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Dear Paul: , _ : : - ;

Thank you for the opportunity to review the new draft proposal of "Responsible Choices.” I

am looking forward to meeting with you and others in Jackson Hole to discuss our respective f

xdeas for improving thc natxon s health care system. , !
S | |

I have appreciated the opportunity to work w1th the Jackson Hole Group in the past, in large :
part because we share a common commitment to improving both efficiency and fairness in f :
the health care system. I think we all agree that health reform requires three elements to be |
effective — expanded coverage, lower costs and improved quality — and that a restructured |
markctplace is essential to achieving these elements. Our ultimate goal m.ust be universal |

coverage in an efﬁcxcntly operating marketplace f

You and y()ur colleagues have made a significant contribution to the health care debate in this
country by recognizing the critical role that consumer choice and pnvate innovation can play
in our health care system. I think that we both agree that choice is a critical element in |

improving quality and efficiency. g
The draft proposal

V
i
l

I was surprised, then, by the dxrectmn reflected in Responsxble Choices."
seems to abandon your previous commitment to addressing the problems of the over 40
million uninsured in this nation. I understand that the political environment has changed, and
that our strategies may need to change as a result. However, that does not alter the - ;’ '
underlying fact that middle class people who lose their jobs, or working families stmgglmg
to get by, need some assistance 1o be able afford adequate health insurance. (

|

The Jackson Hole Group has recognized this fact in the past, and has advocated subszantxal
- subsidies to assist the uninsured in purchasing private insurance. It deeply troubles me that

the "Responsible Choices" proposal fails even to mention the need to move towards umversal

coverage, let alone suggest policies (short or long-term) w0 do so. , j

, |

In fact, the arbitrary cap on funding for the Medicaid program proposed in "Responsible

Choices” would actually decrease coverage. Over the past few years, enrollment in

employer-based insurance has fallen by almost six percentage points (from around 66% to

around 60% of the nonelderly population), while the percentage of the population covered by

Medicaid has grown significantly. Between one-third and one-half of the projected annual

growth in Medicaid spending results from projected growth in enrollment. ]
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eliminating its status as an entitlement, would put services to the eldcrly at risk and would

This does not mean that we oppose improving Medicare — quite the contrary. We are

* growth for Medicare spending for the period 1996 - 2000 have decreased — by more than a
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Furthermore, I am perplexéd and disturbed that you would propose an arbitrary cap on the
Medicare program. Like Social Security, Medicare is an inter-generational compact.
Placing an arbitrary, pre-determined cap on Medicare spending, while at the same time

violate that compact.

A cap on Medicare puts the elderly and disabled at risk. The vast majority of Medicare
beneficiaries have modest incomes. Over 75% of beneficiaries have incomes below $25,000;
30% of beneficiaries get 80% or more of their income from Social Security. So while a
voucher program like that proposed in "Responsible Choices" may expand choice for some
beneficiaries, it would in fact diminish choice for many by effectively forcing them into a
low-cost plan and away from the providers of their choice. '

pleased that, during the Clinton Administration, projections for the average annual rate of

'percemage point a year — just in the period between the Mid-Session Review last spring and
the President’s Fiscal Year 1996 Budget. We are pressing ahéad with improvements in
Medicare management, data processing; contractor oversight, and program integrity

aC[lV'IIlCS

Among the other improvements we are making in Medicare, [ believe that we share a
commitment to expanding and improving the managed care choices available to Medicare
beneficiaries. Today, about 74 percent of Medicare beneficiaries have access to a managed
care plan, and 9% of beneficiaries have enrolled in one. Enrollment is increasing rapidly —
by over 1% per month. We also are working on ways to make our existing managed care.
program work better. Examples include our work with the industry to improve quality
measures and the AAPCC methodology for the Medicare risk contracting program, and our.
collaboration with Alain Enthoven to design a competitive bidding demonstration. And, as

- we have testified in recent weeks, we are in the process of developing new managed care

options under Medicare, including a PPO option.

While managed care appears now to be reaching a critical mass in private sector health !
programs, at least in some areas, it has taken many years to achieve this state. Many |
employers that have embraced managed care have moved cautiously to avoid disruption, by |
maintaining a fee-for-service option at affordable levels or by offering out-of-network options|
. through point-of-service plans or PPOs. Most Medicare beneficiaries — and particularly the i
most elderly among them — have not had the benefit of a gradual exposure to managed care.|
I am strongly committed to expanding the managed care options available in Medicare, but [»
the emphasis must be on choice. We should learn from the private sector and recognize that; %
we need to move prudently if we are to foster understanding and acceptance of managed care
i

approaches among beneficianes.

. e
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I look forward to the upcoming discussions at Jackson Hole. We need to focus on how we
can improve both the private insurance market and public programs. And we must discuss
ways to expand coverage for vulnerable populations. I believe that there are many points on
-which we can agree. To me, making responsible choices means finding ways to improve
what we have, not making arbitrary cuts in important programs that can leave the elderly,
disabled, and poor at risk. I hope that we can work together over the coming months to

accompl;sh meaningful health care reforrn

Sincerely, ‘

%%‘W

Donna E. Shalala
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‘Dear Donna, e
This is our first version of "Responsible Choices." We spent considerable time and drew l

S on expertise in specific fields of relevance in devising the substance of these proposals. As
‘. you will see, the product is a hard-hitting document that lays out the actions that the ;
. private sector and government should take to: bring public programs into line with the g
" private sector; increase consumer cost-consciousness; expand group purchasing for small - !
B ~ groups and individuals; and establish a fair market with good, comparable information. |
. Undoubtedly, "Responsible Choices" will produce differences of opinion within the
2 ] Jackson Hole Group, particularly in the absence of political pressure for reform. However, i

{1 hope that we can reach consensus and offer the pubhc a comprehenswe proposal for |
ST mcremental reform. . .

1 think that the Jackson Hole Group is ahead of the curve with "ResponSthe Cho:ces "
£ ~ have not seen any other broad post-Clinton proposals for health reform, especially ones
> that take into account what is occurring in the private sector. Additionally, "Responsible
.. - Choices" will distinguish itself because it is based on actual clinical and operational '
LA ~ experience gained from all participants in the Jackson Hole Group process. | cannot -

. imagine another comprehensive proposal for reform that could mclude that level of !
o expenence and expertlse SEE : - . :

" o The section. of "Responsrb e Chonces that corresponds to your topic at- the February i
3 - . meeting is Bringing Medicare into the 1990's. If you would like to discuss it or need
“further clarification, contact Graham Rich, MD of the Jackson Hole Group staff at 307-733- |

P

:}} | 8?81 fax: 307-739-9312. 1 would be grateful if you could ask someone to calculate the :
: ( D approx:mate savings whzch could if th als were adopted .
i ) We wnll take up all of Responsrble Chorces in detall at the Febfuary meetmg I would ‘
E A /2 )va!ue your mmments as 500N as posslble to further revrse ouT recornmendatlons Your |

|

MaﬂmgAddras PO Box 350 TemnVillage WY 83025 .-
e fed-ﬁwps 6700 North Ellen Creek Road fackson, m( 83001 :
' .307-739-1176 Fax: 307-739-1177
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feedback ahd that coming out of the February meeting will be incorporated before the
document is ready for wider circulation and critique at the end of the'month.

~ Sincerely,

“PaulM. Ellwood, MD. - -,
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~ INTRODUCTION
, , ' Paul M. Ellwood, MD

"Responsible Choices" identifies the*action_s that the private sector and government should-’%
take to improve the American health system. These éuggestions build on the Jackson Holeé'
Group's arjprgaches outlined in "The 21st Centurjg American Health System" (1991), 5
which called for accelerating value-based competition in the health care marketplace.
"Responsible Choices" is not based on unfested economic and social theory. The |
recommendations are taken directly from the actual c\ini.cal and operational experience
gained in providing health care and healfh insurance to over 100 million Americans. "
"Responsible Choicés" spreads the benefits of better quality, lower cost health care with a

minimum of prescriptive interference by government at no. overall increase in cost.

The United States has been rapidly transforming health care by implementing a market-
driven system that works—a unique approach that has resuited in significantly reducing
rate increases for'private purchasers and consumers of medical services. This evolution, -
turned revolution, which has been underway for at least twenty-five years, ivs being driven
by corporate purchasers, and cost-conscious consumers. It has created an extraordinary |
array of health plans aggressively competing with one another on price and quality. ‘
Managed care plan enrollment has grown by 50 percent since "The 21st Century : i
American Health System" was written. However, some consumers—such as most o
Medicare beneficiaries, individuals with preexisting illnesses, and the emplloyees of small
firms—are not fully benefiting from the health care revolution that is propelling us toward .
| the twenty-first century. And, despite being the largest singlé purchaser of health care, the |
.govérnment has been slow in bringing public programs into line with those in the private

_sector.

