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1. C.224 sets a health care cost growth benchmark for the Commonwealth based on the
long-term growth in the state’s economy. The benchmark for growth between
CY2012- CY2013 and CY2013-CY2014 is 3.6%.

a.

What are the actions your organization has undertaken to ensure the
Commonwealth will meet the benchmark?

Fallon Community Health Plan (FCHP) aggressively negotiates contracts with providers
and offers limited and tiered network products in an effort to help the Commonwealth
meet the benchmark.

In accordance with Chapter 224, FCHP has conducted all provider rate negotiations
since 2012 with the goal of having Total Medical Expense (TME) increases not exceed
3.6% on an annual basis. Since TME is driven by three factors--unit cost, utilization,
and intensity--FCHP makes every attempt to persuade providers to keep their unit
costs flat or (if needed) to increase their unit costs at a percentage considerably less
than 3%. This assures that even if there are increases in utilization and/or intensity in
addition to unit cost, the overall goal of not more than a 3.6% increase in TME is met.
In addition to standard fee-for-service arrangements, FCHP has moved providers,
whenever feasible, to surplus sharing or full up and down risk arrangements. In these
alternative payment arrangements, the targeted provider group would have a global
budget that focuses on the per member per month cost of each type of medical
service and where those services are being delivered to the patients. Frequently, just
assisting the patient to access more care in non-teaching hospital settings can
significantly lower the cost trend for the selected member population.

FCHP has been developing high-performing limited networks since 2002 when FCHP
Direct Care was established. Direct Care has been thoughtfully built around carefully
selected, community-based, multi-specialty physician groups who are dedicated to
providing care locally, comprehensively and efficiently. Direct Care features more than
22,000 providers carefully chosen for their medical excellence, patient access and
ability to manage the most appropriate utilization in their provision of care. Direct
Care premiums are priced approximately 12% less than FCHP’s full network HMO
offering.

FCHP Steward Community Care is an additional limited network option, built out of
FCHP’s and Steward Health Care’s shared commitment towards the provision of high
quality, affordable health care within our communities. FCHP Steward Community
Care is a particularly favorable offering to those members who live and work within the
Steward Network coverage area in Eastern Massachusetts. Members generally use
providers who are in the Steward Health Care system, which is comprised of a network
of community-based doctors and hospitals, keeping the member’s care conveniently
close to home. FCHP Steward Community Care is priced approximately 20% less than
FCHP’s full network HMO product.
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FCHP Tiered Choice, which has been offered in the marketplace since 2012, is a fully-
insured tiered network plan that allows members to decide how much they pay for care
they receive at the point of service. Doctors, hospitals, and other providers in this plan
are tiered based on their overall risk adjusted TME. If members choose to obtain
services from a Tier 1 provider — those providers with relatively low TME and high
quality — their copayments and deductibles are significantly lower. FCHP Tiered
Choice members have a broad network of providers from which to access care.
FCHP’s largest client, the Massachusetts Group Insurance Commission (GIC), has used
a tiered plan design for many years to encourage members to choose high quality, low
cost providers.

Since 2010, FCHP has provided tiered network plan designs to our self-insured clients.
These “Advantage Plans” are designed with provider tiering based on an individual
employer’s claims experience and the geographic location of their employees, as well
as data on the quality, cost and utilization efficiency of the providers in the network.
Advantage Plans include distinct programs to keep members healthy while reducing
overall costs, such as integrated care management and value-added features such as
our "It Fits” fitness reimbursement program.

b. What are the biggest opportunities you have identified at your organization to
improve the quality and efficiency of care? What current factors limit your ability to
address these opportunities?

A significant opportunity to improve the quality and efficiency of care involves the use
of outcomes metrics to better manage patients with chronic diseases, like diabetes,
depression and asthma.

