because
of significant overlap in populations served. Joint analysis is
particularly helpful when considering the 2013/2014 trend be-
cause some members were auto-enrolled from the PCC plan to
the CarePlus MCO on January 1, 2014. For the discussion of
MassHealth enrollment, the HPC uses enrollment measures from
the “Enrollment Snapshot Report” produced by MassHealth.

2015 Cost Trends Report | 19



Section ll: Trends in Spending and Care Delivery

Enrollment in the FFS program, excluding the Temporary
Coverage program, rose at a fairly steady rate of an average
0f 2,000 members per month throughout 2014. In August
2015, the FFS caseload was 525,727 members, represent-
ing 23,000 (5 percent) more than in September 2013. The
Temporary Coverage program (which had no members in
January 2014) peaked at 317,000 in October 2014 and
ended in March 2015. The overall MassHealth trend is
the sum of these three program trends: PCC/MCO, FES,
and Temporary Coverage. In a two-year period (September
2013-September 2015), the total MassHealth population
increased 31 percent, from 1.41 to 1.85 million members.

Of the total increase, approximately one-third was offset
by the closure of other state programs that served very
low income individuals who became eligible for Mass-
Health, including CommCare (approximately 97,000
former members eligible for MassHealth), the Health
Safety Net (approximately 31,000 eligible members), and
the Medical Security Program (approximately 8,000 eli-
gible members).™

Some of the increase is also likely attributable to a de-
crease in the number of uninsured. While survey data
do not show marked changes between 2013 and 2014
in the percentage of Massachusetts residents who were
uninsured, data from emergency departments (ED) show
a drop in the number of visits by uninsured patients and
an offsetting increase in the number of visits by patients
with MassHealth. Specifically, the number of ED visits
by uninsured patients dropped from 205,000 in 2013
to 161,000 in 2014 while the number of ED visits by
patients with MassHealth increased from 766,000 to
820,000.” This change is consistent with a drop in the
uninsured of approximately 55,000, or 15 percent of the
increase in the MassHealth population.™ The remainder

xx  Estimates of the size of eligible populations are from Health Man-
agement Associates. Higher income individuals in the programs
that closed became eligible for coverage via the Connector. From
September 2013 to September 2015, net private commercial en-
rollment for Massachusetts residents increased by approximately
50,000 members; commercial enrollment as of September 2015
included more than 170,000 residents enrolled in subsidized and
unsubsidized Qualified Health Plan (QHP) offerings through
the Health Connector. (Source: CHIA, private communication.
Note commercial enrollment total only includes individuals with
primary coverage.)

xxi This calculation assumes that uninsured individuals visit the ED
at the same rate in 2013 and 2014, and that therefore, the 22%
reduction in ED visits by the uninsured in 2014 represents a 22%
reduction in the number of uninsured in Massachusetts. The
HPC approximates that number as 3.7% of the Massachusetts
population in 2014, or 250,000, based on survey estimates.
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of the MassHealth enrollment increase may represent
other dynamics.™

MassHealth spending, 2012-2014

As a primary result of these enrollment trends, MassHealth
spending, as included in the benchmark calculations, in-
creased significantly. In the PCC/MCO programs, spend-
ing increased from $5.3 billion to $6.5 billion (a change
of $1.19 billion), much larger than the changes between
2012 and 2013 ($257 million).®

For the FFS program, including both the baseline FFS
population and those enrolled in the new Temporary
Coverage, spending increased from $5.45 billion to $6.22
billion (a change of $773 million), again dramatically
more than the previous year’s FES trend ($197 million).
These spending trends are shown in Exhibit 2.9.

Exhibit 2.9: MassHealth spending by program, 2012-2014
Millions of dollars in calendar year shown
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Note: Senior Care Option (SCO), Programs of All-Inclusive Care for the
Elderly (PACE), and OneCare not included in figure. These programs began
as MassHealth managed care programs available to elderly, near elderly, and
dual-eligible populations. For the SCO/PACE/OneCare program, spending was
$727M (2012), $865M (2013), and $1.14B (2014). OneCare began in 2013.

Source: Center for Health Information and Analysis, Total Health Care
Expenditures

While the changes in MassHealth spending were large,
the 19 percent increase was typical among the states that
expanded eligibility under the ACA.” Moreover, unlike
other states, some of the increased public spending in
MassHealth in 2014 was offset by decreased public spend-

xxii Notably, during 2014 MassHealth was forced to suspend many
of the processes used to verify eligibility due technical and opera-
tional challenges of implementing the Health Insurance Exchange
(HIX)/Integrated Eligibility System; such processes have now
resumed.
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ing in CommCare.* Importantly, although increased
enrollment was clearly a major component of the 2014 rise
in MassHealth spending, the total increase in MassHealth
spending resulted not only from the costs of the newly
enrolled population, but also from the spending trend for
the baseline population, which will determine the future
course of spending. As noted earlier, the rate of growth of
per-capita spending of the combined PCC, MCO, and
CommCare populations was 2.5 percent between 2013
and 2014. For the PCC/MCO population, the rate of
growth was 2.7 percent between 2012 and 2013. In both
years the spending trend was below the benchmark and
roughly on par with other payers.™"

Unfortunately, the available data do not make it possi-
ble to calculate the 2013-2014 per-capita trend for the
baseline FES population absent the Temporary Coverage
members, and the two populations are too disparate to
analyze together. Between 2012 and 2013, prior to the
Temporary Coverage program, the per-capita spending
growth trend in the FFS population was 6.2 percent,
above the benchmark rate of 3.6 percent.™

Given the importance of MassHealth to its 1.85 million
members and to the benchmark, it is important to un-
derstand not only broad enrollment and spending trends
but trends for specific populations within MassHealth
programs as well as trends in risk factors and utilization.
All are markedly different in MassHealth compared to
the commercial and Medicare populations due to char-
acteristics of the population and the benefit. For example,
Medicaid is the primary payer for long-term supports
and services (LTSS), as neither Medicare nor commer-

cial health insurance cover most long-term services. In
2015, MassHealth LTSS spending totaled $4.5 billion,

xxiii The net increase in MassHealth spending, factoring in the re-
duction in spending on CommCare, is 13 percent.

xxiv. PCC, MCO and CommCare populations are combined for the
purpose of the 2013-2014 per-capita trend because of the transfer
of CommCare patients to the MassHealth MCOs during this pe-
riod. For the discussion of MassHealth per-capita spending trends,
the HPC uses enrollment measures from THCE. The MassHealth
Enrollment Snapshot and THCE define MassHealth enrollment
differently. Approximately 2.4 million member months for in-
dividuals enrolled in the Health Safety Net, Children’s Medical
Security Plan, and DMH-only as well as CommCare-unenrolled
are included in THCE enrollment but not the Enrollment Snap-
shot; these definitional differences mainly affect estimates of FFS
enrollment.

xxv In 2016, CHIA and the HPC will have access via the All-Payer
Claims Database (APCD) to the data needed to analyze risk
factors, utilization, spending, and enrollment within segments
of the MassHealth population defined by eligibility and demo-
graphic characteristics. This data were not available in time for
this Report.

or approximately 30 percent of the MassHealth budget.
Among the FFS population, many of whom have primary
insurance coverage through Medicare or another payer,
LTSS represented 75 percent of spending, totaling $3.7
billion in 2014. Of this spending, 32 percent was for
nursing facility care ($1.6 billion), and 43 percent ($2.1
billion) was for home and community based services
(HCBS), including waiver programs. >

MassHealth is exploring a variety of options to increase
the quality, cost-effectiveness, and member experience of
its programs through an extensive stakeholder engagement
process. Central to the reform is a comprehensive care
delivery strategy to better integrate care for MassHealth
members across physical, behavioral health, and LTSS
care that is supported by value-based payment models.

ACCESS TO AND AFFORDABILITY OF CARE

In the aggregate, Massachusetts continues to perform well
compared to other states on measures of access to care and
affordability of care. In terms of insurance coverage, Mas-
sachusetts continued to have the lowest rate of uninsured
in the U.S. (4 percent in 2014), even as other states closed
some of the gap through the insurance coverage expansions
under the ACA." Massachusetts also continues to perform
well on other population-level aggregate measures. The
percentage of state residents paying more than 10 percent
of income in out-of-pocket expenses for health care (not
including premiums) was one of the lowest in the U.S.
in 2013 and 2014 (11 percent), as was the percentage of
at-risk adults without a doctor’s visit (7 percent).'!

These aggregate measures, however, mask access and af-
fordability problems for many of the state’s residents. Even
with relatively slow growth in health insurance premiums
in recent years, Massachusetts continued to have among
the highest health insurance premiums in the U.S. in
2014, averaging $17,702 for family coverage and $6,348
for single coverage (approximately $1,000 and $500 above
national averages, respectively). While average incomes are
also high in the state, middle-class individuals and families
face essentially the same premiums as higher income in-
dividuals, and are generally not eligible for subsidies. ™" A
family of four living at twice the FPL, with employer-based
insurance would find the combination of average family
health insurance premiums and cost-sharing ($19,300) to

xxvi Data from Massachusetts Medicaid Policy Institute and CHIA.
See Technical Appendix for details.

xxvii ACA tax credits are available to most families with income between
133% and 400% of the FPL (subsidies decline as income grows) but
only if they do not have offers of health insurance from an employer.
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equate to roughly 40 percent of annual income (roughly
$50,000 in 2014) .2

These examples of high cost of care in the Commonwealth
have contributed to persistent affordability challenges
for some state residents. In 2014, 38 percent of Massa-
chusetts residents paid more than $1,000 out-of-pocket
for health care, and 19 percent paid more than $3,000.
Out-of-pocket spending includes spending on over-the-
counter medicines, spending on copays and deductibles
for care in the context of an individual’s health insurance
plan, and spending on services not covered by health
insurance, such as alternative therapies or charges when
individuals visit out-of-network providers (see Sidebar:
“Out-of-network charges for emergency services and
“surprise billing”). Among residents between 138 and
300 percent of the FPL (between roughly $30,000 and
$70,000 for a family of four), 30 percent reported having
difficulty paying medical bills and 17 percent said someone
in their family went without needed medical care due to
cost in the past 12 months.

Out-of-network charges for emergency services
and “surprise billing"

Most health insurance products identify a network of hospi-
tals, physicians, and other providers with whom the payer has
a contract and from whom the insured is entitled to receive
services atagreed-upon cost sharing levels. When a consumer
receives services from an out-of-network provider, depending
on plan terms, the consumer may be required to pay for the
full cost, or to pay much higher cost-sharing than would be
required for in-network services. There are, however, circum-
stances where the consumer does not choose to receive care
outside the network. These include emergency situations
and services received at in-network facilities but provided by
out-of-network providers, without the consumer's informed
agreement. This latter phenomenon is often called “surprise
billing.” Further, as part of the “surprise billing"problem, there
are circumstances where all the physicians in a given specialty
working in a given hospital are out-of-network, so that even

xxviii The figure of $19,300 includes an employee’s contributions to
health insurance premiums. These contributions vary by firm and
are typically on the order of 70 percent of the premium for family
coverage. The figure of 40 percent is somewhat of an overestimate
because employer-based health insurance is not taxable and because
employer contributions to health insurance should be considered
additional compensation to the family and included in their income
total. It is also debatable, but consistent with economic theory, that
employer contributions to health insurance should be considered
as part of the family’s health insurance spending—which s the case
insofar as the family would receive those dollars as higher wages in
lieu of health insurance. On the other hand, this figure does not
include other health insurance spending, such as over-the-counter
spending and spending not covered by health insurance, such as
spending on out-of-network providers.
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if the patient is informed of the out-of-network status, he or
she does not have the choice of anin-network provider at the
in-network facility.

Certain laws aim to protect consumers in such circumstances.
Under Massachusetts state law and the ACA, most plans must
pay a reasonable amount for out-of-network emergency care,
although “balance billing” (whereby the consumer is billed for
the difference between this reasonable amount and the amount
charged by the hospital) is not prohibited.** Payers have stated
thatitis their policy to hold members harmless for out-of-net-
work emergency care;'? however, the HPC understands that
“balance billing"” sometimes occurs. Additionally, under state
law, carriers must provide enrollees with a statement in the
“"evidence of coverage” that enrollees who receive care from
an out-of-network provider at an in-network institution are not
responsible for more than they would have been responsible
for when receiving in-network care, unless they have a “reason-
able opportunity to have the services performed by a network
provider.”**Though this language appears to prohibit “balance
billing” for the consumer, the level of carrier compliance is not
clear. Moreover, there is a perceived burden on consumers to
be aware of this protection, as consumers may need to affir-
matively alert payers to out-of-network service situations in
order for the payer to cover the service. Several payers have
indicated that they do hold members harmless in “surprise
billing” situations, and others have stated that they use their
appeals process to resolve this problem in members' favor.

In addition to these difficulties for consumers, there are also
significant market function issues raised by unlimited out-of-
network charges. Hospitals with high ED volume (and physi-
cians who work in such hospitals) are likely to receive patients
through emergency or “surprise billing” situations, even without
joining the patients’ insurance networks. As a consequence,
the benefit to these providers from joining a network is rela-
tively low, compared with providers who benefit more from the
patient volume that comes from being in-network. For payers,
the alternative to agreeing to high prices to keep providers in
network may be to pay high charges for their patients who use
these services out-of-network and whom the payer then holds
harmless. This may contribute to price variation by increasing
the bargaining leverage of hospitals with higher volume.

xxix M.G.L. c. 176G and the Patient Protection and Accountable
Care Act, 42 U.S.C. sec. 18001

xxx M.G.L. c. 1760, sec. 6

xxxi This perceived need for wider networks may also reduce payer
incentives to form limited network plans, because in many cases,
it is less expensive to agree to a higher rate to keep a provider in
network than to pay charges for patients who use the provider’s
services out of network. See, e.g., Ripps, J.C. (August 17, 2007).
Value Promoting Policy Review: Payments to Out-of-Network
Hospitals in California. Milliman, Inc. for Pacific Business Group
on Health; Murray, R. (May 16, 2013). Hospital Charges and
the Need for a Maximum Price Obligation Rule for Emergency
Department & Out-Of-Network Care. Health Affairs Blog.
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Access to care was also a problem for some state residents,
particularly lower income groups. Nineteen percent of
residents reported they were unable to get an appoint-
ment as soon as needed in the prior 12 months. Twelve
percent (20 percent of those below 133 percent of the
FPL) reported that a doctor’s office told them they were
not accepting their insurance type, and 14 percent (18
percent of those below 133 percent of the FPL) were told
that the doctor’s office was not accepting new patients.
These percentages are among all residents, including those
who did not seek appointments with providers in the past
12 months and thus understate access problems for those
who actually sought care. ™

Out-of-pocket spending

Out-of-pocket spending, defined more narrowly, is spend-
ing on copays and deductibles in the context of an indi-
vidual’s health insurance plan. Such spending grew by 4.9
percent in 2014 for commercially-insured state residents. ™
Growth was higher for individuals insured via the merged
market (5 percent) and employees of firms that self-insure
(6.5 percent). Furthermore, upon analysis of the state’s
All-Payer Claims Database (APCD), the HPC found that
out-of-pocket spending as a proportion of total health
care spending varied by health condition and was partic-
ularly high for individuals with behavioral health condi-
tions (see Exhibit 2.10).

Exhibit 2.10: Cost-sharing as a percentage of total spending
for individuals with given diagnosed conditions, 2013
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Source: HPC analysis of Massachusetts All-Payer Claims Database

xxxii CHIA did not include this question in its survey.

xxxiii While not including all kinds of out-of-pocket spending, this
subset of out-of-pocket spending is submitted to CHIA via
claims sent to the state’s APCD, and can therefore be analyzed
in greater detail.
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QUALITY OF CARE

Quality of care is multi-dimensional. In past cost trends
reports, the HPC summarized Massachusetts’ performance
compared to the U.S. on measures from several domains
of quality, including hospital admissions for chronic con-
ditions, readmission rates, mortality rates, patient safety,
and patient experience measures.'> Massachusetts tends
to perform well on most, but not all, measures. For ex-
ample, on measures such as mortality rates, appropriate
medication use, and patient safety, the state consistently
performs in the top quartile."* On measures involving
appropriate use of high-intensity care and appropriate hos-
pital admissions, however, Massachusetts often performs
worse than average. Massachusetts Medicare beneficiaries
were in the worst quartile of avoidable ED admissions,
hospital-readmission rates, and ambulatory-care-sensitive
admissions for residents over 75 years of age (see Chapter
8: “Avoidable Hospital Use”). The state’s performance
on additional quality measures for specific conditions is
discussed in CHIA's November 2015 report on the quality

of care in Massachusetts."

These state-wide averages mask considerable variation with-
in the state. CHIA also reported on within-state variation
on a number of measures, by provider, in its report. For
example, patient-reported experiences with waiting times
and access to appointments with their primary care offices
varied considerably across 85 physician offices in Massa-
chusetts, from composite scores of 63 to 96. Variation by
hospital in other measures such as readmission rates and
C-section rates for low-risk births was also considerable
and is discussed later in this Report.

In their role monitoring health care system performance,
it is critical for CHIA and the HPC to track and highlight
variations in healthcare quality across settings, including
physicians, hospitals and other settings of care. CHIA
and the HPC are also working to promote the use of a
standard set of quality measures in payment, insurance
product design, and transparency — to help minimize
consumer confusion and provider burden and allow for
easier comparisons between Massachusetts providers.
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Trends In Provider Markets

Provider alignments, including acquisitions and affiliations,
can impact the performance of the healthcare system in
delivering high-quality, cost-effective care. Although pro-
vider alignments may take a range of forms, and may pro-
mote more patient-centered, accountable care, many such
alignments involve acquisitions and contracting affiliations
that can increase overall market consolidation.” While
some argue that alignments may result in efficiencies and
care delivery improvements through clinical integration,
evidence suggests that increases in market consolidation
are not typically associated with increased quality of care,
and may even be associated with decreased quality.™!*?
There is also strong consensus that increased healthcare
consolidation through hospital mergers leads to higher

prices in the vast majority of cases.*>7*

PROVIDER ALIGNMENTS

Chapter 224 directs the Health Policy Commission (HPC)
to monitor this aspect of the Massachusetts healthcare
system. Through the examination of notices of material
change (MCNis) filed by provider organizations, the HPC
tracks the frequency, type, and nature of such provider
system alignments in the Commonwealth and assesses
their potential impact on healthcare spending, quality, and
access. The HPC also engages in a more comprehensive
review of particular transactions anticipated to have a sig-
nificant impact on healthcare costs or market functioning
through its “cost and market impact reviews” (CMIRs).

i The Health Policy Commission defines a contracting affiliation
in its Final Regulation on Material Chance Notices and Cost and
Market Impact Reviews, 958 CMR 7.02, [hereinafter Final MCN
and CMIR Regulation] as any relationship between a Provider
Organization and another Provider or Provider Organization for
the purposes of negotiating, representing, or otherwise acting
to establish contracts for the payment of Health Care Services,
including for payment rates, incentives, and operating terms,
with a Carrier or third-party administrator.

ii ~ This may be due to decreased incentives to maintain or improve
clinical quality as a result of facing fewer competitors.

From 2013 through 2015, the HPC received notice of
53 proposed mergers, acquisitions, and affiliations. These
notices reveal a rapidly changing healthcare marketplace
and represent a wide range of transactions, including
acquisitions of hospitals and physician groups, affiliations
between providers for joint contracting, creation of clin-
ical joint ventures, formation of new contracting entities
like accountable care organizations (ACOs), and estab-
lishment of new preferred provider arrangements and
other clinical affiliations™ (see Exhibit 3.1).

Exhibit 3.1: Frequency of provider alignment types for which
the HPC received material change notices, 2013 -2015

25
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15
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5 4
Corporate Clinical Contracting Joint Formation of
Affiliation Affiliation Affiliation Venture Contracting Entity
Source: HPC

iii  The HPC defines a clinical affiliation in its Final MCN and
CMIR Regulation, 958 CMR 7.02, as any relationship between
a Provider or Provider Organization and another organization
for the purpose of increasing the level of collaboration in the
provision of Health Care Services, including, but not limited to,
sharing of physician resources in Hospital or other ambulatory
settings, co-branding, expedited transfers to advanced care set-
tings, provision of inpatient consultation coverage or call cover-
age, enhanced electronic access and communication, co-located
services, provision of capital for service site development, joint
training programs, video technology to increase access to expert
resources and sharing of hospitalists or intensivists.
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As a result of these and other changes to the healthcare
system over the last several decades, the majority of care
in the Commonwealth is now provided by a relatively
small number of large provider systems. In 2014, the
five largest health systems in the state accounted for 56
percent of hospital discharges for commercially insured
patients, an increase from 51 percent in 2012. Much of
the growth over these years was driven by the acquisition
of Winchester Hospital in 2014 by Lahey Health System,
which was the subject of a CMIR. ™’

Nearly half of the transactions noticed to the HPC in-
volved corporate affiliations, which included mergers and
acquisitions of acute care hospitals, physician groups,
rehabilitation providers, visiting nurse associations, and
a payer. However, the HPC has also observed significant
alignment of both hospitals and physicians through con-
tracting and clinical affiliations, including through the
formation of new contracting entities like ACOs.

In past work, the HPC has highlighted the potential for
contracting and clinical affiliations, as opposed to corporate
integration, to facilitate coordination among providers
while potentially raising fewer cost and market concerns
than corporate acquisition.”'®'" However, others have
suggested that non-corporate alignments can nonetheless
raise cost or market concerns. For example, in analyzing
new joint contracting among corporately distinct providers
such as ACOs, antitrust agencies apply a very similar ap-
proach to that of their review of provider mergers, and the
Federal Trade Commission (FTC) and U.S. Department
of Justice (DOJ) have noted that “under certain conditions
ACOs could reduce competition and harm consumers
through higher prices or lower quality of care,” similar
concerns to those raised by corporate mergers.'? Even
clinical alignments, which have a significant potential to
increase care coordination, can also raise market concerns
when they serve to weaken providers’ incentives to refer
to more efficient providers.

As the market continues to explore these different models
of clinical and contracting alignment, the HPC intends
to examine whether and to what extent such models have
truly succeeded in facilitating integration among providers,
without negative impacts on cost and market functioning.

iv. Lahey’s acquisition of Winchester Hospital accounted for three
percentage points of the five percentage point increase, nearly
doubling Lahey’s share of discharges from 2013 to 2014, from
four percent to seven percent. Comparable statistics in previous
reports used projected data, updated here with validated data.
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PHYSICIAN GROUP ACQUISITION
AND AFFILIATION

Another significant trend, both in Massachusetts and
nationally, is the rapid acquisition of physicians by hos-
pitals and the transition from independent or affiliated
physician practices to employment models. Many physi-
cian groups, even if they do not choose direct employment
by hospitals, are joining the contracting networks of these
primarily hospital-led integrated provider systems. As of
December 2015, more than two-thirds of material chang-
es involving new corporate or contracting affiliations have
included physician groups (see Exhibit 3.2).

Exhibit 3.2: Frequency of providers involved in material

change notices consisting of corporate or contracting
affiliations

25

Physician Group

Acute Hospital Other Provider Payer

Source: HPC

It is critically important to monitor this trend of increas-
ing physician alignment with major hospital systems giv-
en the growing body of literature demonstrating that
hospital system acquisitions of physician practices leads
to higher physician and hospital prices.''*!>!¢ Consistent
with research literature, the HPC has found that hospital
system acquisitions of physician practices can have a sig-
nificant cost impact. For example, in the HPC’s CMIR
of Partners HealthCare System’s (Partners) proposed ac-
quisition of Harbor Medical Associates (Harbor), a pre-
viously independent 65-physician multispecialty group
affiliated with South Shore Hospital, the HPC projected
that healthcare spending would increase at least $8 million
a year due to price increases for the Harbor physicians
and would increase $6 million to $10 million a year due
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to changes in referral patterns.” ! Primary care physician
(PCP) alignment with major hospital systems is particu-
larly notable. PCP affiliations with hospitals have grown
rapidly in recent years, and the vast majority of PCPs in
Massachusetts are now associated with a relatively small
number of provider systems. The share of PCPs affiliated
with large provider systems grew from 62 percent in 2008
to 76 percent in 2014 (see Exhibit 3.3)." In 2012, 75
percent of PCP visits were to PCPs affiliated with a large
provider system, and these visits constituted nearly 79
percent of all revenue for PCP visits in the state (see Ex-

hibit 3.4).

Acquisitions, mergers, contracting affiliations, and even
clinical affiliations involving physician groups that have
PCPs can have particularly profound implications on
costs and market functioning. PCPs exercise significant
control over where their patients receive further care, both
because they are tasked with coordinating their patients’
care under certain insurance models and because patients
tend to follow the recommendations of their doctors."”
Thus, the hospital or system affiliation of a patient’s PCP
will influence where that patient is referred for hospital
services, and can play a bigger role in patient decisions
about hospital care than cost, quality, or travel distance.
In public statements about these affiliations, many pro-
viders discuss the need to better manage patients’ use of
services.'®!”?* They assert that by establishing stronger
relationships and encouraging referrals among a system’s
physicians, hospitals, and other types of providers, they can
improve the quality and efficiency of patient care. How-
ever, integrated delivery systems have not uniformly been
associated with improved quality or lower total medical
spending for patients, and in some cases can in fact lead to
higher spending.?! Despite their potential benefits, these
afliliations also frequently result in increases in physician
referrals to those hospitals and to other providers within
their system. In many cases, this can result in patients
bypassing their closest provider to reach a (frequently

v These figures represent a significant proportion of the total spend-
ing increases that the HPC projected if Partners were to acquire
both Harbor and South Shore Hospital. The HPC projected
that the two transactions would increase spending for the three
largest commercial payers by $23 million to $26 million per
year. While Partners subsequently abandoned its bid to acquire
South Shore Hospital, it did complete plans to acquire Harbor
Medical Associates in March 2015.

vi  The HPC’s analysis of the Mass. Health Quality Partners Master
Provider Database. Reflects PCPs associated with Partners Com-
munity Health Care, Beth Israel Deaconess Care Organization,
Steward Health Care Network, New England Quality Care
Alliance, Atrius Health, UMass Memorial Health Care, Baycare
Health Partners, and Lahey Health System.

Exhibit 3.3: Percentage of primary care physicians affiliated
with large provider systems, 2008 - 2014
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Note: Reflects primary care physicians associated with Partners Community
Health Care, Beth Israel Deaconess Care Organization, Steward Health Care
Network, New England Quality Care Alliance, Atrius Health, UMass Memorial
Health Care, Baycare Health Partners, and Lahey Health System.

Source: HPC analysis of data from Massachusetts Health Quality Partners

Exhibit 3.4: Percentage of primary care physician revenue
and visits by affiliation status, 2012

100%
80% Unknown
I Independent
M Affiliated with a
60% hospital
M Affiliated with a
provider system
40%
20%

0%
Percent of Visits

Percent of Revenue

Note: For the purposes of this analysis, major provider systems include Atrius
Health, Baystate Health System, Beth Israel Deaconess Care Organization,
Lahey Health System, New England Quality Care Alliance, Partners Community
Health Care, Steward Health Care Network, and UMass Memorial Health Care.
Primary care physicians affiliated with multiple systems are counted as being
part of a major provider system.

Source: 2012 APCD claims for BCBS and HPHC, 2012 MHQP Master Provider
Database

more expensive) system-affiliated provider. One recent
nationwide study found that physicians whose practices
are owned by hospitals admit 70 percent or more of their
patients needing hospital care to their affiliated hospital
and that patients of hospital-employed physicians are
substantially more likely (by 33 percent) to choose the
hospital that owns the physician’s practice as compared to
patients of independent physicians. That study also found
that physician ownership has a substantially greater influ-
ence on a patient’s choice of hospital than the hospital’s
cost or quality.”?
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Furthermore, when a hospital acquires a physician prac-
tice, the hospital may decide to license the physician’s
office as a hospital outpatient department, which bills
through the hospital."" This issue and its associated im-
pact on healthcare spending are discussed in Chapter 5:
“Hospital Outpatient Spending.” In light of these and
other concerns, it is particularly important for the HPC to
continue to monitor the physician market to examine the
impact of acquisition and affiliation of physician practices
on healthcare costs and market functioning."
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Prescription Drug Spending

After more than a decade of overall low pharmaceutical
spending growth rates, dramatic jumps in spending in
2014 in both Massachusetts and the U.S.—driven in
part by the high-profile introduction of new high-cost
drugs for the Hepatitis C virus (HCV) — have focused
attention on issues of drug prices and utilization, for new
cutting-edge therapies as well as generic products. Phar-
maceutical innovation has led to important advancements
in patient longevity and quality of life. Manufacturers
assert that high prices for new drugs reflect the costs of
research and development, including research for prod-
ucts that fail to reach the market, and that high prices
are necessary to support continued innovation. Further,
some suggest that costs for preventative or curative treat-
ments may lead to overall savings. However, with trends
in Massachusetts largely mirroring national trends, drug
spending has become an increasing concern for payers,
providers—especially those engaging in new risk-based
payment models —and patients facing out-of-pocket costs
for medications. The impact of high-cost drugs on the
state’s healthcare cost growth benchmark has encouraged
the Health Policy Commission (HPC) to closely examine
the issue of pharmaceutical spending.

This chapter will describe current drug spending trends,
factors influencing future trends, and issues for healthcare
stakeholders to consider in addressing drug spending
growth, including state-level policy considerations.

