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From: on behalf of Aaron Stroh

To: HCAI OHCA
Subject: Public Comment on Initially Proposed OHCA Statewide Spending Target Recommendations
Date: Monday, February 12, 2024 1:32:43 PM

[You don't often get email fro_.com. Learn why this is important at
https://aka.ms/I.earnAboutSenderldentification ]

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board,

Californians like myself face high costs of living, and cannot afford the ever-escalating price of health care. Because
of these expenses, I have to delay or ration care, or make difficult decisions about what to prioritize financially.

I support the Office of Health Care Affordability’s suggested statewide spending target of at most 3% without any
further delays and without population or new technology adjustments. This target makes sure that health care costs
don’t outpace what every day Californians like myself can afford. I hope this board keeps my story in mind while
making their decisions so Californians can better afford the health care we need to thrive.

Sincerely,
Mr. Aaron Stroh
6137 Wasson Ln Sacramento, CA 95841-2059


mailto:mrastroh@gmail.com
https://aka.ms/LearnAboutSenderIdentification
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Secretary Mark Ghaly, M.D.

Chair, Health Care Affordability Board
Department of Health Care Access and Information
202 West El Camino, Suite 800

Sacramento, CA 95833

Re: Proposed Statewide Health Care Spending Target - Opposition to
Current Recommendation

Dear Secretary Ghaly and Members of the Health Care Affordability Board:

On behalf of the American College of OB/GYN’s District IX (ACOG), I am
providing comments regarding the Office of Health Care Affordability (OHCA)
staff recommendation of an annual 3% statewide health care spending growth
target for 2025-2029.

This staff recommendation is based on the single economic indicator of the
median household income growth from 2002 — 2022, which is unrelated to the
increasing cost of practicing medicine. Adopting a 3% health care spending
growth target, which most physician practices and health care entities will be
unable to meet, will negatively impact access to health care for Californians,
particularly for communities that have historically lacked equitable access to
quality health care. ACOG joins its physician colleagues to urge the Health Care
Affordability Board (Board) to take the time to explore alternatives to the
unrealistic staff proposal before casting the most important vote you are charged

with making.

The Cost of Providing Health Care and Historical Health Care Spending
Growth Should Be Factored into the Target

In December 2023, the Centers for Medicare and Medicaid (CMS) projected
that the increase in the Medicare Economic Index (MEI) — the cost to practice
medicine - will be 4.6% in 2024. It is critical to consider, rather than ignore, the
cost of providing health care when setting California’s spending growth
target. In the last ACOG survey of members, the majority of physician practices
in this state were still worried about their financial health after the height of the
pandemic was behind us. Setting a spending growth target that disregards the
rate of inflation, increasing labor costs and those for necessities such as medical
supplies and utilities is more likely to drive smaller practices to be acquired by
larger, more costly health care systems than it is to save consumers money.

If the Board sets a target lower than the actual cost of providing health care,
providers will be pressured to deliver less medically necessary health care. If
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Californians cannot access care, patients, their employers and taxpayers will be paying for
insurance coverage they cannot use. Affordability is only meaningful if there is access to care.

Moreover, if the state’s spending growth target is unrelated to the cost of providing health care,
it will be difficult to get buy-in from the health care entities subject to the cost targets to make
changes that are within their power without coming at the expense of quality patient care.

Further, the average annual growth in per capita health care spending should be considered when
setting a spending growth target. According to CMS for California, the 10-year average annual
change in per capita health care spending from 2010-2020 was 4.7%, and the 20-year average
annual change in per capita heath care spending from 2000-2020 was 5.4%. It is unfeasible to
meet a 3% health care spending growth target considering that CMS estimates the cost to practice
medicine in 2024 will grow by 4.6% and the average annual change in per capita health care
spending was no less than 4.7% in the 20 years from 2000 — 2020."

As has been mentioned by many witnesses testifying before you and by members of the OHCA
Advisory Committee, the rate of household income growth is unrelated to the factors driving cost
increases in health care. Additionally, the choice by OHCA staff to use the median household
income over 20 years (with years that include the greatest recession since the 1920s) would result
in a 3% target that is artificially low. If the Board continues down the questionable path of using
median household income as the sole factor in determining the spending growth target, it would
be more appropriate to look at the median income over the last ten years, which is 4.1%, and the
current projection for median household income growth for 2026, which is 3.6%.

Access to Care Needs to Be Considered Along with Affordability

Health care affordability is a concept that does not and should not exist in a vacuum. SB 184,
Chapter 47, Statutes of 2022 that created the Office of Health Care Affordability specifically
names “Access, Quality and Equity of Care” among its goals. These three priorities coupled with
affordability are the quadruple aim of the Office of Health Care Affordability. Currently, many
Californians already have difficulty getting timely access to health care. Covered California’s
narrow provider networks were recently raised as a concern by an OHCA board member,
followed by the statement from another Board member that those with large employer coverage
are also having trouble getting timely appointments with specialists. A 3% target put in place for
5 years will undoubtedly result in longer wait times for most California patients.