Identifying, measuring, and utilizing outcome metrics to better manage patients with
chronic diseases can be challenging. It involves ensuring providers adhere to evidence-
based protocols to improve quality of care. It requires that all the physicians (primary
care and specialty) involved in the care of a patient coordinate and communicate with
each other, and follow-up with the patient, to ensure that the patient is complying with
the appropriate protocols for their particular chronic illness. And it may involve
persuading patients to engage in healthier lifestyles. When care is not effectively
coordinated between providers, patients may not receive all the appropriate
screenings, medications or follow up indicated for their chronic illness. Electronic
medical records (EMRs) can facilitate effective coordination, however, many providers
lack sophisticated EMR capabilities. Further, small, independent physician practices
may not maintain the type of systems to enable them to effectively identify their
patients with chronic conditions, or to track and monitor their outcomes.

Another significant opportunity to improve the quality and efficiency of care involves
more effectively ensuring that the right services are provided in the right setting for
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those services. However, the historical dependence on hospital-based care, the
significant variability on cost based among provider settings, and the challenge of
changing consumer perceptions, can be an obstacle to achieving these improvements.

FCHP has found that there can be significant variation in the types of services provided
for a particular condition, the setting those services are provided in, and as a result, the
cost of those services. For example, there are delivery systems that may perform the
majority of ambulatory surgeries in less costly freestanding out-patient facilities, while
others perform a majority of similar ambulatory surgeries in more expensive hospital
settings, with little or no difference in quality or outcomes, but significant differences in
cost. However, health care consumers and their providers remain strongly influenced
by perceptions of quality that may not be supported by actual outcomes. Changing
those perceptions so that the right care is provided at the most appropriate — and in
many cases the more cost-effective and high-quality — setting, can be a challenge.

c. What systematic or policy changes would help your organization operate more
efficiently without reducing quality?

State-wide efforts to promote administrative simplification, increased care coordination
between providers and health plans, and increased use of electronic medical records
are all systematic changes that would allow us to operate more efficiently without
reducing quality.

d. What steps have you taken to ensure that any reduction in health care spending is
passed along to consumers and businesses?

FCHP, as a mission-driven, not-for-profit organization, is committed to providing the
most affordable quality health care to our communities, and to passing along savings
to our customers — both employers and individual subscribers — that may result from
reductions in health care spending. FCHP operates in a very competitive marketplace
where we price our health insurance products to cover anticipated medical costs and
administrative expenses, with very little contribution to reserves. While building
reserves is very important to any insurance company, FCHP endeavors to pass along its
savings to its customers to the extent possible. FCHP has also been a pioneer in
rewarding our members for engaging in healthy lifestyles — FCHP was the first health
plan to eliminate any member cost-sharing for well-patient visits to their physician, and
in providing members with the "It Fits” benefit, which reimburses members for
expenses they incur for fitness centers, weight control programs, and sports programs.
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2. The 2013 Examination of Health Care Cost Trends and Cost Drivers by the Attorney
General's Office found that growth in prices for medical care continues to drive overall
increases in medical spending. What are the actions your organization has undertaken
to address the impact of growth in prices on medical trend and what have been the
results of these actions?

FCHP constantly monitors the three main drivers of healthcare cost increases. These
drivers are provider unit cost, utilization of healthcare services, and intensity of services.

FCHP agrees with the Attorney General that of these three major factors, provider unit
cost increases have had the largest influence on increasing TME. FCHP has consistently
employed strategies to reduce the growth in the prices of medical care, with good results.
However, challenges remain.

As detailed in the response to Question #1 above, FCHP has: (a) in negotiations with
providers, targeted increases that are significantly less than the 3.6% benchmark, and has
negotiated these smaller increases successfully with many providers in both 2012 and
2013; (b) whenever possible has moved provider groups to alternative payment
arrangements where the providers’ incentives are changed to decrease cost while
maintaining quality care and promoting wellness in their assigned patient population; and
(c) established limited and tiered networks that provide incentives for members to utilize
the most cost-effective and high-quality providers, and therefore providing incentives to
providers to reduce their costs in order to participate in these popular lower-priced
insurance products. Furthermore, FCHP operates a formal cost of care program that seeks
to reduce the cost of care utilizing a broad variety of tools to address not just price, but
also the most appropriate utilization of services in the most appropriate settings.