GROWTH IN DRUG SPENDING

In 2014, prescription drug spending in Massachusetts grew
13.4 percent per capita (14.1 percent total) over 2013
levels, increasing from about $6.4 billion in 2013 to about
$7.3 billion in 2014. In the U.S. overall, prescription drug
spending grew by an estimated 11.6 percent per capita
(12.5 percent total) in 2014." In both Massachusetts and
the U.S. overall, the growth in 2014 represented a dra-

i Data from the Centers for Medicare and Medicaid Services’
National Health Expenditures

matic change from previous years of very low growth. In
the commercial market, for example, between 2010 and
2013, prescription drug spending grew by less than one
percent per year on average in Massachusetts and the U.S.
(0.5 percent and -0.8 percent, respectively) (see Chapter
2: “Overview of Spending Trends”). Drug spending ac-
counted for 13.5 percent of total healthcare expenditures
(THCE) in 2014, which represents an increase of one
percentage point compared to 2013.

This spending factored substantially in Massachusetts’
performance against its benchmark for spending growth.
The Center for Health Information and Analysis (CHIA)
estimated that the growth in drug spending accounted for
approximately one-third of THCE growth.

Importantly, estimates of drug spending do not reflect
rebates and other discounts that occur after the initial
acquisition price. According to a 2011 report from the
Office of the Inspector General at the Department of
Health and Human Services, Medicare Part D recoups
about 19 percent of its spending on brand-name drugs
through off-invoice discounts and rebates, while Medicaid
programs recoup about 45 percent of their costs for brand-
name drugs.' Rebate levels for MassHealth are higher than
this national average. The value of rebate invoicing for the
MassHealth Primary Care Clinician (PCC) and Fee-For-
Service (FES) plans was 50.1 percent of the pharmacy
spending in FY 2015.% (The Affordable Care Act (ACA)
mandated that drug manufacturers must pay a minimum
rebate of 23.1 percent to Medicaid programs). Rebates for
private insurers vary widely. While exact rebate amounts
are negotiated confidentially, estimates of typical rebates
range from 20 to 30 percent, although rebates by drug
can range from the single digits to more than half of gross
sales.” Rebate amounts impact both the level and trend
of spending. More data is needed on rebate amounts to
produce more accurate estimates of total spending and
growth.

ii Personal communication with MassHealth.
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FACTORS IN 2014 DRUG SPENDING

To better understand Massachusetts-specific drug spend-
ing and utilization trends, the HPC obtained detailed
state-specific data from national drug data vendor IMS
Health Incorporated. The close similarity of spending
trends between the Commonwealth and the U.S., as well
as the national nature of many drug prices (see Sidebar:
“How drug prices are determined™), suggest that factors
driving U.S. spending trends have similarly shaped the
trends in Massachusetts. Furthermore, Massachusetts has
a similar payer-mix profile as the U.S., in terms of the
distribution of retail prescriptions (see Exhibit 4.1).

Exhibit 4.1: Distribution of retail prescriptions in
Massachusetts and the U.S., by payer, 2014

Massachusetts

us.

Medicaid I cash

B Commercial

Medicare Part D

Source: IMS Health Incorporated
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How drug prices are determined

The amount an insurer will pay for a given drug is almost al-
ways determined by negotiations between a pharmacy ben-
efit-management company (PBM), with which the insurer has
contracted, and drug manufacturers.® PBMs manage drug
benefits for many health plans, and act as the intermediary
between insurers, manufacturers, and pharmacies. Each of
the major PBMSs, such as Express Scripts and CVS Caremark,
has a national presence, typically thousands of affiliated in-
surers, and a single formulary (list of drugs covered). This
greatly increases PBMs' purchasing power relative to any
single state-level insurer and often results in larger discounts
and rebates for each of its members.* Private payers can also
negotiate directly with manufacturers for additional rebates or
other concessions.

The Medicare program is prohibited by law from negotiating
on behalf of all covered lives in the program. Medicare Part
D plans may negotiate with manufacturers, but must do so
individually. In contrast, the Department of Veterans Affairs
negotiates with pharmaceutical companies on behalf of all
covered lives, allowing it to secure relatively large discounts.®
For Medicaid prices, federal law guarantees Medicaid “most-fa-
vored customer status,” meaning that in exchange for all of
a state's Medicaid plans covering a given drug, the drug's
manufacturer must offer Medicaid at least the lowest price
available to any other payer, including rebates. State Medic-
aid agencies can negotiate with manufacturers for additional
discounts and rebates.

Prices for hospital-administered drugs are usually determined
through negotiations between drug manufacturers and health
systems, either in the form of Group Purchasing Organizations
(GPOs) made up of multiple health systems, or an individual
health system (usually one specializing in a particular field,
such as oncology). GPOs also often handle negotiations for
most other hospital supplies, such as surgical and medical
equipment.® Hospitals or GPOs can also obtain drugs through
negotiations with wholesale purchasers.”

Physician offices may purchase physician-administered drugs
through PBMs, GPOs, wholesalers or specialty pharmacies that
contract with insurers.8 Medicare Part B typically reimburses
physicians’ offices at the rate of the drug's average sales
prices (ASP) plus six percent; many private payers reimburse
physicians similarly.®
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Exhibit 4.2: Components of U.S. drug spending growth, 20
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13-2014 high prices more typical of “or-

an drugs” for rare diseases.™!!
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Three main factors drove the high growth in drug spend-
ing in 2014: 1) the entry of new high-cost drugs, 2) price
growth for existing drugs, and 3) a low level of patent
expirations'® (see Exhibit 4.2). Data from IMS show a
13 percent increase in U.S. total spending for pharma-
cy (prescription) and non-pharmacy (administered in a
hospital or physician office) drugs. Total U.S. estimated
drug spending increased by $43.4 billion, of which about
$16 billion was offset by rebates on branded drugs on the
market for at least two years (data not shown).™ Increases
in spending were partially offset by reductions in spending
due to patent expirations, which represented the lowest
impact from patent expiration in the last five years.'’

Sovaldi and other new drugs for HCV

Among the new drugs impacting spending in 2014, much
attention has focused on the introduction of new Hep-
atitis C virus (HCV) therapies led by Gilead Sciences’
Sovaldi, which became the nation’s top-selling drug in
2014." Introduced at the end of 2013, Sovaldi offered
a significant advancement for people with HCV, with a
high cure rate and substantially fewer toxic side effects and
shorter treatment course than previously available options.
However, Sovaldi entered the market with a list price of
$84,000 per patient for a 12-week treatment, rivaling the

This estimate is approximate and does not factor in rebates for
new brands, defined as products launched in the last two years,
or any additional discounts for generic drugs.

iii

Comparative effectiveness analysis
fmedicines suggests that Sovaldi is very effec-
tive clinically, as well as cost-effec-
tive in the long-term relative to earlier HCV treatments.
However, the drug’s high short-term costs have resulted
in some payers limiting access to Sovaldi through various
medical necessity criteria, despite its major advancement
in HCV treatment and potential to prevent downstream
medical spending for some patients. The Institute for
Clinical and Economic Research (ICER) (see Sidebar:
“Value-based price benchmarks and the Institute for
Clinical and Economic Review”) found that despite
Sovaldi’s “very-cost effective” performance at $20,000 per
QALY (quality-adjusted life year) gained versus the previ-
ous standard of care, its long-term value does not translate
into budgetary feasibility for payers. The determination
of long-term cost-effectiveness is due to the potential for
downstream savings: if a patient’s HCV is cured by a reg-
imen of Sovaldi, this prevents the need for repetitive, less
effective treatments, such as repeated doses of interferon.
For a small subset of patients, effective treatment will also
prevent liver failure and the need for a liver transplant.

Any long-term cost-offsets could require as long as 20
years to manifest for payers.'* In the meantime, Sovaldi’s
potential short-term budget impact was calculated to
represent a per-member per-month premium increase of
5 percent, which is an increase at least five times higher
than what ICER estimated state budgets can manage for
individual new drugs without pushing up premiums at
an unsustainable rate.”

Orphan drugs are defined as treatment for diseases with less
than 200,000 known cases. Orphan drugs are often high-priced
agents; industry argues that due to low utilization, high-prices
are necessary to recoup research costs.
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Value-based price benchmarks and the Institute
for Clinical and Economic Review (ICER)

ICER is a nonprofit organization dedicated to assessing the
value of medical treatments. ICER's mission includes evaluating
the clinical effectiveness, cost-effectiveness and potential
budgetary impact of drugs and other treatments. For each
drug, ICER seeks to determine a “value-based price bench-
mark” that takes into account how much better the drug is at
improving patient outcomes over the long-term, tempered by
thresholds at which additional new costs would contribute to
growth in health care costs exceeding growth in the overall na-
tional economy. The value-based price benchmark represents
a cost-effective price at which payers and providers would
not be forced to limit the treatment's availability to patients.'®
Among its recent reports ICER has evaluated the value of
Sovaldi, Harvoni and Viekira Pak for treating HCV'4, PCSK9
inhibitors for treating high LDL cholesterol, and Entresto for
heart failure.”” Reports expected in 2016 include new drugs
for asthma, diabetes, multiple myeloma, multiple sclerosis,
and lung cancer.

Several other groups are starting to examine the issue of “value”
for new drugs. These include DrugAbacus at Memorial Sloan
Kettering, the American Society of Clinical Oncology, the Amer-
ican College of Cardiology / American Heart Association, and
the National Comprehensive Cancer Network, among others.

A number of commercial and MassHealth managed care
organization (MCO) health plans reported that the intro-
duction of HCV drugs contributed to significant financial
losses in 2014, including Neighborhood Health Plan,
Harvard Pilgrim Health Plan, Fallon Community Health
Plan, Tufts Health Plan, and Blue Cross Blue Shield, among
others.'®!”?* For example, Blue Cross Blue Shield cited
Sovaldi as a “key cause” of its higher-than-expected $118.8
million operating loss in 2014 as well as its net loss of $41.8
million in the first quarter of 2015.*"** Although payers
carefully monitor the pipeline of drugs likely to enter the
market, Sovaldi entered the market earlier than expected,
due to receiving fast-track approval from the Food and
Drug Administration (FDA) through the breakthrough
therapy designation, hindering insurers from accounting
for the costs in their premiums.

Spending for new HCV drugs may have particularly im-
pacted MassHealth in 2014, compared to other state

v Section 902 of the Food and Drug Administration Safety and
Innovation act gave the FDA power of expedited approval for
breakthrough therapy drugs. The law defines a breakthrough
therapy as 1) any drug or combination that 2) treats a serious
or life-threatening disease and 3) preliminary evidence shows
that drug demonstrates substantial improvement over existing
therapies.
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Medicaid programs. MassHealth covered about 20 percent
of all prescriptions for new HCV drugs in Massachusetts,"
while in the U.S. overall, Medicaid covered about 9 per-
cent of new HCV patients in 2014.">'° In addition to
MassHealth’s overall coverage expansion in 2014, Mass-
Health has among the most generous coverage policies
for new HCV drugs compared to other state Medicaid
programs. In line with consensus guidelines from the
American Association for the Study of Liver Disease and
the Infectious Diseases Society of America, MassHealth
PCC/ FFS did not restrict access through conditions for
coverage, such as those related to progression of clinical
symptoms or abstinence from substance use, although
many other states did implement these restrictions in
2014.2* In November 2015, the Centers for Medicare
& Medicaid Services (CMS) sent a letter instructing state
Medicaid programs to examine drug benefits in both
fee-for-service and Medicaid managed care organization
contracts to “ensure that limitations do not unreasonably
restrict coverage of effective treatment” with these drugs.”

PBM:s and payers employ a range of strategies in efforts to
obtain lower prices, but competition remains an important
factor in price negotiations. For example, Gilead increased
rebate levels for Sovaldi as alternative HCV drugs became
available. Before the release of AbbVie’s Viekira Pak and
Gilead’s subsequent HCV drug, Harvoni, Sovaldi’s esti-
mated median discount for commercial payers was around
14 percent and discounts for Medicaid programs— above
the required 23 percent— were minimal.***” As compe-
tition increased, Gilead announced that discounts from
list price for their HCV drugs would average 46 percent
in 2015, and rebates would exceed 50 percent for certain
Medicaid programs and the Department of Veteran Af-
fairs.”® Furthermore, in 2015, the PBM ExpressScripts
removed Sovaldi from its formularies in favor of Viekira
Pak,*” and 25 state Medicaid agencies jointly negotiated
for a discount on Viekira Pak in exchange for designating
it the preferred option over Sovaldi." While Massachusetts
is not among these states, MassHealth collected supple-
mental rebates on Harvoni and Viekira Pak in 2015 at a
discount exceeding 50 percent. ™

vi  Data from IMS Health Incorporated.

vii  Defined as new to prescriptions for Sovaldi, Harvoni, Incivek,
Olysio, Victrelis, and Viekira Pak.

viii  States and districts include: Alaska, Connecticut, Delaware, Flori-
da, Idaho, Kentucky, Louisiana, Maryland, Michigan, Minnesota,
Missouri, Montana, Nebraska, New Hampshire, New York, North
Carolina, Pennsylvania, Rhode Island, South Carolina, Tennessee,
Texas, Virginia, West Virginia, Wisconsin, and \‘(/ashington D.C.

ix  Personal communication with MassHealth.
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INCREASES IN SPENDING IN OTHER DRUG CLASSES

While new HCV drugs had a clear impact on pharma-
ceutical spending, spending increased substantially across
many drug classes in 2014. Including spending for both
pharmacy and non-pharmacy drugs in Massachusetts,
many of the top drug classes had double-digit spending
increases year over year (see Exhibit 4.3). For oncology
drugs, the therapy class for which spending is highest in
Massachusetts and the U.S., spending in Massachusetts
grew by 12.3 percent from 2013 to 2014 to almost $700
million in 2014. Insulin spending grew 19.8 percent in

from 2013 to 2014, and more than doubled from 2011
to 2014, from $209 million to $433 million. Net of rebates
and discounts, prices for branded drugs on the market for
at least two years grew 5.5 percent from 2013 to 2014,
less than the net 6.8 percent growth rate from 2012 to
2013.%° However, while annual spending growth has been
consistently high for many drug classes, total spending in
carlier years was offset by decreases in other drug classes,
due to factors including generic entry (the decrease in
spending for cholesterol reducers following Lipitor’s pat-

ent expiration in 2011 is one notable example).

Exhibit 4.3: Massachusetts' top 20 drug-therapy classes by spending, with growth rates, 2010 -2014

Spending

2010- | 2011- | 2012- | 2013-

Oncology $506.1 $520.3 $5785 $620.0 $6964 28% 112% 72% 12.3%
Antiarthritics, Systemic $2284 $264.1 $316.2 $3906 $501.5 15.6% 197% 235% 284%
Non-HIV Antivirals (mostly HCV)  $64.4 $88.7 $107.2 $96.4 $4360 37.7% 209% -10.1% 352.3%
Insulin $182.0 $209.3 $2703 $361.4 $4329 150% 291% 337% 19.8%
Antipsychotics $499.7 $567.1 $405.9 $3425 $3554 135% -284% -156% 3.8%
HIV Antivirals $2270 $2554 $301.4 $331.1 $3480 125% 180% 99%  51%
Inhaled Steroids $256.8 $277.8 $307.9 $3451 $3475 82% 108% 121% 0.7%
Immunomodulators $1289 $141.1 $171.3 $2064 $2699 95% 214% 205% 30.8%
Gl Anti-Inflammatory $164.4 $185.1 $300.7 $3356 $257.6 12.6% 625% 11.6% -23.2%
Analeptics $177.1  $207.1  $243.1 $2481 $2434 16.9% 17.4% 2.1% -1.9%
Neurological Disorders, Other $77.3 $1084 $1346 $171.0 $2393 402% 242% 27.0% 39.9%
Cholesterol Reducers $3126 $340.1 $2622 $2255 $2231 88% -229% -140% -1.1%
Bronchodilators $1665 $187.3 $2193 $221.1 $207.2 125% 17.1% 08%  -6.3%
Anticoagulants $274.4 $2608 $2152 $1720 $1785 -50% -175% -201% 3.8%
Analgesic Narcotics $133.0 $1390 $1512 $163.4 $1682 45% 8.8% 8.1% 2.9%
Specific Antagonists $88.2 $111.3 $1422 $1526 $160.0 262% 27.8% 7.3% 4.8%
Antidepressants $249.0 $230.0 $2002 $2163 $1576 -7.6% -13.0% 80% -27.1%
Hematinics $216.2 $1826 $160.1 $1556 $153.0 -155% -123% -2.8% -1.7%
Non-Insulin Diabetes $141.4 $1420 $1339 $1282 $1499 04% -57% -43% 16.9%
Seizure Disorders $1132 $1180 $1153 $136.0 $1489 42% -23% 180%  95%
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The HPC analyzed the top drug-therapy classes contrib-
uting to Massachusetts’ drug spending growth in 2014,
based on IMS data that includes spending for both phar-
macy and non-pharmacy drugs. In 2014, 42 percent of
total drug spending growth was due to growth in antivi-
rals (mostly HCV drugs), with spending growth in anti-
arthritics, oncology, insulin, and neurological disorder
therapies also representing particularly high contributions

(See Exhibit 4.4).

Exhibit 4.4: Top therapy classes by contribution to 2014
drug spending growth in Massachusetts

[ Non-HIV antivirals (mostly HCV)
M Antiarthritics, systemic
[ Oncology

Insulin

Neurological disorders, other

I Other

Note: Spending includes drugs provided in both pharmacy (prescription)
and non-pharmacy (hospital and physician office) settings. IMS estimates
are not directly comparable to Center for Health Information and Analysis
methodology; top contributions may represent upper bound estimates.

Source: IMS Health Incorporated

In addition to spending on new and branded drugs, price
increases among generic drugs are also a factor in rising
drug spending. Payers in Massachusetts have highlighted
this issue. During the 2015 Cost Trends Hearing, Harvard
Pilgrim Health Care leadership noted the price for some
generics have doubled or tripled in recent years, leading
the insurer to place some generics on higher tiers. Factors
cited for generic price increases include manufacturing
difficulties, an FDA backlog in generic drug approvals,
unexpected increases in demand, and manufacturer consol-
idation, as well as accusations of collusion among generic
drug manufacturers.’’*> One example of generic price
increases includes prices for Narcan (Naloxone), used
to reverse the effects of opiate overdose. Generic Narcan
has risen in price by 50 percent or more in some cases
as providers have increased the focus on use of the drug
in the effort to counter the opioid-addition epidemic.*
In August 2015, Massachusetts Attorney General Maura
Healey negotiated with manufacturer Amphastar Phar-
maceuticals to secure a deal to lower the drug’s price for
municipalities in Massachusetts. A full understanding
of drug spending trends will require ongoing analysis of
prices both for branded drugs and generics.
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CONSUMER IMPACT

The prices of high-cost drugs impact affordability for
patients. Cost-sharing for a specialty-tier* drug under
Medicare Part D is usually between 25 and 33 percent
of the drug’s negotiated price.” In 2013, 23 percent of
commercial plans had a specialty tier of cost-sharing.* All
plans sold on ACA exchanges have specialty tiers, with
the average bronze plan offering 34 percent cost-sharing
for these drugs. While patient liability is limited through
ACA out-of-pocket maximums, these limits still repre-
sent a substantial financial burden for many patients.™
Furthermore, even covered drug costs ultimately impact
all consumers through the inclusion of these costs in
insurance premiums.

The high cost of drugs may be galvanizing public support
for government intervention in drug pricing: an April 2015
Kaiser Family Foundation poll found that 60 percent of
Americans thought that action to lower drug prices should
be a “top priority” for the federal government.* Further-
more, a November 2015 poll conducted by the Harvard
T.H. Chan School of Public Health found that 69 percent
of Americans favor the Medicare program negotiating with
drug companies to lower the prices of prescription drugs
for seniors, with high approval among both Republicans
(67 percent) and Democrats (77 percent).*

TRENDS IN MARKET COMPOSITION

The relatively high growth rate for high-cost drugs over
time supports the need for continued focus on the issue
of drug spending. Spending on specialty drugs—typically
defined by prices over $6,000"—has increased at a faster
rate than traditional drugs. In Massachusetts, between
2010 and 2014, spending on specialty drugs grew by 67
percent, compared with 16 percent among traditional
drugs, leading specialty drugs to grow from 26 percent of
all drug spending in Massachusetts in 2010 to 34 percent
in 2014, consistent with national trends.

An estimated 40 percent of drugs under development
in April 2014 were considered to fall into the specialty

x  Medicare Part D sponsors to designate drugs in specialty tier
when the dollar-per-month costs exceeds the threshold established
by CMS in the annual call letter ($600 in 2014) and when the
majority of prescription drug events exceeds the dollar threshold.
hetps://www.cms.gov/Medicare/Prescription-Drug-Coverage/
PrescriptionDrugCovGenln/Downloads/CY-2016-Specialty-Ti-
er-Methodology.pdf

xi  The maximum out-of-pocket limit for an exchange plan in 2016
is $6,850 for an individual plan and $13,700 for a family plan.

xii ~ Specialty therapies are defined by IMS Health as products that
are often injectable, high-cost, biologics or require cold-chain
distribution.
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category, with some estimates suggesting that spending
on these drugs may quadruple by 2020.44?

Trends in biological drugs (biologics) also merit particular
attention. These drugs are comprised of or manufactured
in biological sources, rather than solely the chemical com-
pounds that make up traditional small molecule drugs.
Most biologics are considered specialty drugs due to their
typically high prices. In Massachusetts, spending on bio-
logics grew 56 percent from 2010 to 2014, representing
28 percent of all drug spending in 2014, up from 23 per-
cent in 2010. These drugs have distinct issues for generic
competition that impact traditional spending patterns.
In 1984, the Hatch-Waxman Act provided the FDA with
the ability to approve generic versions of small molecule
drugs when they exhibit equivalency and interchangeability
properties, but biologics were not included. However, the
ACA included FDA authorization to approval biosimilars
for biological drugs by testing bioequivalency and de-
termining interchangeability. The FDA’s first biosimilar
approval (Zarxio) only found bioequivalency, but did not
determine interchangeability, which means that it cannot
be automatically substituted for the branded product, as
with traditional drugs. While the biosimilar market may
be beginning to form, the extent to which this market will
bring down prices similar to traditional generic markets
is highly uncertain.

EXPECTATIONS FOR FUTURE SPENDING

While 2014 had unique factors for spending, many trends
strongly suggest that large increases in drug spending will
continue, in the absence of policy changes. Expensive and
complex products—specialty and biologic drugs— have
been gaining in their share of all drug spending. While
increases in prices and spending on new products have
long been offset by expiring patents, the complex mar-
ket for biologics is unlikely to exactly mirror traditional
levels of substitution with lower-cost generic products,
as described above.

Furthermore, the phenomenon seen with the new HCV
drugs—high per-patient “orphan drug” cost for a large
base of potential patients—is likely to be replicated with
new, innovative entrants. In particular, the next such en-
trants are in the PSCK9 inhibitor drug class to treat high
cholesterol; the first two PSCK9 products gained FDA
approval in summer 2015. Sanofi & Regeneron’s joint
entrant, Praluent, and Amgen’s Repatha, launched with
list prices of $14,600 and $14,100 a year, respectively.’ As
a point of comparison, the list price for the brand-name

statin Crestor is approximately $3,000 a year.** While
the FDA approved the two PSCK9 inhibitors only for
patients with high cholesterol who are resistant to statins
and other traditional therapies, off-label prescribing prac-
tices may capture additional populations. As with the new
HCYV therapies, the effect of competition on pricing and
rebates will be important as additional drugs in the class
enter the market.

Given these factors, high drug spending growth is likely
to continue. Data from the first three quarters of 2015
shows drug spending increased of over 8 percent in the U.S.
relative to the same time period in 2014.4% The Centers for
Medicare and Medicaid Services (CMS) estimates annual
high single digit spending growth over the next decade.®

POLICY CONSIDERATIONS

Rapid growth in drug spending has led to increased pres-
sure to slow that growth. State and federal governments
along with payers and other stakeholders have considered
a number of options and initiatives highlighted below.

Value-based price benchmarks

With a grant received in July 2015, ICER plans to review
15 to 20 new high-impact drugs nearing FDA approval
over the next two years. Their review will evaluate compar-
ative clinical effectiveness, potential budget impact, and
a “value-based price benchmark.” The price benchmark
begins with calculating a sustainable price that reflects the
long-term comparative clinical and cost-effectiveness of
the drug; the benchmark price also reflects the potential
budget impact, including any expected offsets in decreased
medical spending over a five year time horizon as a result
of the drug’s use. Examples from health care and other
industries suggest that the public availability of target
prices can influence individual price negotiations, such as
the influence of Medicare pricing on commercial payment
levels. Media reports suggest that ICER’s work is drawing
interest and support from insurers.*

Risk-based contracting

In addition to traditional management tools, some payers
have considered value in coverage through developing
risk-based contracting with drug manufacturers, such as
price-volume or performance-based models. While these
agreements may be more complex to administer compared
to supplemental rebate strategies, numerous examples of

xiii 8.4 percent growth in prescription-drug spending in the U.S.
from September 2014 to September 2015.
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such arrangements have been implemented to date in Can-
ada, Europe, and the U.S. For example, CIGNA reached
agreements with manufacturers to receive reimbursement
for the cost of treating a heart attack that occurred while
patients were taking lipid-lowering drugs, and Merck
agreed to refund costs for a particular drug for patients
whose symptoms did not improve within six months.”
Harvard Pilgrim announced a deal in November 2015
with Amgen for a performance-based rebate model, in
which the insurer will receive rebates on Repatha, a new
PCSK9 drug, if the drug fails to meet certain performance
targets.”® Price-volume agreements, in which manufacturers
reduce prices or increase rebates for utilization above a set
volume, could be particularly valuable for drugs with high
potential for off-label use, such as PCSK9s.

Academic detailing for high-impact choices

In FY2009, the Massachusetts state budget authorized the
Department of Public Health to start and operate an aca-
demic detailing program, an evidence-based outreach and
education program designed to provide information and
education on the therapeutic and cost-effective utilization
of prescription drugs to physicians, pharmacists and other
health care professionals (although the state has funded the
program only sporadically since its inception). Provider
organizations can analyze data to identify providers who
have outlier prescribing patterns, and use this model for
targeted provider education. Academic detailing can be
particularly valuable in cases of high-impact drugs such as
those with a high cost, high risk of addiction, or potential
for over-prescribing (e.g., antipsychotics for adolescents).

Clinical protocols and guidelines

Particularly for high-cost drugs, it can be valuable for
payers and providers to develop consensus-based treatment
protocols and guidelines for both appropriate use of new
products, as well as appropriate use of lower-cost drugs
when available. Important considerations for guidelines
include efficacy and value, as well as ensuring patient access
to necessary therapies. Alignment and education between
specialty societies, payers, and providers are important
for these efforts.

State-level strategies

While many issues in drug pricing require action from the
federal government—such as allowing Medicare to negoti-
ate prescription drug prices— state-level policies that can
affect price and utilization in addition to APMs should be
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considered in the Commonwealth. Furthermore, as the
increase in drug spending in 2014 was a major contribu-
tor to the state’s first failure to meet the benchmark, the
HPC must consider questions of how to factor spending
on new technology in general, and drugs in particular, in
considering performance against the benchmark, as well
as how this spending should factor in payer and provider
accountability for total spending.

Group purchasing options

Multiple examples and options exist for purchasing models
where groups jointly negotiate for higher rebates or lower
pricing, as well as achieve administrative savings.” While
MassHealth has demonstrated the ability to negotiate
high rebates generally, other states have different models,
and it is important for the Commonwealth to continue
to review best practices and identify opportunities to
maximize value in spending.

For example, Massachusetts is one of 31 states that par-
ticipates in a single-state supplemental Medicaid rebate
agreement, and Massachusetts does not participate in any
multi-state supplemental rebate agreement (27 states par-
ticipate as of June, 2015).°° However, it is not clear which
agreement types may achieve the highest savings. Another
model serving (non-Medicaid) government purchasers in
47 states, the Minnesota Multistate Contracting Alliance
for Pharmacy, reports average savings of about 24 percent
below average wholesale price (AWP) for branded drugs
and 65 percent AWP for generic drugs, in addition to

administrative savings.”

Other models focus on achieving additional rebates on
top of those rebates required by law or negotiated through
PBMs. Many supplemental rebate arrangements between
manufacturers and purchasers involve preferred drug lists
in exchange for larger discounts, such as the recent example
of 25 state Medicaid programs forming a group purchasing
agreement for HCV drugs. Furthermore, some models aim
to extend discounts to all state payers. For example, legis-
latures in California and Ohio are currently considering
bills to require state agencies to negotiate drug prices that
are no higher than those negotiated by the Department of

xiv  Several bills have been proposed by Massachusetts legislators to
limit the impact of drug price increases on consumers, including
reimbursing government retirees for high drug prices (sponsored
by Representatives Alan Silvia and Michael Rodrigues), establish-
ing a statewide discount program for pharmaceuticals by creating
a PDP through which the Commonwealth can purchase drugs
(sponsored by Rep. John Scibak), capping the costs of certain ge-
neric drugs (sponsored by Rep. Paul Heroux), and requiring drug
manufacturers to provide the methodology behind their pricing
and potentially capping the prices of certain drugs (sponsored
by Senator Mark Montigny).
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Veterans Affairs. More research is needed on best practices
for group purchasing models and potential for savings
impact under different models.

Rebate data and other transparency efforts

Collecting and incorporating drug-rebate information is
crucial for accuracy in tracking drug spending. Collection
strategies should consider the confidentiality of net pricing
agreements in their design. CHIA may already have the
authority necessary to collect information on aggregate
rebates and other discounts from payers; collection of this
information, and calculating net spending amounts for
drugs would be extremely valuable for the Commonwealth.