Health Care Growth Spending Targets in Other States

The statements that have been made at your Board meetings that could lead one to believe that
California is simply replicating what has worked in other states omit most of the relevant facts.
We encourage you to look at the health care spending growth targets that were initially adopted
in other states, what factors informed their decisions, and how those targets have been modified
since initial adoption. No other state has set its initial spending growth target as low as 3%. For
example, in 2013 in Massachusetts, the health care spending growth target was set at 3.6%, based
on the state’s estimated potential growth state product (PGSP). Then it was lowered to 3.1% in

1 State Health Expenditure Accounts by State of Residence, 1991-2020, Centers for Medicare & Medicaid
Services. https://www.cms.gov/data-research/statistics-trendsand-reports/national-health-expenditure-
data/state-residence.

Women’s Health Care Physicians
Education * Advocacy ¢ Practice * Research



2018 (PSPG -.5%), and then the target was increased to 3.6% in 2023.% PGSP is comprised of
several economic factors, including the expected growth in national labor force productivity,
state labor force, national inflation and state population growth. Delaware set its benchmark for
2019 to 3.8% via Executive Order. Oregon’s benchmark was determined by the state’s
Sustainable Health Care Cost Growth Target Implementation Committee. It considered PSPG,
wage and personal income growth and set its cost growth target at 3.4% for 2021-2025 with a
planned reduction to 3.0% for 2026-2030. Connecticut set a 3.4% cost growth benchmark that
is a blend of the growth in per capita PGSP and the forecasted growth in median income of state
residents, with a recommended reduction to 3.2% for 2022 and 2.9% for 2023-2025. And as
mentioned by OHCA’s consultant at the February 2024 Board meeting, these other states set their
targets before the current inflationary situation and there is little optimism about states meeting
the targets set for 2023 and 2024.

Based on a review of five other state spending targets, it appears that California is contemplating
setting an overly ambitious and unobtainable target at the outset, rather than where other states
set their initial targets. As you begin your work with health care entities to attempt to meet
spending growth targets, we urge you to consider the increasing cost of providing care. Your
initial spending growth target should be one that health care entities can achieve without reducing
access to quality care. Instead of starting at an unrealistic place, we suggest that the Board set the
spending growth target for 2025 at a level that considers the increased costs of providing care
and then you can lower the percentage over time. Additionally, given that the Board has currently
only considered one option and California has no experience with this yet, we think that setting
spending targets for five years is ill-advised.

Consolidation Implications

According to a 2019 California Health Care Foundation Report, prices for both inpatient and
outpatient services increase when there is more market concentration or consolidation®. If the
Board sets the health care growth spending target too low, high-cost outliers will continue to be
just that — high-cost outliers, and smaller entities will give up and be swallowed up by larger,
often more expensive systems. Setting the targets too low will drive the very consolidation that
leads to increased health care costs that you hope to prevent.

MCO Tax Should Be Considered

A new Managed Care Organization (MCO) Tax was enacted in 2023 and will provide much
needed rate increases for Medi-Cal providers for the first time in thirty years to increase access
to care for the one in three Californians who are enrolled in Medi-Cal. The Coalition to Protect
Access to Care worked with the Administration and the legislature to make this historic
investment in the Medi-Cal system a reality. Over $1 billion annually of this spending will be
new investment in primary care, aligned with the call in OHCA statute for increased investment
in primary care. All of the new revenue from the MCO tax that will be invested in Medi-Cal and
workforce expansion will help to increase access to care, particularly for low-income

2 Joel Ario, Kevin McAvey, and Amy Zhan, State Benchmarking Models: Promising Practices to Understand
and Address Health Care Cost Growth, Manatt Health, June 2021.

3 Richard Sheffler, Daniel Arnold, Brent Fulton, Health Care Prices and Market Consolidation in California,
California Healthcare Foundation, October 2019. https://www.chcf.org/publication/the-skys-the-
limit/#market-concentration
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Californians. Failing to account for this critical new spending that will improve access to care
for Californians when setting the spending growth target undermines all of the work we are
collectively doing to improve patient care in the Medi-Cal system.

Putting Cost Targets in Place for Five Years Before Any Data Available

The proposal to keep a 3% target in place for five years is too long a timeframe for an initial
spending target. California’s lack of experience with collecting the data and calculating Total
Health Care Expenditures for the state, let alone setting and maintaining a spending growth
target, is among the arguments for setting targets that last for no more than two or three years.
While predictability is important, it is critical that the Board gain information and employ some
of the flexibility that was discussed during the Senate Rules Confirmation hearings and in your
February Board meeting to adjust targets when appropriate. Sector-specific targets may be
warranted, and if so, the Board should begin work on those for as early as 2026.