3. C.224 requires health plans, to the maximum extent feasible, to reduce the use of fee-
for-service payment mechanisms in order to promote high quality, efficient care
delivery. What actions has your organization undertaken to meet this expectation?
What factors limit your ability to execute these strategies or limit their effectiveness?

Since the passage of Chapter 224, FCHP has put an even greater emphasis on creating
surplus sharing (upside only), partial capitation, and full up and down risk budget
arrangements for provider groups whenever possible.

In situations where these arrangements exist providers tend to focus on two major cost
drivers: (a) coordination of care, i.e. avoiding unnecessary treatments, overuse of
appropriate treatments, or use of the wrong intensity of care, and; (b) site of service, i.e.
where the patient receives needed services -- in a doctor’s office, community hospital, or
teaching hospital. FCHP has found that provider groups with both up and down risk have
been able to reduce overall TME by as much as 30% simply by wisely coordinating care for
their patients and managing delivery of services in the lowest cost setting possible. More
importantly, this has been accomplished with no decrease in quality of service and typically
with improved patient outcomes.
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The factors that limit FCHP's ability to execute these strategies generally involve the ability
of providers to adopt these alternative payment arrangements. Because FCHP is a
relatively small health plan in Massachusetts, there are providers who do not have a
sufficient number of FCHP members as patients to allow for a statistically valid surplus
sharing or full risk sharing budget model. In addition, for even some of those providers
who do have sufficient FCHP patient volume, they are nevertheless slow to adopt
alternative payment or risk arrangements for various reasons. A large number of provider
groups are still loosely organized and have not built the infrastructure needed to
coordinate care and eliminate waste and overuse in the healthcare delivery system. That
infrastructure may include referral coordinators, case managers, analysts and staff who
understand how to work with patients who may have one or more chronic conditions.

4. C.224 requires health plans, to the maximum extent feasible, to attribute all members
to a primary care provider. Please describe, by product line, how your organization is
meeting this expectation, including, as of July 1, 2013, the number of members
attributed to PCPs, attribution methodologies used, the purpose to which your
organization makes such attribution (such as risk payments, care management, etc.),
and limitations or barriers you face in meeting this expectation.

FCHP’s history as a health maintenance organization (HMO) incorporates the fundamental
principle that members choose a PCP to coordinate their care if they choose the HMO
product. Approximately 94.4% of FCHP HMO members have a PCP at any one point in
time; 100% assignment is not a practical goal due to the dynamic nature of health
insurance enrollment.

FCHP tracks on a daily basis the member's choice of PCP and can attribute services
received by the member, no matter who provides the services or where they are provided,
back to the PCP as of the date of service. In turn, PCP’s are assigned and tracked to the
larger care delivery systems to which they have chosen to affiliate. The combined
membership of the PCPs with the larger delivery systems represents the population of
members under management by that delivery system. FCHP’s contract with the delivery
system and its underlying claims experience and risk profile drive the development of
global medical expense budgets, performance management and risk arrangements.

About 4% of FCHP’'s commercial membership has chosen to join a PPO product which
does not require the choice of a PCP. Many of these members are out of state. Due to
this low membership, FCHP does not maintain a formal PCP attribution method for this
membership. Should this product line expand to be a major membership contributor,
FCHP will develop a formal process for attributing each PPO member to a PCP.
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5. Please describe programs you have implemented to engage consumers to use high
value (high quality, low cost) providers. How effective have these efforts been? To
what percentage of members and to which product lines does each program apply?

FCHP has significant experience with strategies to steer and/or incentivize members and
employers towards high-value providers in its limited and tiered network products.