Furthermore, increasing transparency regarding manufac-
turer methodology for setting prices for specific drugs (with
respect to costs to develop and distribute) may support
efforts for value-based pricing, either by manufacturers
setting the initial price or in subsequent price negotiations.

Considerations for the benchmark and
alternative payment methods

The benchmark for total health care expenditures in Chap-
ter 224 includes all services and all payers, in recognition
of the holistic nature of health care and healthcare mar-
kets, and anticipates that the spending growth rate would
include higher spending for new innovative therapies as
well as lower spending in other areas due to improve-
ments in efficiency. The impact on the benchmark from
high-cost high-value product entrants will be a recurring
issue: Sovaldi and other high-cost HCV drugs impacted
the benchmark in 2014, and we can expect to see new
high-cost drugs, devices, and other technologies in later
years as well. Including broad elements of health care
spending in the benchmark maintains pressure to create
responsible and innovative strategies to contain costs, with
ongoing attention to access and quality. Although many
aspects of drug spending are outside the direct control of
payers and providers— given that drug prices are largely
determined under a national framework and medically
necessary access must be preserved— consistent with the
approach of Chapter 224, payers and providers do have
opportunities to affect spending and utilization, through
price negotiation, purchasing, establishing appropriate
clinical guidelines and other strategies. Furthermore, new
technologies may potentially result in savings.

Given that new innovative therapies may affect different
market segments differently, it is essential for policy-makers
to consider context when assessing the performance of an
individual entity and the contribution of that entity to
health care spending.

The same context is relevant for provider risk contracts.
Risk-adjustment and other contractual elements designed
to address actuarial risk may not adequately address the
impact of high-cost drugs and technologies entering the
market. Where feasible, risk-based contracts should ac-
count for expected spending for clinically appropriate
drugs, and should be adjusted retroactively to account
for fast-tracked technology that could not be expected in
advance, particularly accounting for relevant differences
in patient panels. In summary, policy must continue to
be examined to ensure that incentives and approaches
adapt as new technologies continue to change the medical
landscape.
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Hospital Outpatient Spending

Hospital outpatient departments provide a range of clin-
ical services, from the simple to the complex, including
emergency department (ED) visits, surgeries, imaging,
and regular doctor visits. Many outpatient services can be
performed in multiple settings:, including more intensive
inpatient settings and less expensive non-hospital settings,
such as a physician’s office or freestanding facility (such
as an ambulatory surgical center (ASC) or freestanding
laboratory or radiology center).

Outpatient spending has grown rapidly in Massachusetts
in recent years, increasing an average 6 percent a year in
the Medicare population and an average 3 percent a year
in the commercial population between 2010 and 2014.
In 2014, outpatient spending represented 15 percent of
Medicare spending and 24 percent of commercial spend-
ing. Given the high annual growth in hospital outpatient
spending, the HPC examined trends driving spending in
this category of service.

HOSPITAL OUTPATIENT SPENDING IN
MASSACHUSETTS

Compared to the U.S. overall, Massachusetts residents have
higher utilization of outpatient services. In 2013, hospital
outpatient utilization in Massachusetts outpaced the U.S.
average. Data show 2013 per-capita ED visits and non-ED
outpatient visits were higher than the U.S. average by 14
percent and 54 percent, respectively.’ While Massachusetts
Medicare fee-for-service (FFS) beneficiaries spent $400
more annually per beneficiary on hospital outpatient care
than the U.S. average in 2014 (see Chapter 2: “Overview
of Spending Trends”), annual spending growth appears
similar. Between 2010 and 2014, Medicare outpatient
spending grew 5.8 percent a year in Massachusetts and
5.7 percent a year in the U.S.

Outpatient spending consists of multiple types of services,
which have grown at different rates (see Exhibit 5.1). For

i Kaiser family Foundation State Indicators

commercially insured patients, outpatient surgery, in which
the patient typically requires hospital care for less than 24
hours, represented one-third of outpatient spending per
member per month (PMPM) in 2013. Spending PMPM
in outpatient surgery grew by 13 percent from 2011 to
2013, with growth in outpatient surgery accounting for
more than half (55 percent) of total hospital outpatient
spending growth between those years.

Exhibit 5.1: Commercial spending per member per monthin
Massachusetts by outpatient service category, 2011-2013
Per member per month spending

TOTAL Contribution to Growth,
TOTAL $109.75 2011-2013
$102.36 M Ancillary Services 0%
M Observation Stays 10%
M Administered Drugs 7%
M Lab/Pathology -13%
[ Emergency Room 19%
All Other Outpatient 9%
(excluding hospice)
5.68 Radiology Services 13%
Outpatient Surgery 55%

2011 2013
Source: HPC analysis of Massachusetts All-Payer Claims Database, 2011-2013

FACTORS CONTRIBUTING TO
SPENDING GROWTH

The level and growth of hospital outpatient spending are
driven by a number of factors. Some services have shifted
from inpatient to hospital outpatient, while others have
shifted from non-hospital settings—such as a physician
office, ambulatory surgical center, or other freestanding
facility— to hospital outpatient (see Exhibit 5.2). Tech-
nological innovation has facilitated a shift from inpatient
to outpatient procedures and also increased overall use
of these outpatient procedures. For example, surgical
procedures have become easier to deliver in an outpatient
setting due to advances in technology, such as innovation
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in minimally invasive procedures, better anesthesia, and
more effective therapies to manage pain at home.! With
surgical innovations allowing patients to have same-day
surgeries and shorter recovery times, patient use of out-
patient surgeries has surged overall, reflecting a shift from
inpatient to outpatient procedures, but also an increase in
total volume.? Shifting care from inpatient to outpatient
settings may reduce health care spending if care is moved

Shifts in setting of care from non-hospital settings to
hospital outpatient can increase costs, because prices for
the same service in hospital outpatient departments— with
both a professional fee and a facility fee—are typically
higher than in non-hospital settings (see Sidebar: “Hos-
pital outpatient prices”).

Exhibit 5.2: Shifts in settings to hospital outpatient
departments

to aless costly setting. However, other factors could offset
savings, such as increases in total volume or price increases.

Volume has also shifted for a number of services from

]
oo II 0o U u U
non-hospital settings to hospital outpatient. Factors in

this shift include market consolidation, including hospitals $$% $$ $
Changes in how services are billed

acquiring physician groups and licensing them as satellite and inwhere they are delivered

outpatient departments. In these cascs, the physman office Prices for the same service in hospital outpatient departments are

typically higher than in non-hospital settings because outpatient

bills through the hospital as an outpatient department. : ! >
services charge both a professional fee and a facility fee.

Hospital outpatient prices

In the Medicare payment system, payments for services provided in a hospital outpatient department have two components: a
professional fee and a facility fee. This facility fee is intended to reflect the overhead costs associated with a hospital outpatient
department (e.g., equipment, ancillary staff, requirements to provide 24-hour care). In contrast, payments for services provided
in a physician office have only a professional-fee component. This fee is higher than the professional fee in a hospital outpatient
department because it factors both professional costs and facility costs associated with overhead in a physician's office. In all,
the fees for services provided in a physician office are typically considerably less than the combined payment amount for the
professional fee and facility fee in a hospital outpatient department. For example, Medicare pays almost double the price for a
15-minute office visit to a practice billing as a hospital outpatient than to a freestanding practice for the same service (see Ex-
hibit 5.3). Physician practices that are owned by a hospital can be licensed or re-licensed as hospital outpatient departments;
in these cases, services are often billed at the higher rates through the addition of hospital facility fees, even though there has
been no change in the location, patient mix, or the physicians performing the service, potentially raising both total medical
spending and patient cost-sharing. Commercial payers tend to mimic Medicare's rules, and thus patients may receive two bills
for their visit: a bill from their physician for professional services and a second bill from the associated hospital. However, com-
mercial payers are increasingly focusing on negotiating contracts that would prevent paying facility fees in these cases.

Exhibit 5.3: Differences in Medicare program payments and beneficiary cost sharing for midlevel outpatient office visits
provided in freestanding practices and hospital-based entities, 2014

Service provided in
freestanding
physician practice

Service provided in a hospital outpatient department

MPFS physician
office rate (a)

MPEFS physician

facility rate (a) OPPS rate (b)

Total hospital-based

“Professional fee" “Professional fee" fRacilityfeer [2ie
Program payment $58.46 $41.26 $74.02 $115.28
Beneficiary cost sharing $14.62 $10.32 $18.51 $28.83
Total payment $73.08 $51.58 $92.53 $144.11

Note MPFS: Medicare physician fee schedule. OPPS: Outpatient Prospective Payment System. (a) Paid under the Medicare physician fee schedule. (b) Paid
under the OPPS.

Source: Health Affairs. Health Policy Brief: Site-Neutral Payments, 2014. Medicare Payment Advisory Commission table updated by Health Affairs with 2014
payment rates from Centers for Medicare and Medicaid Services website. The Current Procedural Terminology code used for this example under the physician fee
schedule is 99213. The Healthcare Common Procedure Code Set code used for this example under the outpatient prospective payment system (OPPS) is G0462
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Shifts between inpatient and outpatient
settings

Surgical procedures have been shifting from the inpatient
to the outpatient setting for a number of years. In the U.S.,
65 percent of all surgeries across all payers in 2012 were
performed in an outpatient setting, compared with 51
percent in 1990 and 16 percent in 1980.> For commer-
cially insured patients in Massachusetts, the HPC found
that 90 percent of all surgical procedures in 2013 were
performed outpatient.

From 2011 to 2013, the number of procedures PMPM
grew by 2.4 percent in outpatient settings and decreased
by 18.4 percent in inpatient settings.” Over the same time
period, spending for hospital outpatient surgeries increased
14.6 percent PMPM (from $29.50 PMPM to $33.80
PMPM), while spending for inpatient surgery decreased
by 1.9 percent PMPM (from $36.40 PMPM to $35.70
PMPM). Outpatient spending now accounts for roughly
two-thirds of all hospital revenue among community and
teaching hospitals in Massachusetts and half of hospital
revenue among academic medical centers* (see Chapter
2: “Overview of Spending Trends”).

Given that some surgical procedures cannot be appropri-
ately performed on an outpatient basis, the HPC examined
volume and spending trends for five procedures commonly
performed in both settings: laparoscopic cholecystectomy,
laparoscopic appendectomy, arthrodesis, laparoscopic total
hysterectomy, and laparoscopic vaginal hysterectomy.
Between 2011 and 2013, the distribution of setting of care
for these procedures shifted dramatically, with the share
performed outpatient rising from 48 percent in 2011 to
70 percent in 2013 (see Exhibit 5.4). Overall, the total
volume PMPM of the five procedures increased by about
5 percent from 2011 to 2013.™

ii ~ From 2011 to 2013, the total number of surgical procedures
decreased by 3.9 percent, from 415,772 to 399,674. The number
of inpatient procedures decreased by 21.5 percent, and outpa-
tient procedures decreased by 1.5 percent. This decrease may be
attributed to a drop in the commercially insured population from
2011-2013, as total enrollees and member months declined by
4.7 percent and 3.8 percent, respectively.

iii ~ Procedures were selected reflecting the highest volume billed
by surgeons in 2013, where at least 10 percent of the surgeries
occurred at an inpatient hospital and at least 10 percent occurred
in an outpatient setting.

iv. The total number of procedures in the sample increased by
about 1 percent (from about 7,300 in 2011 to 7,340 in 2013);
the number of member months in the sample decreased overall
during this time period.

v Growth in laparoscopic total hysterectomy (for which number
of procedures per 1,000 member months doubled from 0.018
in 2011 to 0.035 in 2013) accounts for most of the total volume
growth.

Despite shifts to lower-cost settings of care, total spending
on these five cross-over procedures grew slightly, at about
5 percent from 2011 to 2013 (from $2.29 PMPM to
$2.40 PMPM). However, spending growth for these pro-
cedures would likely have been higher without these shifts
in setting of care. Prices for these procedures increased
dramatically over this period, with inpatient prices in-
creasing more than outpatient prices. This price growth
appears to have consumed potential savings from the shift
in site of care. Average prices for these procedures grew
substantially between 2011 and 2013, with growth in
inpatient prices ranging from 12 to 21 percent, and growth
in outpatient prices ranging from 4 to 17 percent. At 2013
prices, if setting of care and volume had remained at 2011
levels, the HPC estimates that total spending for these
procedures in 2013 would have been about 15 percent

higher ($75 million versus $65 million).

Exhibit 5.4: Change involume for five major cross-over surgical
procedures performed in acute care hospitals, 2011 -2013
Volume and spending for laparoscopic cholecystectomy,
laparoscopic appendectomy, arthrodesis, laparoscopic total
hysterectomy, and laparoscopic vaginal hysterectomy

Total Number of Procedures
2011t0 2013

Total Spending
2011to0 2013

$60M

$A0M—

6,000
4,000 $20M— —_
2,000—
. $OM .
2011 2013 2011 2013

M Outpatient Inpatient

Note: The five major cross-over procedures were identified as the highest-
volume procedures billed by surgeons in 2013, where at least 10 percent
of the surgeries occurred at an inpatient hospital and at least 10 percent
occurred in an outpatient setting. Total spending includes insurer and enrollee
payments for the facility portion of the surgical procedure. Commercial FFS
spending does not include capitated payments. (see Technical Appendix).
Source: HPC analysis of Massachusetts All-Payer Claims Database, 2011-2013
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Shifts between non-hospital and hospital
outpatient settings

Services have also shifted to the hospital outpatient setting
from non-hospital settings. The HPC examined volume
and spending variations between HOPD and non-hospi-
tal settings for select imaging, laboratory tests, colonos-
copy and endoscopy procedures, and chemotherapy
administration that can be safely performed in both settings
based on consensus guidelines, as well as for evaluation
and management (E&M) visits (regular doctor visits)."
The HPC examined shifts in volume of services in each
category for the years 2011-2013. For some of the services,
volume PMPM declined in both HOPD and non-hos-
pital settings, including imaging (7.6 percent decline in
HOPD, 7.2 percent decline in non-hospital), laboratory
tests (10.7 decline in HOPD, 2.2 percent decline in
non-hospital), and colonoscopy and endoscopy procedures
(4.7 percent decline in HOPD, 4.6 decline in non-hos-
pital). However, for other services, a significant portion
shifted from non-hospital settings to hospital outpatient
departments. Between 2011 and 2013, volume PMPM
for chemotherapy administration grew 9.9 percent in
hospital outpatient departments and declined 9.0 percent
in non-hospital settings; for E&M visits, volume PMPM
increased 5.9 percent in hospital outpatient departments
and decreased 8.6 percent in non-hospital settings (see
Exhibit 5.5). This shift for E&M visits appears consistent
with national data. For Medicare, the volume billed as
HOPD services increased 9 percent per Medicare bene-
ficiary in 2013, while the volume billed as physician-ofhce
services increased by only 1 percent.” Additional research
is needed with a wider set of services to more fully estimate
the shift in services to hospital outpatient departments
from non-hospital settings in Massachusetts.

vi  Afulllist of the procedures is available in the Technical Appendix.
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Exhibit 5.5: Changes in site of care for chemotherapy
administration and E&M visits, 2011 -2013

Percentage change in number of procedures per 1,000 member
months

10%

Hospital
Outpatient
5% Hospital
Outpatient

0%

-50
5% Non-Hospital
Setting

Non-Hospital
Setting

Chemotherapy Administration Evaluation & Management Visits

Note: * Median price. Procedures with a missing site of service or non-
hospital outpatient site were excluded. Spending includes insurer and enrollee
payments for both the facility and professional portion of the covered medical
service, on all claim lines for the same patient on the same date with the same
CPT procedure code. Commercial FFS spending does not include capitated
payments. Non-hospital setting includes office, independent lab, urgent care,
ambulatory surgical center, independent clinic, FQHC, public health clinic,
walk-in retail health clinic, or rural health clinic (see Technical Appendix).
Source: HPC analysis of the Massachusetts All-Payer Claims Database,
2011-2013

Comparing commercial prices between settings, the HPC
found that prices in hospital outpatient departments were
consistently higher than in non-hospital settings. The me-
dian price for chemotherapy administration in 2013 was
68 percent higher in a HOPD versus non-hospital setting
($298 versus $177, respectively). Similarly, payments for
E&M visits by provider specialty were also higher in hos-
pital outpatient departments compared to non-hospital
settings. For example, the mean payment in 2013 for a
low complexity, primary care visit™ was 15 percent higher
in a HOPD versus non-hospital setting ($137, versus
$119, respectively). Moreover, the median price paid for
a colonoscopy in a HOPD was 56 percent higher than
in a non-hospital setting in 2013 ($1,470 versus $945),
and the median price for an upper GI endoscopy was 53
percent higher in a HOPD versus non-hospital setting
($1421 versus $930, respectively) (see Exhibit 5.6 and
Sidebar: “Common laboratory tests”).

A key driver in this volume shift and spending increase is
the growth in physician affiliation with hospitals, which
can include contracting afhiliations and hospital acquisi-
tion. For example, the share of primary care physicians
(PCPs) in Massachusetts affiliated with large provider

vii  CPT 99213, Low-complexity visits with established patients (15
minutes)
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systems grew from 62 percent in 2008 to 76 percent in
2014 (see Chapter 3: “TIrends in Provider Markets”).
One method through which affiliations can shift care
to hospital outpatient departments is establishing new
in-system referral patterns that bypass non-hospital settings
in favor of hospital-based care, thereby changing where
services are delivered. However, hospital acquisition of
physician practices can further shift care through licensure
of physician practices as hospital outpatient departments.®
When acquired physician groups are established as hos-
pital outpatient departments, services are often billed at
higher rates through the addition of hospital-facility fees,
even though there has been no change in the location,
patient mix, or the physicians performing the service.
This potentially raises both total medical spending and
patient cost-sharing. Currently, 29 percent of physicians
nationwide are hospital-employed either through direct
employment or hospital-owned practices, up from 16
percent in 2007.7 One recent study found that hospital
acquisitions of physician practices led to a 13.7 percent
increase in average prices per unit of service and estimat-
ed that one-quarter of the price increases was due to the
“increased exploitation of reimbursement rules that allows
hospitals to charge facility fees for services by hospital

owned physicians.”®

Shifts in volume and spending over time, specifically due
to conversion of physician practices into HOPDs are
difficult to track. However, in pre-filed testimony’ on
outpatient facility charges for the HPC’s 2015 Health
Care Cost Trends Hearing, some payers noted an overall
increase in physician services billed with hospital-facility
fees. Several payers also noted that facility fees for outpa-
tient care were contributing to higher costs. For example,
in their testimony, Aetna stated, “Beginning in 2009, in
Massachusetts, we began to see a shift away from a phy-
sician-office service to a split-billed physician outpatient
clinic visit and facility-service fee.” While Aetna stated
that their general payment policy is to not pay separate
facility fees for outpatient-based practices, they noted that,
“when a hospital system negotiates an exemption... facil-
ity fees can be paid at a percentage of billed charges and
those costs are ultimately passed along in the form of
higher premium rates for insured groups and higher costs
for self-funded groups.” Increasingly, commercial payers
have reacted to paying hospital outpatient facility fees for
services delivered in a non-hospital setting. For example,
Blue Cross Blue Shield (BCBS) noted in its 2015 pre-filed
testimony'’ that it has prohibited reimbursement for fa-
cility fees billed with routine E&M services, effective July
1, 2015.

Exhibit 5.6: Comparison of spending per procedure between hospital outpatient and non-

hospital settings, 2013

I\QOth percentile

—75th
—Median
$2,500 F—zsth
—10th percentile
$2,000
{ : T
$1.000 $945 W $930
$782 T $613 F |
l —
$500 | 1
$0 _ _ . . . .
Hospital |Non-Hospital| Hospital ‘Non—Hospﬁal Hospital ‘Non—Hospﬁal
Outpatient Outpatient Outpatient
Knee MRI Colonoscopy Upper Gl Endoscopy

Note: Procedures with a missing site of service or non-hospital outpatient site were excluded. Spending includes
insurer and enrollee payments for both the facility and professional portion of the covered medical service, on
all claim lines for the same patient on the same date with the same procedure code. Commercial spending does
not include capitated payments. See Technical Appendix.

Source: HPC analysis of Massachusetts All-Payer Claims Database, 2011-2013
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Common laboratory tests: price variation by
provider and setting of care

Simple laboratory tests can be performed in a variety of set-
tings, from an in-house laboratory at a hospital or physician
office to a freestanding testing facility. The HPC compared
commercial payments for 10 common tests across different
settings of care: HOPDs, physician offices, and freestanding
diagnostic facilities." Physicians were grouped into physician
systems. For prices at freestanding diagnostic facilities, the
HPC evaluated Quest, a for-profit company that performs
most of the freestanding lab services in Massachusetts. The
sample included 3,252,584 claims, totaling $102,327,046 in
patient and insurer payments in 2012.x

For each common lab test, prices were higher in HOPDs than
for the same test in a physician office or freestanding testing
facility. For most tests, the price at a HOPD was double the price
at Quest. For example, for a basic metabolic panel, the median
price ata HOPD was $29, compared to a median price of $12
at Quest or a physician office. Prices also varied for providers
within the same setting, with far greater variation between
HOPDs than between physician systems. Between HOPDs,
prices at the 90th percentile were at least double the prices a

tthe 10th percentile for all tests. Between physician systems,
prices at the 90th percentile were less than 30 percent higher
than prices at the 10th percentile (for example, prices for a
basic metabolic panel ranged from $14 at the 90th percentile
to $12 at the10th percentile). Exhibit 5.7 shows the variation
in prices between HOPDs; variation between physician offices
is available online in the Technical Appendix.

Across all claims for these tests, 65 percent of blood work
was billed at a HOPD, while 35 percent of tests were billed at
less-costly settings of care—physicians' offices (25 percent)
and freestanding diagnostic facilities (10 percent). If prices for
these lab tests at HOPDs were equal to prices at physician
groups or Quest, the HPC estimates commercial spending
for these tests would be 54 percent lower.

In conclusion, almost two-thirds of representative common lab
testsin Massachusetts are performed at hospitals, even though
they tend to be the most expensive settings of care for tests.
The price difference for the same service between different
settings of care supports the need to explore opportunities
to address both price variation and site-neutral payments.

Exhibit 5.7: Prices for common lab tests by setting, 2012

$80 T\90th percentile
Hospital
—Median Outpatient
$70 —25th Department
——10th percentile
$60 — Quest (median)
———Physician system (median)
$50
$45
$40 [ .$37
$33
$30 [ I !$23 T$29 ! |
—3%16
o514 mug14 SIS - 316~ -
$10 E$10
$0 " co o= | co VT |lcTE| ver | 0o = 5 : i i
< = £ © © < Lo ke} T OO0 [OIre) Note: Tests in the hospital
-gg ’E%% ‘ % E ‘E%é‘éé%‘%gﬁ‘ %6%‘ .9—% ’ 9'4%8’ %% ‘ setting were only included if
s gog g'_ 8§ 020 g e m:%o_ —a E’% £ S billed as an outpatient service.
;§ o] g O 8 Lo cE [9) H=E = 5 % Providers are included if they
o © 8 = =) g S = & ‘5_% performed at least 15 tests.
= m © & gg Source: HPC analysis of
= o= Massachusetts All-Payer

Analysis of commercially insured members of Blue Cross Blue
Shield MA, Harvard Pilgrim Health Plan, and Tufts Health Plan
from the MA APCD.

The tests’ descriptions and current procedural terminology (CPT)
codes, as well as the number of claims for each are listed online

in the Technical Appendix.

viii
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POLICY CONSIDERATIONS

Site-neutral payment

Medicare and other payers have many different payment
systems to reimburse providers for medical services. The
setting of care in which the service is delivered determines
which payment system is applied. In some cases, the same
service can be provided in multiple settings. However, as
the findings here demonstrate, payment for the same ser-
vice can differ substantially based on the setting in which
the service was delivered, as is often the case with services
that could be provided in either a hospital outpatient de-
partment or a physician ofhice. For the Medicare program,
both the Centers for Medicare and Medicaid Services
(CMS) and the Medicare Payment Advisory Commis-
sion (MedPAC) have proposed options for “site-neutral
payments’—that is, to eliminate the differential and pay
the same rate for a service regardless of where the service
is performed. The payment rate would be based on the
rate for the lower-cost setting. For example, MedPAC has
recommended lowering hospital outpatient department
rates for E&M visits and a select set of other services such
that Medicare payment rates for these services would
be the same in physician offices and hospital outpatient
departments.*

Refining provider locations eligible to
receive hospital outpatient department
payments

The ability to earn higher payment rates as a HOPD
than as a physician practice has incentivized the practice
of hospitals acquiring physician practices and enabling
those practices to bill as HOPDs. In November 2015,
Congress took action regarding this practice for Medicare
payments,'! passing legislation the codifies CMS’ defini-
tion of provider-based off-campus hospital outpatient
departments (OCHOPD). It states that these locations
will not be eligible to receive hospital outpatient payment
rates.” OCHOPDs are defined as providers located 250
yards away or more from a hospital’s main campus. The
law will go into effect January 1, 2017 and is projected to
save $9.3 billion over 10 years. There are two significant
exceptions to the law: 1) OCHOPD:s that have already
billed as an outpatient department prior to January 1,
2017 will still be eligible for reimbursements as hospital

x  An OCHOPD would only be eligible for CMS reimbursements
under the Ambulatory Surgical Center Prospective Payment
System (ASC PPS) or the Medicare Physician Fee Schedule
(PES), depending on the provider type, but not the Outpatient
Prospective Payment System (OPPS).

outpatient departments and 2) OCHOPDs with dedicated
emergency departments.

Reference prices

Reference pricing is a consumer cost-sharing strategy ap-
plied to a particular service to allow consumers to share in
the savings when they select lower-cost providers. Under
reference pricing, the employer or insurer pays a pre-deter-
mined amount for a particular service, and the consumer
is generally responsible for the remainder of the cost. As
detailed in the 2014 Cost Trends Report,'* reference pricing
is most appropriate for non-emergent services that vary
widely in price, but not quality, and have a large number
of providers performing these services. Reference pricing
could be appropriate for procedures such as colonoscopy,
where there is a large price variation between hospital out-
patient and non-hospital settings. The California Public
Employees’ Retirement System (CalPERS) has implement-
ed a reference pricing initiative for colonoscopies, among
other services. To encourage members to seek care at ASCs,
CalPERS has covered colonoscopies performed at ASCs
without cost sharing, and covered colonoscopies performed
at hospital outpatient departments up to $1,500.* After
the first two years of implementation, CalPERS saw a $7
million (28%) cost saving without a change in quality.*

In summary, shifts in volume to the hospital outpatient
setting from other settings have contributed to a high
growth in hospital outpatient spending. While some pro-
cedures have moved from inpatient to hospital outpatient,
some services have shifted from the non-hospital setting to
hospital outpatient. Prices are typically higher in the hos-
pital outpatient department than in non-hospital settings
for the same service. Both supply-side and demand-side
policies can promote value-based care and reduce cost.
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Future Outlook

In the 2014 Cost Trends Report, the HPC raised notes of
caution about new, expensive prescription drugs coming
to market and ongoing consolidation of large provider
systems, which can lead to higher prices for payers and
consumers. As noted in this Report, these factors did
play a role in spending growth in 2014, yet slow growth
in other areas led to overall growth that continued below
the benchmark in the commercial sector.

These forces of growth in prescription drug spending and
continued provider consolidation do not appear to have
dissipated in 2015. Nationally, indicators of prescription
drug spending through the first three quarters of 2015
suggest increases on the order of 8 to 9 percent compared
to the same period in 2014." Given that prescription drug
spending accounted for 13.5 percent of THCE in 2014,
further growth of 8 percent in 2015 would add 1.1 per-
centage points of growth to the benchmark.

Provider consolidation has also continued, as indicated by
a number of material change notices received by the HPC
in 2015 and two transactions that will be investigated in
new cost and market impact reviews in 2016.

Another indicator of higher growth rates is the 6.3 per-
cent average first-quarter rate increase announced for the
Massachusetts merged market in 2016 over first-quarter
rates in 2015.% Those increases were noted to reflect high
prescription drug spending, an uptick in inpatient and
outpatient utilization, and effects of the ACA.

On the other hand, MassHealth enrollment—the major
driver of 2014 growth—stabilized in 2015, particularly as
some members who had been covered temporarily transi-
tioned back to the Connector or other sources of coverage.

Commercial and hospital spending, outside of prescription
drugs, continued their pattern of low rates of growth.
Alternative payment models (APMs) are set to extend

into PPO products in 2016, which could bring continued
attention to cost growth in the longer-term, but will not
have major effects in 2015. Ultimately, all market partici-
pants must continue to pursue opportunities to streamline
care delivery, improve efficiency, and eliminate waste. The
HPC continues to identify specific areas for attention,
which are the subject of the next section of this Report.

REFERENCES

1 Altarum Institute Center for Sustainable Health Spending. Health
Sector Trend Report. Nov 2015.

2 Commonwealth of Massachusetts Division of Insurance. Informa-
tion Sheet: First Quarter 2016 Merged Market Health Insurance
Rate Increases. 2015.
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Hospital-level Variation in

Spending per Episode of Care:
Normal Pregnancy and Delivery

The Health Policy Commissions’ (HPC’s) past work and
the work of many other state agencies have consistently’
documented variation among Massachusetts providers
in both prices and practice patterns. A body of academic
research, as well as the HPC’s cost and market impact
reviews, has consistently shown that price variation is
typically not related to indicators of higher value, such
as quality of care or patient acuity. Rather, higher prices
are generally associated with providers’ market leverage,
measured in terms of market share (see Chapter 2: “Trends
in Provider Markets”) or other metrics. Such price varia-
tion, combined with increasing concentration of volume
in high-cost providers, leads to higher spending. The
topic of price variation is of critical interest in the Mas-
sachusetts market. Payers’ testimony at the HPC’s 2015
Health Care Cost Trends Hearing and other research have
consistently found that higher prices, brought on, in part,
by price variation and increasing concentration in high-
price providers, drove much of the growth in hospital and
professional spending from 2007 onward.!