Revise Proposal: Consider Economic Factors That Impact the Cost of Health Care Delivery

ACOG respectfully asks the Board to reject the staff’s recommendation of a 3% annual statewide
health care spending growth target because it is both unrealistic and does not take into
consideration critical factors such as the actual cost of providing health care such as labor costs,
supply costs, medical equipment costs and inflation.

We urge the Board to set a cost target for 2025 that considers the economic realities of today, and
the next 18 months, rather than reaching back to the Great Recession that lasted from 2007-2009
and including household income growth during that period to arrive at an artificially low
spending growth target unrelated to costs today.

The Board’s cost target should be set at a level that is attainable for most health care entities
without patient care suffering as a result, rather than creating a situation where health care
providers universally fail to meet the cost target and the state moves no closer toward achieving
the goals that led to the creation of OHCA.

ACOG urges the Board to consider the spending target’s impact on more than just the hope of
affordability. This spending target will have real-life impacts on patient access and quality of
care. It would be counterproductive to sacrifice quality and access to care.

We look forward to working with you on this and other critical issues before the Office of Health
Care Affordability Board this year and beyond. For more information or questions, please contact
Ryan spencer at (916) 396-9875 or rspencer@rgsca.com.

Sincerely,

Ryan Spencer
Legislative Advocate

cc: Elizabeth Landsberg, Director of the Department of Health Access and Information
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From: on behalf of AJ Cho

To: HCAI OHCA

Subject: Public Comment on Initially Proposed OHCA Statewide Spending Target Recommendations

Date: Saturday, February 24, 2024 12:02:01 AM

[You don't often get email fro .com. Learn why this is important at

https://aka.ms/I.earnAboutSenderldentification ]

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board,

Californians like myself face high costs of living, and cannot afford the ever-escalating price of health care. Because
of these expenses, I have to delay or ration care, or make difficult decisions about what to prioritize financially.

I support the Office of Health Care Affordability’s suggested statewide spending target of at most 3% without any
further delays and without population or new technology adjustments. This target makes sure that health care costs
don’t outpace what every day Californians like myself can afford. I hope this board keeps my story in mind while
making their decisions so Californians can better afford the health care we need to thrive.

Sincerely,
Mx AJ Cho


mailto:amenoartemis@gmail.com
https://aka.ms/LearnAboutSenderIdentification

From: "A.L. Steiner"

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Friday, February 16, 2024 10:38:17 AM

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

My name is A.L. Steiner and I am writing to you today to share my health care story.
My health care costs me more than $500 per month.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am respectfully urging you not to make any adjustments that would adversely affect or delay
the implementation of health care affordability protections. Specifically, maintaining a 3
percent annual spending growth target for 2025 - 2029 that is based on the median income
between 2002- 2022, rather than on the growth of the economy. All too often, consumers have
been burdened by a health care system that does not prioritize the health and well-being of the
patient. I am counting on the Office of Health Care Affordability to hold industry accountable
and not put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
A.L. Steiner

United States


mailto:asteinerny@gmail.com
mailto:OHCA@HCAI.ca.gov

From: Alicia Freeman

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Wednesday, March 6, 2024 7:44:22 AM

You don't often get email from civicinput@newmode.org. Learn why this is important

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

I am writing to you today to share my health care story.
My health care costs me more than 500.00 per month.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am respectfully urging you not to make any adjustments that would adversely affect or delay
the implementation of health care affordability protections. Specifically, maintaining a 3
percent annual spending growth target for 2025 - 2029 that is based on the median income
between 2002- 2022, rather than on the growth of the economy. All too often, consumers have
been burdened by a health care system that does not prioritize the health and well-being of the
patient. I am counting on the Office of Health Care Affordability to hold industry accountable
and not put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
Alicia Freeman

United States


mailto:laangels73@gmail.com
mailto:OHCA@HCAI.ca.gov
https://aka.ms/LearnAboutSenderIdentification

From: Allan Rosson

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Friday, February 16, 2024 10:38:11 AM

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

My name is [Allan Rosson] and I am writing to you today to share my health care story.

My health care costs me more than $ 700.00 _ per month just for a simple Kaiser bronze
plan.

In Dec 2023 I had to change my Kaiser Silver Plan to a Bronze plan because the cost increase
of the silver plan was going to be over 800.00 per month for me alone! Since making that
change, Kaiser has sent me premiums with an incorrect billing amount way in excess of the
bronze plan price they quoted me and after numerous phone calls and a filed grievance, I have
been unsuccessful in getting them to fix the problem. I have paid all my premiums on time but
they recently sent a grace period notice threatening canceling my insurance.

I am self employed and make just enough that I don't qualify for the affordable care act. So I
have fallen through the cracks. These costs are outrageous! Health Insurance is a racket!

Thank you for your consideration.