It has taken at least twenty-five years for the new American health system to become !
\
established. As it continues to evolve,.care must be taken not to disrupt its progress. The |
i
f

market works in health care because multiple;purchasers, not only the government, ar€ in

JHG Responsible Choices: Draft, February 9, 1995 , ’ | T



a position to introduce bold new methods of buying health care and because providers
and insurers have substantial freedom to respond with new approaches to organizing and |

paying for care.
s

Keeping the market working in health care requires the consideration of factors thét are
unique to the health sector. When a day in the hospital can cost thousands of .doVHars,
people need health insprance‘ But when this is fee-for-service insurance, fhere are few
incentives for sick individuals and their trus}ted physicians to try to save money. Those ‘
whq are poorly insured and have a great incentive to buy on price are in no position to |
shop for medical care based on’price once they become sick. Medical care is a product
that is best understood by doctors who are selling it and thus are in a position where they
must make both the key cl‘inicél and economic decisions for their patieﬁts and their 4
practices. "Responsible Choices" assumes that these factors, unique to the health sector,
~ cannot be ignored. If they are disrupted by legislativé fiat, the whole system of high- -
quality, market driven health care could come unraveled. "Responsible‘Choices" calls for
intervenvtion in certain facets of the marketplace to make it function better, while warning

policy-mai(ers that preventing further expansion of price and quality competition will

disrupt the progress that the market is making.

As in any industry, genuinely lowering costs means vast increases in productivity. In this

s

case, change threatens the livelihood of more than 100,000 specialist physicians, one-half

of the country's hospital beds, and hundreds of health insurers.

i
|
{
1
1
i
I
1

_ The U.S. health system has been transformed thus.far by adherence to the following

principles:

I
i
+ Health plans should compete on the basis of price and quality. Health plans that both;

finance and deliver comprehensive health care must compete on price and quality. '

Combining health insurance with health care is perhaps the most important change in

the structure of the health system. It shifts the emphasis from increasing earnings by

JHG Responsible Choices: Draft, February 9, 1995 o _ 2
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Consumers can be cost-conscious when selecting health insurance. Consumers can

be motivated to be cost conscious at the time they select health insurance and choose

“market, the presence of many powerful buyers and multiple competing sellers has

subjecting the patient to more services to reducing demand for costly extended
treatment by keeping people well. To effectively lower costs and improve qualuty, .
health plans must carefully select those providing care and match their numbers and |
skills to the needs of their consumers. This practice has been criticized for restricting

doctor opportunities and patient choices, but shepherding resources remains as critical

to health care quality and cost as the management of any enterprise.

lower cost plans when they are convinced that health care willvvbe readily available and :
of good quality. Cost consciousness at the time of iliness is less predictable and can !
cause expensive and dangerous delays in seeking care. This makes capping premium

contributions better than high deductibles in motivating consumer choice.

Group purchasing of health care should continue. Health care must be purchased by
groups large enough to exert real leverage over competing health-plans. Size allows
these groups to exploit their knowledge of health plan performance and, above all, to

spread the cost of insurance over both healthy and unhealthy individuals. As in any

been shown to be beneficial to consumers and encourages continued innovation and
vigorous price competition. Diminishing the clout of group purchasers or dividing :

consumers into good and bad risks will destroy the burgeoning health market.

Information about the quality of care must be available to consumers. For the health
market to function properly, consumers, purchasers, and prowders need
understandable and comparable information on the cost and quality of care from
various health plans. The quality of care information currently available to consurﬁers
is still incomplete and is pérhaps the weakest link in the health care revolution.
Because reliable and objective information is not avaﬂable, the organizations prdviding |

the best quality of care are not negessariiy attracting the most consumers. This



‘ |
information gap jeopardizes the entire health revolution. The lack of cdmparatjve |
information on quality also makes the system vulnerable to unsubstantfated Crmc:sms I
about costs being down because quality is deterzoratmg |

Without expanding entitlements or mandates, "Responsible Choices" expands the

revolution in health care by asking government to play by the same rules as the private

sector, by increasing the power of consumers, and by minimizing riék selection against
individuals and small employers. "Responsible Choices” spreads the benefits of better
|

.quality, lower cost health care with a minimum of prescriptive interference by government|

at-no overall increase in cost. ' ' .

"Responsible Choices" has five objectives: !

Ahgn Medncare and Medlcatd costs with revenues while expanding choaces by offermg :

i

publtc beneficiaries the same cost-conscious choices now available to private

consumers through employers or purchasing groups. Swn the per capita -
growth of Medicare and Medicaid expenditure linked to revenue growth and allow

competition and consumer choices to do the rest. : i

2. Make the tax benefits of health insurance coverage equitable, while increasing t
consumer awareness of cost and quality through a value-based tax credit for health !

insurance.

3. Give individuals and the employees of small firms, regardless of their health status, the ; -
same opportunity to purchase reasonably priced health insurance as large group !
purchasers. Insurance reforms mean all purchasers, including the self-insured, and i

sellers of health insurance should be subject to the same marketplace rules.

4. Ensure that consumer$ know what the various health plans offer in terms of benefits,

satisfaction, access, and health outcomes.

JHG Responsible Choices: Draft, February 9, 1995



5. Set timely realistic targets and measure-results as reform proceeds. Manipulating a -
trillion-dollar enterprise may require a change in course if cost containment, health
outcomes, consumer satisfaction, and access to health care do not improve as

predicted.

BRINGING MEDICARE INTO THE 1990s
Graham Rich, MD, MBA

As the largest purchaser of health care in the U.S., the federal government is responsible |
for the continual growth in Medicare cost by maintaining a dysfuncﬁional payment
methodology and by failing to encourage intensive price competition and cost-
consciousness. Like any other purchaser, it needs to adopt some aggressive buying
policies so that all taxpayers, including seniors, can benefit from better quality and
efficiency through'competition among health plans and a cost<ontained traditional

Medicare program.

Even with the present defective s?stem for éhcouraging enroliment in managed care, the
number of seniors choosing this option is predicfted to increase from 2.2 million at thé ehdt
of 1994 to 2.5 million at the end of 1995. To enable new seniors to stay in managed care .
and to provide more. choice for current beneficiaries, we need a better Medica’re payment I
methodology, better access to-.comparative mformatlon and the option of partlcupatmg in |
any available health plan. Only then can semors make responsnble choices. - ;
Why Update the Medicar;z Program? |
The federal government's share of total U.S. health care costs was 28 percent in 1990, and;
32 percent in 1993. Medicare expenditures were $160 billion, or 2.4 percent of gross |

. : |

domestic product (GDP), in 1994 and are projected to grow to $460 billion, or four :
percent of GDP, by 2005. Meanwhile, private sector HMO premiums, driven down by i

JHG Responsible Choices: Draft, February 9, 1995 5
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employer purchasers, are projected to decline, on average, 1.2 percent in 1995." For
‘example, the California Public Employees Retirement System achieved reductions in

premiums of 0.5 percent in 1994, 1. percent in 1995 and two percent for 1996.

Medicare's traditional insurance structure has a negative impact on the rest of the health
care market because: | . _
.+ Cutsin reimbursement cause cost shifting and drive up the cost of care for others. l
« Hospitals suffer unpredlctable changes in DRG rates. '
» Physicians try to maintain income by increasing volume.
+ Medigap policies that drive up use by Cove_ring first dollars become more attractive '
when consumer deductibles are increased in an effort to reduce program utilization.
" Low reimbursement rates make it difficult for seniors in some markets to find primary

care physicians who are willing to accept new Medicare patients, ;

«  The system rewards doctor's office visits and hospital stays instead of improvements in

health. , ’ o » ‘ - l

Medicare cost problems will only get worse under the current system as managed care
health plans, using resources efficiently, force nonpartieipating physicians (particularly
specialists) to depend on Medicare to earn a living. This will exacerbate regional
va,rlations in Medicare costs that have no corresponding premium differences in private
sector managed care. For example, in 1995, the Medicare capitation rate is $467 in San |
Franasco and $559 in Los Angeles while the premium for a non-Medicare, non- Med:ca:d

Kaiser plan is the same for both northern and southern California.