Continuing the HPC’s work on hospital-level variation in
spending for an episode of care, this Report presents a joint
analysis of both price variation and practice-pattern varia-
tion. Variation in the amounts paid to different providers
for the same service or set of services without measurable
differences in quality indicates a potential opportunity
to decrease healthcare spending. This can be done either
by shifting care to more efficient settings or by increasing
efficiency and decreasing payments within a given setting.
Variation in practice patterns may highlight opportunities
to improve quality. Specifically, the chapter examines

i The topic of provider price variation is discussed more fully in
the HPC’s Provider Price Variation Special Report, which was
released in conjunction with the 2015 Annual Cost Trends Report.

episodes of care for a normal pregnancy and delivery, the

most common reason for a commercial inpatient stay.
Maternal care is a particularly important service area to
study given its high volume (29,191 commercial discharges
in Massachusetts in 2014, the most common commercial
discharge in 2014)." In addition, maternal care is among
the most common conditions for which consumers research
and select providers in advance, potentially incorporating
information on price, quality, and convenience.

The HPC examined hospital-level variation in total spend-
ing per episode of care for commercial patients, and focused
on three components: 1) average procedure prices for vag-
inal deliveries and Caesarian sections (C-sections); 2) the
C-section rate among first-time mothers with pregnancies
that were unlikely to need interventions (the “NTSV”
rate)™; and 3) the number of pre-natal ultrasound tests.
The analysis of spending is based on data from the Mas-
sachusetts All-Payer Claims Database for the three largest
commercial payers in 2011 and 2012 and includes only
low-risk pregnancies; analyses of the numbers of discharges
and C-sections draw on data from other sources.”

ii  Based on the DRGs for normal vaginal delivery and for C-section
without complications.

iii ~ The NTSV C-section measure identifies pregnancies that are
unlikely to need surgical intervention during labor. More specif-
ically, NTSV refers to a first-time pregnancy (nulliparous) that
has reached its 37th week or later (term) and consists of one fetus
(singleton) in the head-down position (vertex).

iv. The three largest commercial payers were Blue Cross Blue Shield,
Harvard Pilgrim Health Care, and Tufts Health Plan. Normal
pregnancies were defined as pregnancies among women ages 18
— 35, who were assigned a severity score of 1 based on a standard
grouper applied to diagnoses recorded on medical claims (the
Optum ETC grouper). The HPC attributed each episode to the
hospital where the delivery occurred. See the Technical Appendix
for more information on the analytic methods.
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VARIATION IN SPENDING AND PRICE

Among the episodes the HPC examined, the average  Across the 43 hospitals in the agency’s sample, the average
episode-level spending, including both vaginal birthsand  gpending per episode ranged from $9,722 at the least
C-sections, was $14,686, including an average $2,747 for expensive hospital to $18,475 at the most expensive hos-
prenatal care, $11,851 for delivery, and $88 following  pica] (see Exhibit 7.2).

birth (see Exhibit 7.1)." Consistent with the HPC’s past

research, examining the results at the hospital level reveals

substantial variation among individual hospitals, among

types of hospitals, and among provider systems.

Exhibit 7.1: Average spending for normal deliveries by hospital, selected hospitals, 2011 -2012
Spending per episode, “thousands of dollars”
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Note: This chart s limited to the 15 hospitals with the greatest number of normal deliveries paid by commercial payers
in 2014. Both vaginal and C-section deliveries are included. "D" indicates that the hospital declined to voluntarily
submit rates. C-section rate is the nulliparous term singleton vertex (NTSV) C-section rate.

Source: HPC analysis of the Massachusetts All-Payer Claims Database, 2011-2012, HPC analysis of Center for
Health Information and Analysis Hospital Inpatient Discharge Database, 2014; Leapfrog Group

v Only hospitals with the highest 15 discharges are within the
graphic. The median line represents median episode spending
for all hospitals that were analyzed. These 15 hospitals represent
78 percent of all discharges.

vi  When results refer to individual hospitals, the sample only includes
those hospitals with more than 15 total episodes; 43 hospitals
meet this criterion. See Technical Appendix.
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Exhibit 7.2: Average spending for normal deliveries by hospital, all hospitals, 2011 -2012

Episode i

. Hospital Corporate

Massachusetts
General Hospital

Brigham and
Women's Hospital

North Shore Medical
Center

Steward St.
Elizabeth's Hospital

Newton Wellesley
Hospital

Hallmark Health
System

UMass Memorial
Medical Center

Tufts Medical Center

South Shore Hospital

Milford Regional
Medical Center

Beth Israel
Deaconess Medical
Center

Emerson Hospital

Cooley Dickinson
Hospital

Berkshire Medical
Center

Falmouth Hospital

Southcoast
Charlton Memorial
Hospital

Steward Holy
Family Hospital

Cape Cod Hospital

Beth Israel
Deaconess -
Plymouth

Baystate Medical
Center

Metrowest Medical
Center

Southcoast St.
Luke's Hospital

AMC
AMC
Community
Teaching
Community
Community
AMC
AMC
Community

Community

AMC

Community
Community
Teaching

Community

Community

Community

Community

Community

Teaching
Community

Community

Partners
Partners
Partners
Steward
Partners
Independent
UMass
Independent
Independent

Independent

BID

Independent

Partners

Berkshire Health

Cape Cod

Independent

Steward

Cape Cod

BID

Baystate
Tenet

Independent

$18,475

$17,312

$16,405

$15,987

$15,718

$15,561

$15,266

$15,262

$14,745

$14,564

$14,534

$14,497

$14,381

$14,249

$14,219

$13,956

$13,880

$13,772

$13,694

$13.611

$13,557

$13,455

Pregnancy | Vaginal ) .
Episode Delivery CS: S;%ti':n
Spending | Spending P 9

$14,763

$14,042

$11,652

$12,148

$10,599

$12,284

$11,492

$10,270

$11,414

$10,705

$10,367

$9,622

$10,734

$10,199

$19,542

$18,002

$16,785

$15,846

$13,796

$15,432

$14,539

$13,127

$12,884

$13,291

$13,175

$12,787

$15.291

$11,787

2014
Commercial
Discharges

1847
3897
311
409
2795
406
1437
432
1910

406

2631

597
39
246

141

959

305

232

298

1262

213

C-Section
Rate

D

20%

26%
25%
27%
22%
36%
31%

24%
25%

25%
28%
21%

30%

43%

24%
24%

23%
27%

D

Table continued on page 52
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Episode .

. Hospital Corporate Pregnancy Vaglnal C-Section
Hospital Cohort Affiliation Episode PRl Spending
Spending | Spending

Winchester Hospital

Signature
Brockton Hospital

Steward Good
Samaritan Medical
Center

North Adams
Regional Hospital

Northeast Hospital

Harrington Hospital

Steward Norwood
Hospital

Lawrence General
Hospital

Lowell General
Hospital
Mercy Hospital

Boston Medical
Center

Mount Auburn
Hospital
St. Vincent Hospital

HealthAlliance
Hospital

Sturdy Memorial
Hospital

Steward Morton
Hospital

Baystate Franklin
Hospital

Southcoast Tobey
Hospital

Anna Jacques Hos-
pital

Cambridge Health
Alliance

Heywood Hosp

Community

Community

Community

Community
Community
Community
Community
Community
Community
Community
AMC
Teaching
Teaching
Community
Community
Community
Community
Community
Community
Teaching

Community

Lahey

Independent

Steward

Independent
Lahey
Independent
Steward
Independent
Wellforce
Independent
Independent
Independent
Tenet
UMass
Independent
Steward
Baystate
Independent
Independent

Independent

Heywood Health-

care

$13,385

$13,320

$13,090

$12,849
$12.817
$12,789
$12,704
$12,656
$12,437
$12,374
$12,261
$12,247
$12,221
$12,201
$11,980
$11,945
$11,906
$11,706
$11,602
$11,601

$9,772

$9,889

$9,137

$9,917

$9,570

$9.616

$9.692

*

$12,223

$11,975

$12,038

$12,326

$12,433

$12,641

$11,973

*

2014
Commercial
Discharges

987

239

165

1048

165

284

803

85€)

299

1208

894

281

289

116

166

332

257

164

C-Section
Rate

33%

27%
36%

N/A
28%
14%
28%
22%
25%
25%
30%
21%

27%

31%
34%
30%
D
30%
19%

19%

Note: “D" indicates that the hospital declined to voluntarily submit rates. “N/A" indicates that the hospital was not eligible to submit rates. Both vaginal and
C-section deliveries are included in episode spending. C-section rate is the nulliparous term singleton vertex (NTSV) C-section rate.
Source: HPC analysis of the Massachusetts All-Payer Claims Database, 2011-2012; Center for Health Information and Analysis Hospital Inpatient Discharge

Database, 2014; Leapfrog group
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When hospitals were grouped by type,
the HPC found that episode costs were
higher at academic medical centers

Exhibit 7.3: Average spending for normal deliveries by hospital type,
all hospitals, 2011 -2012
Spending per episode, dollars

(AMCs) than at major teaching or
community hospitals. The median cost
at an AMC was $15,300, 19 percent
higher than the median cost at major

$20,000

T

I\QOth percentile
—75th

—Median
F~25th
—10th percentile

teaching hospitals and 15 percent high- $15,000

er than the median cost at community

hospitals (see Exhibit 7.3).

Within hospital types, there was also

$15,300
- . |

- $13,300 _ $12,900
1

$10,000
signiﬁcant variation in spending.

Episode costs at AMCs ranged from
$18,465 to $12,261, at teaching hos-

pitals from $15,987 to $11,600, and $5,000
at community hospitals from $16,405
to $9,772. Notably, the two Partners

HealthCare System’s (Partners’) AMCs

$0

were higher cost than the four other
AMCs, and two Partners community
hospitals (North Shore and Newton
Wellesley) were the highest cost of the
31 community hospitals. Partners has
no teaching hospitals.

Variation in episode payments may be driven by prices or
the quantity of services. To study the price aspect of episode
costs for maternity care, the HPC examined procedure
prices for vaginal deliveries and C-sections."" On average,
when vaginal deliveries and C-sections were combined,
the average procedure price was $11,851 and represented
80 percent of the average cost of the episode." Not only
did the cost of the procedure make up 80 percent of the
episode-level cost; hospital-level variation in the cost of
the delivery procedure drove 85-90 percent of variation
in the cost of the episode.

vii  The procedure price was defined as all spending from the admit
date to the discharge date for the delivery inpatient stay.

viii  For vaginal deliveries, the average procedure price was $11,378
and the average episode price was $14,178; for C-sections, these
numbers were $14,143 and $17,054. Hospital-level episode
costs for vaginal deliveries and C-sections were highly correlated:
rho=.88, p<.001.

AMC

Community Teaching

Note: Both vaginal and C-section deliveries are included in episode spending.
Source: HPC analysis of the Massachusetts All-Payer Claims Database, 2011-2012

The hospitals with the highest episode costs also accounted

for a large percentage of the total volume of normal deliv-
eries. In 2014, six hospitals accounted for 50 percent of
births, and five of them had above-average episode costs for

the commercial payers in the agency’s study.* Massachusetts
General Hospital and Brigham and Women’s Hospital, the
two Partners AMCs, were the two hospitals in the state
with the highest costs per episode and together accounted

for 23 percent of all births. This concentration of births

in higher-cost settings has not changed in recent years.

In order of cost, the five with above-average costs were Mas-
sachusetts General Hospital, Brigham and Women’s Hospital,
Newton Wellesley Hospital, South Shore Hospital, and Beth
Isracl Deaconess Medical Center. The final hospital was Mount
Auburn. While the study of episodes costs was based on data from
2011 and 2012, HPC analysis of relative price data demonstrates
that relative prices among hospitals have been stable over time.
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VARIATION IN QUALITY AND EFFICIENCY:
C-SECTION RATES AND ULTRASOUNDS

To study the quality and efficiency of maternity care, the
HPC first focused on C-sections and pre-natal ultrasounds,
two areas where the HPC observed considerable practice
pattern variation and where there is evidence of excess uti-
lization. Considerable evidence concludes that C-sections
increase risk for obstetric hemorrhage and infection, which
are the most frequent causes of maternal morbidity related
to childbirth.>* A C-section delivery also substantially
increases a mother’s likelihood of a C-section delivery
in subsequent births. Further, delivery by C-section is
associated with potential short and long term medical
implications for the infant.>¢"#?

Based on data for 38 Massachusetts hospitals from Leapfrog
Group, 26.2 percent of first-time mothers with pregnancies
that were unlikely to need interventions (NTSV pregnan-
cies) had C-sections, above the target rate of 23.9 percent*
proposed in the Federal Government’s Healthy People
2020 initiative, and well above the optimal C-Section rate
of 19 percent, according to recent medical recommenda-
tions.* Among 33 states, Massachusetts was ranked 19th
for its C-section rate (1=best).¥ In 2014, NTSV C-section
rates varied at Massachusetts hospitals, from a high of
42.7 percent at Steward Holy Family Hospital to a low
of 14.3 percent at Harrington Memorial Hospital. (see
Exhibit 7.2)"°

Beyond being a key indicator of quality, the high statewide
C-section rate contributed to overall spending levels; the
average procedure cost for a C-section was 24 percent
higher ($2,765) than the procedure cost for a vaginal
delivery. However, the variation in C-section rates was
not an important driver of the hospital-level variation
in episode costs, accounting for roughly 2 percent of the
total variation in the agency’s study sample.

Imaging is another area where services may be over-used.
The American College of Obstetricians and Gynecolo-

x  Leapfrog Group, accessed December 2015. Each hospital’s result
is based on 12 months of data, ending either 12/31/2014 or
6/30/2015.

xi  The Leapfrog Hospital Survey uses a tested, validated measure en-
dorsed by the Joint Commission, National Quality Forum (NQF)
and CMS. The NTSV C-section measure identifies pregnancies
that are unlikely to need surgical intervention during labor. More
specifically, NTSV refers to a first-time pregnancy (nulliparous)
that has reached its 37th week or later (term) and consists of one
fetus (singleton) in the head-down position (vertex).

xii ~ Massachusetts General Hospital, North Shore Medical Center,
Southcoast Hospital Group, Health Alliance Hospital declined
to report their C-section Rates.
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gists recommends one ultrasound in the first trimester,
if necessary to confirm the expected delivery date, and
one ultrasound in the second trimester for all mothers.
It discourages overuse beyond that number.!" The HPC
found that all Massachusetts hospitals perform more than
the recommended number; at 27 hospitals, the average
number of ultrasounds per patient was greater than four.

Higher spending, driven either by price or utilization,
would hypothetically represent good value if higher spend-
ing was associated with better outcomes or better care.
However, available data do not demonstrate such an asso-
ciation. Higher episode spending was not correlated with
better quality outcomes,'? as measured by the neonatal
injury rate and the obstetrical trauma rate.™

POLICIES TO IMPROVE QUALITY
AND EFFICIENCY

Innovative payment models and benefit designs may create
incentives that encourage high-value choices by both pro-
viders and consumers that could improve health outcomes
while reducing cost.

Blended payment

Current payment methods pay more for C-sections than
for vaginal deliveries, creating a financial environment that
may favor C-sections, despite the clinical consensus that
this procedure is overused. Blended-bundled payment,
which pays a single amount independent of whether the
delivery is vaginal or by C-section, has the potential to
both lower spending and reduce use of low-value obstet-
rical care (see Sidebar: “Blended bundled payment”).
Such payment creates financial incentives for hospitals
to lower their rates of primary C-section, unnecessary
ultrasounds, and other low-value services. Minnesota’s
Medicaid program offers a single blended payment for
all deliveries, whether vaginal or cesarean. The program
intends to lower the cesarean delivery rate by 5 percent.'

xiii ~ Patient Safety Indicator 17: Birth Trauma Rate-Injury to Neonates.
R=.03, p=.86.

xiv  Patient Safety Indicator 19: Obstetric Trauma-Vaginal Delivery
without instrument. R=-.10, p=.53.
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Blended bundled payment

“Bundled payment” is an alternative payment method that
makes a single payment for all services to treat a given condi-
tion or provide a given treatment, such as a single payment for
an episode of care. For example, for a normal delivery, bundled
payment might cover prenatal physician services, imaging,
delivery, etc. In some cases, “bundles” are defined according to
the specific treatment employed; for example, a system might
offer one bundled payment for a vaginal delivery and a different,
higher bundled payment for a C-section. In contrast, “blended
bundled payment” is the term used to distinguish cases where
the bundle is defined according to the patient's condition (e.g.
normal pregnancy), and a single level of payment is used for
multiple treatment pathways (e.g. vaginal or cesarean delivery).
Allbundled payment rewards efficient care, and, for maternity
care, blended bundled payment explicitly provides incentives
for hospitals and physicians to reduce the use of cesareans
by removing the financial incentive to use this procedure.

As with other APMs, when blended-bundled payment is used,
outcomes are monitored to ensure that providers maintain
high quality and do not skimp on necessary care. Bundled
payment may be more or less comprehensive. For example,
a more comprehensive bundled payment might include both
maternal and neo-natal care, thereby supporting providers who
invest in prenatal care to improve the health of the infant and
lower costs in the neonatal phase of the pregnancy.

Reference pricing

Maternal care is a service where reference pricing could be
effective. Given that deliveries are common and expensive,
mothers often research and select providers in advance and
could incorporate information on quality and price into
their decisions (see Chapter 5: “Hospital Outpatient
Spending” for explanation of reference pricing). With
reference pricing, if a mother-to-be selected a hospital
where average costs were above a benchmark, then her
cost-sharing would be higher than if she selected a hospital
where average prices were at or below the benchmark.
With reference pricing, patient cost-sharing is typically
tied to the provider’s average cost for all patients, not the
actual cost incurred by the individual patient. The HPC
simulated the savings that could occur with a reference
price for pregnancy bundled payment set at $12,662, the
spending associated with a pregnancy episode at Mount
Auburn Hospital. The HPC found that spending refer-

xv  Mount Auburn Hospital was chosen as the reference hospital
because it is one of the 15 highest-volume hospitals in the state,
and, of those hospitals, has one of the lowest costs for pregnan-
cy episode and one of the lowest C-section rates (a measure of
quality).

enced to that level would reduce commercial spending for
pregnancies between 6 and 17 percent.™ These savings
would occur as some mothers elect to give birth at low-
er-cost facilities and some hospitals lower their prices in
response to the change in benefit design.

Evidence-based patient-centered care
models

Some evidence-based care models use low-intensity set-
tings, and particularly focus on the mother’s well-being.
Appropriate providers may contribute to improving the
quality and value of maternal and infant care. Studies
conducted by the National Health Service have found
that midwife-led birthing units and home births are safer
for low-risk pregnancies than births in an obstetrician-led
hospital unit. While it is hard to generalize these results
to the U.S., research from other countries suggests that
having midwives properly integrated into a healthcare
infrastructure may lead to lower costs and higher quality."
Moreover, C-section rates are higher for lower income
and African-American women. Midwifery care has been

shown to reduce these disparities.!>1¢

Birthing units offer a mother the opportunity to give
birth at a facility that offers a family-centered experience.
Birthing centers are usually run by a team of certified
nurse midwives and are integrated into or partnered with
a hospital obstetric unit to ensure rapid transport and
communication in case of complications. Even though
some evidence suggests that birthing centers are a low-cost
alternative with maternal and infant outcomes equal to
or better than a hospital birth,'”** Massachusetts has only
one licensed birthing center, which is owned and operated

by Cambridge Health Alliance in Somerville.

In addition, coverage reforms that encourage patient-cen-
tered care models could contribute to lowering the state-
wide C-section rate. While a midwife is a clinical provider
responsible for the medical care of both the mother and
the baby, a doula’s primary responsibility is caring for the
physical and psychosocial well-being of the mother. The
use of doulas has been endorsed by the American College
of Obstetricians and Gynecologists and the Society of
Fetal Medicine as an effective method to lower cost and
improve quality of a pregnancy.”” Doulas are currently
not covered by MassHealth or any of the major payers,

xvi  For context, total spending in the APCD for pregnancy, with
delivery was $442,595,642.

xvii Based on 2013 national vital statistics, the NTSV C-section rate
for non-Hispanic white women was 25.9, for non-Hispanic black
women 30.8, and for Hispanic women 26.6.
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creating a barrier to access, especially for low-income
women. Medicaid programs in Oregon and Minnesota
have already begun to reimburse for doula services during
a pregnancy. A 2013 study estimated that if doulas were
covered by MassHealth and reimbursed at rates equal to
Minneapolis’ Medicaid program, MassHealth could save
$9.5 million through savings generated through a lower
C-section rate.”

Episode-level spending for a normal pregnancy and de-
livery varies among hospitals. Most of the variation can
be explained by the variation in procedural price, with
no demonstrable relationship between episode spending
and the quality of care. Despite payment reform efforts
to date, volume is increasingly concentrated in high-cost
hospitals. The statewide NTSV C-section rate is higher
than optimal. Changes in payment and benefit design
may reduce spending and drive volume to more efficient
settings, while evidence-based models of care may improve
outcomes or experience for mothers and infants.
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Avoidable Hospital Use

In the 2014 Cost Trends Report, the Health Policy Com-
mission (HPC) identified excessive hospital use, including
readmissions, preventable hospital admissions, and pre-
ventable emergency department (ED) use as areas of on-
going focus. While the rate of hospital admissions is
falling in Massachusetts and across the nation,' Massa-
chusetts continues to use hospital care at rates greater than
the rest of the country® (see Exhibit 8.1). This chapter
briefly reviews recent performance on readmissions and
preventable admissions in the Commonwealth before
examining ED utilization in more depth. It concludes
with emerging opportunities to reduce utilization of acute
hospital services.

Exhibit 8.1: Hospital use in Massachusetts and the U.S., 2014

As in recent years, inpatient and ED utilization in Mas-
sachusetts are 11 and 14 percent higher than the national
average, respectively. Massachusetts’ outpatient utilization
is more than 50 percent higher than the national average,
placing it among the 5 highest utilizing states on that mea-
sure. Medicare readmissions rates are also higher than the
national average.’ The next sections focus on potentially
avoidable or unnecessary hospital use and highlight oppor-
tunities to reduce such utilization and increase efficiency
in the delivery system.

MA Rank

Inpatient Days Per 1,000 persons

Inpatient Admissions Per 1,000 persons 118
Outpatient Visits Per 1,000 persons

ED Visits Per 1,000 persons 481
Medicare Readmission Rate Percent

3,302

17.4%

8.3%
106 11.3% 36
2,145 53.9% 47
423 13.7% 29
17.0% 4 percentage 34

points

Source: Kaiser Family Foundation analysis of American Hospital Association data, Centers for Medicare and Medicaid Services

i Inpatient days, inpatient admissions, outpatient visits, and ED
visits are unadjusted rates. Based on data from 2010, the Health
Policy Commission found that, after adjusting for age, Massa-
chusetts inpatient days were 5 percent above the U.S. average,
inpatient admissions 10 percent above, outpatient visits 72 percent
above, and ED visits 13 percent above. Medicare readmissions
rates are adjusted for clinical and demographic characteristics.
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READMISSIONS

Readmission of patients to a hospital within 30 days of
discharge may indicate incomplete treatment in the hos-
pital setting, poor care after return to the community, or
poor coordination as patients transition across sites of care.
Massachusetts’ 30-day, all-cause, all-payer, risk-standard-
ized readmission rate was 15 percent in FY2013, a slight
improvement relative to the 15.9 percent in FY2011.%3
Reducing readmissions has been an ongoing focus of state
and national quality-improvement efforts for nearly a de-
cade, and there is some evidence that the observed decline
may result from these efforts.” The all-payer readmission
rate for individual hospitals, excluding specialty hospitals,
varied from 13.3 percent to 17.3 percent, suggesting op-
portunities to improve performance, including through
more effective community partnerships and sharing best
practices.”

Measuring and reducing readmissions has been a partic-
ular emphasis in the Medicare program. Massachusetts’
30-day, all-cause, risk-standardized readmission rate for
Medicare members was 17.4 percent in FY2013, a slight
improvement relative to the 18.2 percent in FY2012.%!
Consistent with the fact that the Massachusetts all-cause
Medicare readmission rate was above the national average,
Massachusetts had higher readmission rates than the U.S.
for five of the seven conditions reported by the Centers for
Medicare and Medicaid Services (CMS). Rates were higher
for acute myocardial infarction (MA/U.S.=17.3/17.0),
chronic obstructive pulmonary disease (20.9/20.2),
heart failure (22.3/22.0), pneumonia (17.1/16.9), and
stroke (13.2/12.7). Rates were lower for hip and knee

i This measure is a single composite risk-standardized readmission
rate (RSRR), derived from the volume-weighted results of five
different models, one for each of the following specialty cohorts
(groups of related discharge condition categories or procedure
categories): surgery/gynecology, general medicine, cardio-respira-
tory, cardiovascular, and neurology. This measure is not adjusted
for patients socio-economic status. As a result, the measure may
be used to track disparities by socio-economic status, but, at the
same time, comparisons across hospitals and readmissions pen-
alties may disadvantage hospitals that serve low-income patients,
to the extent that socio-economic characteristics have a direct
influence on the likelihood of readmissions. National all-payer
data are not available for comparison.

iii ~ For example, MedPAC’s June 2013 Report to the Congress
indicated that, at a national level, all-cause readmissions for the
three reported conditions had a larger decrease in readmissions
over the three-year measurement period than readmissions for
all conditions, suggesting a strong connection between public
reporting and implementation of the Hospital Readmissions
Reduction Program.

iv. Specialty Hospitals were excluded from the hospital-level analysis

v The Medicare hospital-wide readmission rate is calculated using
the same algorithm as CHIA’s all-payer readmission rate.
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replacements (4.5/4.8) and coronary artery bypass graft
(14.3/14.9).* Similar to the all-payer case, variation among
hospitals in Medicare all-cause readmission rates was sub-
stantial, ranging from 11.6 percent to 17.1 percent,’ and
condition-specific rates varied as well.

As part of a strategy to align payment with measurable
indicators of quality and efficiency, CMS penalizes hos-
pitals with above-average readmissions rates. Seventy-eight
percent of acute-care facilities in Massachusetts that were
eligible for this CMS penalty will be penalized in 2016,
compared to 54 percent of eligible hospitals nationwide.
Penalty amounts range from .01 percent to 2.61 percent
of the hospital’s total Medicare inpatient revenue (see

Exhibit 8.2).°

Exhibit 8.2: Massachusetts hospitals penalized for
readmissions and assessment rate, FY 2016

CMS Readmission o~
Penalty Rate, FY 16 3 3

< 0 e
45 0.01%- 0.18% ‘

gp 0.19% - 0.48% S

& 0.49% - 0.88% | > e
& 089%-155% . -
& 1.56%-2.61%

Note: Excludes Specialty and VA Hospitals. Penalty rates apply to Original
Medicare payments for inpatient care.

Source: Kaiser Family Foundation; analysis of Centers for Medicare and
Medicaid Services data; Centers for Medicare and Medicaid Services data

Reducing readmissions is important both to improve
patients’ experience and to reduce unnecessary spending,
and national efforts demonstrate the progress is possible.®
Hospitals that voluntarily participate in initiatives—such as
the State Action on Avoidable Re-hospitalizations (STARR)
and the Hospitals to Home (H2H), which are designed to
lower readmission rates through better care coordination
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between the patient’s community practitioners”"—have
been moderately successful, lowering readmission rates
up to 1.3 percentage points.” Results were better when
hospitals employed multiple strategies and had the flex-
ibility to implement their own programs tailored to the
circumstances of their targeted populations.® Through the
Hospital Engagement Network (HEN), CMS and the
American Hospital Association have employed a target
rate of a 20 percent reduction in readmissions over three
years. This target was first used as part of HEN 1.0, and
1,263 reporting hospitals achieved a collective decrease
in readmissions of 18 percent between 2011 and 2014
by reducing preventable complications during transitions
from one care setting to another. In HEN 2.0, hospitals
were again challenged to reduce avoidable readmissions
by an additional 20 percent by September 2016.

PREVENTABLE HOSPITAL ADMISSIONS

Consistent with Massachusetts high rates of total hospital
use, the HPC’s past reports have also identified room for
improvement in the state’s rates of preventable hospital
admissions, defined as admissions that could have been
prevented through better access to primary care. In 2014,
Massachusetts had preventable hospitalization rates sig-
nificantly higher than the national average for patients
with congestive heart failure (MA/U.S.=361/321)" and
younger adults with asthma (54/46), but lower rates than
the national average for diabetes complications (52/64)

and COPD (487/496).°

The HPC’s past reports have highlighted that rates of
preventable hospital admissions also vary systematically
with community income, with higher rates in lower income
communities, a troubling signal of ongoing disparities in
access within the state (see Exhibit 8.3). Rates of prevent-
able inpatient hospital use improved slightly between 2013
and 2014, consistent with an overall decline in hospital
utilization, but rates of preventable hospitalizations in
lower income communities (median family income below
$52,000) remained twice as high as rates in higher income

vi  The initiatives created six strategies that hospitals could choose
to implement: (1) partnering with community physicians or
physician groups to reduce readmissions; (2) partnering with local
hospitals to reduce readmissions; (3) having nurses responsible for
medication reconciliation; (4) arranging a follow-up appointment
before discharge; 5) having a process in place to send all discharge
paper or electronic summaries directly to the patient’s primary
physician; and (6) assigning staff to follow up on test results that
return after the patient is discharged. All were correlated with a
lower readmission rate in the program’s evaluation.

vii  All avoidable hospitalization rates are measured per 100,000
residents.

communities (median family income > $87,000). This
community-level variation (like the hospital-level variation
in readmissions) indicates the potential for improvement
in lower performing and lower income communities,
particularly with improvement in access to primary care.
Ideally, policy and payment reforms will reduce this dis-
parity between higher and lower income communities, in
addition to improving cost and quality of care overall.