The most common is the pricing differential between FCHP’s limited and tiered network
products and FCHP’s full network or un-tiered counterparts. FCHP has also in the past
collaborated with our largest commercial client, the GIC, to offer a “premium holiday” to
those members who opt to choose enrollment into a limited network, rather than the
broad network HMO. FCHP also engages in significant education of, and outreach to, its
customers, brokers, and providers about the value of its limited and tiered network
products.

Currently FCHP has approximately 27,000 members in commercial tiered products and
30,000 in limited network products. Together this represents 46% of FCHP’s commercial
membership; up from 33% in 2009.

6. Please describe the impact on your medical trend over the last 3 years due to changes
in provider relationships (including but not limited to mergers, acquisitions, network
affiliations, and clinical affiliations). Please include any available documents providing
quantitative or qualitative support for your response.

With the increase in mergers, acquisitions, and affiliations among large hospitals and
provider groups it has become more difficult to reduce the annual rate increases at large
integrated provider organizations to a minimal level. At the same time it is almost
impossible to not include these large integrated provider organizations in most
commercial network products. In some geographic areas FCHP could not meet access and
availability criteria unless these major provider systems are included. Even network
affiliations become an impediment when they lead the newly affiliated provider
organization to state that all their contracting decisions have to go through the larger
provider system or that the smaller organization will only participate in those network
products where the larger provider organization has also agreed to participate. These
trends have hindered FCHP's ability to create cost-effective limited or tiered networks or
to expand existing provider networks.
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7. Please describe the actions that your organization has undertaken to provide
consumers with cost information for health care services, including the allowed amount
or charge and any facility fee, copayment, deductible, coinsurance or other out of
pocket amount for any covered health care benefits as required under Chapter 224.
Please describe the actions your organization has undertaken to inform and guide
consumers to this cost information.

FCHP supports providing cost sharing information to its members. FCHP is working on
implementing the transparency provisions of Chapter 224 as part of a larger Federal and
State Health Care Reform project. We are taking a two tiered approach to addressing
these provisions.

For October 1, 2013, we plan to provide cost information through our customer service
toll-free telephone number and our member web site. Based upon our experience,
members have a strong interest in cost and cost share information for radiology and lab
services, some elective outpatient procedures, and routine acute services such as office
visits. We will provide some general information on health care costs and member cost
share obligations for the most common services members have inquired about in the past.
If the request is for other service types, or if further information is requested on these
common service types, members must obtain codes and other detailed information from
their providers to facilitate a more detailed analysis. We will post a form on the member
web site for this purpose. Upon receipt of this information from the member, we will
provide a detailed summary of the member cost for the requested services by the
providers they have selected. We anticipate having this capability in place on or shortly
before October 1.

By October 1, 2014, we intend to have a web-based process in place which will make a
much broader range of data readily available to members in real time.

8. After reviewing the reports issued by the Attorney General (April 2013) and the
Center for Health Information and Analysis (August 2013), please provide any
commentary on the findings presented in light of your organization’s experiences.

AG Report
Purchasers/Consumers

In the past two decades, the percent of family income dedicated to health insurance more
than doubled. Employers have increasingly shifted the costs of care to their employees in
the form of premiums, copayments, co-insurance and deductibles. Employers are
consistently “buying down,” or opting for a lower-cost plan. Over the past two years
FCHP’s most popular plan designs have had a $500 deductible. In 2011 these plan
designs had 17,200 members representing nearly 16% of FCHP’s membership. In 2013
these plan designs have 21,000+ members representing just over 19% of FCHP's
membership. Total members in all deductible plans as of June of 2013 totaled 75.7%.
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In addition, FCHP has experienced significant growth in both Limited and Tiered networks.
With health care costs increasing faster than general inflation, or wages, it has been
important for purchasers and consumers of health care to find additional ways to save
money. By choosing to move to a limited or tiered network plan, employers and
employees have had the ability to save premium dollars without necessarily giving up the
comprehensive rich benefits package they have become accustomed to. In order to do
this, employees sometimes need to be flexible with their choice of providers. Currently
FCHP has 46% of our commercial membership in limited and tiered networks; up from
33% in 2009.