Parallels with the Private Sector | }
When unsustainable expenditures on health benefits threatened competitiveness,
enlightened employers made the transition from traditional health insurance to offering af
choice of managed care plans As a result, they have seen a consistent increase in F

rnanaged care enrollment with a corresponding reduction in costs. The government c0uld

i
H

s X . !
! Group Health Association of America (GHAA }, 1994 HMO Performance Report. :
|6

|
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experience the same savings by making consumers more cost-conscious, ensuring that
plans compete on the basis of price and quality, and actively promoting managed care |

_ options,

How Do We Get There? ‘ ,‘
The ultimate a:m\sh\quld be to reduce the rate of growth in Medicare costs due to

."' !

mlsmanagement ofthe program. This proposal attempts to hold Medicare entxt!ements to |

\

“—the-curfént percggtigi_e of GDP adjusted for the increasing age and number of
. beneficiaries. It does not reduce the scope of benefits or deprive beneficiaries of access to | ‘
well managed~health care. - It relies on price competition among health plans coupled W*‘hg
a government contribution limited th the GDP target. The proposal also requires health
plans to offer a more appropriate set of benefits than the tfaditiona!_ Medicare programhheé
federal standard HMO backage with a prescription drug benefit) sb that Medigap
| insurance is unnecessary for seniors who join health plans. Seniors \shodld be able to | . }
choose a health plan with comprehensive benefits while reducing or eliminating the need |
i for supplemental insurance, deductibles, and copayments A voucher ultimately set at the
price of the lowest cost plan in the market area will give seniors access to a full range of

5 plans.’ The option to stay with tradxtuonal indemnity Medicare would still be available.

Promoting Consumer Cost-Consciousness RN

The money for Medicare vouchers should be apprOpnated each year, rather than

mandated as part of the federal budget rhe voucher {67 Medtcare health plans should be -

~initially limited to the amount the government is prepared to spénd on traditional
Medncare and should ultimately be based on the lowest priced, high quality plan within
each market area when the market price falls below the government's ad;usted GDpP targe .
payment. Seniors who choose a more expensive plan would be responsible for making upf

|
i

the cost difference, be it traditional Medicare or a health plan. To ensure full choice, all

i

Compemxve bidding to set the government contribution has been recommended by Bryan Dowd et al:, in "Issues Regarding i
Health Plan Payments Under Medicare and Recommendations for Reform™. Ihn.Mﬂhmk_Qumsﬂx, vol. 70 no. 3, 1992, 423. !
¥
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plans should participate in a coordinated annual open enroliment. In some areas,

especially rural ones, traditional Medicare may be the lowest cost or sole option.

Ensuring Plan Competition on the Basis of Price and ;Quality
To enable comharison, the Health Care Fi’nan;lng Admi‘nistrat.ibn (HCFA), or its designee,
should provide information, including quality and price comparisons of traditional . ,
Medicare and health plans, by market area on all available plans. Health plans should |
price and offer a standard benefits package while HCFA does the same for its own

traditional Medicare product. Seniors should be given comparative information on out-of |
-pocket costs for care of common cohditions, cd‘nsumer satisfaction data, etc. Reseonsible
marketing should be encouraged to ensure that seniors understand the options. o |
~ Intermediate Steps ' _ |
To facilitate the transition to managed care, incremental change in the government's K
contributions to health plans is suggested. Initially, the value of the government voucher
for health plans would be the same as that for traditional Medicare. Where more than 20 {
percent of seniors are enrolled in managed care, the government's contnbutlon in the next
vear should be based on average health plan prices (excluding traditional Medn:are) In
the following year, the contribution for tradntlonal Medicare and health plans should be

set at the price of the lowest priced, high quality plan. . ;

Stage 1: Fiscal Year 1996 |
The Secretary of Health and Human Services should establish market areas to calculate the
“value of the Medicare voucher, as counties are too small for stable prices. The value of

and age of beneficiaries within each market area. Legislation should allow health plans

that cost less than the voucher to provide additional benefits or to give consumers rebates. 5
A health plan that costs more than the voucher value should charge seniors the dlfference

HCFA should simplify its approval requirements so that it is less costly for new health

plans to enter the Medicare market.

JHG Responsible Choices: Draft, Febnlaw 9, 1995 - 8



Stage 2: Fiscal Year 1997 o - |
HCFA, or designee, should establish and coordinate an annual open enrollment period to
ensure that each individual can choose among all available pléns. Voucher payments
should be risk adjusted to allow for the extra risks involved in enrolling individuals with
hromc diseases. All participating health plans should be required to offer at least the newe

standard benefits package. ' ,

Stage 3: Fiscal Year 2002

If the prices of competitive health plans in the Medicare market consistently exceed the |
value of the government's voucher, and if traditional Medicare cannot be controlled, the
policy should be reexamined with a possible reduction in the scope of benefits, means .

testing, new controls on volume of services, etc. The cap on the government's voucher

should move progressively from the market area to the national level within five years to
smooth out price differences among areas. If employers do not encourage retxrees to make:
a cost-conscious choice of Medicare health plan by gtvmg them a defined contribution, |
then legislative reform of retiree benefits may be ‘required. The federal‘ government should?
consider relinquishing its responsibility for providing indemnity insurance by asking :
' priirate indemnity plans to take over this function, as long as there is no resfrictioh on

access to providers.

Benefits of Medicare Reform V

The phased introduction of prermum competltlon start ing with areas of high managed
care enrollments and where Med:care costs have tended to be high, ensures competition
and early savings. Over time, there should be a reduction in regional Med:care price and
utilization variations. Prices in today's populous high cost areas should come down first, ;
while utmzatcon and prices may go up in those areas (mainly rural) where seniors seem to:
be underserved. Allowing seniors to make the same responSIble choices as the rest of the :
population will providé greater incentive for plans to improve their cost-effectiveness
while maintaining or improving quality. .Senio’rs and the health system as a‘whole will

benefit from an expansion of choice and an end to the cycle of cost shifting.

JHG Responsible Choices: Draft, February 8, 1995



ENCOURAGING STATE SOLUTIONS FOR ACUTE MEDICAID
Graham Rich, MD, MBA ' o -

The dramatic increase in, and unpredictability of, costs in Medicaid programs is a ‘
persistent challenge to state governments. The nation spent $82 billion, or 1.2 percent of
GDP, on Medicaid in 1994; expenditure is projectéd to increase to $234 billion, or two
percent of GDP, in 2005. ‘States should use the same methods as successful private
purchasers of health care to encourage choice and effective price competition for the g
acute care portion of Medicaid. States are already ahead of Medicare in adopting price t
competition but have been impeded by the federal waiver process and the lack of health
plan availability

Accelerating the Use of Competitive Managed Care for Acute Medicaid ‘
States that received section 1115 waivers from HCFA have introduced innovations tailored;
to local needs and prefereﬁces. These changes brought variations in eligibility based on
income, categorical requirements, new services, and a choice of rhanaged care plans. In V
an effort to protect the Medicaid population from what it views as ill-conceived or hasty
reform, HCFA developed detailed criteria for approval and set goals for implementation.

Because criteria and goals can vary from case to case, the approval process may take

several weeks, meahwh_ile state dollars support inefficient and ineffective financing
mechanisms. To stop such waste, the 104th Congress should grant states the authority td ;
* make the transition to managed \care for Medicaid while the federal government focuses
on reStructufing the Medicare program. ‘
‘The Federal Contribution s %
The federal government should glve states block grants for the acute Medicaid program

based on the number of eligible residents.. To facehtate»s”tate management of the program,

/

the federal government should specify the rate of growth in the federal capitation rate. If

‘the current GDP growth rate and inflation remain the same, this could be set at 6.5

percent per year in 1996, six percent in 1997, and five percent in 1998. The only
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circumstance that would necessitate a reconsideration of these ground rules would be for

a drastic change in the number of people eligible for Medicaid.

Minimizing Federal Reporting
Allowing states to define their own solutions puts at risk the comparison of quality, cost,
and coverage mformatnon essent;a! to enhance consumer choice and aid policy-making at

the state and national levels. The problem can be overcome if states follow the example
of other purchasers by requiring standardized repomng by health plans (see A Health :
Accountab‘llty System page 27, and Health System Information, page 32).

INCREAS!NG COST-CONSCIOUSNESS:

REFORMING THE TAX TREATMENT OF HEALTH INSURANCE '
Alain Enthoven, PhD and Sara Singer, MBA i

The fact that employer-paid health benefits are tax-free without limit has been a signifi‘cant?
factor in the continuous escalation of health care costs. The tax break is expected to cost
the government $90 billion in 1995. This break disproportionately favors people with :
above average incomes over lower income people who need a more powerful incentive té

buy coverage.