Exhibit 8.3: Chronic preventable hospital admissions by
income quartile, 2012 -2014
Age and sex adjusted hospitalizations per 100,000 residents

1,500

O—— == Quartile 1
1,200 Quartile 2
== Quartile 3
900 o e == Quartile 4
-
O- =
600 0
300
O 1 1
2012 2013 2014

Note: Income Quartiles range from $0 - $52K, 52K - 69K, 69K - 87K, and 87K+.

Source: HPC analysis of Center for Health Information and Analysis Hospital
Inpatient Discharge Database, 2012-2014

EMERGENCY DEPARTMENT (ED)
UTILIZATION

Like readmissions and preventable admissions, Massachu-
setts” high rates of ED use may result both from inefficient
use (patients using the ED for conditions that could have
been addressed in a less-intensive setting) and from poor
access to care, especially poor access to primary care. This
leads to emergencies that could have been avoided with
earlier or better treatment.'” More generally, ED use is
higher among women, non-white, and lower income
individuals."

While the number of ED visits per Massachusetts resident
climbed steadily between 2010 and 2013, it dropped 2.2
percent in 2014 to a level just below the 2010 total, leading
to a -0.4 percent decline across the four-year period."™

ED visits by type
In 2014, seven percent of ED visits were for a behavioral
health condition, based on a primary diagnosis code relat-

viii This finding may be a preliminary sign that access to care is
improving in Massachusetts, potentially as a result of the ACA.
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ed to mental health, alcohol, or substance abuse.* While
standard, this measure of visits related to behavioral health
is very conservative because it does not include visits where
a behavioral health condition was a secondary diagnosis or
where a medical problem (such as injuries from a motor
vehicle accident) had a behavioral health condition as its
root cause. When secondary diagnoses were included, a
behavioral health condition was a factor in 14 percent of
all ED visits.

Within the 0.4 percent drop in overall ED use, the trend
for visits related to a behavioral health condition was
notable. The number of ED visits related to behavioral
health grew by 23.7 percent between 2010 and 2014,
while the number of other visits fell by 1.8 percent (see
Exhibit 8.4).*

Exhibit 8.4: Emergency Department visits by type,
2010-2014

Percentage of all Percent Change

ED visits (2014) (2010-2014)
Unclassified visits — | R 12.2%
Behavorial health including — 23.7%
substance use disorders
Emergency ED visits — 38% -2.1%
Emergent, ED care, — -4.1%
preventable
Emergent, —
primary care treatable
-3.5%

Non-emergent —

SUSIA 03 8I9PIoNY

-0.4% Total Change
in ED visits

Note: Definition for avoidable ED visits based on NYU Billings Algorithm.

Source: NYU Center for Health and Public Service Research; HPC analysis
of Center for Health Information and Analysis Hospital Inpatient Discharge
Database, FY2010-2014

Adjusted for age and sex, behavioral health ED visits
varied by more than two-fold between regions, from 20
per 1,000 residents in West Merrimack/Middlesex to 43
per 1,000 in the Fall River area. The latter is driven by a
dramatic 53 percent increase from 2010 to 2014 (see
Exhibit 8.5). This variation and recent trend indicates
important opportunities for the state and market partic-
ipants to collectively address pressing community need.
In preliminary research, the HPC has observed a strong
negative correlation (-0.5) between numbers of behavior-
al health providers in each region (particularly psycholo-

ix ~ The HPC used the Billings algorithm to categorize ED visits as
emergent, avoidable, preventable, or behavioral health (mutually
exclusive categories).

X When secondary diagnoses are included, the number of ED visits
related to behavioral health grew by 28 percent.
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gists and other providers) and rates of behavioral
health-related ED visits. The HPC will continue to refine
and develop this analysis.

Exhibit 8.5: Behavioral health-related emergency
department visits per 1,000 residents, 2010 -2014
Vertical bars show growth in visits

10%

Upper
 East North Shore
Merrimack 18%

West Merrimack /
Middlesex

Lower
North Shore

9%

4%
Berkshires

“ Pioneer Valley /
Franklin

Central MA

Norwood /
Attleboro

Behavioral Health Visits
(per 1,000) FY 2014

g Cape and
ﬁ Is\_ands “

19.0-22.4 Percent Growth
22.4-26.4 M > 20% Fal
River New Bedford
M 264-347 I 20% - 40%
Wl 347-425 <20%

Note: Behavioral health includes mental health and substance use disorders.
All conditions are based on primary diagnosis. All rates are adjusted for age
and sex.

Source: NYU Center for Health and Public Service Research HPC analysis
of Center for Health Information and Analysis Hospital Inpatient Discharge
Database, FY2010-2014

Exhibit 8.4 further categorizes the state’s ED visits that
were not related to behavioral health according to wheth-
er they represented emergencies, events that could have
been prevented with more effective primary care, events
that could have been treated in a primary care setting,
or events that were not emergent.” Despite the overall
decline in ED use, the HPC continues to find that more
than 40 percent of ED visits were either non-emergency
or could have been treated in primary care, suggesting
opportunities to improve patients’ access to primary care
and other non-emergency services. Moreover, adjusted for
age and sex, residents of communities in the lowest income
quartile had more than three times the avoidable ED rate
of those in the highest income quartile (271 versus 81 per
thousand residents, respectively), a troubling finding that
signals significant opportunity for addressing disparities.*

xi  While some ED visits related to behavioral health are likely pre-
ventable or avoidable, the Billings algorithm treats “behavioral
health,” “preventable,” and “avoidable” as mutually exclusive
categories and groups all visits with a primary behavioral health
diagnosis in the “behavioral health” category.

xii  To assess the percentage of visits that are avoidable, the Billings
algorithm analyzes the diagnoses recorded on emergency depart-
ment claims and assigns a probability that each ED visit could
have been prevented. This algorithm is intended as measure of
the overall quality of primary care for a population and is not
suitable for assessing individual visits or for use in payment.
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Individuals with very high ED use

The HPC’s 2014 Cost Trends Report’s analysis of high-cost
patients showed ED spending was highly concentrated,
with less than 1 percent of the commercial population
accounting for 8 percent of commercial ED spending, and
less than 1 percent of the Medicare population accounting
for 5 percent of commercial ED spending. Several studies
have also shown that a relatively small number of ED
patients were responsible for a disproportionate share of
ED visits.'>'*!'* High utilizers have been a topic of concern
in emergency medicine because EDs are not the optimal
setting to take care of repeat patients with complex con-
ditions that require continuous, frequent attention.

The research literature indicates that frequent users of the
ED were generally heavy users of other health care services,
including office visits and other hospital services." These
patients also had a higher incidence of mental illness and
were in poorer health than non-frequent users.”>"? In
analyzing the Massachusetts ED data, the HPC found
that patients with at least five visits in 2014 (7 percent of
patients) accounted for one-third of ED visits in that year
and those with between two and four visits accounted for
another one-third (see Exhibit 8.6). Behavioral health

conditions were more prevalent among frequent ED
users (5+ visits) than other users, 11 percent versus 5
percent. These findings highlight an opportunity to reduce
spending and improve care for a small targeted population
through better access to and coordination of care, which

can have a large impact on overall ED spending.'®

Strategies to reduce ED use

Reducing avoidable ED use requires a variety of strat-
egies. In the past, the HPC has suggested community
collaboration and care management as ways to reduce
avoidable ED use among patients with complex medical
conditions. Other strategies to reduce avoidable ED use
include expanding after-hours access, promoting appro-
priate ED use among patients with financial incentives
and education, and redesigning care.

Expanding after-hours access

Demand for EDs is driven, in part, by the fact that they
are open at all hours and do not require appointments."”
Consistent with the evidence that lack of access to care
after-hours drives ED use,'"'®!"” research has also found

xiii Behavioral health conditions were identified based on the primary
diagnosis only.

xiv  Analyses of high ED utilizers conducted by hospitals participat-
ing in the HPC’s CHART investment program reinforced that
behavioral health conditions, and economic and social challenges,
are common among patients with frequent ED use.

Exhibit 8.6: Emergency Department visits by patient visit
frequency, 2014
Visits per year

1 Visit
W 2 Visits
B 3 Visits
B 4 Visits
M 5+ Visits

Share of Total ED Visits

Source: HPC analysis of Center for Health Information and Analysis Hospital
Inpatient Discharge Database, FY2014

Share of Patients

Exhibit 8.7: Avoidable Emergency Department use by
proximity to retail clinic or urgent-care sites, 2014
Number of avoidable ED visits per 1,000 residents

191

No Retail Clinic Or
Urgent Care Nearby

Retail Clinic Or
Urgent Care Nearby

Note: Residents shown all live within 5 miles of an ED. Residents who do not
live within 5 miles of an ED are excluded from figure.

Source: HPC analysis of Center for Health Information and Analysis Hospital
Inpatient Discharge Database FY2014; Massachusetts Department of Public
Health

that the availability of retail clinics was associated with a
reduction in emergency department visits.”” The HPC’s
work shows that, in 2014, for Massachusetts residents who
lived within five miles of an ED, avoidable ED use was
30 percent lower if there was also an urgent-care center
or retail clinic within five miles (see Exhibit 8.7). This
finding suggests that improved access to alternative sites
of care could significantly reduce unnecessary utilization

of EDs.®

xv  This finding does not control for income, which is correlated
with the locations of urgent care centers and retail clinics; the
effect is lower when this adjustment is made. The HPC plans to
present additional research on primary care access in 2016.
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In addition, removal of practice restrictions for nurse
practitioners has been linked to a 20 percent reduction
in ambulatory-care sensitive ED visits in national data
(see Chapter 9: Access to Primary Care).”' Removal of
such restrictions could also lower costs for, and boost the
expansion of retail clinics, which are related to reduction
in avoidable ED visits.”?

Another possible way to enhance access to care is through
telemedicine and other technology. Extending patients’
ability to communicate with health professionals on nights
and weekends or when transportation barriers exist may
avoid unnecessary visits to EDs. For example, since 2006,
New Mexico has been operating a 24/7 registered-nurse
call center that is free to all residents. This hotline fields
15,000 calls per month and diverts 65 percent of call-
ers from EDs at a savings of $41 per call.”® While some
Massachusetts residents have access to such services today
through providers, insurers, or add-on services offered by
their employers, many Massachusetts residents do not.

Promoting appropriate ED use with incentives
and education

Insurers play an important role in directing enrollees to
lower-cost settings of care where possible. Tufts Health
Plan and the Group Insurance Commission promote the
use of urgent-care centers for non-emergent visits through
their member newsletters. They also highlight conditions
for which patients should be seen at an urgent-care setting
and the co-pay differential between a non-emergency ED
visit and urgent-care visit. Primary care physicians (PCPs)
can also promote appropriate use of the ED by educating
patients about conditions that merit emergency room visits
and telling patients when urgent-care and retail clinics
are good alternatives. For better proactive outreach to
patients, providers must be aware of their patients’ ED
visits, which is facilitated by access to better data, including
utilization histories and event notification systems (ENS)
(see Sidebar: “Event notification system”).

Appropriate triage of medical emergency

Finally, providers may be able to intervene at the time of
care to direct patients to appropriate settings. For example,
Project Ethan (Emergency TeleHealth and Navigation),
which started in December 2014, is a Houston, Tex-
as-based ED telehealth intervention aimed at reducing the
number of unnecessary trips to the ED by using technology
that allows emergency physicians to communicate with
patients in their homes. When responding to a 911 call,
paramedics are able to use a computer tablet to connect
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a patient to an emergency-medicine physician while the
patient is still at home. In many cases, the physician is
able to address the symptoms via the tablet or redirect
the patient to an alternative site. Another approach for
hospitals to reduce unnecessary ED use is to run parallel
EDs and urgent-care centers. When appropriate, patients
are stabilized in the former and transferred to the latter.

MASSACHUSETTS INITIATIVES TO REDUCE
AVOIDABLE HOSPITAL USE

The HPC’s Community Hospital Acceleration, Revital-
ization, and Transformation (CHART) program invests
in Massachusetts community hospitals to enhance their
delivery of efficient, effective care. The HPC has invested
more than $60 million to maximize appropriate hospital
use and enhance behavioral health care. For example,
through CHART, Holyoke Medical Center is investing
$3.9 million to develop a cross-setting care team that
serves patients with a history of recurrent ED utilization
and behavioral health diagnoses. ED nurses trained in
behavioral health screen, stabilize, and triage behavioral
health patients. They are supported by a multi-disciplinary
ambulatory intensive care unit (an outpatient clinic for
intensive behavioral health treatment, care planning, and
linkage to community resources). The overall initiative
is focused on reducing ED utilization for patients with
behavioral health conditions by 20 percent. In addition, as
part of a state-wide effort to tackle this dramatic increase
in behavioral health related ED use, the state FY2016
budget included $250,000 to develop a pilot behavioral
health triage program in the greater Quincy area.

Health information technology generally supports provid-
ers in providing patient-centered, integrated, and efficient
care in general, and specifically to reduce unnecessary
hospital use. The HPC and other market participants are
actively investing in telehealth technologies that allow
patient-to-provider or provider-to-provider consultations
when the parties are in different locations. Given signifi-
cant behavioral health capacity challenges and morbidity
in the Commonwealth, one of the more promising ap-
plications of telehealth is promoting behavioral health
integration.**?%? Emerging evidence from Wyoming,
Georgia, New York, and Vermont indicates that the use
of telehealth can enhance access by overcoming integra-
tion barriers and workforce limitations. This can decrease
total health care spending and provide services at equal or
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Event notification system (ENS)

Population health management is increasingly viewed as a
means of reducing avoidable hospital use, and providers are
turning to tools to enable related processes like effective care
coordination and care transitions. One promising tool is an
event notification system (ENS). An ENS has the potential to
rapidly and automatically deliver essential information to PCPs
onwhen and where their patients are accessing high-intensity
settings.

When a patient is registered at or discharged from a hospital
or post-acute care facility, often, the patient's PCP is not aware
this has happened. In a typical ENS, a message is automatically
generated with the patient's name and other basic identifiers
(such as medical record number or date of birth) and the
name of the provider where the patient is being seen. This
message is routed to a centralized database that compares
the patient identifiers to a roster of patients of each primary
care practice and accountable care organization (ACO) in the
state. If a match is found, the patient's PCP is notified via an
e-mail, a page, or an alertin the electronic health record (EHR).
This translation of data on the patient to a provider takes just
seconds to complete. With a near real-time notification in
hand, a primary care practice or ACO can choose to intercede
on behalf of the patient in a meaningful way. For example, a
case manager might be deployed to the ED to help avoid a
preventable hospitalization, or the PCP might call and consult
with the emergency physician.

When used this way, an ENS serves as an information backbone

higher quality than in-person care.?**** The HPC received
$500,000 from the Massachusetts Legislature to pilot
enhanced telehealth applications in the Commonwealth;
this initiative will begin in early 2016 and will augment
current HPC telehealth investments in four CHART
hospitals, thereby enabling patients to receive care without
visiting the hospital. Blue Cross Blue Shield is also piloting
mobile-phone-based video-conferencing between providers
and patients with two physician organizations with a goal
of expanding the offering to all members covered under
risk-based contracts.* If successful, these programs could
be expanded to similar or new populations.

xvi  Wyoming found that using telehealth to treat children with
behavioral health issues in the state’s Medicaid program reduced
use of psychotropic medications in young children by 42 percent
and had a 1.82:1 return on investment. Georgia uses telehealth
for mental health and substance use disorders in its corrections
system at a savings of $500 per encounter (through staff savings
and reduce cost of transportation to care providers). Use of tele-
health to increase access to behavioral health services for patients
in skilled nursing facilities in Vermont and New York also derived
substantial savings.

to help PCPs and ACOs ensure patients are receiving the ap-
propriate level of care. ENSs have been widely regarded as one
of the most crucial tools for population health management in
Maryland, which has had tremendous early success in driving
down all-cause hospital utilization since implementing an ENS
in 2013. Similarly, a recent study of event notifications in Rhode
Island found that practices utilizing notifications to help track
and coordinate care for their patients experienced a readmis-
sion rate 11 percent lower than those practices that did not.

ENS currently operates in Massachusetts across a number
of providers. Within systems, providers have long-established
notification tools that inform their PCPs when a patient comes
to an affiliated hospital. These notifications are either enabled
by a shared EHR between primary care and affiliated hospi-
tals, or technology connections that have been built directly
between two providers. Although these direct-connection
systems provide some clinical value, they leave substantial
cracks in the network of providers patients might encounter
as they move in and out of the health care system. A statewide
ENS would address these challenges.

The Commonwealth has taken on this challenge and is cur-
rently exploring opportunities to develop a statewide ENS.
Doing so may also involve re-examining statutory consent
requirements and making the changes necessary to broaden
patients' participation in health information exchange, while bal-
ancing privacy concerns. Many stakeholders view the current
consent requirements as a barrier to broad participation in the
Massachusetts Health Information Exchange (Mass Hiway).

In addition, health information technology enables pro-
viders to access information on patients’ clinical condition
or use of care often in real-time. Event notification offers
providers immediate information on their patients’ use
of care, including hospital admissions, discharges, and
transfers, thereby facilitating informed and effective care.

In summary, Massachusetts residents use more hospital,
ED, and outpatient care than the rest of the U.S. Read-
missions rates are high relative to the national average
and vary among hospitals. Avoidable hospital use, both
inpatient and ED, varies with community income. While
rates of potentially avoidable ED visits were lower in 2014
than in 2010, those years also saw a dramatic surge in
behavioral health-related ED visits, particularly in some
parts of the state. These high rates of hospital use, and
high rates of avoidable hospital use, contribute to high
health care spending, and represent a key area for focus
and improvement—in redirecting care to more appropriate
settings, redesigning care, and offering timely treatment
to avoid unnecessary complications of health conditions.
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SECTION Iill: OPPORTUNITIES TO INCREASE QUALITY AND EFFICIENCY

Access to Primary Care

New models of care, such as patient-centered medical
homes (PCMHs) and accountable care organizations
(ACO:s), rely on a robust backbone of primary care services
accessible to all residents. Literature demonstrates that
when people have better access to primary care, treatment
occurs earlier, leading to fewer preventable emergency
department (ED) visits and hospital admissions." Areas
with higher ratios of primary care providers (PCPs) to
the population have also been associated with lower total
health care costs, possibly because better preventative
care leads to fewer hospitalizations and serious medical
events.! This chapter describes access to primary care in
Massachusetts including an analysis based on the number
of PCPs per resident and a discussion of policy options
to improve access.

Massachusetts enjoys a relatively high percentages of res-
idents reporting a “usual source of care” - a metric often
interpreted to be reflective of having a PCP and routine
doctor visits.” Yet having a usual source of care or accessing
routine office visits do not necessarily imply availability of
primary care when it is most needed. Analysis of a 2014
survey of more than 4,000 Massachusetts households
conducted by the Center for Health Information and
Analysis (CHIA) found that, among respondents who
had been to the ED in the past year, over half said they
had done so because they could not get an appointment
at their usual source of care when needed.?

Furthermore, access to primary care may vary by popula-
tion and region. A 2013 survey of Massachusetts residents
found that one in five individuals with public coverage
had difficulty finding a PCP, more than twice the rate of
those with private insurance. With respect to geography,
a substantial number of respondents to that survey also
reported unmet needs due to provider location. Lack of
PCPs in one’s geographic area can hamper access.

The federal government has defined Health Professional
Shortage Areas based on numbers of PCPs in an area,
and seeks to improve access by directing grants and other
initiatives to those areas.! As of 2014, Massachusetts had
roughly 500,000 residents living in such areas, 20 times
the number in New Jersey, for example, despite Massachu-
setts’ lower population and greater number of providers.>

REGIONAL VARIATION IN SUPPLY OF CARE
PRIMARY CARE PROVIDERS

To further explore regional access to PCPs in Massachu-
setts, The HPC analyzed numbers of per-capita providers
by primary care service area (PCSA) across Massachusetts
(see Exhibit 9.1). These service areas are defined by the
federal government based on typical distances traveled for
primary care services and do not necessarily correspond to
market-based definitions of service areas used in anti-trust
considerations. The HPC included numbers of full-time
equivalent family physicians, general internists, geriatri-
cians, and general pediatricians as well as primary care
nurse practitioners (NPs), and physician assistants (PAs)."

i The Health Resources and Services Administration (HRSA) defines
Health Professional Shortage Areas (HPSA) as localities with ratios
of primary care physicians to population greater than 1:3,500.
As of 2014, Massachusetts had 67 HPSAs. HPSA designation
benefits include access to state and federal programs providing
physician recruitment assistance and financial incentives, such as
student loan forgiveness, Medicare bonuses, as well as preferential
status for other grant programs.

ii ~ For purposes of this section, the state is divided into 158 regions
called Primary Care Service Areas (PCSAs). These areas were
developed by researchers associated with the Dartmouth Atlas of
Health Care, working with the U.S. Health Resources and Services
Agency, and represent a geographic approximation of patients’
travel patterns to obtain to primary care services. Also, according
to common practice, the HPC weighted nurse practitioners and
physician assistants as equivalent to .75 relative to a physician,
given historical data on productivity. Data on physicians and
physician assistants are from the Massachusetts Department of
Public Health (DPH) while data on nurse practitioners derive
from the SK&A database.
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Exhibit 9.1: Number of primary care providers per 10,000
Massachusetts residents, by primary care service area
Full-time equivalent physicians, nurse practitioners and
physician assistants

PCP per 10,000 Population

[]11-65

M 107-190 -
M 100-477

Note: Massachusetts is divided into 158 regions called Primary Care Service
Areas (PCSAs). These areas were developed by researchers associated with
the Dartmouth Atlas of Health Care and represent a geographic approximation
of patients’ travel patterns to obtain to primary care services. According to
common practice, Nurse Practitioners and Physician Assistants weighted as
equivalent to .75 relative to a physician. See Technical Appendix.

Source: SK&A Office Based Physician Database, September 30, 2015;
Massachusetts Department of Public Health: Health Care Workforce Center

The HPC found more than 30-fold variation in the num-
ber of PCPs per 10,000 residents - from highs of 47.7 in
Cambridge and 34.1 in Boston, to lows of 2.1 in Bell-
ingham and 1.6 in South Weymouth. In general, the
western and northwestern regions of the state had fewer
PCPs per resident. Areas of low population density also
had fewer PCPs, consistent with national trends.” In the
most rural quartile of the state, there were 8.1 PCPs per
10,000 residents versus 12.0 in most populous.™ This
Report next discusses opportunities to increase primary
care capacity in the state, highlighting a particular option
that is within the direct purview of the state legislature.™

OPPORTUNITIES TO EXPAND ACCESS TO
PRIMARY CARE PROVIDERS

There are many ways to expand access to primary care
services. One method is to simply increase the number of
PCPs by investing in training, recruitment, and retention
programs. Currently, the Commonwealth’s Department of
Public Health Workforce Center runs one such program
that offers loan repayment and grants to medical students

iii ~ Areas were defined based on the population density of the PCSA.

iv. Related topics, including the availability of after-hours care
and the relationship between provider access and ED visits are
discussed further in Chapter 8: Avoidable Hospital Use.
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in an effort to incentivize them to choose primary care
residencies.

Other strategies for increasing access are found within
the PCMH model, including practicing team-based care
and providing access beyond traditional office houses and
face-to-face office visit means. Team-based care focuses on
increasing the responsibilities of non-physician licensed
providers to free up physicians to see additional patients.
Studies show that up to 60 percent of preventative services,
25 percent of chronic care, and 10 percent of acute care
can be reallocated to non-physician team members such
as nurses, health educators, therapists, and social workers.®
One estimate suggests that 45 percent of a physician’s day
is spent outside the exam room working on documenta-
tion and follow-up and that many of these tasks can be
reallocated to clerical staff.” Thus, delegating clerical tasks,
such as prescription renewals, to non-licensed providers
can also expand a physician’s capacity and allow them to
see more patients, increasing access. With regard to new
modes of access, research shows that up to 10 percent of
a real-time office-based care, both chronic and preventa-
tive, can be delivered remotely by providers to patients
either by telephone or email."®"" Adopting telehealth and
e-communication technologies not only expands coverage
in low-provider areas ameliorating geographic maldistri-
butions of providers, but also increases face-to-face time
for patients needing more traditional visits.

As more and more primary care practices in Massachusetts
adopt the PCMH model, the Commonwealth should
expect to see improvements in overall patient access to
primary care. In 2015, 25 percent of Massachusetts pri-
mary care physicians practiced in recognized PCMHs,
up from 20 percent in 2014." A variety of efforts are
underway across the state to increase this percentage over
the coming years, including the HPC’s PCMH and ACO

certification programs.

Scope of practice reform

Another important step the Commonwealth could take
to increase access to primary care is to remove or lessen
scope of practice restrictions on NPs. There are more than
8,000 licensed NPs in Massachusetts, approximately half
of whom are clinically active providers of primary care.'?
NPs are registered nurses with additional education (usually
a master’s degree and sometimes a doctorate), including
a minimum number of clinical hours of practice. Given

v These data are based on numbers of providers who have achieved
National Committee for Quality Assurance (NCQA) 2011 and
2014 PCMH recognition at Level 1, 2 or 3.
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the shorter educational pathway (compared to physicians)
and strong interest in the profession in recent years, the
number of NPs in the U.S. is expected to double between
2010 and 2025, compared to much slower growth in the
numbers of primary care physicians.” Studies have shown
comparable quality of care between NPs and primary care
physicians across all domains that have been measured.
NPs provide care at lower costs and are more likely to
treat Medicaid patients and practice in rural areas." In
Massachusetts, CHIA’s 2015 household survey found that
low income individuals were less likely than high income
individuals to have had a primary care physician visit in
the past 12 months, but more likely to have had a visit
with an NP, PA, or nurse midwife.?

The extent to which primary care NPs are able to meet
demand for primary care services is influenced by state
scope of practice (SOP) laws, which vary widely across
the U.S." With respect to these laws, Massachusetts is the
only New England state that maintains significant restric-
tions on practice—particularly, the requirement that NPs
must collaborate with physicians to develop treatment
plans and prescribe drugs.”™'® The American Association
of Nurse Practitioners has rated Massachusetts as one of
the nation’s 12 most restrictive states for NPs to practice

(see Exhibit 9.2).

Exhibit 9.2: Nurse practitioner state practice environment,
2014

I Restricted Practice (12 states)

[ Reduced Practice (19 states)

WA Full Practice (20 states)
MT ND ME

HI

Note: States are defined primarily based on laws governing requirements
surrounding physician collaboration and supervision.

Source: American Association of Nurse Practitioners

vi  Also, any advance-practice nursing regulations governing the
ordering of tests, therapeutics, and prescribing of medication
requires both the Board of Registration in Nursing and Board
of Registration in Medicine to meet and concur. Thus, the phy-
sician board can delay or block new legislative action removing
restrictions on advanced-practice registered nurses.

Effectively, to practice fully in accordance with their ed-
ucation, NPs are dependent on finding physicians who
are willing to allow them to practice. This dependency
can cause critical care delays if collaborating physicians
relocate or otherwise decide to end any given agreement,
and often result in side-payments from nurses to physicians
to maintain the agreements."”

In recent years, several organizations (the National Gover-
nors Association, the Institute of Medicine, and the Federal
Trade Commission) have conducted their own research
on the appropriate level of supervision and collaboration
required and have generally recommended the expansion
of SOP for NPs.'®" The Federal Trade Commission con-
cluded, for example, that SOP restrictions created undue
barriers to practice and limited access to care without
providing a benefit in terms of quality of care based on
evidence.”” One researcher found that when states removed
NP practice barriers, access to care improved markedly,
and such access led to 20 percent fewer ambulatory-care
sensitive ED visits.?! Another found that Medicare benefi-
ciaries cared for by NPs incurred roughly 20 percent lower
costs than those cared for by primary care physicians.”> A
study of retail clinics, which are typically staffed by NPs,
found lower costs and more services provided in states
with less restrictive SOP laws.? Finally, a study of states
that changed their laws found that those that removed
practice restrictions for NPs enjoyed a 30 percent increase
in the effective supply of NPs, which could result from
NPs relocating from other states, from more students en-
rolling in programs in the state, or existing NPs increasing
their labor supply.**

As of this writing (January 2016) specific legislation that
would remove practice restrictions on NDPs is currently
pending in the state Legislature and has been recom-
mended by the U.S. Federal Trade Commission.” Ef-
forts to remove practice restrictions on NPs and other
advanced practice registered nurses can foster the pro-
vision of high-quality, low-cost care to all residents of
Massachusetts.
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SECTION Iill: OPPORTUNITIES TO INCREASE QUALITY AND EFFICIENCY

Maximizing Value in
Post-Acute Care

Following discharge from an acute hospital, a variety of
post-acute care (PAC) services are available to patients
needing nursing or rehabilitative care. PAC services include
home health care and a range of institutional settings that
vary in clinical capabilities and requirements, including
skilled nursing facilities (SNFs), inpatient rehabilitation
facilities (IRFs), and long-term care hospitals (LTCHys).
The selection of appropriate PAC setting at discharge,
quality of the PAC provider, and level of coordination of
care as patients transition between settings have important
implications for patient experience, clinical outcomes,
and healthcare spending in the Commonwealth. Previous
Health Policy Commission (HPC) research found that
PAC use in Massachusetts is higher than the U.S. overall
across all payer types. This chapter presents updated data
and trends over time regarding differences in discharge
patterns between Massachusetts and the nation overall, as
well as variation between hospitals in the Commonwealth,
particularly in the context of the growth of alternative
payment methods (APMs).