Sincerely,
Allan Rosson

United States


mailto:mandrake52@sbcglobal.net
mailto:OHCA@HCAI.ca.gov

From: on behalf of Allison Rensch

To: HCAI OHCA
Subject: Public Comment on Initially Proposed OHCA Statewide Spending Target Recommendations
Date: Monday, February 12, 2024 3:54:12 PM

[You don't often get email from _m. Learn why this is important at

https://aka.ms/I.earnAboutSenderldentification ]

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board,

Californians like myself face high costs of living, and cannot afford the ever-escalating price of health care. Because
of these expenses, I have to delay or ration care, or make difficult decisions about what to prioritize financially.

I support the Office of Health Care Affordability’s suggested statewide spending target of at most 3% without any
further delays and without population or new technology adjustments. This target makes sure that health care costs
don’t outpace what every day Californians like myself can afford. I hope this board keeps my story in mind while
making their decisions so Californians can better afford the health care we need to thrive.

Sincerely,
Ms. Allison Rensch


mailto:alli.rensch@gmail.com
https://aka.ms/LearnAboutSenderIdentification

From: on behalf of Almetrez Thomas

To: HCAI OHCA
Subject: Public Comment on Initially Proposed OHCA Statewide Spending Target Recommendations
Date: Sunday, February 25, 2024 10:48:35 AM

[You don't often get email fro_ Learn why this is important at

https://aka.ms/I.earnAboutSenderldentification ]

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board,

Californians like myself face high costs of living, and cannot afford the ever-escalating price of health care. Because
of these expenses, I have to delay or ration care, or make difficult decisions about what to prioritize financially.

I support the Office of Health Care Affordability’s suggested statewide spending target of at most 3% without any
further delays and without population or new technology adjustments. This target makes sure that health care costs
don’t outpace what every day Californians like myself can afford. I hope this board keeps my story in mind while
making their decisions so Californians can better afford the health care we need to thrive.

Sincerely,
Captain Almetrez Thomas



mailto:houdinithanos@gmail.com
https://aka.ms/LearnAboutSenderIdentification

From: Ana Ramos

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Wednesday, February 21, 2024 12:04:16 PM

You don't often get email from_ Learn why this is important

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

My name is Ana Ramos and I am writing to you today to share my health care story.
My health care costs me more than $ 1400 per month.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am respectfully urging you not to make any adjustments that would adversely affect or delay
the implementation of health care affordability protections. Specifically, maintaining a 3
percent annual spending growth target for 2025 - 2029 that is based on the median income
between 2002- 2022, rather than on the growth of the economy. All too often, consumers have
been burdened by a health care system that does not prioritize the health and well-being of the
patient. I am counting on the Office of Health Care Affordability to hold industry accountable
and not put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
Ana Ramos

United States


mailto:ana5910@att.net
mailto:OHCA@HCAI.ca.gov
https://aka.ms/LearnAboutSenderIdentification

From: Andrea Freeland

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Wednesday, February 28, 2024 3:31:02 AM

You don't often get email fro_. Learn why this is important

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

I am writing to you today to share my health care story.
My health care costs me more than $800 per month.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am respectfully urging you not to make any adjustments that would adversely affect or delay
the implementation of health care affordability protections. Specifically, maintaining a 3
percent annual spending growth target for 2025 - 2029 that is based on the median income
between 2002- 2022, rather than on the growth of the economy. All too often, consumers have
been burdened by a health care system that does not prioritize the health and well-being of the
patient. I am counting on the Office of Health Care Affordability to hold industry accountable
and not put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
Andrea Freeland

United States


mailto:alf.freeland@gmail.com
mailto:OHCA@HCAI.ca.gov
https://aka.ms/LearnAboutSenderIdentification

From: Andrea Kinloch

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Thursday, February 15, 2024 10:30:17 AM

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

My name is Andrea Kinloch and I am writing to you today to share my health care story.
My health care costs me more than $ 1,475 per month.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am respectfully urging you not to make any adjustments that would adversely affect or delay
the implementation of health care affordability protections. Specifically, maintaining a 3
percent annual spending growth target for 2025 - 2029 that is based on the median income
between 2002- 2022, rather than on the growth of the economy. All too often, consumers have
been burdened by a health care system that does not prioritize the health and well-being of the
patient. I am counting on the Office of Health Care Affordability to hold industry accountable
and not put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
Andrea Kinloch

United States


mailto:akkinloch@gmail.com
mailto:OHCA@HCAI.ca.gov

From: Andrew C. Lee

To: HCAI OHCA

Cc: sdiaz@cpehn.org

Subject: Support 3% spending target

Date: Tuesday, March 5, 2024 5:49:57 PM

You don't often get email from_ Learn why this is important

|CAUTION: This email originated from outside of the organization.