The need to motivate responsible, price-sensitive choice of health plan and limit revenue

loss to the federal government underlines the advantages of abelishing the tax break and 5

replacing it wsth a refundable tax cred:t for individuals purchasmg health coverage. This

would correct the government-created lack of cost-consciousness by encouraging
employer contribution policies that force consumers to be more responsive to the full .
premium price, thereb*,; promoting competition among health plans. To derive maximumﬁ ‘
benefit from a tax credit, a choice of bléhs is hecessary.v Additionélly, it may be

appro'priate to encourage employers to make their contributions in fixed dollar amounts- -
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/A limit on employer contributions that are tax-free to the employee (a tax cap) is another

alternative and would require the application of rules similar to those for the tax credit.

Low-income individuals, who do not file a tax return, would claim the tax credit for heahhi-

that do not vary with choice of plan to ensure that all employees make cost-conscious

decisions.

However, a fixed tax credit has distinct advantages over a tax cap, including:

4

« It means portability for individualé, breaking the link between employment and health

coverage.

» Both high and low income people would receive the same credit, though the credit

could be structured to give low-income more.
+ It can be readily characterized as giving something to people, as opposed to a tax cap, !

which is perceived as taking something away.

Tax Credit Structure

A tax credit could be structured as follows®: In 1994, the a;.'erage family received $4346
in employer-paid health insurance, which allowed them to avoid $1 130 in income téxes ,
(i.e., they received a 26 bercent premium subsidy).* With a tax credit, the average family

could still receive up to $1130 in credit on their income tax; which would allow them to ;

_ purchase or receive up to $4346 in coverage without paying any more in taxes than they

do now. If a family purchased or received coverage exceeding $4346, the difference !
would be treated as taxable income. The tax credit could be adjusted in future years for

inflation or other factors. Individuals would claim the tax credit when filing.a tax return.

benefits when applying for other assistance programs.

For a discussion of tax cap design, see "Managed Compeunon i1,> March 1994 or Alain C. Enthoven, “A New Proposal t
Reform the Tax Treatment of Heatth Insurance.”

4«The Tax Treatment of Employment-Based Health Insurance,” Congressional Budget Office. March 1994,

JHG Responsible Choices: Draft, February 9, 1995 12


http:Propos.al

Variation of Tax Credit '

l_h a more cpmplex version, the percentage of premium that a family could claim as a tax
credit could be varied with income. The lower the income le\)el, the higher the
percentage of the health insurance premium that could be claimed as a tax credit. This
solution has problems of complexity, financing, and work disincentives for those at the
poverty level, as well as political problems associated with a tax increase. 'Ad‘ditionally,

the tax credit amount could be adjusted for regional factor price differences, although the

added complexity would not be deswable or econommally feasible.’

It would also be necessary to define rating classes (e.g., individual, couple, single parent
with child(ren), and couple with child(ren)) and age categories to calculate the credit.
Otherwise, a single credit would be too high for some (healthy young mdwsduals) and too
low for others (the elderly and families). Alternatively, by not adjustmg the tax credit for
age, the generous tax treatment would encourage more healthy young individuals and

families to purchase insurance.

A Tax Credit Linked to Group Purchasing

The employment-linked tax exclusion is an important part of the glue that holds insurance

~purchasing groups together as risk pools. Converting to a tax credit direct to individuals

would weaken the glue and threaten the employment-based group purcfhasing system"
because good risks \yil.l seek better rate.s elsewheré and pooling will be destroyed. A
market based on underwriting at the individual level would perpetuate many or all of
today's pathologies for small employers and individuals. The unraveling of the successful

employment-based market could lead to a political backlash and a single-payer system.

5 Adjusting the tax credit for factor price differences would fairly compensate individuals and families residing in high cost
areas. While it would be possible to adjust the tax credit for medical cost variations, this would not be prudent as it would reward areas
with inefficient utilization of health care resources and costly excess capacity. It would also be possible not to adjust the tax credit. This
would be the simpiest approach and would resemble the construction of the recently proposed education deduction, However, a ﬂa! ax
credit may be too generous in some areas and not generous enough in others.
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The tax credit can be structured SO as not to dismahtle the group purchesmg based system.

~ Standards governing the use of a Credit would be necessary. For example:

o f your employer offers coverage, the credit should be available only if you buy
insurance through your employer. Employers might be.mandated to offer, but not
necessarily pay for, several coverage options and could do this by contracting with a
voluntary, certified purchasing group.

« If you are self-employed, non-employed or employed by an employer that does not
offer health care coverage, you should be able to use the credit only through a

“voluntary, certified purchasing group that would agree to take all comers and abide by
the rules established for the rest of the insurance market.

« If an employer drops coverage, it should be required to éffer,- but not necessarily pay
for, coverage through a purchasing group to provide for its employees. This approach
.would encourage the formation of voluntary',\' certified groups for those left out of the
employment-based system and ensure the formation of alternative purchasing groups
before a!lowing the dismantling of emplo§ment-based purchasing.

. .

Stage 1: A Tax Credit for the Individual Market in 1995

Since there is mounting urgency to reinstate the 25 percent tax deduct;on for the self-

employed this opportunity should be used to shift from tax exempnon to a tax credit for

this group. Tax polncy changes should start with a tax credit program for the

self-employed, non-employed, and employed whose employers do not offer coverage to !

go into effect in 1995. After three years, the tax credit should be restricted to coverage

purchased through a purchasing group. This is attractive for the fo'l|o«win:g reasons: .

« A tax credit would give this group a greater tax subsidy than they received under the
limited tax deduction. A tax credit would guve these peop|e tax-free health benefits
while making them pr:ce—sensrtwe It would eliminate the tax code mequxttes that the
self-employed currently face, without expandmg the cost-increasing incentives created

by the present tax treatment of health benefits for employedvpersonsL

14
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« Anyone who does not currently receive employment-based health care benefits would.

i
i

benefit from the tax credit without threatening employment-based health care
purchasing. | | \

« By tying the tax credit to group purchasing three years after enactment of the tax credit;
the formation of purchasing groups would be encouraged without penalizing people |

who do not have access to group purchasing in the interim.

Stage 2: A Tax Credit for Employer-Based and Group Purchased Coverage in 1998
After sucéessfully implementing a tax credit for individuals, employer-based tax
deductions of health benefits should be replaced by a tax credit in 1998 with provisions to
avoid unraveling employmem~baséd health care gurchasing. This should be done at the
same time the tax credit becomes linked to group purchasing—three years after enactment:
of the tax credit for the individual market—to eﬁsﬁre adeq‘uate access to group purchasingé ,

arrangements.

Target Goals:

« Tax credit in place for the individual and emp!oyer-purchasing markets by 1998.
» At least 75 percent of peéple claiming the tax credit by the yeaf 2000. If not 75

| percent, the policy regarding tax credit eligibility ShOL;ld be reviewed.

MEDICAL SAVINGS ACCOUNTS
Alain Enthoven, PhD and Sara Singer, MBA

The Jackson Hole Group is concerned that Medical Savings Account (MSA) theories, in the
forms currently advoéated, would undermine the market forces already under way in the
health system and would increase tax revenue losses. MSA proposals would allow |
‘employers and individuals to Jcontribute to sa\;ings accounts (tax sheltered or not) in
conjunction with a health insurance policy that has a high annual deductible, such as

$3000, referred to as a "catastrophic" policy. Since consumers would have to pay the full |
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cost of their health care up to the amount of the deductible, this would make them health
énd cost conscious. In theory, MSAs seem to encourage saving for retirement or other
purposes rather than spending money on costly .medicalt care; however, in practice, they
would destroy the ability of insurance to spread risks and would jeopardize health plans'
ability to compete on cost and quality. Itis difficult to make a propef'assessment of the
impact of different MSA proposals because of their variability. For example, if MSAs weré é
tax deductible, this would create an enormous incentive to purchase a particular type of ‘
health insurance and could increase the federal deficit. As a consequence, the Jackson

" Hole Group is eager to analyze each specific MSA proposal to assess its impact. All of the
proposals assume that the health care cost problém is fully attributable to factors that the :
individual can control and fail to acknowledge that the chronically ill would lose out as |

the healthy opted to leave risk pools.

MSAs Combined With Catastrophic Coverage Could Damage the Market

With catastrophic policies, people are cost-conscious only until they know their
deductible will be rea;hed, after which the cost of more care to therri is zero. Since about
70 percent of national health care expenditures are spent on only 10 percent of the
population, MSAs with catastrophic policies do not brom}ote cost-consciousness'where the

majority of expenditures occur.