PAC represents a significant share of annual health expen-
ditures. In 2013, PAC accounted for about 16 percent of
Original Medicare spending.' Controlling for population
factors, an Institute of Medicine report found that differ-
ences in PAC spending accounted for 73 percent of all
regional differences in Medicare spending.? These findings
underscore the potential influence of local practice patterns
on service use and opportunities to provide higher-value
care. Different PAC settings have different capabilities,
but there is overlap in the kinds of patients treated by the
various PAC service types (see 2014 Cost Trends Report
for overview of settings). Furthermore, the average cost
of care differs enormously by setting, and all institutional
settings are markedly more costly, on average, than home
health. The choice of PAC setting also has implications

for patient experience, particularly with respect to patient
recovery occurring at home or an institutional facility.

The institutional PAC facilities are distinct, and where
possible, the HPC considered each separately. However,
limitations in the coding of some of the datasets complicat-
ed efforts to distinguish between the different institutional
sites of care. For this reason, the HPC grouped SNFs, IRFs,
and LTCHs together into one “institutional” category for
many of the agency’s analyses.

Choosing the appropriate setting of PAC is important
in ensuring optimal care and has significant effects on
the cost of an episode of care for many patients.” While
some conditions, such as a traumatic brain injury or se-
vere stroke, almost always require intensive institutional
PAC, other conditions typically rely on more clinical
discretion to determine the appropriate setting for PAC.
Differences in practice patterns may be seen more clearly
by examining trends following procedures around which
less consensus exists regarding appropriate post-operative
care, particularly with respect to the duration and in-
tensity of rehabilitation, and thus discharge destination.
The HPC has focused on joint replacements without
major complications or comorbidities (DRG 470). PAC
practice patterns following joint replacements represent a
particularly important service area to track, given that the
procedure is high volume, frequently requires some PAC,
and may have greater opportunities for care improvement
and relative standardization of PAC protocols, given that
the procedure is typically non-emergent and elective.

i An episode of care includes all services, provided to a patient
with a medical problem, within a specific time period.
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OVERVIEW OF PAC USE

PAC use in Massachusetts and the U.S.

PAC use in Massachusetts is higher than in the U.S. overall across all payer types. Overall, in 2012, 39 percent of pa-
tients in Massachusetts had some form of PAC following an inpatient stay, compared to only 28 percent of patients
nationwide (see Exhibit 10.1). These differences are observed for both public and private payers, and for home health
care and institutional care. There was little change in discharge patterns in both Massachusetts and the U.S. from 2011
to 2012 (see Technical Appendix for 2011 numbers).

Exhibit 10.1: Distribution of Massachusetts and U.S. discharge destination by payer, all DRGs, 2012
Percentage of patients discharged to each category of care

For all discharges

I Vodicars Viodicaid
[ wa] us [oiference Differonce Differonce

Routine 778 859 -8.1 39.1 50.8 -11.7 799 887 -88 609 71.6 -10.7
Home Health 146 7.8 6.8 249 185 6.5 11.7 52 6.5 187 117 7.0
Institutional 76 6.3 1.3 360 308 5.2 85 6.2 23 204 167 38
AllPAC 222 141 8.1 60.9 492 117 202 113 8.8 39.1 284 10.7

Note: Institutional includes Skilled Nursing Facility; Short-term hospital; Intermediate Care Facility (ICF); and Another Type of Facility.
Source: HPC analysis of Healthcare Cost and Utilization Project (HCUPs) Massachusetts State Inpatient Database & Nationwide Inpatient Sample Survey, 2012

Hospital-level variation in PAC use within health and the probability of discharge to an institution-
Massachusetts al setting each changed by less than one percentage point,
In addition to higher average PAC use in Massachusetts adjusting for changes in case mix (see Exhibit 10.2).

compared to the U.S. overall, discharge patterns among . , ,
Exhibit 10.2: Adjusted percentage of discharges to post-

hospitals in the Commonwealth continue to vary sub- acute care, all DRGs, 2010 — 2014

stantially in 2014— even adjusting for multiple factors, o,

including age, admission source, and length of stay, among 55‘-5_521—__529_5?3‘5?4 == Routine
others. The probability of discharge to any PAC, versus  50% Home Health
routine home care, across all DRGs ranged from 23.4 - [~ Institutional

percent at the 10th percentile to 50.8 percent at the 90th
percentile. The HPC also found substantial variation in the 50,
probability of discharge to institutional care by hospital,

which ranged from 6.5 percent at the 10th percentile to ~ 20% | B

. 20.3 205 19.7 206 208
13.6 percent at the 90th percentile. The range of hos-

. .o . . e 10%
pital-level variation in discharges to institutional PAC

remained fairly similar from 2010 to 2014 (see Technical g,
Appendix for data).

2010 2011 2012 2013 2014

Note: Probabilities adjusted for changes in case mix over time. UMass is
. . excluded due to coding irregularities in the database. Institutional includes
Change in PAC use over time skilled nursing facilities, inpatient rehabilitation facilities, and long-term care

From 2010 to 2014, the HPC found that the overall hospitals.

babili f disch . . . 1 . d Source: HPC analysis of Center for Health Information and Analysis Hospital
probability or discharge to institutional care increase Inpatient Discharge Database, 2014 and Massachusetts Health Data
Slightly. HOWCVCI, adjusting for Changes in case mix in consortium inpatient discharge database, 2010-2013
the population over time, the HPC found that patterns
of care overall changed little over time in Massachusetts.

From 2010 to 2014, the probability of discharge to home
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Spending on PAC

While PAC discharge patterns remained fairly constant
over time, total spending across commercial and Medicare
enrollees declined by 11.4 percent between 2011 and 2013.
Total spending increased by 1.0 percent in the commercial
population, and decreased by 11.8 percent in the Original
Medicare population (see Exhibit 10.3). Over this time
period, Medicare spending in Massachusetts declined more
than in the U.S. overall.” Total spending numbers reflect
changes in prices for PAC services, intensity of services
used (such as changes in average SNF length of

stay), and overall PAC use in the population. While PAC
discharge patterns have remained fairly consistent, the
total number of PAC users has declined, likely due large-
ly to a decline in inpatient hospital use over time.™ For
Medicare enrollees who used PAC, average spending per
user declined by 10.4 percent in SNFs, while spending
increased in home health and most other service types.
For commercial enrollees, spending per PAC user increased
in most service types.

Exhibit 10.3: Post-acute care spending for commercial and Medicare enrollees, 2011 -2013

- = =R

% change % change
2ol 2013 | 5p11-2013 | 20" 2013 2011-2013

Total spending ($ millions)

All PAC $47.8 $48.3 1.0% $1.420 $1.252 -11.8%
Institutional PAC $28.1 $26.9 -4.3% $1.197 $1.043 -12.8%
SNF $19.6 $20.1 2.6% $890 $761 -14.6%
IRF $5.1 $5.7 11.8% $144 $140 -2.5%
LTCH $3.3 $1.1 -66.7% $163 $143 -12.3%
Home Health $19.7 $21.4 8.6% $223 $209 -6.1%

Mean spending per user

All PAC $2,422 $2,568 6.0% $15,439 $14,662 -5.0%

Institutional PAC $8,800 $8,964 1.9% $21,325 $19,724 -7.5%
SNF $6.871 $7.381 7.4% $17,827 $15,970 -10.4%
IRF $17,509 $18,603 6.2% $21,975 $22,734 3.5%
LTCH $28,033 $25,799 -8.0% $36,492 $39,137 7.2%

Home Health $1.037 $1.178 13.6% $3.012 $3.242 7.6%

Notes: Estimates include PAC utilization through December 31, starting within 60 days of an acute hospital discharge on or after January 1 of the calendar
year. Spending includes insurer and enrollee payments for covered services.

Source: HPC analysis of the Massachusetts All-Payer Claims Database, 2011 and 2013

ii From 2011 to 2013, Medicare spending for all use of SNE, IRE,
LTCH and home health services (including those not preceded by
an inpatient hospital stay) declined 7.4 percent in Massachusetts, iii

From 2009 to 2013, total inpatient discharge volume in Massa-

compared to a decline of 5.4 percent in the U.S. overall, based
on HPC analysis of data from the Institute of Medicine.

chusetts declined by about 6 percent, based on HPC analysis of
data from MHDC.
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PAC USE FOLLOWING JOINT REPLACEMENTS
PAC use in Massachusetts and the U.S.

For joint replacements, the difference in PAC use between compared to 35.6 percent in the U.S. overall. However,
Massachusetts and the nation was more pronounced, PAC use following joint replacements declined in both
suggesting that practice patterns in Massachusetts favor ~ Massachusetts and the U.S. from 2011 to 2012, with care
more intensive PAC use where more variation exists and patterns changing more dramatically in Massachusetts.
there is less consensus among providers with respect to Across all patients, on average, institutional discharges
appropriate post-operative care. In 2012, only 5.1 per- following joint replacement declined 2.5 percentage points
cent of Massachusetts patients had a routine discharge in Massachusetts (from 51.6 percent to 49.1 percent)
following a joint replacement, compared to 25.6 percent compared to 0.5 percentage points in the U.S. (from 36.2
of patients nationwide (see Exhibit 10.4). Discharges percent to 35.7 percent) from 2011 to 2012. Institution-
to institutional care account for a large portion of the al discharges following joint replacements declined across
difference: in Massachusetts, 49.1 percent of discharges all payers, including commercial (decline of 3.7 percent-
following joint replacement are to institutional settings age points), Medicare (decline of 3.4 percentage points),

and Medicaid (decline of 0.9 percentage points).

Exhibit 10.4: Discharge destination by payer following joint replacement (DRG 470), Massachusetts and the U.S., 2012
Percentage of discharges to each post-acute care setting

For DRG 470 (joint replacement)

[ Commeria | Wedioas Vodicaid

|| ma | us | Difference | MA MA MA { Us | Difference

Routine 6.4 355 -29.1 34 189 -15.4 181 | 818 -18.4 51 256 -20.6

Home Health 67.2 482 19.0 20.7 | 9258 -28 479 395 8.5 459 387 7.2
Institutional 26.4 16.3 101 66.8 48.6 18.2 389 290 9.9 491 357 134

AllPAC 936 645 29.1 96.6 81.1 154 86.9 685 184 950 744 20.6

Note: Institutional includes Skilled Nursing Facility; Short-term hospital; Intermediate Care Facility (ICF); Diagnosis-related group (DRG); and Another Type of Facility.
Source: HPC analysis of Healthcare Cost and Utilization Project (HCUPs) Massachusetts State Inpatient Database & Nationwide Inpatient Sample Survey, 2012

Exhibit 10.5: Percent of discharge to institutional post-acute care following joint replacement (DRG 470), by
hospital, 2014
Adjusted share of discharges to an institutional setting versus home health or routine care

100%
[ amMCc M Non-AMC [ NE Baptist

80%

Note: Probabilities for each hospital
60% were calculated after adjusting for the
following: age, sex, payer group, income,
admission source of the patient, and
40% length of stay. The agency's sample
included only adult patients who were
discharged to routine care or some form
20% of PAC. Specialty hospitals, except New
England Baptist, were excluded from the
display table and the average hospital

BEB3Q0EET00E OB 500 280 FQ0 B E SRR 0B Y B S0 EQE SR ERELEREREE o UMass is excluded due to coding
SE53225582255255522052522555550802525025255552085550555 8 iregularities in the database. Institutional
[CR7RY) CCEmoa,wTUmw>~ww>>-‘0Em'c)w®2~wmmwmmcuEQwjmgwmmwmwwwfwwwotngwmmc . . . . .
000TTB850ECcO00RO0T0CGOE0XEE000000XGgr 0 08K S 0000300050800 0¢ includes skilled nursing facilities, inpatient
ITITSEET g oTTGILSESOI ST QETTITIISSPESTSST TTITGPITT oL PITL g N
5ol G825 285 cE S >3 8P cToa s EgurcS o> P20 croocl i ze>c oocz rehabilitationfacilities, and long-term care
OERBLEQONE IO 0RO 8620R 088 c06%,0 215580 of0ET0250888 50 . ) )
020508280853 28558E =584¢ —3%085288 So3TDNg 252385839 8E252n  hospitals. DRG= diagnosis-related group;
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Hospital-level variation in PAC use within Massachusetts

Within Massachusetts, hospitals varied in the extent to
which they discharge patients to institutional PAC fol-
lowing joint replacement surgery. For patients recovering
from joint replacement surgery, the probability of dis-
charge to institutional PAC ranged from 70.6 percent at
the 90th percentile to 28.3 percent at the 10th percentile
(see Exhibit 10.5).

In the last five years, care patterns following joint replace-

these changes can also reflect improved care practices for
surgery and other hospital care, which can serve to improve
patient status at discharge, increasing the likelihood of
discharge with home health (or a routine discharge), rath-
er than a need for institutional care.

Exhibit 10.6: Discharge destination of patients following
joint replacement (DRG 470), 2010-2014
Percentage discharged to each setting

ment changed dramatically in Massachusetts (comparable g0, .

data for the U.S. over this time period is not available). } A g Home Health
From 2010 to 2014, the share of patients discharged to ~ 50% == Institutional
institutional care following a joint replacement fell by 0% ﬁz O~ Routine
10.4 percentage points, from 54.6 percent in 2010 to

44.2 percent in 2014 (see Exhibit 10.6). Meanwhile, 309,
over this time period there was a 9.5 percentage point
increase in share of patients discharged to home health care, ~ 20%
suggesting a shift in the type of PAC setting following a

. . T . 10%
joint replacement. At an individual hospital level, 49 out 3.8 3.7 35 4.2 4.7

of 57 hospitals in the sample” decreased the probability o

of discharge to institutional PAC (versus to home health 20100 2001 20022018 2004
or routine care) following joint replacement from 2010 to
2014, with an average decrease of 17.7 percentage points
(see Exhibit 10.7). While this change in discharge patterns
may reflect a focus on adopting best practices for discharge,

Note: UMass is excluded due to coding irregularities in the database.
Institutional includes skilled nursing facilities, inpatient rehabilitation facilities,
and long-term care hospitals.

Source: HPC analysis of Center for Health Information and Analysis Hospital
Inpatient Discharge Database, 2014 and Massachusetts health Data
consortium inpatient discharge database, 2010-2013

Exhibit 10.7: Change in percentage of discharges to institutional post-acute care following joint
replacement (DRG 470), by hospital, from 2010 to 2014
Percentage point change

30

Note: Hospitals ranked by rate of
institutional PAC use in 2010. Hospitals
with fewer than 15 joint replacement
discharges in 2010 were excluded.
Probabilities for each hospital were
calculated after adjusting for the following:
age, sex, payer group, income, admission
source of the patient, and length of stay.
The agency's sample included only adult
patients who were discharged to routine
care or some form of PAC. Specialty
hospitals, except New England Baptist,
were excluded. UMass is excluded due
to coding irregularities in the database.
Institutional includes skilled nursing
facilities, inpatient rehabilitation facilities,
and long-term care hospitals. DRG=
diagnosis-related group; (see Technical

Appendix).
. . Source: HPC analysis of Center for
nghes.t Rate of Discharge to Health Information and Analysis Hospital

Institutional PAC, 2010 X :
-50 Inpatient Discharge Database, 2014 and
Massachusetts Health Data consortium
inpatient discharge database, 2010-2013
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iv. Hospitals with fewer than 15 discharges in 2010 were excluded.
UMass was excluded due to coding inconsistencies in the database.

2015 Cost Trends Report | 73



Section lll: Opportunities to Increase Quality and Efficiency

Discharge to institutional care following joint replacement
surgery decreased substantially among all hospital types.
The largest magnitude of change was in community hos-
pitals (13 percentage points), although this hospital group
also started with the highest institutional discharge rate
in 2010 (see Exhibit 10.8).

The dramatic change in joint replacements was fairly
unique among DRGs. Among the top 20 most common
DRGs in 2010, including joint replacement surgery, the
share of patients discharged to an institutional setting
increased for 10 DRGs and decreased for 10 (see Tech-
nical Appendix). Massachusetts’ hospitals efforts in joint
replacements narrowed the gap in practice patterns on
joint replacements with the U.S. overall, highlighting the
opportunity for improvement in PAC practice patterns.

Spending on PAC following joint replacements
From 2011 to 2013, total spending for PAC following
joint replacements declined in both the commercial and
Medicare population, by 12.5 percent and 3.8 percent,
respectively, despite a total increase in the number of
inpatient joint replacement surgeries over this time peri-
od (see Exhibit 10.9)." Total commercial spending on
SNFs declined dramatically at 27.1 percent (compared to
an increase of 2.6% in total commercial SNF spending
across all DRGs), possibly reflecting a shift from SNF use
to home health use in this population.

Exhibit 10.8: Percent of patients discharged to institutional
post-acute care following joint replacement (DRG 470), by
hospital type, 2010 -2014

70%

== Community
60%
. n\n\ﬂ\H\n == Teaching
50% D\H\n\n e
40% == NE Bap

30% hﬂ\n___u_——u
20%

10%

0%
2010 2011 2012 2013 2014

Note: The agency's sample included only adult patients who were discharged
to routine care or some form of PAC. Specialty hospitals, except New England
Baptist, were excluded. UMass is excluded due to coding irregularities in the
database. Institutional includes skilled nursing facilities, inpatient rehabilitation
facilities, and long-term care hospitals. DRG= diagnosis-related group. (See
Technical Appendix).
Source: HPC analysis of Center for Health Information and Analysis Hospital
Inpatient Discharge Database, 2014 and Massachusetts Health Data
consortium inpatient discharge database, 2010-2013

Exhibit 10.9: Post-acute care spending following joint
replacement (DRG 470), for commercial and Medicare enrollees,
2011-2013

Commercial Medicare

% change % change
m 2013 2011-2013 2011 2013 | 7011-2013

Total spending (dollars in thousands)

All PAC $10,494 $9,167 -12.6% $88,873 $85,509 -3.8%

Institutional PAC $5,206 $3,848 -26.1% $64,424 $59,147 -8.2%
SNF $4,845 $3,5634 -27.1% $54,968 $49,121 -10.6%
IRF $290 $314 8.3% $8,942 $9,544 6.7%
LTCH $72 $0 N/A $514 $482 -6.2%

Home Health $5.288 $5,319 0.5% $24,449 $26,363 7.8%

Mean spending per user

All PAC $2,777 $2,629 -5.3% $10,705 $9,580 -10.5%

Institutional PAC $4,368 $4,548 4.1% $10,773 $9,952 -7.6%
SNF $4,187 $4,315 31% $9.971 $8,899 -10.8%
IRF $8,520 $11,625 36.4% $16,467 $18,144 10.2%
LTCH $23,940 N/A N/A $24,479 $34,405 40.5%

Home Health $1.462 $1,576 7.8% $3.429 $3,5634 3.1%

<

From 2010 to 2014, the total number of Medicare inpatient
discharges for DRG 470 increased 17 percent; the total number
of commercial inpatient discharges for DRG 470 increased 15
percent.
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POLICY CONSIDERATIONS

To support continued efforts to ensure that patients are
discharged to appropriate high-quality PAC providers,
particular priority areas of focus include: 1) supporting use
of evidence-based discharge planning; and 2) increasing
the ability of PAC providers to compete on quality for
accountable care organization (ACO) provider networks,
including PAC providers collecting standardized patient
assessment and quality information.

Improving evidence-based discharge
planning

Variation in PAC discharge patterns across hospitals sug-
gests opportunity for improvement. In addition to clinical
factors, a variety of non-clinical factors influence discharge
decisions, including the availability of PAC facilities or
open beds, the hospital’s or family’s proximity to PAC
providers, patient or family preference, and the presence
of a spouse or other caregiver at home. Planning tools
rationalize this process and enable systematic consideration
of key factors; greater adoption of discharge planning
tools and a broader consensus on guidelines for patient
discharge planning are critically needed.

Evidence-based discharge assessment tools can support
providers in making the appropriate discharge decisions
for their patients. A number of tools exist, factoring as-
sessment of patient functional and cognitive status, with
some also factoring social factors, such as level of available
assistance at home. Massachusetts General Hospital has
recently created one such tool for use with their trauma
patients.” Many of the functional status assessment tools
for inpatient discharge planning are versions of tools that
can be used across different PAC settings as well to stan-
dardize assessment of quality improvement across settings,
such as the Continuity Assessment Record and Evaluation
tool, or Boston University’s Activity Measure of Post-Acute
Care (AM-PAC) tool. However, few hospitals routinely use
these tools, and more work is needed to develop guidelines
for patient discharge planning. As discharge best practices
become clearer, hospitals can then set internal goals. For
example, in its 2015 Pre-filed Testimony, Cape Cod Hos-
pital cited their goal of reducing the number of patients
they send to SNFs and increasing the number sent home
following total knee replacement (TKR) and total hip
replacements (THR). They cited coming to this conclusion
after reviewing their Medicare Spending per Beneficiaries
(MSPB) reports and concluding that that a high number

of their TKR and THR patients were discharged to SNFs,
even though best practice models dictate that many of
these patients can safely be discharged with home health.

A federal law enacted in 2014 requires PAC providers to
report data from a standardized patient assessment tool,
data on quality measures, and data on resource use and
other measures by 2019 or earlier." This requirement will
allow data to be more easily exchanged among acute and
PAC providers, in order to facilitate coordinated care and
improved patient outcomes. Sharing data for these pur-
poses should be an important goal for providers. Hospitals
could also use items from the standard assessment tool at
discharge from the hospital to inform placement decisions.

ACO provider networks and quality
improvement

In addition to recommending an appropriate setting of care
for discharge (such as SNF versus home health), recom-
mending a high-quality provider is important, particularly
in the context of APMs (see Sidebar: “Post-acute care
and alternative payment methods”). Accountability for
PAC spending and PAC-related quality measures has made
strategic partnerships with SNFs a critical success factor
for Medicare ACOs. By partnering with high-quality PAC
providers, ACOs can reduce length of stay and hospital
readmissions, thereby improving quality and generating
cost savings. Preferred-provider networks are not limited
to ACOs, nor are they limited to SNF-hospital partner-
ships, as many providers also have relationships with home
health agencies. However, SNFs are the most commonly
used PAC institutional setting, and they account for half
of Medicare post-acute spending nationally.* Consider-
able variation exists in SNF performance. In 2011, the
average national 30-day re-hospitalization from SNFs was
20 percent, but some SNFs reported only a 10 percent
re-hospitalization rate.’

vi  Personal communication with Haytham Kaafarani, physician at
Massachusetts General Hospital.

vii  Improving Medicare Post-Acute Care Transformation Act of

2014 (IMPACT Act of 2014).
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Post-acute care and alternative payment methods

The Centers for Medicare and Medicaid Services (CMS)
has implemented a number of national reform initiatives for
Medicare payments in recent years that create incentives for
providers to efficiently manage PAC utilization and spending.
Massachusetts providers have been active in these initia-
tives. Massachusetts currently has 62 sites participating in
Bundled Payments for Care Improvement Initiative (BPCI) and
10 accountable care organizations (ACOs).5” The BPCI, which
beganin 2013, links payments for multiple services including
hospitals, post-acute care providers, physicians and other prac-
titioners.58 By aligning provider incentives, BPCl encourages
close collaboration across settings and specialties. ACOs are
financially accountable for the cost and quality outcomes of
a population, even if patients receive services from providers
who are not part of the ACO (see Chapter 11: “Alternative
Payment Methods"). Given that PAC services are a frequent
component of Medicare beneficiaries' care, PAC services play
an important role in the ACOs' care continuum.

Furthermore, early national evaluations of Medicare ACO
performance suggest that many ACOs have identified PAC
as an important area for improvement and have been suc-
cessful in changing practices. Analysis of the round 1 and 2
Medicare Shared Savings Program (MSSP) revealed that the
most significant decrease in total ACO spending during the
first year occurred in SNF expenditures. The decrease in SNF
expenditures ranged from 4.1 percent to 23.5 percent, withan
average reduction in expenditures of 16.9 percent compared
to baseline.® Spending reductions may have come from re-
duced length of stay in SNFs, in addition to reduced initiation.
Evaluations also showed that utilization of home health were
increasing, which may represent ACOs substituting lower-cost,
lower-acuity facilities for higher-cost settings.

Currently, qualified Pioneer ACOs can take advantage of a
3-day inpatient stay requirement waiver, which allows qualified
beneficiaries to be admitted to affiliate SNFs, either directly or
with an inpatient-stay, without the otherwise required 3 day in-
patient stay. In order to qualify, Pioneer ACOs must demonstrate
that their SNF affiliates have the appropriate staff capacity and
infrastructure to carry out coordinated care activities and that
SNF affiliates have CMS quality ratings of three or more stars. In
addition to the 3 day stay waiver, CMS' Next Generation ACOs
program offers providers the ability to consider a preferred
SNF networks as within the ACO network for the beneficiary
reward, which gives patients who receive a majority of their
care within the ACO a financial reward each year.
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Despite competing business interests, the five Pioneer
ACOs in Massachusetts have joined together to devel-
op a set of standards for SNFs that participate in their
three day stay waiver (see Sidebar: “Post-acute care and
alternative payment methods”). In coordination, Part-
ners Healthcare System (Partners) launched the SNF
Collaborative Network in October 2013. Partners used a
two-staged process in developing its SNF network: using
publically available data (CMS Stars) to create an initial
threshold and then using data provided by SNFs regarding
days of clinical coverage and the rate that physicians see
admitted patients within 24 and 48 hours to select the
final 47 SNFs. Atrius Health (Atrius) conducted its own
study to review the success of its SNF preferred provider
network. Based on historical discharge patterns, Atrius
created a network of 35 SNFs out of an original 100 that
they worked with. After reviewing this network, Atrius
found that their preferred SNFs had an average length of
stay (LOS) of 15.8 days versus 22.3 in the out-of-network
SNFs, and a readmission rate that was 25 percent lower
as compared to non-preferred SNFs.!* In addition to
quality improvements, preferred networks also decrease
hospital managerial and administrative burden. The ability
to reward preferred providers with higher volume offers
a valuable opportunity for hospitals to demand higher
quality care from their SNF partners, potentially leading
to reduced costs.

The CMS Five Star score is a common SNF quality metric
that provides an objective and comparable quality mea-
sures, but it does not necessarily encompass SNF charac-
teristics relevant to ACOs such as the ability to coordinate
care, reduce readmissions, and provide quality medical
coverage within facilities. SNFs can gain significant volume
as a result of their strategic relationships with ACOs and
affiliated hospitals, and thus it may benefit them to focus
on quality improvement. Research identifies important
metrics for choosing SNF partners, including: staffing
ratios and mix, LOS, minimal use of temporary-agency
personnel, warm handoffs, prompt patient intake screen-
ings, medication management, rates of re-hospitalization,
activities of daily living (ADL) scores, rates of catheter-as-
sociated UTTs (CAUTTIs) and number of patients scheduled
to see a primary care physician within seven days of PAC
discharge.!" Many of these improved quality strategies can
also lead to reduced costs.
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ACOs and hospitals may even be able to discourage pa-
tient selection by incorporating certain measures in their
partnership criteria. Unfortunately, it is not uncommon
for PAC providers to avoid accepting patients with certain
medical complexities, behavioral health comorbidities,
or socio-economic factors that are associated with higher
costs of care for the PAC provider, such as patients with
substance abuse disorder or those who are homeless.*!*
Furthermore, these can make the PAC provider appear
to be lower cost to a potential ACO partner. Delays in
discharging patients who are medically ready to leave a
hospital drives longer length of stay in hospitals, increasing
costs for the hospital, and delaying patient access to reha-
bilitative services. ACOs can monitor a SNF’s acceptance
rate of patients with behavioral health comorbidities and
decide to exclude a SNF that does not regularly accept
those patients.

As quality measures are increasingly used, there is need
for continued empbhasis on identifying and validating
risk-adjusted measures. Without validated measures, SNFs
that accept sicker patients may look comparatively worse
even if they successfully prevent readmission, which in turn
may incent some SNFs to select healthier patients. Massa-
chusetts Pioneer ACOs use one such tool, the PointRight
Pro 30 Rehospitalization measure, which risk adjusts for
33 different clinical variables and compares a hospital’s
observed rehospitalization rate to their case mix adjusted
rate and national benchmarks.

While Medicare has made great strides through its ACO
programs in incenting high quality, more efficient PAC,
Medicaid beneficiaries also represent a substantial share
of users of PAC services and SNF services in particular.
The movement of MassHealth toward payment models
that support ACOs and total cost-of-care accountability
is crucial to fully realizing the impact of ACOs on the
PAC market in the Commonwealth. The HPC anticipates
that ACOs, particularly with Medicare and Medicaid
total cost-of-care risk, will continue to put pressure on
the PAC market to improve, and the agency will monitor
these changes over time.