Dear OHCA Boardmembers,

| strongly support the recommendation by OHCA staff for a 3% cost growth spending
target over five years. Three percent is the least we can do — it won’t make healthcare
more affordable but may keep it from becoming more unaffordable. It will reduce
disparities in health outcomes.

SEARAC (Southeast Asia Resource Action Center) is a national civil rights group that
convenes 15 Southeast Asian direct service organizations across CA on health equity
issues. Our communities are less likely to be insured than the average Californian
and face unique, often costly, health care needs due to our refugee backgrounds.

That is why we urge you to support the recommendation by OHCA staff for a 3% cost
growth spending target TODAY!

Sincerely,

Andrew C. Lee

(pronouns: he/they)

Senior California Policy Manager

Southeast Asia Resource Action Center (SEARAC)


mailto:andrew@searac.org
mailto:OHCA@HCAI.ca.gov
mailto:sdiaz@cpehn.org
https://aka.ms/LearnAboutSenderIdentification
https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fbit.ly%2Fdonatetosearac&data=05%7C02%7COHCA%40hcai.ca.gov%7C386c313ff07949cf3fa008dc3d7fa1d0%7C28891a93888f489f9930e78b8f733ca6%7C0%7C0%7C638452865971095712%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C40000%7C%7C%7C&sdata=Wfm9hPfPMtgmnfkw20NophxiN1IGp82oQ6%2F%2FrI5v7XQ%3D&reserved=0

From: on behalf of Anita Youabian

To: HCAI OHCA
Subject: Public Comment on Initially Proposed OHCA Statewide Spending Target Recommendations
Date: Monday, February 12, 2024 2:54:03 PM

[You don't often get email fro_. Learn why this is important at

https://aka.ms/I.earnAboutSenderldentification ]

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board,

Californians like myself face high costs of living, and cannot afford the ever-escalating price of health care. Because
of these expenses, I have to delay or ration care, or make difficult decisions about what to prioritize financially.

I support the Office of Health Care Affordability’s suggested statewide spending target of at most 3% without any
further delays and without population or new technology adjustments. This target makes sure that health care costs
don’t outpace what every day Californians like myself can afford. I hope this board keeps my story in mind while
making their decisions so Californians can better afford the health care we need to thrive.

Sincerely,
ms Anita Youabian


mailto:anitay22@hotmail.com
https://aka.ms/LearnAboutSenderIdentification

From: Ann Anterasian

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Thursday, February 15, 2024 10:32:15 AM

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

My name is Ann and I am writing to you today to share my health care story.
My health care costs me more than $ 1800 per month.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am respectfully urging you not to make any adjustments that would adversely affect or delay
the implementation of health care affordability protections. Specifically, maintaining a 3
percent annual spending growth target for 2025 - 2029 that is based on the median income
between 2002- 2022, rather than on the growth of the economy. All too often, consumers have
been burdened by a health care system that does not prioritize the health and well-being of the
patient. I am counting on the Office of Health Care Affordability to hold industry accountable
and not put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
Ann Anterasian

United States


mailto:annanterasian@gmail.com
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From: Anna Heller

To: HCAI OHCA
Subject: Health care costs too much, Trust me I know
Date: Wednesday, February 28, 2024 3:32:37 AM

You don't often get email fro_ Learn why this is important

CAUTION: This email originated from outside of the organization.

Dear Office of Health Care Affordability Board Members,

I am writing to you today to share my health care story.

I currently pay $1900 a month to insured myself along with my husband and two children. We
pay another $600 a month on average on top of our health insurance premiums in out of
pocket medical bills and perscription costs. WHY? This is outrageous, when I already pay for
supposedly good health insurance. I can barely afford the insurance let alone the extra costs.

Health care costs are too expensive and clearly unsustainable. While these costs continue to
increase, everyday folks like me are forced to compromise our health, choosing between
delaying care, skipping tests, or failing to fill prescriptions to save money. Slowing the growth
of health care costs leaves more money for me, helping me to pay for other basic needs like
food, rent, utilities, and additional living expenses.

I am counting on the Office of Health Care Affordability to hold industry accountable and not
put profits over the people who rely on the health care system to survive.

Thank you for your consideration.

Sincerely,
Anna Heller

United States
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Megan Brubaker

Engagement and Governance Manager

Office of Health Care Affordability March 11, 2024
2020 West EI Camino Ave. Suite 1200

Submitted via: OHCA@HCAI.CA.GOV.

Re: Adoption of Statewide Cost Target

America’s Physician Groups is a national association representing more than 350 physician
groups with approximately 170,000 physicians providing care to ninety million patients. APG’s
motto, ‘Taking Responsibility for America’s Health,” represents our members’ commitment to
clinically integrated, coordinated, value-based healthcare in which physician groups are
accountable for the costs and quality of patient care.

We open this letter with a reminder that APG was one of the supporters of SB 184, and that its
members have a 30-year history of taking responsibility for the cost of health care through their
willing assumption of financial and utilization risk in partnership with fully insured and
regulated payers.