High deductiblesvonly marginally provide financial incentives to encourage healthy
lifestyles and to decrease expenditure on inappropriate medical care. If increasing ]
deductibles had achieved this goal withlan indemnity system, then the development of ’
managed care would have been unnecessary. High deductibles 'discourage people from
seeking preventive and primary care since they must pay for these services out of pocket.
Delays in seeking care for serious illness increase costs for éveryone, MSAs will disrupt

the market by favoring catastrophic policies over other forms of health coverage. o

According to an example used by the American Academy of Actuaries, if a family pays

$5000 for a typical indemnity plan, it could purchase the same policy with a $3000
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deductible for about $3,200. The $1800 savings is not enough to cover the $3000 MSA
that would need to be paid by someone, either the employer, employee, or the
govémment. If the MSA is tax excludable, it would increase tax losses by $1200 per

family.

Anyone who is healthy and wealthy enough to afford the deductible will prefer the MSA,
-especially if there is favorable tax treatment.® This d‘iscriminates againsf the sick, .the high ; |
risk, and the poor, who will be left in low deductible plans and health plans whose costs
will increase as the healthiest people opt out. Experience in the FEHBP program showed
that people with the:worst risks chose the Blue Cross/Blue Shield low deductible option, |
while good risks selected the highvdeductible‘bption. Even if MSAs could be redesigned
to encourage hea‘lthy lifestyles and preventive care while limiting revenue loss to the |
federal government, people with cancer, diabetes, heart disease, and other chronic
illnesses would face increasingly higher pfemiﬁms, as the healthy, good risks opt for tax-
favored MSAs with catastrophic coverage.. Even a sophisticated risk ad;uétmenf

mechamsm would not be able compensate health plans for this degree of adverse -
selection. However itis hard to prednct the impact of any MSA proposal, as they are all

based on theory.

INSURANCE REFORMS AND GROUP PURCHASING

Jay Carruthers and Ellen Wilson o ‘

The rising costs of healtﬁ care over the last decade have affected the large and small groﬁp
markets in two very different but instructive ways. Cost pressures on large groups have |
inspired major innovation, including greater:use of managed care, incentives for cost-
conscious purchasing, and better ihformatiovn for making choices. The same cost pressurés

when applied to the small group and individual market have had a deleterious effect.

8 Section 125 plans create the same problem, although rmt:gated by the fact that users fose unused funds at the end of each
year This has led many 1o call for the elimination of Section 125 plans. :
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Small groups are unable to spread risks, to achieve economies of scale, to benefit from !

competition, and usually to offer multiple plans. As a result, the small group and

individual market is characterized by:

High premiums or unavailability of coverage to high-risk individuals.

Steep premium increases (especially for individuals or small groups with individuals
Who get s'ic‘k): small and m%d-sized businesses faced an average increase of 14 percent ‘
over the last twelve months. Over the last three years, it totaled about 57 percent.’ {
High administrative costs: a carrier's administrative expense, by one estimate; reaches
40 percent of claims in groups of one to four, compared with less than five percent for
groups of more than 10,000.2 ‘ |
Segmentation of the market by risk '(i.e., health statu‘s).

An inabiltity to influenAc‘e the development of the market to better meet the needs of

small groups and individuals. .

If access to, and affordability of, coverage in the small group and individual market is to be '

improved, the state and federal gOvemment must act in concert to implement core uniform’

standards that foster the development of effective group pufchasing.

Group purchasing offers a powerful tool for structuring a competitive, well-functioning

market.

-

Members are offered a choice of health plans.

Cémpetition is driven by side-by-side comparisons of health plans based on value
(quality and cost). |

Risk is spread more broadly; the ability of health plans to discriminate on thé basis of
health status decreases. R | ‘
Administrative costs are significantly reduced. In addition, health plans avoid the high

costs associated with marketing to a multiplicity of small groups.

7Ar'lhur Andersen, " Survey of Smail and Mid-Sized Businesses: Trends for 1994."

8Ccmgre:;sior"al Research Service, "Private Health insurance: Options for Reform,” September 20,1990.
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However, before group purchasers are effectively able to drive the small group and
individual market, certain uniform standards need to be applled across the entire health
care market. Standards should be set by the federal government implemented by

purchasing groups through private contracts with health plans, and enforced by the states.

Despite current efforts to give states more power in devétoping local policy solutions in
areas like v;zelfare, there are several reasons why reforming the health system réquires‘ C
federal standards. First, health care markets do not adhere to state boundaries, making it
impossible for states to structure rules that apply consistentiy across markets. Sécond, the
preponderance of large multi-state employers reinforces the need for a federal framework.
Moreover, with the rapid change in.the deltvery of medical services and the proliferation
of varying levels of risk- bearing arrangements, state regulations designed to monitor
traditional insurance carriers are outdated. Enforcing uniform federal stan'dards, however, |
would be a lﬁogical extension of the state's tradttional role as insurance regulator. It is ‘
important to note that federal standards could be spelled out without creating a new

federal bureaucracy.

State Efforts A _ |
Forty-five states have recently adopted some fbrmbf insurance reforms as a first important
step towiard improving access to coverage in the small group and individual market. i
Results, thus far, have been mixed. Some states have had success eliminating the most
blatant forms of risk selection using basic reforms like gu(aranteed issue of all products,
guaranteed renewal, portability, and limits on preexisting condition clauses. Nearly
twenty states have gone even further by tmplementmg some form of community rating andi
experimenting with purchasing groups across the small group and individual market !
Private sector initiatives, such as the Cleveland Council of Smaller Enterprises (COSE and ‘
Chamber of Commerce purchasing groups, have expanded access to affordable coverage |
for their small business members, but criticism has been directed at some of these !
érténgements for leaving the individual market large'ly untouched, rarely pooling risk, and

in some instances, using medical underwriting to exclude the worst risks. -
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| |
Despite some progress, states that have carefully crafted insurance reforms are finding their

efforts undermined by the growth of self-insured plans. As states increase regulation in the
small group and individual market,tospreadrisﬁkv more broadly and expand coverage to the ;
poor (e.g., premium taxes), the best health riské opt out of the pool and Choose to self-
insure (or drop coverage entirely, as was the case in New York). These plans protected
under ERISA, do not have to comply wnh state laws regulating hea!th insurance. If. self-
insured plans continue to siphon off the best risks from the small group and individual
market a risk spiral within the state-regulated market is inevitable. The problems
surrounding ERISA underscore the difficulty in reforming a voluntary health system with

the current division of state and federal regulations. In making limited ERISA reforms,
polic\y-makers should ayoid engendering 50 different sets of laws regulating health |
benefits, nor should they permit states to finance expanded access programs by taxing self-
insured plans. Doing so would penalize employers already providing coverage to their |

employees.

The Role of the Federal Government

A Tax Credlt Linked to Group Purchasing: If tax credit elrglbnhty were dependent on
purchasing coverage through an appropnate group, as recommended in Increasing Cost- -

' Consciousness:‘ Reforming the Tax Treatment of Health Insurance; page 11,iefficient

group purchasing efforts on the part of employers would be maintained while providing
incentive to create other voluntary certified purchasing groups (defined below).
Employees whose'employers offered coverage would have to purchase it'thréugh themto
receive the tax credit. The self-employed, non-employed and employees whose

employers do nof offer coverage would be required to purchase coverage through a
cértified purchasing group to receive the tax credit. The individual market would be |
| replaced by purchasing groups that would be able to pool risk- sufﬂc;ently as people take |

advantage of the tax credit.

Insurance Reforms: The federal tax credit should be part of an incremental reform

package that includes basic insurance reforms. By enacting those insurance reforms at the '
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federal level that have already been implemented in most states—e.g., limited guaranteea
issue of all products, guaranteed renewal, portability, limitations of preexisting condition.
“exclusions, and limited rating restrictions (not community rating)— the most blatant forms
of risk selection would be eliminated while providing g‘reater uniformity to the system,
These reforms are designed to prevent health plans from di5criniinating on the basis of ‘
health status—a widely accepted"principive—aﬁd should apply to all health plans regardless :
qof risk-bearing arrangements, whether it is a.traditional insurance carrier, a health plén, or
an ERISA self-funded plan. The cost of overseeing reforms should be borne equally among;
. all parties in the form of a federal premium tax remitted to the states and other entities

created to apply standards.

