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Education vs. Health Care

A Tale of Two Industries in Colorado

PK-12 Education Health Care

Due to the negative factor, St. Vrain has seen
cuts in per pupil revenue totaling nearly

Health care costs for SVVS went from S13m to almost
$23m in 10 years — 77%.

$200,000,000.
Colorado is 50 in country in average teacher From 2010-2015 Aetna’s earnings rose 628%; United’s
salaries. (Colorado School Finance Project) went up 814%; Cigna’s up 1112% (Insurance Week)

CO recently slipped to 415t in early childhood Q1 profits ‘17 at UC Health have doubled since 2014
spending alone; Some hospital margins as high as 40+%

>50% of Colorado schools operate on a four-day  Despite occupancy rates below 65%, CO has built 10
week. large new hospitals (Baumgarten report)

Colorado is 40 in overall per pupil spending
(less than every contiguous state (49t adjusted
for income)

Hospitals realizing 10t yr of record high net incomes on
record low occupancy rates.
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CCAHC* Report to
the Colorado
General Assembly

Colorado health
spending...

 Up more than four
times the level of
two decades ago.

e Just since 2000, that
spending is up 122.7
percent — 3.7 times
the rate of inflation
in the state.

*Colorado Commission on
Affordable Health Care, 2018
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Per Pupil Spending

Trends in Per Pupil Spending
Dollar Amounts Colorado Spends Less than the National Average

=g Profile Data Colorado spends lessthan US Average

=i Bl Week: CO spends less than US Average
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Comparing a variety of sources, the
52,000 +— funding gap between Colorado per
pupil spending and the national
average has continued to grow for
52500 — almosttwo decades.
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A Bigger Bite

Middle-class families’ spending on health care has increased 25% since
2007. Other basic needs, such as clothing and food, have decreased.

Percent change in middle-income households’ spending on
basic needs (2007 to 2014)

-3.6 Food at home
-6.0 Housing
-6.3 Total
-6.4 Transportation
-1.6 Total food
-134 Food away from home
-18.8 Clothing

-20 15 -0 ) 0 5 10 15 20 25

Sources: Brookings Institution analysis of Consumer Expenditure Survey, Labor Department

THE WALL STREET JOURNAL.

“Twenty years of wage
stagnation on the middle
class has been 95% caused
by exploding healthcare
costs.” - WSJ
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Edging Out Salary Growth & Economic Development

Opinions

Where did our raises go? To health care.

Parsonal finances, budgeting, IMiNg paycheck o paycheck. (Mark Jensen/Istock)

By Robert J, Samualson
t Columnist
Saptamibar 2

It's wages vs. health benefits. Om this Labor Day, just about everything seems to be going right for typical American
workers, with the glaring and puzzling exception of wage stagnation. The unemployment rate is 4.4 percent, near its
Jowest sinee 2000, The number of new johs exceeds the peak in 2008 by about 11 million. Then there's wage stagnation.

J.'.:-'
€
Carrected for inflation, wages are up a seant 2 percent since January 2015, according to the Burean of Labor Statistics. '\

The gain is roughly one-half of 1 percent annnally. Little wonder that many workers feal they're not getting ahead. r J
i - y ; ey'e ot geting shead. They WilisTowers Watson it ((UR) WALk dovnds

aren't.
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HEALTHCARE PRICE VARIANCE REPORT MARKET | DENVER

Procedure Low Price High Price Variance
Abdominal Ultrasound S115 $1,029 895%
Carpal Tunnel Surgery $1,634 S5,806 355%
Chest CT (no contrast) $248 $2,492 1005%
Cholecystectomy (laparoscopic) $6,368 $19,530 307%
Colonoscopy (screening) $1,296 $4,052 313%
Ear Tube Placement (Tympanostomy) $1,737 $12,765 735%
Hysteroscopy (with biopsy) $3,705 $9,316 251%
Knee Arthroscopy S2,796 $23,462 839%
Shoulder MRI (no contrast) S450 54,999 1111%
Sleep Study $899 $4,341 483%
Average Variance _
EQUIVALENT VARIANCE IN A GALLON OF GAS $2.20 $18.41 837%

What gas would cost per gallon with the same price variance

Healthcare Bluebook.