Using a Cost Target for a “Chilling Effect” on Provider Behavior: APG strongly urges OHCA'’s
Affordability Board members to consider the unintended consequence of adopting a 3%
statewide cost target without sufficient advance research and solely for its impact on provider
behavior as a tool for optics. Other stakeholders have raised the inherent problems with the
rationale cited for the adoption of the 3% cost target, including the failure to address current
cost drivers, future infrastructure financing needs and workforce aging. APG agrees with those
arguments cited in the CHA and Kaiser Permanente submittals. Additionally, we have asked
repeatedly in the OHCA public meetings how a 3% target will impact current capitated contract
renewal rates, which are in the 4.8 — 5% range, according to DMHC data on health plan
premium rate filings. To our knowledge, the OHCA staff have not undertaken an analysis to
determine whether the adoption of a 3% statewide target will have a detrimental impact on
sustainable capitation revenue for our risk bearing organization (“RBO”) members. And yet, at
the same time, OHCA has advanced a draft Alternative Payment Model Standards and Adoption
Goal Recommendation, which calls for greater adoption of risk bearing payment models by
payers. It seems counter-productive to pursue the later strategy if the adopted cost growth
target would not support a sustainable basis for greater adoption of risk by providers. This is
why APG recently joined with the California Association of Health Plans and the Association of
California Life and Health Insurance Companies in a letter to Secretary Mark Ghaly to take the
time necessary to fully evaluate the implications of cost target adoption.
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Conflict with Knox Keene Sustainable Provider Payment Requirements: The Knox Keene Act
provisions for sustainable provider payment to risk bearing organizations (Health & Safety Code
Sections 1375.4, 1375.5, 1375.6, 1375.7, and California Code of Regulations, Sections
1300.75.4.1, 1300.75.4.2, 1300.75.4.3) would conflict with the adoption of a cost target that
imposes a requirement on payers to offer a capitated rate that is lower than financially feasible
for a risk bearing organization to accept and remain financially solvent.

Recognizing Unsustainable Coverage Models: The imposition of growth caps is a rough
approach to achieving the goals of affordability and quality. Changing the inputs to our health
care system — by moving away from fragmented care delivery in disaggregated coverage plans
will produce faster and more sustainable results. In a recent report submitted by the Integrated
Healthcare Association the comparative performance of the two main systems for commercial
coverage was highlighted, revealing that HMO plans with integrated delivery models generated
a 3.12% cost increase over 5 years, while competing PPO plans with fragmented, fee-for-service
based networks suffered cost increases of 9.93% during the same period." Isn’t this sufficient
data upon which to base an immediate and concerted effort to shift the majority of coverage in
the California employer-sponsored market toward the model that generates the best results for
total cost of care, lowest out of pocket consumer costs, and higher measure quality
performance?

To put it another way, APG once asked the actuarial consulting firm Milliman to opine on the
impact to the California commercial coverage market if there were no capitated-delegated
provider model. Milliman’s Chris Girod penned a blog that concluded:

Using the 2015 IHA data, if managed care plans (as represented by HMOs) had not
existed, the per capita healthcare expenditures among commercial health plan enrollees
would have been approximately 5% higher in 2015, totaling approximately 53 billion
more in statewide healthcare expenditures. And that is just for commercial plan
members, whose costs comprise approximately one-half of the statewide total
healthcare expenditures. The IHA data for the Medicare population suggests that their
costs would also be higher without managed care plans.’

The Milliman blog cites to the 2013 Berkeley Forum Report, A New Vision for California’s
Healthcare System: Integrated Care with Aligned Financial Incentives." Over ten years ago, the
Report envisioned a progressive shift toward integrated delivery system models based on
global budgets that would generate savings to the California health care system of
approximately $110 billion over a decade. California missed the opportunity to adopt this
model formally and largely ignored the supportive data contained therein until the passage of
SB 184, which contained the provisions for adoption of alternative payment models. The
provision now expressed in the Alternative Payment Model Standards and Adoption Goal
Recommendation is a modest step forward toward the transformative goals expressed in the
Report.

It appears from this information that a tenable solution to achieve affordability without
sacrificing quality has already been identified by reputable sources in California.

Los Angeles * Sacramento * Washington, DC



Take Action to Incent Adoption of Better Coverage Models for Consumers: Our preference
would be to urge the immediate adoption of requirements upon employers to offer more
coverage models that meet the model cited in the Berkeley Forum Report. However, such
mandates may not be obtainable under current law. APG therefore urges the Legislature,
Administration and the OHCA Affordability Board to adopt additional goals that would support
proven cost savings and quality of care improvement strategies — including the following:

e Comparative public transparency of the overall total cost of care for various coverage
models within the traditional Medicare, Medicare Advantage, Self-funded employer
market, Fully Insured PPO and HMO markets, and Medi-Cal managed care.

e Comparative, uniform quality measurement of outcomes in the foregoing market
segments that is publicly transparent for consumers.

e Statutory requirements for the offering of coverage models that provide lower total cost
of care and higher quality outcomes.