The Role of the States: Certifying Voluntary Purchasing Groups and Enforcing Standards |
The primary responsibility of the states would be to accredit those voluntary purchas(ing |
groups that meet the .criteria to become Certified Purchasing Groups (CPGs), as well as to
enforce compliance with insurance reforms. To receive acéreditation and hence enable
members to claim a tax credit, a purchasing group would need to adopt certain standards, 5
such as: , | | o
« Accepting all who are eligible and wish to purchése coverage through the group. :
« Offering a choice of health plans. |
« Conducting an annual open enroliment period. |
« Experience rate the group as a whole, with adjustments for age, family status, etc .
» Risk adjustment within the purchésing group (developing/adopting an actuarially
sound methqdology would be left to the purchasing grou!:}‘and participating health
plans). | ' | |
« Surveying members about their experience with their health plans and provide quality |
~ related information. "

« Assure insurance reform compliance in contracting with health plans.
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Many purchasing groups already perform several of these.functions and could easily

receive state accreditation as a voluntary CPG.®

With such federal and state provisions, employers, em’ployées, and individuals should
react to existihg incentives and market forces to maintain and participate in the
appropriate purchasing group. Employers who have been efficiently purchasing health
ca're-—primarily large employers who have been major forces of progress and innovation in
health care purchasing—will find it in their interest to continue doing so. Employers who
are inefficient phrchasers, or who have not prgviously offered coverage, will likely want to
offer coverage through a voluntary CPG. Extending access to purchasing groups for all

small groubs and individuals, in conjunction with the implementation of a standard set of
market rules, is a critical step toward structuring anﬁ efficient market in which coverage is

more accessible and affordable.

Target Goals: .

« All fifty states should have at least one voluntary certified purchasing group by |
1998—when the tax credit will be given to only those purchasing through the L
appropriate group. States without a CPG may need to consider offering incehtives for
their establishment. | |

« Everyone in the individual and small group market should have access to group

purchasmg by the year 2000.

. ? When you have individuals choosing among health plans that sell different sets of medical services, there is the threat of risk
selection, While insurance reforms and the extension of group purchasing to the small group and individual market attempts to minimize |
fisk selection, in such a complicated and dynamic system the extent to which risk selection will occur is unclear and is something that
should be closely monitored. For example, an upper size limit for employer groups has not been placed on CPG eligibility. Butif it urms
oul that predominantly bad risk large groups purchase through CPGs, it may be necessary to impose such a limit. '

[
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BENCHMARK BENEFITS
Nancy Ashbach, MD, MBA

. The Need for Faif Disclosure and Comparability

Health plans, consumers, pharmaceutical manufacturers, physicians, legislator, the courts,

and others have struggled in the past with benefit plan offerings. In particular:

» Consumers have been unclear about the criteria for inclusion of specific benefits in -
their health plans. This has led to suspicion that managed care plans are motivated to :
skimp on needed care. |

« Consumers have had difficulty comparing health plan offerings with differing Benefits.

» Physicians and others have been unclear as to the benefit and t‘echn‘ology review
processes in hea!th'plans, leading them to \)iew the process as secretive and
unscientific. { | A

+ Health plans have been hampered in their ability to deny coverage for specific
interventions tlearly and concisely and to support such decls§ons with cogent reasons. |

« Pharmaceutical and technology manufacturers have suspected that such decisions a}e ;

 based upon cost alone and that their products are not receiving a fair and open hearing
by health plan policy-mékers. |

« The courts and legislators have received conflicting advice from interest groups.

It is fdr these reasons that a benchmark benefits package is needed. ‘This produd should

be a voluntary, real, and valid offering of all health plans, but need not and should not be'
the only offering. Plans can and should be able to offer packages both ric,her and leaner té
respond to the needs of purchasérs. ManyA plans have had lengthy experience Mth thé ‘
federal HMO benefits packége, and we reccémménd'that until the process for revising andé

improving upon it is in place, it serve as the initial benchmark package.

The process of defining and maintaining the benchmark benefits package should be open,
fair, understandable, and for information purposes only. The criteria for additions and

deletions should be available and the process should be clear so that coverage decisions
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vby the health plan would be protected from unreasonable challenge. Physicians, drug
manufacturers, consumers, purchasers, health plans, and others who might wish to
influence the process of coverage inclusion and exclusion would therefore be able to do
50, and the public would be assured of appropriate care being provided and of coverage
for expensive therapies not being denied solely because of cost. There should be no
opportunity for collusion between health plans for the inclusion or exclusion of benefits.
For the purposes of avoiding antitrust law suits, health plans may need to be excluded

from the process.

In.addition to disclosing criteria for coverage, a standard product must be available for.
price and quality comparison. In the absence of a voluntary benchmark, plans will vary
benefits to satisfy the demands of various customers, and comparability to the consumer
will remain elusive. By using a benchmark benefits package as a standard product against -
‘which the differing needs and requirements of purchasers can be measured, comparability

of benefits and price offerings can be determined.

Assessing Technology ‘ ‘ 4 )

The benchmark benefit package should be that collection of benefits that is most likely to
produce health in the population. While the federal HMO benefits package is an
excellent starting point, producing health in the population will require dngoing
evaluation, reviﬁion, and updating of benefits. Technology assessment and cost-
effectiveness analysis will be hecéssary to achieve this objective in a rational way.
Currently, such assessments are performed by government, private organizations, and
individual health plans. Such efforts are inefficient and duplicative and furthermore do
not provide health plans with sufficient justification to offer or dény coverage. In the
present environment, such. decisions are suspected of being made for cost reasons. As a
consequence, benefit decisions are being challenged and made by the courts ahd
Iegislatures rather than on the basis of sound scientific evidence and efficacy. The absence:

of an open, clear, fair, and scientific evaluation process is detrimental to all parties.
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Technology assessment and evaluation 'are necessary because: ‘

+ Technology in medicine is in a constant state of ﬂuﬁ, with new technolog‘; entering the |
market at a staggéring rate. The cost of 5uch technology creates a strong economic
requirement for a valid assessment process to determine coverage under a typical
benefits package. A' : | -

‘e Much existing technology has not been evaluated for effectiveneés. To date we have
~had no me’chénism for doing so, and maAny‘ interventions in medicine are covered
under existing benefits packages as a result ‘of historical precedent. ‘

. Cost-effectiveness has not been a major element of technology evaluation in the past
but will surely become so in the future as 'groub benefits are valued against individual "

demands. -

Additionally, in‘dividual coverage decisions on the pari of health plans often require an
independent evaluation and recommendation, which plans could implement on a

voluntary basis. Such individual évaluations'would be carried out by experts in the !
appropriate fieid of medicine and onld be free of vested interests to deny coVerage based’
on cost considerations. independent expert reviews would support removal of coverage '
decisions from the legal system, where j‘udges and jurors often rule in favor of coverage if - ;‘

there is uncertainty or urgency.

An Independent Approach

A new, indepéndent'organizatidn, the Bench_rﬁark Benefits Group (BBG), should be
formed to address these needs in the health system. The BBG's proposed functions are

~ outlined in Table 1. 1t would be private and not for profit, although government
colléboration would be bossible in key areas, such as technolog)f assessment, clinical

trials, Medicare, and Medicaid. Representatives could come from purchasers, consumers,
managed care organizations, self-funded employers, academit medical centers, physicians,
and the government. Funding for the organization would come primarily from user
fees—that is, per capita assessments of the participants and users of the organization's

efforts. Special projects funding could come from foundation grants.
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| | Table 1 ‘
Functions of the Benchmark Benefits Group

« Definition, updating, and maintenance of the benchmark benefits package using the
criterion of production or maintenance of health.

« Recommendation of inclusion or exclusion of new technology into the benchmark
benefits package based upon technology evaluation done by recognized groups.

+ _Recommendations regarding continuation, limitation, or exclusion of ex1st ing.

- technology.

+ Cost-effectiveness mformat:on and recommendations based upon information from
competent entities.

+ “Individual disputed coverage deasmns in defined situations. For example an
autologous bone marrow transplantation case for breast, ovarian, or cervical cancer
denied as experimental by a health plan would be referred to a group of experts
entirely outside the plan for scientific review. :

‘Since technology assessment is currently done in several different organizations, including |
many managed care organizations, careful consideration would be given to using'existing
expertise in the prwate market ‘This might mean purchasing techno!ogy assessment ‘
expertise from organizations such as the Emergency Care Research Institute or the Blue
Cross/Blue Shield Technology Evaluation Committee or networking current expertise. A
principle of the new organization would be to utilize expertise currently available in the
private market in the most effective way without in any 'way regulating or discouraging the

innovation of the private market.

A critical element to the success of the BBG will be its independence and autonomy.