Unlike some of our competitors, FCHP has not seen a dramatic increase in the amount of
PPO enrollment over the past several years. We attribute this to the limited network
models we have developed and our clients’ early adoption of this philosophy and these
plan designs. Many of FCHP’s customers are those that have come to realize the value of
our limited network products in preserving benefits while maintaining reasonable costs for
them and their employees. As such, although FCHP does offer a PPO network as an
option along-side other networks in many accounts — we have seen little overall growth in
that product.

Health Plans
As noted in the AG's report, FCHP and other health plans continue to pay providers widely

different rates for patients of comparable health. The market clout of certain providers
and the increasing consolidation of provider groups and hospitals have contributed to this
trend. Large provider systems that dominate one or more geographies can still command
premium prices because a health plan cannot have a viable network without them. FCHP,
like other health plans, also sees variation in provider rates within separate geographic
areas of the state. Growth in unit prices of medical services, not increased utilization, is
still the primary cost driver for Total Medical Expense (TME). FCHP agrees with the AG's
conclusion that the design of health plan products does affect which types of consumers
tend to purchase which types of products with a resulting impact on both administrative
cost and TME.

Providers
FCHP has not experienced the variety and complexity of risk arrangements noted in the

AG’s report. FCHP has established a standardized commercial risk model that is
straightforward and provider friendly. The parameters of the model are clear and can only
vary within a limited range. FCHP assists at-risk providers with reports and consultation
regarding care management, referral management, chronic disease management, risk
management, and maintaining the quality of patient outcomes. FCHP’s risk model and
model of care philosophy incents providers to coordinate care, manage cost, and manage
risk successfully. When FCHP enters into a risk arrangement with a provider organization
FCHP develops a budget which is appropriately risk adjusted both for that provider
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organization’s patient population and for the historical levels of utilization that the provider
organization has experienced. This approach plus having the provider organization
maintain reinsurance coverage mitigates the financial risk that the provider organization
assumes when entering a full risk arrangement.

CHIA Report

Health Care Coverage and Premiums:
FCHP in general agrees with the major observations in the report concerning health care

coverage and premiums. There are several observations that should be monitored and
discussed in the future:

1) Higher percentage of Medicare and Medicaid.

The dramatic shift in the number of individuals in Medicare and Medicaid - from 30.3%
in 2009 to 35.1% in 2011 is significant. It is well known that Medicare and Medicaid
reimbursement is below commercial reimbursement and some would argue that the
reimbursement for Medicare and Medicaid is inadequate to cover the true underlying
costs of services administered by providers for those products. As such, providers —
who typically budget an aggregated level of reimbursement — may feel the need to
make up for the lower government program reimbursement levels by increasing their
commercial reimbursement. This creates upward pressure on provider rates for
commercial business.

2) Increase in self-insurance future outlook.

The increase in self-insurance by employer groups can also create upward pressure on
the remaining fully insured rates. This is caused by the fact that healthier employer
groups may see self-insurance as a more cost-effective alternative to purchasing from
the pooled insurance market. If the healthier employer groups move to self-insurance,
the remaining groups are slightly less healthy on average and the relative TME in the
insured market increases. As a result, overall health insurance premium rates for these
groups are likely to also increase.

3) The average deductible increased over 40% between 2009 and 2011, approaching the
national average.
Deductibles are increasing which may lead to additional consumerism and
subscribers/members seeking more efficient care. Price transparency and engaged
consumers are an important tool in working to reduce long term costs.

4) Premium growth and inflation — “According to the Bureau of Labor Statistics’
Consumer Price Index Inflation was approximately 1.6% from 2009 to 2010 and 3.1%
from 2010 to 2011 (4.9% over the two year period). In comparison, the overall increase
in Massachusetts premiums from 2009-2011 was 9.7%."
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It is important to note that this is not an “apples to apples” comparison:
(@) It is unclear whether the Price Index Inflation was specific to healthcare or all
services. Healthcare inflation has historically been higher then general inflation.