These additional actions will raise awareness among California consumers to seek out health
coverage models that deliver lower total cost of care and higher quality outcomes, or to
demand their offering. Public transparency of total cost of care is a powerful tool to educate
consumers on the value of their health care dollar spend. Following up greater transparency
with requirements to adopt coverage plans that provide lower total cost of care helps
consumers even more. We believe that these actions will increase the rate of transformation of
the California health care system toward a more affordable, accessible, and equitable system,
which is the underlying goal of the SB 184 legislation.

Thank you for the opportunity to participate in this effort and to provide comments on this
important recommendation.

Sincerely,

William Barcellona, Esq, MHA
Executive Vice President for Government Affairs

Attachments: Joint letter, IHA Report, Milliman Blog, Berkeley Forum Executive Summary.

i Joint letter to Mark Ghaly of March 5, 2024

i Jeff Rideout, IHA. Did You Know? Highlights from IHA’s Atlas and Align.Measure.Perform (AMP) data.
DMHC FSSB Presentation 02282024. (February 28, 2024). Accessed on March 11, 2024 at:
https://dmhc.ca.gov/Portals/0/Docs/DO/ESSBFeb2024/Agendaltem5 HealthCareandQualityAtlas.pdf.
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https://dmhc.ca.gov/Portals/0/Docs/DO/FSSBFeb2024/AgendaItem5_HealthCareandQualityAtlas.pdf

i Christopher Girod, Milliman. Healthcare under the Delegated Risk Model in California: Lower cost, high
quality, (July 16, 2018). Accessed on March 11, 2024 at: hitps://www.milliman.com/en/insight/healthcare-
under-the-delegated-risk-model-in-california-lower-cost-high-quality.

v Berkeley Forum, School of Public Health, University of California, Berkeley. A New Vision for
California’s Healthcare System: Integrated Care with Aligned Financial Incentives. (2013),
accessed on March 11, 2024 at: https://berkeleyhealthcareforum.berkeley.edu/wp-

content/uploads/A-New-Vision-for-California%E2%80%99s-Healthcare-System.pdf.
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Attachments to APG Comment Letter

Please note: The first attachment includes a joint comment letter submitted by CAPH, ACLHIC, and APG.
This letter can be found on page 123 of this document.



: "DID YOU KNOW?”

Highlights from [HA's
Atlas and Align.Measure.Perform. (AMP) data

Jeff Rideout, MD, MA

CEOQO, Integrated Healthcare Association

DMHC FSSB presentation 02282024



About the Integrated Healthcare Association and our work

We’re a non-profit IRS business league organized to provider trusted and unbiased health information.
Our board of directors includes leaders from across the healthcare industry

Performance Measurement Provider Directory Management

We're championing standard ways to

pbringing the industry together to improve
measure healthcare performance.

the quality of provider directory data.

Align. Measure. Atlas
Perform.

Symphony
EDGE Provider Directory
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Performance Measurement at IHA

Since 2003, our measure set has tracked provider level
data for quality, resource use, and cost measures that
have the biggest impact on care outcomes.

In 2015, we added broader measurement of healthcare
performance including plans, non-integrated provider
networks and geographies to provide a statewide view of
where healthcare is working well and where it's not.

Since 2017, we've consistently measured cost of care,
guality, and utilization allowing us to provides insights
and trends.
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Align. Measure.  Atlas

Perform.

e« 20M member claims under management
e 15 health plans submitting data regularly
e 200 physician organizations participating
* Pioneered the use of Onpoint in California

» Providing analytics for Covered CA and CalPERS
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What does th




The Total Cost
of Care has
risen 20% over
the last 5 years
in California.

Commercial data only

Based on geographical and clinically risk adjusted TCOC

Risk adjusted and normalized to a Commercial California statewide
population using Johns Hopkins ACG System
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Specialty pharmacy
has been a big

contributor with a
2669 increase.

~ TOTAL PHARMACY

=
SPECIALTY PHARMACY * U 0
Costs shown are per member per year MY 2017 MY 2021
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There are significant
differences depending on
the degree of integration
at the provider level.

The majority of HMO
product providers accept
some level of risk

Based on geographical and clinically risk adjusted TCOC

Risk adjusted and normalized to a Commercial California statewide
population using Johns Hopkins ACG System
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$5,443
124

$4,857

MY 2017

i)

HMO

MY 2021

o

$4,802

i)

MY 2017 MY 2021
PPO/FFS



OHCA proposes a five-year, single fixed value statewide spending

target of 3.0% for 2025-2029.

What does [HA Atlas information tell us regarding historical spending?