Many elements of the health care system-are characterized by suspicion and doubt as to
‘the methodology regarding coverage decis‘ior:ws in the po!icy-rﬁaking and in the individual
case. The autonomy of this organization will reassure doctors that an appropriate process
exists, with adequate clinical input. 1t will reassure patients that their interests are being
dealt with fairly, and it will reassure new technology providers —e.g., drug and device

‘manufacturers—that a fair process exists, facilitating level playing field competition for all. |
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Thus, the processes and criteria of the BBG _sh,ould be opeh, published, and available for

revision as the health care industry develops and matures.

Target Goals:

* 90 percent of héaith plans offering the benchmark benefits package by 1998. .

» 75 percent of health plans utilizing the technology assessment capabilities of the
Benchmark Benefits Group by 1998.

« Reconsideration of decisxons made in individual cases by the Benchmark Benefits

Group upheld by courts in 60 percent of cases by 1998.

A HEALTH ACCOUNTABILITY SYSTEM
Sarah Purdy, MD

A New Quahty Accountability System for a New Health Care System

The expectation that consumers would be able to choose among competing health plan\,
on the basis of comparable quality and cost information, has not been realized. Thns
failure is partly due to information about the quality of health care being not as easily
available, understood, or comparéd,Aas information about costs. Consumers have been
inhibited from assuming responsibility for their own health care choices by‘ inadequate
information that does not facilitate side-by-side comparison of health plané or encourage
partiéipaiion in decisions about Health care and treatment. To evaluate the impact of

"~ health care on the population it is necessary to measure the result, or outcome, of the
‘interaction between individuals and health plans—to hold health plans accountable. At
present there is a health care quality measurement ihdustry that uses different definitions
of quality and differing methodologies to measure quality. We propose a new health
accountability system which would not rely solely on these traditional systems of quality

assurance which fail to disclose health outcomes or assure consumers of receiving

g

~1q
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excellent care by choosing a specific plan. The principles and assumptions upon which

the new health accountability system is based are: | |

. ~Comparable reliable, valtd quality accountabthty data must be available to consumers.

« A move toward outcome based accountabi lity data is feasable. |

» Purchasers, consumers, and providers may have different information needs. Quality
improvement activities should result from internal use of quality data. ‘

. A clear distinction should be made between defihing measurement and disclosure
requirements and verifying that requirements are observed Organizations that define

_data disclosure requirements, and those that audtt data should be independent of each
other, with neither being subject to undue influence by the provider or insurance
communities. | ‘

« Providers, health plans, and researchers create the capability fo‘r choices to'be made on !
cost and quality, but-group purchasers and individual consumers should have input on
the requirements of the system. | |

-« The same data on quality should be demanded by, and be available to, both private
and public sector purchasers.

. ‘Umform data dssclosure requirements cou!d lead to the formatton of regional and

national data bases, which would inform providers, purchasers, and policy-makers.

These principles raise several potentially controversial issues. First, the intention of the
system is to compare health plans, not individual providers. Second, there is debate on
how to compare the results of care provided by different health plans when the health and
demographic characteristics of the populations they serve are not comparable. This issue
of severity adjustment, or case mix, requires continuing refinement. Third, the system
would require health plans to collect additional information about quality and use some
form of standardized record keeping. By cooperating with this, plans would potentially be
putting themselves in a position of being unfavorably compared with competitors. Finally,
the degree to Wh!Ch consumers want and understand information about quality of health

care is still uncertain. However, those whose Iwes are impacted by health care—patients
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and those who represent their interests—must have the dominant input into the quality

~ accountability system,

The health accountability system would also require group purchasers, whether public or
private, to provide valid, comparable information to consumers. To achieve this, and
avoid further increase in the number of data sets requested by purchasers collaboration is

needed w thrn the health industry.

What Would a Health Accountabthty System Look Like? , |
Table 2 outlines the proposed system, which suggests collaborative eﬁ‘orts to addres: two
areas: the research, design, and evaluation of health accountability measures, and the

selection and endorsement of uniform data disclosure requirements.

'Accountabilit‘y Measures Clearinghouse N
Many gro‘ups and individuals have developedico’nsiderable expertise in devising and
implementing health plan‘performance measures. Currently, no organization documents
all of these efforts and evaluates them, or assists others with questions of rﬁethodology or
implenﬁentation. A collaborative approach weu!d achieve econemie_s of scale, resuiting‘in
more funding for such projects, greater availability of information, and a reduction'in'the |
“duplication of effort. It is proposed that an or_ganization be formed that serves two main
functions: | o | | o |
« Toactas arctearrin_ghouse for the collation and exchange of information about quality '
accountability measures and methodology: o
s Tocall attentxon to the need for research development and continual evaluatlon and o

rmprovement of perfarmance measures

The clearinghouse is not meant to engage in research. It should be a private/public
partnership, perhaps set up to collaborate with an existing organization, such as the

Agency for Health Care Policy and Research (AHCPR) or a research institution, such as a

S

JHG Responsible Choices: Draft, February 9, 1995 ] o i ‘ 29



university. Fundmg would come from foundation grants government agencies, and per

capita contnbunons from the industry.-

—_
Table 2 .
Elements of a Health Accountability System

1. Accountability Measures Clearinghouse ' ‘
Clearinghouse function, to collate and disseminate xnformatnon about measures,
methodology, and previous experience. Identify areas that need further research.

2. Health Accountability Foundation
Select and endorse uniform data disclosure requirements. Purchaser and consumer
dominated board, permanent executive staff, input from other players.

3. Auditing of Health Plan Data Disclosure ‘
Verification that data has been collected, analyzed, and interpreted in a reliable and |
valid manner.

4. Selection of Health Plans by Group Purchasers and Consumers
On the basis of uniform, comparable data disclosed by plans.

. 5. Quality Improvement

Assist health plans to be proactive in the improvement of quality, and to respond to

the results of the measurement process. , :
S
Health Accountabillty Foundation -
A Health Accountability Foundation (HAF) should be estabhshed as an independent
collaborative body between the private and public sectors. lts responsibilities would
include setting quality accountability goals and selecting and endorsing uniform measures
of health plan acc'ountabiiity; These measures and the agreéd méthodology by which they
are collected would then form the core of all health plan reporting activity. Care must be
taken to ensure that standardization does not quash innovation, and that evolution of the
core measores is assured as information capabilities improve. It is important to consider
the clinical implications for plans and providers, and to build incentives and feedback
mechanisms for quality improx}ement a.ctivities to result from the internal use of quality

data. Standard setting should not be isolated from implementation. The experience of the
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health plans and the accreditving bodies will be vital to ensuring a link between the

foundation and clinical practice.

it is envisaged that the HAF wquld'have a permanent staff of scientists, v#ho would
systematically consult with outside exberté. They would present recommendations to the
foundation's board, w,hoée,majority would be.represented by purchasers and consumers k
from the private and public sectors. A mech‘ahism needs to be devised, by which health
plans,'providErs, researchers,'the pharmaceutical and technology industry; and the health
care quality organizations would have ihput. The closest existing model for the HAF is the' _
Financial Aé'counting Standards Board (FASB). The recommendations endorsed by the |
HAF should be scientifically justified and subject to scrutiny at public hearings. It is |
important to link health plans into the system, in order to ensure that the data
requirements specified by the board inform quality improvement and the furthering of
medical knowledge, and are fair an‘d feasible. Data that is valuable to providers is more
| likely to be included in medical records and incorporated in computerized medical ~

information systems.

Funding of the HAF should preserve its independent status. FUnding-shouId be assured,
but not dominated by health plans. A possible mechanism would be an annual
subscription, and an assessment on the health plan premiums of those plans that choose to

participate. A

"The two private sector initiatives proposed in "Responsible Choices" are the Benchmark
Benefits Group and the Health Acééuntability System. These two functions could work
synergistically under a private umbrella organization spbnsored by a broad range of

participants and involved parties and funded by user fees. ‘
Completing the System |
The other criteria for the 'proposed system can be satisfied by well—established mechanisms

already in p!ace.' Because organizations like the National Committee for Quality
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Assurance and the Joint Commission on Accreditation of Healthcare Ofgariizations have
consnderable experience in accrediting plans and prowders they could play a major role
in audmng the process and facilitating quality rmprovement activities. The organizations
that focus on'internal quality improvement, such as the Institute for.Healthcare
Improvement, would be an obvious medium for the quality improvement role.
Continuing education of physicians and other health plan staff members is important to
each stage of the process. There will be considerable overlap between the componehts,

and continuous feedback to the clearinghouse.and HAF functions will be necessary.