(b) Consumer Price Index Inflation is a fixed market basket of services measured over
time, so this comparison fails to take into consideration the utilization and intensity
of medical services that impact the price of health insurance. For example, as the
Commonwealth’s population ages, re there is greater utilization of health care
services. Also, as technology improves and more expensive procedures/drugs are
developed, they replace older, less expensive services. These increases in
utilization and intensity of services are not necessarily accounted for in the CPI, yet
have a significant impact on health insurance premiums.

Payment Arrangements
FCHP agrees with the CHIA findings that the shift from fee-for-service payment

methodologies to alternative payment methods has been mostly limited to fully-insured
commercial HMO products.

Health plans and providers have not developed alternative payment methodologies as yet
that would support alternative payment arrangements or risk based contracting for ASO
populations of any type (HMO, POS or PPO) or for fully-insured PPO and POS populations.
As an increasing number of employer groups move to ASO arrangements this presents a
significant conundrum for health plans when faced with the requirement to move providers
into non fee-for-service payment arrangements.

FCHP also agrees with CHIA's findings that the majority of its commercial members’ care
continues to be paid using fee-for-service payment methods. As noted previously, FCHP
faces many of the same issues in this area as other health plans plus it has the additional
challenge of finding provider groups with a sufficient panel of FCHP members to support
an alternative payment arrangement. At this time FCHP does not make significant use of
bundled payment methodologies or partial capitation payment methodologies.

Health Care Payments
FCHP notes that some of the CHIA-reported information with regard to health care
payments may imply that fewer resources are being put into patient care when compared
to direct care claims expenses. For example, CHIA reported that statewide commercial
TME increased 3.8%, whereas non-claims payments to providers for quality performance,
global budget financial settlements, and other purposes grew by 24%. In our experience,
managing health care expenses effectively at the provider level requires significant
investment by providers in infrastructure, time (outside of direct “billable” patient face
time) and reward (incentives) for focusing on quality and cost effective care management.
There are expenses tied to hiring on-site medical directors, operating a referral
management process and utilization management committees, and gathering, analyzing
10
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and reporting information on quality and utilization. These are activities that contribute
directly to the process of cost effective high quality care management. As public policy
continues to encourage the move from fee-for-service to global payment arrangements, it
is likely that the proportion of medical expense allocated to these types of activities will
increase.

Provider Payments

The provider payment pattern of large amounts of care being concentrated into some of
the highest cost providers is consistent with FCHP's experience. These patterns reflect the
choices of Massachusetts citizens on where they want to receive care. However, FCHP has
also found that with the right incentives consumers will also choose lower cost networks.
About 46% of FCHP commercially insured members are in its limited or tiered network
products. It is important for public policy to have as few burdens as possible on insurers’
ability to develop and implement networks and products that encourage the use of cost
efficient providers.
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CERTICIATION OF WRITTEN TESTIMONY FOR THE 2013 COST TREND HEARINGS FOR THE
HEALTH POLICY COMMISSION AS AREQUIRED BY M.G.L. c. 6D, SECTION 8.

|, Richard Burke, am the President of Senior Care Services and Government Programs for
Fallon Community Health Plan, Inc. (FCHP). | am legally authorized and empowered to
represent FCHP for the purposes of this testimony. The responses contained in this
submission were prepared by employees of FCHP who are subject matter experts in the
questions that were asked. | have relied upon the information they have provided to me. |
attest that the information contained in this submission is true and accurate to the best of my
knowledge and belief.

Signed under the pains and penalties of perjury:

| 6«1@
AUTHORIZED SIGNATORY: @M

Print Name: Richard Burke
Title: President of Senior Care Services and Government Programs
Date: September 16, 2013