Shop for Health Care Services

Select Service:

Select Your ZIP Code:

Sort List By:

T0551 - MRI scan of brein

E1504

Closest Distance

prics Estimae T

Facility Name Dl[ﬂ:;sﬁe

: Average Price Price Range Patient Experience

ggrl;t:realth St Marys Medical 41 $1,050-82,390 AhAh
ET?argri':ll;nity Hospital Medical 7.1 _ $1,970 $1,360-52,230 *hh
Montrose Memorial Hospital 53.3 B 51,560 $1,320-81,560 L 8. 8 8
Valley View Hospital 68.6 B 53,350 $2,850-$3,390 L 8.8 & ¢
Aspen Valley Hospital 89.3 B 52880 $2,880-52,950 L 8 8 & &
Gunnison Valley Health 110.0 B 51,240 $1,210-81,270 L 8 & 8 &
gg{l;:zflth Yampa Valley Medical 130.1 . $470 $170-8850 Ve
Middle Park Medical Center 130.2 B 51910 $460-52,090 *
el g 137.1 I 51570 §1,470-51,940 ko
T e amas g 180.7 I 51840 §200-52,060 * o
Boulder Community Hospital 1826 B 5620 $600-$620 *
'F.:-EF'I’EI.{FEI. Health St Anthony 189 8 ¢400 SEEN Farare

Lowest to Highest Prices
Statewide Variances....

CAT Scans

Abd. & Pelvis 2,855%
Head & Brain 1,528%
MRI
Brain 712%
Joint 14,200%
Ultrasound
Breast (single) 980%
Abdomen 1,180%
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It's not the physician, it's the facility...

PRICE VARIABILITY FOR COLONOSCOPY (NO BIOPSY)

UNIQUE FACILITIES

$0 $500 $1000 $1500 $2000 $2500 $3000 $4000

TOTAL COST . PHYSICIAN FACILITY

Healthcare Bluebook.



Baumgarten’s 2017 Market Review - Colorado

* For the 10" straight year, Denver-area health systems improved net

incomes.

e Overall hospital income: 15.2% of patient revenues.

Swedish Medical Center, Englewood led with a notable profit margin of 44.1%

Sky Ridge Medical Center, Lone Tree, had the second highest profit margin at 40.8%
Rose Medical Center of Denver realized 34.6%net income

Presbyterian/St. Luke’s Medical Center of Denver - 33.8%

e University of Colorado came in at 15.2%

* Despite inpatient occupancy rates falling below 65% in 2016...
* Five new hospitals.
* Five large replacement hospitals.
e Free-standing EDs (where 3 of 4 visits are non-emergent).
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Over the last two-decades, the market has created a...

Negative Feedback Loop for Hospitals
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Laws of Improvement

Don Berwick, MD
Founder IHI, circa 2005

“Every system is perfectly designed to
realize exactly the results that it is
getting.”

Niccolo Machiavelli
Author, The Prince, 1534

“It must be remembered that there is
nothing more difficult to plan, more
doubtful of success, nor more
dangerous to manage than a new
system. For the initiator has the enmity
of all who would profit by the
preservation of the old institution and
merely lukewarm defenders in those
who gain by the new ones. ”



Why Medicare Payment Provides
A Reasonable Pricing Benchmark

e MedPAC (Medicare Payment Advisory Committee) advises
Congress on payment adequacy using multiple measures and
considering multiple variables.

e March 2018 report concludes that for 2016:

 Payment rates were 8% higher than variable costs associated with M’care patients.

e Overall margins were zero for “efficient” hospitals.

 Hospitals’ all-payer operating margins near record high of 2015, primarily because of
increased charges to private payers.

 Implication: Medicare payment provides a transparent, tangible,
empirically-based point of reference at which an “efficient” hospital with
adequate volumes can break-even.
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Statewide Results: Commercial Market
Percent of Medicare Fee Schedule Comparison/Trend

= ---

Inpatient .
0,

Services 250% 230% s T 40
(Top 12 By (Range 210%-300%**) (Range 260%-330%**)
Volume/Price)
Outpatient

o 0, 0,
(Top 10 By (Range 210%-1,160%**) (Range 250%-1,150%%**)

Volume/Price)

* Average % Medicare reflects an average of the individual service category averages analyzed for IP and OP.
** Range reflects lowest average % Medicare rate and highest average % Medicare rate across the individual services analyzed.