Target Goals: ‘
+ Comparable information about the quality of care provided by health plans should be
_ avai'lable to 100 percent of consumers purchasing through groups by 1998.

«  Preliminary health plan data on condition specific outcomes by 1998.

HEALTH SYSTEM INFORMATION
Robyn Lunsford, MSE, Nancy Ashbach, MD, MBA and Sarah Purdy, MD

Why Is Coordinated Health‘Dat‘a Needed?
Making responsible choices will require that better mformat:on be available on who is
‘msured what it costs, and whether bener health is the result As the system changes data
must be collected faster and from dlfferent sources: per cap:ta expenditures by health
plans, for example, are becoming more valuable than the numbers of physician visits and ‘
hos.pital days. Aftempts at federal health care reform last year showed that the data R
available was noi sufficiently timely or accurate. In fact, ina'dequ'ate data o‘n consumers’
| responses to price competition tilted some proposals toward price controls.
Congressional Budget Office estimates of the cost of various bills were hampered by their
inability to evaluate the effects of undocumented improvements that were under way and
differences in inflation rates from community to community. In order for policy-makers to

address the problems of attaining universal coverage while containing the cost of health
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care, they must have data about the numbers and characteristics of the insured and
uninsured and the cost of different delivery systems. Though multiple sources of health
care data are available, one of the major obstacles is how to access, analyze, and compa

this disparate information.

Why Are the Current Data Inadequate? .

« Multiple data sets are not comparable or accessibie from one source: For example,
information about coverage and utmzatnon of services is collected in the annual
National Health Interview Survey (NHIS), but it does not provide information about
household income or costs. _

« Data regarding costs and coverage is not timely: e.g., the information from the NHIS

' tak;%s twelve months to process. The National Medicél Expenditures Survey is

completed only once every ten years.

re .

. ,The validity and accuracy of some sources of health data has been questioned; e.g., the .

. medical care component of the consumer price index (CP!) does not measure costs
borne by third-party payers, hence it reflects price to the consumer;not true overall
cost. ‘

« Data are not available in useful formats: e.g., it would be very helpful to have data

sorted by state to deal with issues such as Medicaid reform.

ed with the existing data sets and with setting up an alternative
ged by federal agencies'® and at the state level. We have set out

for the development of a coordinated system in the following

sections.

What Shouid Be Collected?
Data will be required in four basic areas in the health system:
1. Cost—What is the per capita cost of health care, to third-party paYers and to the

individual?

10 Physician Payment Review Commission, Annual Report, 1994,
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2. Coverage—Who is and is not covered by the health insurance system?
3. Vital Health Statistics—Morbidity, mortality, reportable diseases. '

4, Quality—wlhat'are the measures of quality of services provided?

Qualit\,} of services (health status, outcomes, and consumer satisfaction) was covered in: A’
Health Accountability System; page 27). This section focuses on the data needs of cost,

coverage, and vital statistics.

The process of collection should be guided by some basic principles:

+ Confidentiality of records and privacy rights of individuals must be preserved. Use a
unique, encrypted identifier. |

- Data must be exchanged electronically, either directl;,/ or indirectly.

+ Data m.ust-répresent the minimum required to serve the basic needs of the health
system. | |

« The information needs of the health system will change as the payment system
changes. ‘

« Data collection must be timely. .

« The aim ofth‘e'uniform data éystem should be to reduce administrative cost in the
health care system. S “

« Determination of which data elements are collected should be driven by a clear
mission—to improve the health of the population. A

+ Data should be collected at the stateAieveI, and then aggregated nationally.

Cost: Information is needed on per capita costs for all covered individuals in the health
care system. The purpose of information at this level is to determine the per member costs ‘
of health care—thkose borne by the health plan and those borne by the individual. It wiHA\
| be necessary during a period of transition to reconcile the methodology of data collection
between capxtated systems and fee-for-service systems It will be the responsibility of a.
federal entity (see page 35) to define appropriate standards to integrate information from

the two payment systems.
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Coverage: Information will be required from heafth plans and self-insured groups with
respect to numbers of enrollees (including dependents) and member demographics.’
Timely information on enrollment and disenrollment will be needed. Statewide
information will be réquired both on the iﬁsured population, which should be available
through health plans, and on the uninsured population. Data on the characteristics of
both groups, such as employment or lack thereof, income, and demographics, should be
collected. _The basic questions to be answered in this context are: "Who is covered?" "is

their coverage adequate?" and "Who is not covered.and why?"

Vitél Statistics: The new health data system should continue to collect information on
morbid;ty, mortality, 'reponable diseases, births, and other issues, possibly including
immunizations. Such information should be collected in a standardized way and
integrated i{vith information collected by providers and health plans for purposes of

comparability and to reduce administrative costs in the health care system.

How Can the Goal Be Accomplished? ’

We propose the creation of a federal entity to collect uniform, timely, accurate health
~system cost and ,k:overage data. Although some may oppose either a new federal entity or
a uniform approach, we believe that the availability of such data is a goal that justifies a
federal presence. Private industry collaborétioh alone will be neither comprehensive nor
rapid enough. An apolitical Bureau of Health Statistics, analogoué to the Bureau of Labor .
Statistics, should be established by Congress and report to Congress on progress toward
the goal. It should be separate from all purchasers,‘induding ‘Medicare. The Bureau
would be advised by a Health Data Commission, to be 'compbsed of a broad group of
members with expertise in information systems, health care financing, health economics,
and other scientific and technical fields. We prppbse that the Bureau of Health Statistics
take responsibii’ity for reporting on cost, coverage, and vital statistics. Information on
quality reporting will fall within the purview of the Health Accéuntabi!ity Foundation.

The creation of the Bureau of Health Statistics and the Health Data Commission will
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require federal legislation and reporting of the chosen data elements by all parts of the

health care delivery system as well as by states.

Target Goals: ,

'« Health data system should be functionihg by the end of 1996.

« Data on costs of health services should be. available quarterly.

- Data on coverage should be availab!e'anh‘ually, and within the first three months of the-

following year.

CONCLUSION

" "Responsible Choices" recognizes that the health care market is moving rapidly toward
reform and offers proposals to foster this restructuring. Prfvate purchasers are driving the
market and causing health plans to compete on price and quality. However, not a)l‘l
purchaseré are exerting this force on the market. As the largest purchéser of health care in
the U.S., the federal government has tremendous potential to drive ihﬁprove‘ment in the
market which it has not yet exercised. Small groups and individuals have Iimited" access to
group purchasing arrangements that pool risk, provide choice, and achieve administrative |

savings that would enable them to be active, value purchasers of health care.

This demonstrates that market mechanisms alone are not solving all of the problems.
"Responsible Choices" depends on the willingness of government and the private sector to
work together to‘impro,ve the American health system. Federal involvement is nécessaw
to bring pub!ic programs into line with the priVate,sectdr, increase consum(eir cost-
consc'ioushess, establish a fair market, promote groAup purchasing that offers the small
group and individual' market access to reasonably priced health coverage, and provide
inforrﬁation. "Responsiblé Choices” recommends a tax credit as the means for bringing
structure to the market. Without the tax credit device, bringing order to the health care

market will be much more complicated and require considerable regulation.
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For its part, the private sector must be willing'to'be. more accountable.. Benchmérk
benefits and quality reporting are the first steps that the private‘ sector should take to
voluntarily hold itself accountable. Implementlng these policies would brmg
comparability to the market and provide information enab!mg consumers to make
informed decisions and'drrve competrtron. If the private sector cannot follow through, it
‘may be necessa'ryrto link these proposals to the tax credit by requiring health plans to
price and offer the benchmark benefits package and report on quality in order to receive

tax credit eligibility for their plan.

"Responsible Choices” does not address the issue of athieving universal coverage but
recognizes that other primary problems must be solved first, such as building a berter.
-marketplace so cénsumers and purchasers can make informed decisions. Other important.
issues, such as rhalpractice and antitrust, are not taken up directly since they are being
actively addressed by others and dealt with in the market. These proposals are the
necessary incremental steps forward in contammg costs and fostermg effectlve public and
private purchasing. With these reforms in place, there will be more data and the
capability to effectively and efficiently deal with those left out of the system‘. "fhe elements
of this proposal can be put in place rapidly and vw.iH accelerate the reforms already taking

place in the market.

We welcome, and encourage any comments you have on this draft document. If you have

comments, questions or need any further information please call, fax or write:

Jackson Hole Group -
~ P.O.Box 350
Teton Village, Wyoming 83025 -
Phone: 307-733-8781
Fax: 307-739-9312
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