In summary, PAC continues to represent an area for im-
provement in Massachusetts. The shift from institutional
care to home health following joint replacement surgery
suggests the opportunity to improve PAC practice patterns,
particularly for cases around which less consensus exists
regarding appropriate post-operative care. To this end, op-
portunities for providers include adopting evidence-based
tools to improve discharge planning. Additionally, as APM
use continues to grow in the Commonwealth, hospitals
and PAC providers can consider partnership opportuni-
ties that focus on quality to ensure that high-quality care
continues along the entire care spectrum.
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Alternative Payment Methods

Chapter 224 of the Acts of 2012 calls for a transition to
alternative payment methods (APMs) as a key strategy to
promote high-quality, efficient care and reduce healthcare
costs. Broadly speaking, APMs aim to change incentives
so that providers benefit financially from keeping patients
healthy, rather than from maximizing services rendered
and associated revenue. APMs are intended to encourage
providers to both reduce unnecessary services and to com-
pensate providers for activities that promote effective, co-
ordinated care, such as care transition management, longer
patient visits, and between-visit communications. At the
Health Policy Commission’s (HPC’s) 2015 Health Care
Cost Trends Hearings, many payers and providers testified
to the potential of such models to accelerate and support
improvements in the efficiency and quality of patient care,
including caring for patients in their home communities
and introducing innovative telehealth technology. At the
same time, evidence from a variety of sources highlights
that there is room for innovation and improvement to
extend the reach of APMs and to design APMs in a man-
ner that consistently and equitably reinforces quality and
efficiency (see Sidebar: “Provider-to-provider discount
arrangements”). This chapter reviews the progress of
APMs in Massachusetts and elsewhere and comments on
opportunities to advance them.

TARGETS FOR APMs IN MASSACHUSETTS

Chapter 224 requires commercial health plans to reduce
the use of fee-for-service (FFS) payments to the maxi-
mum extent possible' and requires all health plans (both
commercial and public) to annually report about their
use of APMs. The Massachusetts Health Connector, the
Group Insurance Commission (GIC), and MassHealth
are also required to implement APMs to the maximum
extent possible. The law establishes benchmarks for the
percentage of MassHealth members to be covered under

i Section 280(c): Private health plans shall to the maximum extent
feasible reduce the use of fee-for-service payment mechanisms in
order to promote high-quality, efficient care delivery.

Provider-to-provider discount arrangements
APMSs such as global payment or shared savings are intended
to align financial incentives between payers and risk-bearing
providers in a manner that promotes the use of high-value
services and providers. Through its notice of material change
process, the HPC has become increasingly aware of the exis-
tence of provider-to-provider discount arrangements entered
into by providers that have risk contracts. Through such discount
arrangements, providers under risk typically agree to send their
risk patients to a preferred provider, and the preferred provider
agrees to pay a discount back to the referring provider for the
services rendered to the risk patients. The discount is typi-
cally a pre-determined percentage of the preferred provider's
negotiated rates.

When the preferred provider treats the referring provider's risk
patient, the preferred provider receives payment from the payer
pursuant to the preferred provider's own negotiated rates with
the payer. Generally, at the end of the year, the provider under
risk goes through a settlement process with both the preferred
provider and the payer(s) with which they have risk contracts. In
the settlement with the preferred provider, the preferred provider
transmits to the referring provider the discount amount for the
risk patients they treated. While the payers generally are notified
of such arrangements, the discount is typically not transmitted
back to the payer, reflected in the total medical spending for
the risk patients, or accounted for during the global budget
settlement process between the provider under risk and the
payer. The discount that is transmitted to the referring provider
is treated as additional revenue for them.

The HPC has typically observed these types of arrangements
in the context of global-budget contracts, where the provider
under risk shares the risk with the payer. Thus, where a provider
under risk has a discount arrangement in the place, they may
receive a sum of money that could either offset any deficit owed
to the payer, or supplement any received surplus; the payer will
not receive such funds.

The HPC plans to monitor these arrangements in order to bet-
ter understand and evaluate their potential impact on market
functioning, including whether such arrangements lessen the
incentives for providers under risk to refer to more efficient pro-
viders. Other agencies, such as CHIA, DOI, or the AGO, may also
have an interest in better understanding these arrangements.
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APMs: 25 percent by July 2013, 50 percent by July 2014,
and 80 percent by July 2015. The GIC requires its plans to
cover at least 75 percent of GIC members under risk-based
contracts by FY2016 through its Integrated Risk-Bearing
Organizations (IRBO) model. Further, state-funded insur-
ance programs are required to give preferential contracting
to providers in accountable care organizations (ACOs)

or patient-centered medical homes (PCMHs), meeting
standards set by the Health Policy Commission (HPC).

In its 2014 Cost Trend Report, the HPC noted that the
expansion of APM coverage had stalled in the commercial
sector, and called for payers and providers to continue to
focus on increasing adoption of APMs, and increasing the
effectiveness of APMs in promoting high-quality, eflicient
care, identifying the two specific goals:

* APMs for HMO patients. All commercial payers
should increase the use of global APMs to pay for at
least 60 percent of their HMO-covered lives in 2016.

* APMs for PPO patients. Market participants should
begin introducing APMs for PPO with the goal of
reaching at least one-third of their PPO lives in 2016.

In addition, the HPC encouraged payers and providers
to develop and adopt arrangements to include behavioral
health spending in APM budgets, and to agree on and
institute a common methodology for risk adjustment.

NATIONAL DEVELOPMENTS IN APMs

In early 2015, the U.S. Department of Health and Human
Services set the goal of linking 30 percent of FES Medicare
payments to value through APMs by the end of 2016, and
tying 50 percent of payments to these models by the end of
2018.! Centers for Medicare and Medicaid Services' (CMS)
leading ACO programs that meet these payment model
requirements are the Medicare Shared Savings Program
(MSSP) and the Pioneer ACO Program—both available
to providers caring for patients in Original Medicare.

At present, more than 400 physician organizations have
joined the MSSP. Among them, 11 MSSP provider or-
ganizations are primarily located in Massachusetts, and
another five MSSP ACOs are located in neighboring states
but operate in Massachusetts. In addition, 32 advanced
provider systems joined the Pioneer program at its incep-
tion in 2012, with 19 remaining after three years. Three
Massachusetts providers (Atrius, Beth Israel Deaconess
Care Organization (BIDCO), and Partners) have partic-
ipated in the program for four years, while two (Mount
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Auburn Cambridge IPA (MACIPA) and Steward), joined
the program in 2012 but dropped out in 2015. Both
MACIPA and Steward plan to join CMS’ Next Generation
model, the newest ACO model from CMS, which offers a
higher level of provider risk, new beneficiary engagement
possibilities, and the ability to switch to a capitated pay-
ment model in later years.?

In addition to its ACO programs, Medicare launched
two bundled-payment initiatives—one voluntary and one
mandatory. The Bundled Payments for Care Improvement
Initiative (BCPI) is a voluntary program that began in
2013. Participating providers choose to receive a bundled
payment for one or more episodes of care (ranging from
congestive heart failure to diabetes to joint replacement)
and also choose the extent of the bundle (inpatient only,
inpatient plus post-acute care (PAC), PAC only, inpa-
tient plus professional).’* Sixty-two provider groups or
organizations in Massachusetts participate in the BPCI,
including Signature Healthcare Brockton Hospital, Law-
rence General Hospital, and Steward Health System. The
Comprehensive Care for Joint Replacement (CCJR) pay-
ment model requires hospitals in 75 geographic regions
to accept bundled payments for inpatient hip and knee
replacements for five years starting January 1, 2016. None
of the mandatory service areas are in Massachusetts.

RECENT DEVELOPMENTS IN
OTHERS STATES

As ACO contracts have become increasingly prevalent
among commercial and Medicare contracts, they are also
becoming more common among state Medicaid programs.’
To date, nine states have launched Medicaid ACO pro-
grams.® These programs vary in their specific target pop-
ulations, contracting arrangements, and care-integration
plans, such as inclusion of mental and behavioral health
under their managed care contracts.” Evidence of their im-
pact is limited, but several states, including Minnesota and

Colorado, have reported encouraging results thus far.**?
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Exhibit 11.1: APM coverage by payer type, 2012 -2014

13% 14%

W 2012

M 2013

2014

Medicare
Advantage

All Commercial

Original
Medicare

MassHealth MassHealth Total

PCC MCO

Source: HPC analysis of Center for Health Information and Analysis Annual Report: Alternative Payment Methods
Data Book; Centers for Medicare & Medicaid Services, 2012-2014

LEVELS AND TRENDS OF APMs IN
MASSACHUSETTS

In Massachusetts, 37 percent of plan members across
all public and private payers were covered by APMs in
2014, essentially unchanged from 35 percent in 2013
(see Exhibit 11.1). In the commercial sector, the rate of
APM coverage increased from 34 to 38 percent between
2013 and 2014, after increasing from 33 to 34 percent
between 2012 and 2013. Virtually all of the commercial
and Medicare members covered under APMs were covered
by global-payment contracts. MassHealth’s 2014 APM
approach was bundled payment for primary care, com-
bined with the opportunity to share in savings (optional
downside risk) and to earn quality incentive payments.®

i The available data do not indicate either the extent to which
other payment methods (limited budget or bundled payments)
occurred in conjunction with the global payment, or how the
incentives in these contracts reached the individual provider level.

Commercial payers

Commercial payers have been very successful in introduc-
ing APMs into their HMO contracts. In fact, in 2014, all
three major commercial carriers already met the HPC’s
target: that 60 percent of HMO members receive care
via an APM contract by 2016. Blue Cross Blue Shield
of Massachusetts’ (BCBS) Alternative Quality Contract
(AQCQ), a global-budget contract for HMO patients with
significant downside risk, leads the market, with 91 per-
cent of HMO members in an APM (see Exhibit 11.2),
while Harvard Pilgrim Health Care (HPHC) was the only
major payer to substantially improve its APM coverage
between 2013 and 2014, due to a focused effort to extend
APM coverage within self-insured HMO accounts. The
percentage of BCBS” HMO members covered by APMs
has been stable at about 90 percent for two years now,
suggesting that 90 percent may be the current ceiling on
coverage and that the remaining providers may not have

scale to take on the AQC.
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Exhibit 11.2: APM coverage by HMO and PPO, commercial payers, 2014
HMO members

Percent of HMO
members covered
by APMs

Percent of PPO Percent of all
members covered | members covered
by APMs by APMs

PPO members
as percent of all
members

as percent of all
members

BCBS 53% “ 47% 0% 48%
*
HPHCHPI  71% 65% ) SR R e 46%
* 4
quts’ o 67% 60% , 33% . 1% 43%
Other 40% ' 33% . 47% 2% ’ 15%
Total 5% 68% J 42% ' | 38% .

* Met HMO coverage goal from 2014 Cost Trends Report

Source: HPC analysis of Center for Health Information and Analysis Annual Report:
Alternative Payment Methods Data Book, 2014

In 2014, APMs were largely confined to HMO-insurance
products.” Employing global APMs in preferred provid-
er organization (PPO) products is more complex than in
HMO:s, as PPOs do not require members to select a pri-
mary care physician (PCP). In addition, the majority of
PPO accounts are self-insured and thus bear the full cost
of the APM. Given that employers often enter into an-
nual contracts with insurance companies, they often resist
the initial up-front costs of an APM despite the promise
of savings in later years.” Indeed, coverage rates in PPO
products were low in 2014: 2 percent, all of which were
members of GIC plans.

The three major payers vary in the extent to which their
global-budget APMs include some downside risk: BCBS,

iii ~ As described in the Alternative Payment Methods Supplement
of the Center for Health Information and Analysis’ 2014 Annual
Report on the Performance of the Massachusetts Health Care
System, Tufts Health Plan did report the use of global payments
for 3 percent of their PPO members in 2013. All of those members
were enrolled in a GIC plan.

iv. Intestimony at the 2015 Cost Trends Hearings, BCBS noted that
in order to extend APMs to PPOs, they had to create a product
that offered employers savings in the first year.
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always; Tufts Health Plan for 85 percent of members;
HPHC for 67 percent.

In contrast to the widespread use of global budget contracts
in Massachusetts, bundled payments covering episodes of
care have not yet taken hold among commercial payers in
Massachusetts—despite their potential to strengthen and
broaden incentives for efficient care. In pre-filed testimo-
ny, HPHC reported that its bundled-payment program
for tonsillectomy had led to cost savings in 2015, and
they planned to expand the bundled payment program
to include additional procedures and partners in 2016.
Tufts Health Plan is also exploring bundled payments, but
BCBS is currently directing all efforts toward global-budget
contracts. Bundled payments may have a positive effect
on quality and expenditures by creating the incentive for
hospitals and specialists to deliver care efficiently. But
bundled payments also redistribute the financial gains
from improved efficiency from the primary risk-holder
in the global budget contract, typically the PCP, to the
hospital or specialist, and thereby reduce the incentives
and resources available to the primary care team.

v HPC analysis of CHIA APM data, supplemental file.
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Medicare

As a result of Massachusetts providers’ robust participa-
tion in Medicare’s MSSP and Pioneer ACO programs,
the percentage of individuals with Original Medicare (as
opposed to individuals enrolled in Medicare Advantage
plans) covered by APMs in Massachusetts was 41 percent
in 2013 and rose to 46 percent in 2014. The state’s level of
coverage via Pioneer and MSSP is high relative to the U.S.
as a whole, as 16 percent of Original Medicare members
nationwide were covered by one of these two payment
initiatives. Among Medicare Advantage members, APM
coverage was essentially flat: 62 percent were covered
under an APM in 2014, compared to 63 percent in 2013.

MassHealth

In 2014, MassHealth launched the Primary Care Payment
Reform Initiative (PCPRI), a delivery- and-payment model
oriented toward comprehensive, patient-centered care.
PCPRI combined a capitated payment for primary care
with shared savings based on total cost of care, and places
a particular emphasis on behavioral health integration with
primary care. As of March 2014, 28 practices were enrolled
in PCPRI, with eight opting to include some outpatient
behavioral health services in the capitated payment; ap-
proximately 22 percent of the PCC population was covered
by this initiative. In 2014 and 2015, MassHealth contin-
ued this progress by launching an extensive stakeholder
engagement process to help develop an ACO payment and
support model. In MassHealth’s commercial MCOs, APM
coverage declined from 32 percent of members in 2013
to 22 percent in 2014. Declines occurred in four of six
MCOs, including the three largest (BMC, Neighborhood,
and Network Health/Tufts), and were likely related to
MCOs expanding their provider networks and entering
new geographic areas in response to ACA enrollment
increases; new contracts often use fee-for-service payment
initially and shift to APMs over time.

EXTENDING APMs

Extending APMs to PPO products and within
HMO products

An important step towards extending APMs is to offer
the payment model to providers for members enrolled in
PPO products and on behalf of self-insured employers. At
the HPC’s 2015 Cost Trends Hearings, BCBS announced
that it had signed global-budget risk contracts for PPO
members with four provider systems in the Commonwealth
(Lahey Health, Partners Community Healthcare Inc.,
Steward Healthcare, and MACIPA) to start in 2016; ap-

proximately one-third of BCBS’ PPO lives will be covered
by an APM as a result of these agreements. In developing
this arrangement, BCBS and the providers relied upon the
shared principles for attributing patients to providers that
were developed by a coalition of Massachusetts payers and
providers in 2014. Neither HPHC nor Tufts Health Plan
have yet committed specifically to using APMs for PPO
members. In their testimony for the HPC’s annual Cost
Trends Hearings, these plans noted that while providers
seek to align payment across lines of business, they are often
reluctant to assume risk for patients with whom they do
not have a formalized PCP relationship. These plans noted
other more general challenges to expanding APMs, such
as difficulty predicting costs, an issue exacerbated by rising
drug spending, and that some providers are not qualified
to take on risk due to small patient panels.

GIC’s Integrated Risk-bearing Organizations (IRBO)
program, which requires GIC-participating carriers to
meet targets relative to percentage of GIC members cov-
ered under a risk contract, has been an important catalyst
in driving PPO-based risk contracting as well. However,
in July 2015, HPHC and Tufts Health Plan converted
their GIC PPO plans to Point of Service (POS) plans,
thereby requiring members to select a PCP, although
the benefit design remained akin to a PPO product. As
a result, measured levels of APM coverage within PPO
will drop in 2015.

Extending APMs in MassHealth

A second important step for Massachusetts to extend
the reach and impact of APMs statewide would be for
MassHealth to continue increasing the share of its mem-
bers covered by APMs. Supporting accountable care or-
ganizations with appropriate APMs is a top priority for
the Executive Office of Human Services, and, in 2015,
MassHealth initiated an intensive stakeholder engagement
and policy development process with the intention of
launching a range of ACO models at scale over the next
one to two years. Integration of both behavioral health
and long-term services and supports are core components
of the proposed ACO models. One component of the
process was a series of work groups in 2015 to establish
guiding principles and a payment framework to support
a MassHealth ACO and thereby to support providers in
integrating and coordinating care, enhancing popula-
tion health, and taking responsibility for the total cost of
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MassHealth members’ care.* In 2016, MassHealth also
plans to propose a five-year 1115 waiver agreement with
CMS that would bring in significant federal investment
to accelerate and support the adoption of ACOs and real
changes in the delivery of care."

Cultivating APMs

The great progress in implementing APMs across public
and private payers in the Commonwealth has resulted in
a diverse assortment of payment models, including diverse
approaches to measuring and rewarding the quality of care.
Further, the data and reporting that comes along with
the models is equally varied in quality and timeliness. As
a result, provider systems are developing multiple gover-
nance structures as well as financial and quality analytic
processes. Providers are managing a different set of quality
measures, risk adjustment and attribution methodologies,
financial benchmarks, and set of reports from each pay-
er with whom they accept a global budget contract. In
testimony at the 2015 Cost Trends Hearings, providers
emphasized that their contracts’ varied approaches to
spending and quality have made it challenging to change
their care delivery practices in whole, and that financing
the necessary infrastructure has been expensive, especially
for smaller providers. Ultimately, APMs must be structured
in a way that allows providers to succeed, if they are to
reach a broader share of the population and influence care
delivery in the manner desired.

Aligning APMs across payers

Alignment of the technical aspects of APMs is necessary
to enable care-delivery transformation at scale. Promis-
ingly, a coalition of the three major payers and four large
providers came together to develop shared principles for
attributing PPO patient to providers. The group released
its final report, Consensus Guidelines for Commercial
Non-HMO Patient Attribution Methodology, in August
2015 and payers have committed to using the guidelines
in future contracts. The extent to which the carriers are
actually using the Consensus Guidelines is unknown.

Several opportunities exist to increase alignment and to
thereby increase the effectiveness of APMs. First, whenever

possible and appropriate, MassHealth could make the el-

vi  Chapter 224 requires 50 percent of MassHealth members to be
covered by APMs by July 2014 and 80 percent by July 2015, but
does not require global APM:s or otherwise specify the nature of
the APMs..

vii  Section 1115 waivers give states additional flexibility to design
and improve their Medicaid and children’s health insurance
programs.
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ements of its ACO consistent with corresponding aspects
of commercial and Medicare global-budget models. Such
alignment both enables MassHealth to benefit from the
experience of more mature APMs and makes participation
simpler, and potentially more attractive, for providers.

Second, private payers could work to align other techni-
cal aspects of their global-budget contracts—especially,
risk-adjustment methods, quality measures, and reports.
Many stakeholders, including the HPC, have also called
for a statewide standard for risk adjustment to add con-
sistency, transparency, and efficiency. At the 2015 Cost
Trends Hearings, the representatives of both HPHC and
Tufts Health Plan Health Plan indicated that they believed
that the market could agree on a common approach to
risk adjustment, as it had for attribution, and that their
organizations would participate if a coalition were formed
for this purpose.

At the Cost Trends Hearings in 2013, 2014, and 2015,
providers have also consistently called for statewide align-
ment on quality measures, both to simplify reporting and
to create clear direction for focusing quality-improve-
ment efforts. The Statewide Quality Advisory Committee
(SQAC) is a public-private body, managed by CHIA, with
expertise in quality measurement, which could provide
guidance toward aligning the quality measures used in
global-budget contracts. While such work is outside of
the statutory charge of the committee, it is a reasonable
extension of the committee’s responsibilities to establish
a shared set of measures for tiered-product design and
public reporting at the plan and provider level.

Improvement in APM design and
implementation

In pre-filed testimony for the 2015 Cost Trends Hearing
and in other public statements, many providers have high-
lighted the limitations of the methods used to establish
APM budgets and of the data and reporting they currently
receive from payers. In particular, the risk-adjustment
methods used by the plans in setting budgets are not
uniform, and the variation impedes providers’ ability to
effectively manage patients within budgets. In addition, the
methods in wide use do not account for socio-economic
disparities, which influence the need for medical care, and
do not accurately account for the resources required for
pediatric patients. Finally, most APM budgets are based
on historical spending and thus perpetuate historical ineq-
uities in spending between different provider groups and
service categories (e.g., behavioral health and preventive
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services). The HPC plans to convene stakeholders early
in 2016 to seek consensus on a common risk-adjustment
methodology and an approach that better accounts for
social and demographic factors.

A second concern, consistently voices by providers, is that
the data they receive for payers is not sufficient to fully
support their success in new payment models. Often,
providers do not receive information about their own
performance on quality, clinical outcomes, and patient
experience or any benchmarking information until at last
a year after the services are rendered. Financial data are a
bit more current; however, providers often do not know
how their performance compares to their budget or to
relevant trends until well after the performance period.
Highlighting the importance of progress in this area,
HPHC improved various aspects of its provider reports,
as well as its internal infrastructure, in conjunction with

its 2015 APM expansion.

A final area for refinement and improvement is the treat-
ment of behavioral health care. When behavioral health
is fully incorporated into contracts, providers have the
incentive and the mandate to fully integrate behavioral
health and medical care and to give both equal attention
and resources. With integrated payment, providers benefit
financially when the treatment of a behavioral health con-
dition produces cost offset in the use of medical services.
BCBS and Tufts Health Plan generally include behavioral
health in their APM contracts, but HPHC and many other
Massachusetts payers do not.

Payers that not only exclude behavioral health from risk
contracts but also subcontract with managed behavioral
health organizations to manage behavioral health claims,
may create structures and incentives that weaken efforts
to foster accountability for total cost of care. Under these
arrangements, behavioral health care provided by behav-
ioral health providers is reimbursed by the subcontracted
entity, while behavioral health care provided by medical
providers (such as PCPs) is reimbursed by the payer. The
payer bears no risk for the majority of behavioral health
costs, and the subcontracted payer bears no risk for med-
ical costs; neither has reason to encourage providers to
coordinate and streamline a patient’s care.

At the same time, many PCPs may find it difhicult to
assume financial accountability for behavioral health care,
given their lack of experience with integrated care, the gaps

in the delivery system, and the shortcomings of the avail-
able data. While federal privacy regulation imposes some
limits on the use and distribution of behavioral health data,
most notably data on substance use disorder treatment,
it does not bar payers from distributing de-identified or
aggregate reports to contracted providers.'' Thus, efforts
to develop APMs that include behavioral health are closely
tied — and critical to - other efforts to shore up improve
the integration of the delivery system for patients with
behavioral health needs.
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Amount of health care spending in play

Demand-Side Incentives

A well-functioning healthcare market should reward pro-
viders of care for making cost-effective care decisions, such
as using alternative payment methods (APMs) to shift
incentives to better align with delivery system goals (see
Chapter 11: “Alternative Payment Methods”). It should
also reward purchasers of care (including employers, payers,
and consumers; the “demand side”) for choosing high-val-
ue providers and high-value modes of care (see Chapter
5: “Hospital Outpatient”). Such strategies are comple-
mentary and both should be pursued to achieve a well-bal-
anced, high value health care system.

Exhibit 12.1: A framework for demand-side incentives

Multi-year Annual Months Days Hours

Time-frame of decision

Different demand-side strategies can be used at different
points along the continuum of care (see Exhibit 12.1),
and have different impacts on healthcare spending. At
the left of the diagram, employers have an opportunity to
offer employees a menu of plans with incentives to choose
lower-cost plans. If employees do respond to such incen-
tives and choose lower-cost plans (or select Primary Care
Physicians (PCPs) within lower-cost health systems), they
can be rewarded with lower monthly premiums. Once a
plan has been chosen (toward the middle of the diagram),
when patients face choices of providers for non-emergen-

cy procedures, for example, incentives such as reference
pricing or tiering can steer patients toward high-value
hospitals or provider groups. These choices can result in
reduced copays when choosing preferred providers. On the
far right of the diagram, though fewer health care dollars
are ultimately at play, pointed incentives such as cash-back
rebates can help steer employees to low-cost providers of
imaging or blood tests, resulting in immediate savings.

In addition to saving money for employees, these incen-
tives can have ripple effects throughout the health care
system. When employees have stronger incentives to choose
lower-cost plans, high-cost plans are pressured to adopt
measures to reduce costs (such as eliminating high-cost
providers from networks) to compete for patient volume.
When employees choose lower-cost providers, responding
to incentives in tiered network products or cash-back
programs, they place pressure on high-cost providers to
lower their costs to compete for patient volume.

The 2014 Cost Trends Report discussed broadly many
of the demand-side strategies that fall at different places
along the continuum in Exhibit 12.1. In this chapter,
the HPC provides an update on two areas of focus for
the Commonwealth, tiered network products and price
transparency (which supports a host of strategies along
the continuum). The HPC is currently undertaking a
study of the structure of insurance offerings by employers,
public and private exchanges, and the role of brokers. The
HPC plans to return to a discussion of these issues at a
later date. A preliminary finding is that many employers,
especially smaller ones, lack the expertise or resources
to offer multiple plan choices to their employees and to
provide them with strong incentives to seek high-value
plans, though they are supportive of these concepts in
principle. While the Massachusetts Health Connector
(for smaller firms) and private exchanges embed many of
these features, many firms are unaware of these options
and face information and complexity hurdles in availing
themselves of these options.
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TIERED NETWORK PRODUCTS

Tiered network plans seek to direct care to high-value pro-
viders through the use of financial incentives. Plans place
providers (e.g. hospitals) in different tiers based on cost
and quality information and impose higher cost-sharing
when enrollees seek care from providers in higher-cost
(non-preferred) tiers. A recent study on patients enrolled
in tiered Blue Cross Blue Shield (BCBS) products in
Massachusetts found that the tiered structure did result
in movement away from low-value hospitals (defined by
BCBS) in the case of planned admissions. Results implied
that if all members were in tiered products, the proportion
of planned admissions taking place at low-value hospitals
would drop by 7.6 percentage points.'

Tiered products have not resulted in an overall net shift
of members toward lower-cost providers in Massachusetts
over the last few years,? though this is not surprising giv-
en the limited penetration of these products in the Mas-
sachusetts market overall (tiered products made up 16
percent of the commercial market in 2014, up from 14.5
percent in 2013 — see Exhibit 12.2). Low growth in take-
up of tiered products, particularly in contrast with the
higher growth in high-deductible plans, could be due to
lesser premium savings in tiered products compared to

high deductible plans'.

Exhibit 12.2: Tiered and high-deductible products in Massachusetts, 2012 -2014

Uptake of Tiered Network and
High Deductible Health Plans
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Note: Premiums include fully insured market only and are net of rebates and scaled to account
for partial benefits. Market penetration percentages include both fully and self-insured markets.

Source: Center for Health Information and Analysis, 2015
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i The figure of $423 in per member premium payments shown in
Exhibit 12.2 compared to the marketwide average represents a
3% difference, while high-deductible plans were $43 (10%) lower
per member per month. When controlling for other factors such
as group size and enrollee demographics, however tiered network
products were 12% cheaper than non-tiered products (CHIA
Tiered product report, January 2016). This suggests that tiered
products have thus far enrolled disproportionately higher-risk
enrollees.
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The issues of limited effectiveness and limited take-up
could be mutually reinforcing. If tiered products do not
significantly reduce premiums by effectively steering vol-
ume to lower-cost providers, they may not be perceived as
attractive enough to be offered by employers (and selected
by employees) — especially given the downside of limiting
employee choice of provider and the complexity of explain-
ing the structure to employees. To increase effectiveness, the
Attorney General’s Office (AGO) has recommended that
plans increase the cost-sharing differentials across tiers.”
This recommendation is supported by a series of focus
groups conducted on behalf of the HPC in 2014 around
factors influencing patient choice of providers." That study
suggested that small cost differences would not likely
sway patient choices of hospital, and that PCPs’ referrals
and recommendations weighed heavily in such choices
(consistent with prior literature findings).> Building on
the strength of physician referrals in directing subsequent
care, the AGO also recommended introducing a financial
incentive at the point where individuals choose a PCP.
This strategy could effectively drive patient volume to
high-value health systems (as shown earlier in this report,
most PCPs are affiliated with health systems) by moving
decision-making further upstream (see Exhibit 12.1) —
when patients may be better able to respond to financial
incentives rather than when in the midst of a health issue.

Another strategy that could supplement tiered-network
products is offering cash rebates for choosing low-cost
providers. While tiered products offer reduced cost-shar-
ing in exchange for choosing low-cost providers, some
payers (including Fallon and Harvard Pilgrim Health
Care (HPHC)) have begun offering consumers direct
cash rebates upon choice of a provider from higher-value
tiers. These programs overcome the problem of patients
having exceeded their out-of-pocket maximum (after which
cost-sharing differentials have no impact). Furthermore,
the prospect of receiving a check in the mail may be par-
ticularly attractive to some enrollees (versus paying less in
cost—sharing). To increase participation, these programs
use proactive outreach strategies — for example, contacting
patients who have been pre-authorized for an imaging
service to inform them of low-cost providers in their area
(and facilitating switching a pre-existing appointment) or
contacting patients who have recently used a high-cost
service vendor about how much they could save by using
another provider for a future use of that service.

ii Health Policy Commission, Community Hospital Study (forth-
coming), 2016.