In 2016, Commercial Payers paid 290% - 520%
Medicare rates (IP/OP), and OP rates have
increased nearly 80% points
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Regional Inpatient Results:

Price Comparison, High to Low as % Medicare, 2016

Division of Insurance
Region

West

East

Ft. Collins
Grand Junction
Greeley
Denver

Pueblo

CO Springs

Boulder

November 5th, 2018

386% $26.7 Million
374% S4.9 Million
354% $17.8 Million

347% 1.6x} S11.6 Million
326% Differerice ¢c ¢ pritfion

280% $156.2 Million
278% S5.8 Million

251% $21.0 Million
242% S34.7 Million

Note: Map included for demonstration of CO Division of Insurance (DOI)

Regions only and do not refle
CB%H D?chssion with Emp

ft color ranking ?rde per table above.
oyers Forum™of Indiana

East
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Regional Outpatient Results:
Price Comparison, High to Low as % Medicare, 2016

Division of Insurance
Region

East 694% $2.4 Million

West 648% $6.4 Million

Pueblo 564% $2.0 Million

Denver 2.1x 563% $28.6 Million

Greeley Difference 534% $1.8 Million

Boulder 495% $6.8 Million i a
Ft. Collins 453% $5.3 Million .
Grand Junction 410% S1.6 Million | P oy
Colorado Springs 324% S4.0 Million

Note: Map included for demonstration of CO Division of Insurance (DOI)
Regions only and do not reflect color ranking order per table above.
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Why are most hospitals...
Losing Money on Medicare?”

“Strong market power leads hospitals to reap
higher revenues from private payers. This in
turn leads these hospitals to have weaker
cost controls. The weaker cost controls lead
to higher costs per unit of service. As a
result, hospitals have a narrower margin on
their Medicare business.”

Jeffrey Stensland, PhD

Sr. Principal Policy Analyst
Medicare Payment Advisory Committee
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By Jefrey Stermland, Tachary L G mer, and Mark E Miller

Private-Payer Profits Can Induce
Negative Medicare Margins

ARSTRACT A oommon asumption s that hospitals have little contmol over
thedr costs and mmst charge high rates to private health insurers when
Medicare rates are lower than hospital oosts. We present evdence that
mnitradicts that common assumpHon. Hospitals with strong ma ot
power andd hdg her privte-payer and other revenmes appear to have less
pressure to constrain thelr osts. Thos, these hospitals have higher costs
per undt of service, which an lad to lesses on Medicare

Hospitals nnder more nancial presure—with less ::I.I::but:ﬂ:ntmﬂh-
ability to charge higher private rates=—aoften onstradn costs and @mn

genemate prodits on Medicare patients.
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Three Observations/Suggestions

1. Let’s fix problems, not blame.

e Problem not: “Health care’s broken.”
e |s: The market’s dysfunctional. (We all contribute to the dysfunction.)

2. “Supply and demand” dynamics drive markets. Employer must address :
e “Demand” individually.
e “Supply” collectively (with each other) and collaboratively (with providers).

3. Toreform provider behavior, employers must reform purchasing and benefits.

e Colorado employers pay >1/2 of healthcare costs, yet that purchasing power hasn’t meant greater
influence - largely because purchasing is fragmented. (Think “RFP.”)

* Direct contracting and multi-year goal setting (five areas) between buyers and sellers is more
likely to result in a more effective and efficient market.

e Value-based insurance designs (V-BID) recognize variant value of health care services.
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Since Unit Use x Unit Price = Total Cost...
Challenges & Five Corresponding Goals

Unit Utilization: Improve under-, over-, and mis-use.

1. Reduce the risk, incidence, and burden of chronic disease (through
increased prevention and use/payment for primary care).

2. ldentify and reduce use of most over-utilized procedures.
3. Measure and encourage use of highest quality hospital by service line.

Unit Price/Payment Mechanism: Reduce price and shift risk for
effectiveness and efficiency to providers (and align incentives).

4. Negotiate hospital prices as a percent of Medicare and move to bundled
payments so net income reflects high performance (not high price).

5. Group purchase pharmacy through a transparent PBM.



Because as markets evolve and change, so must our purchasing...

What CBGH is Pursuing

e Media Coverage: Healthcare as a family, corporate, and community Issue

e Group Purchasing
e School Districts
* Summit County
* Pharmacy

e User Groups - Two Health Plans

e Regional Employer-Physician Collaboratives

 Denver Metro Chamber Collaborative — Feasibility Plan

e Analysis of State Savings Using RBP and a Multi-State Workgroup

e Multi-state Price Benchmarking of Hospital Pricing - Rand Corporation
e Hospital Value Report (January)

e Consumer-Purchaser Collaborative
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Comments and Discussion
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