PRICE TRANSPARENCY

To the extent that employers and individuals are motivated
to seek high-value care through incentives, available price
and quality information are helpful. Availability of price
and quality information is associated with lower total
claims payments for health care services, such as imaging
services and clinician office visits and lower costs and use
of hospital-based facilities for MRI scans.*” Price trans-
parency has been a focus of Chapter 224 of the Acts of
2012, which required that all health plans and third-party
administrators offer a toll-free number and website with
accessible price information for enrollees as of October
1, 2014. The law also requires providers to disclose the
allowed amount or charge for procedures and services
within two business days. Types of procedures highlighted
by payers as frequently requested included lab tests and
imaging, pregnancy-related procedures, colonoscopies,
mammography, and shoulder and knee arthroscopies.
These tools were the subject of inquiry in theHPC’s 2015
Health Care Cost Trends Hearing. Although all major
payers active in Massachusetts cite that they have met the
requirements of Chapter 224 in establishing the sites and
offering information across a wide spectrum of domains,
the use of these sites thus far has been limited to fewer
than 50 inquiries per 1,000 members per year for the
largest three payers in Massachusetts.®

It is unclear whether the low usage rate has been due to
poor usability or low consumer awareness of the sites,
but the rates are consistent with national rates.” In 2015,
Health Care for All created a report card on the consumer
cost estimation tools built by BCBS, HPHC, and Tufts
Health Plan.? These tools were graded in terms of effective-
ness in assisting with consumer decision-making as well as
their general level of accessibility and comprehensiveness.
BCBS received a “C-” grade while the other two payers
received a “C” grade. Health Care for All reported that
price information was generally difficult to find, cost data
was not presented in conjunction with easily understand-
able quality information, and high-value choice options

were not highlighted.

Chapter 224 also required providers to make price infor-
mation available for consumers. A study by the Pioneer
Institute involved 22 hospitals and 10 free-standing clinics
in Massachusetts that were contacted for cost informa-

iii ~ Thatis, BCBS, Tufts Health Plan and HPHC. Aetna, an insurer
with a relatively small market presence in Massachusetts, reported
far more price inquiries per 1,000 members, though it is not
entirely clear if those included inquiries made by out-of-state
residents.
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tion regarding a relatively common procedure: an MRI
of the knee without contrast.” Investigators found that
obtaining price information from clinics was a relatively
straightforward process. However, while 21 out of 22
hospitals were able to eventually provide investigators
with price information, “persistence and diligence” was
often required on behalf of the investigators. Investiga-
tors reported confusion from some hospitals as to how
to obtain the requested information, with no apparent
systems in place to respond to such inquiries. The average
time to obtain requested price information was between
two to four days.

Overall, demand-side incentives can support supply-side
incentives (such as provider payment reform) to help foster
an efhicient health care delivery system in Massachusetts.
These incentives can act across the continuum of the
health care systems when engaged patients or enrollees,
informed with sufficient cost and quality information, have
the ability to choose efficient providers and be rewarded
for such choices. Although these options, in themselves,
are not sufficient to reform the health care system, they
offer promise in supporting supply-side incentives and
the HPC encourages continued steps to strengthen them.

REFERENCES

1 Frank MB, Hsu J, Landrum MB, Chernew ME. The Impact of a
Tiered Network on Hospital Choice. Health services research.
2015; 50: 1628-48.

2 Massachusetts Office of the Attorney General. Examination of
Health Care Cost Trends and Cost Drivers: Pursuantto G.L.c. 12,
&1T1N 2015.Sep 18.

3 Sinaiko AD. How do quality information and cost affect patient
choice of provider in a tiered network setting? Results from a
survey. Health services research. 2011; 46:437-56.

4 Whaley C, Chafen JS, Pinkard S, Kellerman G, Bravata D, Kocher R,
etal. Association between availability of health service prices and
payments for these services. Jama. 2014; 312:1670-6.

5 Wu S-j, Sylwestrzak G, Shah C, DeVries A. Price transparency for
MRIS increased use of less costly providers and triggered provider
competition. Health Affairs. 2014; 33:1391-8.

6 Health Policy Commission. Pre-filed Testimony pursuant to the
2015 Annual Cost-Trends Hearings. 2015.

7 White C, Ginsburg PB, Tu HT, Reschovsky JD, Smith JM, Liao K.
Healthcare Price Transparency: Policy Approaches and Estimated
Impacts on Spending: Mathematica Policy Research2014.

8 Health Care for All. Consumer Cost Transparency Report Card.
Boston, MA: Health Care for All.

9 Pioneer Institute. Mass. Healthcare Price Transparency Law Still
Not a Reality. Boston, MA: Pioneer Institute; 2015 Aug 12; Available
from: http://pioneerinstitute.org/healthcare/mass-healthcare-price-
transparency-law-still-not-a-reality/.

90 | 2015 Cost Trends Report



SECTION V: CONCLUSION AND RECOMMENDATIONS

Conclusion and
Recommendations

The HPC publishes an annual report describing health
care cost trends, documenting the health sector’s perfor-
mance relative to the statewide growth benchmark, and
identifying opportunities for improvement in cost, qual-
ity, and access. In light of the findings presented in this
2015 Cost Trends Report, as well as other analytic and
policy work throughout the year, the HPC has developed
recommendations for market participants, policy makers,
and other government agencies.

DASHBOARD OF KEY HPC METRICS

In keeping with a recommendation from the 2014 Cost
Trends Report, the HPC has developed a set of measures
to track health system performance (see Exhibit 13.1),
drawing upon findings for the 2015 Cost Trends Report.
This set of key metrics, or “dashboard,” is intended to
track Massachusetts health system performance in areas
identified by the HPC as priorities for ongoing attention
and improvement. For the dashboard, the HPC selected
measures with a credible, regular, and up-to-date data
source to present trend over time in Massachusetts and
to compare performance in the Commonwealth to a na-
tional benchmark, where available. For some measures,
the HPC will also track performance against targets for
improvement.

Consistent with past reports, the recommendations are
organized into four primary areas of opportunity for im-
proving the health care system in Massachusetts:

Fostering a value-based market in which providers
and payers openly compete to provide services, and
in which consumers and employers have appropri-
ate information and incentives to make high-value
choices for their coverage and care options

Promoting an efficient, high-quality delivery
system with patients and primary care providers
at the center in which providers efhiciently deliver
coordinated care that integrates behavioral health
and physical health and produces better outcomes
and improved health status

Advancing alternative payment methods that sup-
port and equitably reward providers for delivering
high-quality care while holding them accountable
for slowing the rate of health spending across the
Commonwealth

Enhancing transparency and data availability nec-
essary for providers, payers, purchasers, and policy
makers to successfully implement reforms and eval-
uate progress over time.

FOSTERING A VALUE-BASED MARKET

A transparent and competitive health care market that
rewards high-value providers is essential for constraining
growth in health care costs and meeting the health care
cost growth benchmark in the future. As documented in
this Report, the majority of care in the Commonwealth
is provided by a relatively small number of large provider
systems, and both hospitals and physicians have continued
to align with large systems. This degree of consolidation in
the marketplace can impact health care costs, quality, and
access. The HPC finds that price and spending variation
among providers has persisted, and the share of patient
volume served by high-cost providers continues to be
significantly higher than that of lower-cost providers.

In the insurance market, enrollment in high-deductible
health plans increased from 14 percent of the market in
2012 to 19 percent in 2014, while enrollment in tiered
network plans grew more slowly (from 14 percent to 16
percent). In 2014, Massachusetts payers launched online
price information tools, but consumer use of these tools
was low.
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To advance the goal of a more value-based market in 2016,
in which consumers, armed with information on cost
and quality, have meaningful options and are rewarded
for making high-value coverage and care choices, the
HPC recommends:

1. Payers and employers should continue to enhance
strategies that enable consumers to make high-value
choices, including increasing the transparency of com-

parative prices and quality. Specifically:

a. Payers should continue to improve value-oriented
products such as tiered and limited plan designs
that create incentives, such as financial rewards for
choosing high-value services and providers, through
strategies including;

i. Using transparent, aligned methods to tier pro-
viders.

ii. Increasing the cost-sharing differentials between
preferred and non-preferred tiers to better reflect
value-based differences among providers.

iii. Improving educational and outreach efforts to help
employers and employees better understand the
products and their benefits and tradeoffs.

iv. Exploring limited network products that are associ-
ated with one or more high performing accountable
care organizations (ACOs).

b. Payers should continue to innovate and provide new
mechanisms that reward consumers for making high
value choices, through strategies including:

i. Providing cash-back rebates for choosing low-cost
providers.

ii. Offering members incentives at the time of primary
care provider (PCP) selection, with the level of
incentives tied to differences in the total cost of
care associated with this PCP.

c. When feasible, employers should offer employees
a choice of plans and use defined-contribution and
other strategies to reward employees for choosing
lower-cost plans. In particular, employers who offer
high-deductible health plans should pair them with
health savings accounts (HSAs) or health reimburse-
ment accounts (HRAs) and should also offer a choice
of other value-based insurance products in addition
to these plans. All such plans should be monitored
to ensure that they do not impose an undue and un-
avoidable cost-sharing burden on members, especially
lower income members.
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d. Information, coupled with incentives and choice, is
an essential element of a well-functioning market for
health care. Payers should continue to improve the
use and usability of online price and quality infor-
mation available to members and should link that
information with opportunities and incentives to
make high-value choices.

2. The Commonwealth should enhance transparency
of drug prices and spending, and payers should consid-
er opportunities to maximize value. Given the current
national regulatory framework, many aspects of drug
spending are outside the direct control of payers and pro-
viders in Massachusetts, and change would require Federal
action. However, levers for action are available at the state
level, some requiring new legislation. In addition, public
and commercial payers should consider opportunities to
maximize value. Specifically, to address spending growth
associated with pharmaceuticals:

a. All payers should pursue the use of value-based bench-
marks when negotiating prices and consider oppor-
tunities for the use of risk-based contracting with
manufacturers.

b. The Legislature should require increased transparency
in drug pricing and manufacturer rebates.

c. The Legislature should add pharmaceutical and med-
ical device manufacturers to the list of mandatory
market participant witnesses at the HPC’s Annual

Health Care Cost Trends Hearing.

d. Public and commercial payers and purchasers should
consider a range of opportunities for group purchasing
and joint negotiation.

e. State and federal lawmakers should advocate for leg-
islation to allow Medicare to negotiate prescription
drug prices.

In addition, payers and providers should work to ensure
efficient utilization of prescription drugs:

f. Stakeholders should work together to develop and
use treatment protocols and guidelines that make
appropriate use of lower-cost drugs when available
and to achieve consensus on appropriate use when
new high cost drugs enter the market.

All such policies should be developed in a manner
that ensures patients’ access to necessary therapies.
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3. The Commonwealth should take action to imple-
ment safeguards for consumers and improve market
function related to out-of-network billing. Consumers
may face high charges from out-of-network hospitals and
physicians in certain circumstances, including in emergen-
cy situations and when services are received at in-network
facilities but provided by out-of-network providers without
the consumer’s informed agreement. These high out-of-
network charges can create financial burdens for consumers
and also raise significant challenges to healthy market
functioning. Drawing on models from other states (such
as New York), the Legislature should require providers to
inform consumers whether they are in- or out-of-network
before services are delivered. The Legislature should also
require that carriers hold their members harmless in cases of
out-of-network emergency services and enhance consumer
awareness of existing “surprise billing” protections. Finally,
the Legislature should establish a maximum reasonable
price for such services, to ensure that these protections for
consumers do not increase overall spending or have other
unintended consequences.

4. The Commonwealth should take action to equalize
payments for the same services for similar patients be-
tween hospital outpatient departments and physician
offices. In some cases, the same service can be provided in
different settings of care. In particular, hospital outpatient
department rates can be substantially higher than physician
office rates for the same service, encouraging providers
to provide services in hospital outpatient departments
unnecessarily. The following proposals would improve
financial incentives to provide care efficiently:

a. The Legislature should limit the types of provid-
er locations that can bill payers and patients as
a hospital outpatient department. The ability to
earn higher payment rates as a hospital outpatient
department rather than as a physician practice has
incentivized hospitals to acquire physician practices
and enable those practices to bill as hospital outpa-
tient departments. These higher payments for ser-
vices, due to the addition of hospital facility fees,
may inappropriately increase total medical spending
for payers and patients, as well as cause confusion for
patients who may face increased cost-sharing. All pay-
ers should monitor such billing practices. Following
recent Congressional action limiting eligibility for
hospital outpatient department payments in Medi-
care from providers within 250 yards of a hospital’s
main campus, the Legislature should similarly limit

the definition of those providers eligible for hospital
outpatient payments and require all payers to adopt
these policies, at a minimum, for both newly licensed
hospital outpatient departments and existing sites.

b. Payers should implement site neutral payments for
select services for similar patients. The Medicare
Payment Advisory Commission has recommended
that the Medicare program equalize payment rates of
hospital outpatient departments with lower physician
office rates for evaluation and management visits and
a select set of other services. Payers in Massachusetts
should identify select appropriate services and imple-
ment site neutral payments for these services.

5. The Commonwealth should act to reduce unwar-
ranted variation in provider prices. Extensive variation
in prices paid to health care providers for the same sets
of services is a persistent issue in the Commonwealth,
driving increased health care spending and perpetuating
inequities in the distribution of health care resources.
However, unwarranted variation in provider prices is not
likely to decrease absent direct policy action. To inform
the necessary action, the HPC will undertake additional
research and analyeses and will engage with stakeholders
(including the HPC Advisory Council) to discuss specific,
data-driven policy options for consideration by the Leg-
islature, other policy makers, and market participants in

the first half of 2016.

CARE DELIVERY

Over its three-year history and in the current report, the
HPC’s research has highlighted Massachusetts” high lev-
els of spending and high use of hospital and post-acute
care. Within the state, the HPC has also noted variation
among providers and communities in spending and prac-
tice patterns. Moreover, the HPC has identified ongoing
opportunities to improve quality and efficiency in the
areas of care coordination and clinical integration across
settings, identifying and managing high-cost patients,
screening and treatment of behavioral health conditions,
caring for patients in efficient and community settings,
and leveraging technology to support these efforts. The
HPC continues to support providers in addressing these
opportunities through investment, technical assistance,
and certification programs. The increased adoption of
effective APMs should further align provider incentives
around quality and efficiency in care delivery
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To advance the goal of an efficient, high-quality care
delivery system in 2016, the HPC recommends:

6. The Commonwealth should continue to focus on
enhancing community-based, integrated care and re-
ducing the unnecessary utilization of costly acute set-
tings. As part of this focus, the Commonwealth should
develop the necessary strategies and apply the necessary
resources to attain the following:

a. Reductions in all-cause 30-day hospital readmis-
sions: The Commonwealth should achieve a 20 per-
cent reduction in all-cause, all-payer 30-day hospital
readmissions relative to the 2013 level, attaining an
all-payer readmission rate below 13 percent by 2019.
In particular, action should be focused on patients who
frequently utilize hospital services, who represented
59 percent of all readmissions in 2013.

b. Increased use of the patient-centered medical home
model: In 2015, 25 percent of Massachusetts primary
care providers were practicing within patient-centered
medical home (PCMH) practices recognized by the
National Committee on Quality Assurance (NCQA).
A third of all primary care providers should be prac-
ticing within NCQA-recognized PCHMs by 2017
and 20 percent of all primary care providers should
be practicing within a HPC-certified PCMH PRIME
practice (medical homes with integrated behavioral

health) by 2017.

7. To improve access to low-cost, high-quality care,
particularly for low income and underserved popula-
tions, the Massachusetts Legislature should remove
scope of practice restrictions for Advanced Practice
Registered Nurses (APRNs). The Legislature should
consider adopting models used in other states that allow
for such providers to practice to the full extent of their
license and training.

8. The Commonwealth should be a national leader in
the use of enabling technologies to advance care deliv-
ery transformation through the expanded adoption of
health information exchange, telehealth, and other dig-
ital health innovations. Market participants should adopt
technology tools that enhance access to care, including
behavioral health care; keep more patients in community
settings; support real-time information exchange; and
enable effective care coordination, care transitions, and
other activities of population health management. As part
of this focus, the Commonwealth should examine and
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address policy and payment barriers to increased use of
telehealth. Finally, Massachusetts payers, providers, and
the health care innovation community should partner
together to develop, test, and leverage the technology
and service advances pioneered by Massachusetts-based
start-up companies and established firms.

ALTERNATIVE PAYMENT METHODS (APMS)

Effective APMs offer incentives that support value-based
and patient-centered care. Between 2012 and 2014, the
statewide rate of APM coverage increased eight percentage
points, but the market should extend APM:s to preferred
provider organizations (PPO) in order to achieve contin-
ued gains in commercial APM coverage. APMs should
be made more comprehensive and aligned to attain the
desired benefits. In addition, global budgets alone may not
be sufficient to alter the incentives facing many hospitals
and specialists, sectors which are essential to health system
transformation and cost containment.

To advance the goal of expanded adoption of effective
APMs in 2016, the HPC recommends:

9. Payers and providers should continue to focus on
increasing the adoption of alternative payment methods
(APMs) and on increasing the effectiveness of APMs
in promoting high quality, efficient care. Market par-
ticipants should advance the following:

a. APMs for HMO patients. All commercial payers
should increase the use of APMs with the goal of
having 80 percent of the state HMO population in
APMs by 2017.

b. APMs for PPO patients. Commercial payers should
also seek to increase the use of APMs for members
enrolled in PPO plans, with the initial goal of having
one third of the state PPO population in APMs by
2017.

c. Bundled payment. As a complement to global pay-
ment APMs, payers and providers should follow the
lead of the Centers for Medicare and Medicaid Services
(CMS) and implement bundled payments for com-
mon and costly episodes of care, such as joint replace-
ment, acute myocardial infarction, cancer treatment,
and maternity stays. These bundles should include care
provided both within and outside of the hospital in

an appropriate clinical window.

d. Disparities in payment levels. As part of a strategy
to reduce spending, payers should develop plans to
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lessen the unwarranted disparity in global budgets paid
to different providers by establishing stricter targets
for spending growth for highly paid providers or by
moving away from historical spending as the basis of

global budgets.

e. Include behavioral health and long-term services
and support. Payers should include behavioral health
services in their global budget models, and develop
plans for including long-term supports and services
in such models where applicable to the patient pop-
ulation.

f. The Group Insurance Commission (GIC) should
make payment reform a core component of its
next health plan procurement as it continues to
increase the number of GIC members covered by
APMs. The GIC launched the Integrated Risk Bearing
Organizations (IRBO) program in its 2013 procure-
ment, requiring plans to meet targets for increasing
percentages of GIC members seen by a provider in
this ACO-type model. The HPC encourages the GIC
to use its upcoming health plan procurement process
to closely align with the HPC certification standards
and reporting requirements for ACOs.

10. The Commonwealth should develop alternative
payment models to catalyze delivery system reform in
MassHealth. Developing a comprehensive care delivery
and payment reform model that promotes coordination
of care, improves population health, and enhances ac-
countability for total cost of care is a top priority for the
Executive Office of Health and Human Services. In devel-
oping this strategy, MassHealth has initiated an intensive
stakeholder engagement and policy development process
with the goal of launching a range of ACO models at scale
over the next one to two years.

‘The HPC strongly supports these efforts and believes such
reforms, paired with broad federal support, will accelerate
overall health care system transformation in Massachusetts.
Furthermore, the HPC specifically encourages MassHealth
to consider the following design elements:

a. A payment model the supports the integration of
behavioral health and long term supports and services
with medical care, and incentivizes the development
of cross-continuum partnerships, especially with ex-
isting high-performing community-based providers;

b. A payment model that moves away from historical-
ly-based spending targets that entrench price variation
toward an absolute performance benchmark;

c. Mechanisms to increase member engagement (e.g.,
active member selection, member incentives to main-
tain care in ACO), as patient engagement is a critical
part of achieving better outcomes; and,

d. Alignment, where appropriate, with commerical payers
and CMS on technical elements of their payment
model such as quality measures, risk adjustment,
reporting, and attribution logic.

Finally, the HPC encourages MassHealth to consider prior-
itizing state and federal funds to support care redesign and
capacity building at the safety-net and community-based
providers who predominantly serve Medicaid members.
Provider investments should be subject to system gover-
nance reform, as well as progress on reducing unnecessary
utilization of costly acute settings, reallocation of spending
within the total cost of care, and optimizing capacity to
support the new care delivery models.

11. Payers and providers should seek to align techni-
cal aspects of their global budget contracts, including
quality measures, risk adjustment methods, and reports
to providers. The HPC plans to convene stakeholders
early in 2016 to continue this important work.

DATA AND MEASUREMENT FOR
TRANSPARENCY AND ACCOUNTABILITY

The importance of transparency and data availability sur-
face throughout the discussions of spending trends, care
delivery, APMs, and demand-side incentives. Data are
essential to all aspects of system transformation, including
setting priorities, harnessing the power of consumer choice,
strengthening care delivery, designing and succeeding in
new payment models, and monitoring progress.

To advance the goal of greater transparency and data
availability in 2016, the HPC recommends:

12. The Commonwealth should develop a coordinat-
ed quality strategy that is aligned across public agencies
and market participants. Relevant and credible quality
measures are essential for many system goals, including val-
ue-based product design, payment, and consumer choice.
Measures that pertain to behavioral health, long-term
services and supports, and measures derived from patient
reported outcomes are especially needed. The Legisla-
ture should refine the current process for developing the
Standard Quality Measure Set (SQMY) to allow for the
designation of limited sets of high priority measures for
specific uses such as global budgets, consumer transparency,
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and tiered or limited network product design, and should
better define the role of the Statewide Quality Advisory
Committee (SQAC) in providing input and guidance on
the Commonwealth’s overall strategy for quality measure-
ment, improvement, and alignment.

13. 1o support transformation and accountability,
CHIA should continue to improve and document its
data resources and develop key spending measures.
Specifically:
a. Behavioral health data. CHIA should continue
efforts to collect discharge data from freestanding
psychiatric and substance use disorder hospitals.

b. Data on drug rebates. CHIA should explore options
to collect aggregate drug rebate amounts and reflect
this information in estimates of total health care ex-
penditures.

c. Data on “discount arrangements.” As required by
statute, CHIA should consider requiring reporting
of agreements through which a provider offers to
another provider a discount, rebate, or any other type
of payment that is in any way related to the provision
of health care services.

d. The All-Payer Claims Database (APCD). The APCD
is a critical tool for evaluating and monitoring system
performance and represents a significant investment

on the part of the state’s payers. To enhance the return
on this asset, by the end of 2016, CHIA should:

i. Implementa master provider index in connection
with the HPC Registration of Provider Organiza-

tion programs.

ii. Work with MassHealth to establish and publish
a credible method to use APCD data to calculate
enrollment, spending, and other essential mea-
sures for the MassHealth population and for key
segments within it.

iii. Attribute patients to providers and develop addi-
tional measures of spending.

iv. Seek to make data, including data from public
payers, available in a more timely fashion.

e. Total Medical Expenditures for PPO populations.
CHIA should prioritize the development of a total
medical expenditure measure for PPO populations
that draws upon the APCD and uses the consensus
attribution algorithm to identify accountable provid-
er organizations. As an interim step, CHIA should
consider collecting aggregate data on TME for PPO
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populations directly from payers in a manner that
parallels the current HMO reporting.

f. Provider-level measures of spending growth. In
2016, CHIA should work with the HPC and other
stakeholders to develop and implement measures of
spending growth for hospitals and specialist physician
groups, adding other provider types as necessary and

feasible.

g. Cross-payer pricing comparisons. In order to facil-
itate comparisons of payer performance in the health
care market, CHIA should refine its relative price
methodology to allow for cross-payer comparison.

In the coming year, the HPC will pursue the activities
noted above and work collaboratively with the Baker-Polito
Administration, the Legislature, the Massachusetts health
care industry, employers, consumers, and other stakehold-
ers to advance the goals of a more affordable, effective, and
transparent health care system in Massachusetts.
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Exhibit 13.1: Dashboard of HPC system performance metrics

us. MA
ey Measure MA Time Trend Dizeien Comparison relative to Target
Area of Change (1 = best) US

1. Growth of THCE per capita

2.4% 4.8% 4.2%
(performance assessed - <3.6%
5 relative to 3.6% benchmark) (2012-2013) (2013-2014) (2013-2014)
=
= Family: 1.7% Family: 1.6% Family: 3.9%
g 2.Growthin premiums Single: 2.8% Single: 0.9% A Single: 4.7% A
g (2012-2013)  (2013-2014) (2013-2014)
c
T Family: Family: .
~ Family: $16,655
e . $17,424 $17,702 . .
g 2a. Level of premiums Single: $6.290  Single: $6.348 N/A S|ngilzeo?4515832 .
= (2013) (2014)
5 11%
m 3. Individuals with high out-of- (2013 gnd MA ranked 2nd out of 51
pocket spending relative to N/A 2014 N/A (US = 15%) A
income average) (2013 and 2014 average)
4. Readmission rate 194%(2010)  17.4% A Al SereL O
(Medicare 65+) 18.2% (2012) (2013) (201 3') .
4a. Readmission rate 15.9% 15.0% <13% by
.. (Alipayen (2011) (2013) A NA NA 2019
g
g 5. ED utilization (per 1,000 361 (2010) 349 A MACr)laJ?lgef%135th .
o persons) 357 (2013) (2014) (2013)
5
>
£  ba.Behavioral health ED 21(2010) 25
S utiization (per 1,000 persons)  24(2013) (2014) ] A A
-Ig" 6.P f
2 . Percentage of inpatient _
= . 20.6% 20.8% MA =20.4% (2012)
+  cases discharged to - [ |
£ institutional PAC (2013) (2014) US =16.7% (2012)
©
2
i 7.At-risk adults without a 7% 7%
doctor visit (2013) (2014 15855 207) A
. 1,580 2,024 33% by 2017;
8. Percentage of primary care g
physicians practicing in 20.ggop<;fall 25.ggop<;fall A 15.2% of all PCPs (2015) A 25:;"0'302”8;6
certified PCMHs (2014) (2015) 2017

A Better performance
Similar performance

. Worse performance
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. us. MA
Measure MA Time Trend Ol?lgeﬁ;]one Comparison relative to
9 (1= best) uUs.
9. Percentage of original 41% 46% A 16% A
Medicare members in APMs (2013) (2014) (2014)
10. Percentage of commercial 61% 68% 80% by
HMO members in APMs (2013) (2014) A A A 2017
(2]
z
< 11.Percentage of commercial ~1% 2% N/A N/A 33% by
PPO members in APMs (2013) (2014) 2017
PCC: 14% PCC: 22%
12. Percentage of MassHealth (2013) (2014) N/A N/A
members in APMs MCO: 32% MCO: 22%
(2013) (2014)
13. Enrollment in tiered Tiered: 14.5% Tiered: 16.0% N/A N/A
network products (2013) (2014)
°
8o
a £ 14.Percentage of discharges 51% (2012)
g E in top 5 systems 53% (2013) 56% (2014} | . .
°
>
15. Percentage of discharges
from hospitals with relative o 881 g; 73% (2014) ] N/A N/A

price of 1.0 or above

Note: THCE = total health care expenditures; ED = Emergency Department; HMO = health maintenance organization; PPO = preferred provider
organization; APM = alternative payment method; PCMH = patient-centered medical home.

Source:

Measure 1-MA: Centers for Health Information and Analysis Annual Report, 2015

Measure 1-US: Centers for Medicare and Medicaid Services National Health Expenditure Data, 2013-2014

Measures 2,2a: HPC analysis of Medical Expenditure Panel Survey data, 2012-2014

Measure 3: Commonwealth Fund Scorecard on State Health System Performance, 2015

Measure 4: Institute of Medicine analysis of CMS Medicare Geographic Variation Data Files, 2015

Measure 4a: Center for Health Information and Analysis Hospital-Wide Adult All-Payer Readmissions in Massachusetts: 2011-2013 (Report)
Measures 5, 5a-MA: HPC analysis of Center for Health Information and Analysis Emergency Department Data Base , 2010-2014
Measures 5-US and MA comparison: Kaiser Family Foundation State Health Facts, accessed 2015

Measure 6-MA: HPC analysis of Center for Health Information and Analysis Hospital Discharge Database, 2013-2014

Measure 6-US and MA comparison: HPC analysis of HCUP Nationwide Inpatient Sample and State Inpatient Database, 2012
Measure 7: Commonwealth Fund Scorecard on State Health System Performance, 2015

Measure 8: HPC analysis of National Commission on Quality Assurance Clinician Directory and of American Association of Medical Colleges State
Physician Workforce Database, 2014-2015

Measure 9: HPC analysis of Centers for Medicare and Medicaid Services ACO performance data, 2013-2014
Measure 10,11: HPC analysis of Center for Health Information and Analysis 2015 Annual Report: 2013-2014 Data Book

Measure 12: MassHealth personal communication, 2014 and HPC analysis of Center of Health Information and Analysis 2015 Annual Report:
2013-2014 Data Book

Measure 13: HPC analysis of Center for Health Information and Analysis 2015 Annual Report: 2013-2014 Data Book
Measure 14: HPC analysis of Center for Health Information and Analysis Hospital Discharge Database, 2012-2014
Measure 15: HPC analysis of Center for Health Information and Analysis Relative Price Data Book, 2009-2014
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