Atlas vs. OHCA historical cost information

4.98%

Atlas TCOC average

annual increase

across all commercial plans in a five year
“look back”

5.2%

OHCA average annual per capita

healthcare spending
increase from 2015-2020
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Atlas integrated vs. non-integrated

average annual increase

vy
31205 5443

MY 2017 MY 2021 MY 2017 MY 2021
HMO PPO/FFS



For patients, integrated 724
care means lower out-of-

pocket costs

Financial risk
sharing associated
with lower member $300

out-of-pocket costs $255
MY 2021 data FULL RISK PROFESSIONAL NO RISK

Professional and Facility Capitation RISK ONLY Fee for Service

9 2/23/2024 © 2023 Integrated Healthcare Association. All rights reserved.



What do Atlas and

about quali
Focusing on t




All risk types showed
increases in Clinical
Quality, but "No Risk”
is still below the 2017
rate for integrated
care.

NOTE of caution: claims
only information which is
Incomplete

Commercial data only; composite consists of 8
quality measures: 2 of 4 are Core 4
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69
4‘ points

65

MY 2017 MY 2021

FULL RISK

Professional and Facility Capitation

3 points 66

63

MY 2017 MY 2021

PROFESSIONAL
RISK ONLY

5 points oL

55

MY 2017 MY 2021
NO RISK

Fee for Service



Data challenges:
encounter
performance
highly correlated
to quality scores

IHA has already identified
those PO/IPAs that are most
challenged

"Core 4" Composite

Encounters and "Core 4" Composite

Encounters per Member Year



Data challenges:

the critical
contribution of
clinical data to
performance

Performance boost
seen for “Core 4"
measures

*HbAlc Control (<8%) performance can be
supplemented with lab data in the claims only rates

Rates averaged across health plan reported rates
in MY 2021 for Commercial HMO

CLAIMS CLAIMS +
ONLY CLINICAL

Controlling High Blood
Pressure
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CLAIMS CLAIMS +
ONLY  CLINICAL

Hemoglobin
Alc (HbA1lc) Control

CLAIMS  CLAIMS +
ONLY CLINICAL

Colorectal Cancer
Screening

CLAIMS CLAIMS +
ONLY  CLINICAL

Childhood Immunization
Status



The “boost” range also confirms the variability across plans

“Core 4” Measures Range of difference across health plan reported rates

0% 100%

Controlling High Blood Pressure (NQF #0018)

204 73%
Comprehensive Diabetes Care: Hemoglobin
Alc (HbA1c) Control (<8%), (NQF #0575) 0% 27%
Colorectal Cancer Screening (NQF #0034) 7% 21%
Childhood Immunization Status (Combo 10
( ) 12% 55%
(NQF #0038)
*HbAlc Control (<8%) performance can be supplemented Rates averaged across health plan reported rates in MY 2021 for Commercial HMO
with lab data in the claims only rates Claims only rates provided by Onpoint and claims + clinical data rates provided by FinThrive
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Health plans have high rates of “known” race and ethnicity data,
but a lot of variability re: information collected directly from
members

Proportion of overall health plan race and ethnicity data by data source

81% of AMP health plan
members have complete 39 93
race and ethnicity data

99 97 o 100

Commercial, Medi-Cal, 64
and Medicare data are
included for each health 50

plan. 37 "

- 26
13 million members are 21

reflected in the data 7 11 14

HP HP HP HP HP HP HP HP HP HP HP HP HP HP HP
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Direct Indirect
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Using race and ethnicity data is critical in identifying low
performance in care and health outcomes for all of California
enrollees

Number of IHA affiliated commercial plans (out of 15) that meet Medicaid 50t
percentile, by race, for controlling blood pressure

4 4 4 4 4
3 3 3
American Asian Black or Native Some Other Two or More White All Race
Indian and African Hawaiian and Race Races Categories
Alaska Native American  Other Pacific
Islander
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This variability extends to critical spending categories like primary care
Results from I[HA/CQC CAPCI program

2021 Primary Care spending percentage by commercial health plan product

=EPO mPPO mHMO

13.7%

11.19% 11.3%
10.1%
9.6%
Commercial Population Average, 8.7% 9.2%
ST T 8% o o B B o -
6.4% 6.5% 6.6% 6.6%
5.8%

4.4%

3.8% I



Why it matters: A need for
alignment

(T

Integrated
Healthcare

ASSOCIATION



Purchaser and regulator programs - alignment and impact
DMHC Quality and Health Equity Program is just part of what is emerging statewide

VOLUNTARY
DMHC Quality and Covered CA Quality CalPERS DHCS Managed Care CA Advanced
Health Equity Transformation i, Accountability Primary Care
Program Initiative-2025 (QAMS)-2026 Program-active Initiative
13 measures 6 measures 8 measures 18 measures 12 measures
96 plans affected 13 QHPs affected 12-13 plans affected 25 MCOs affected 4 plans to date

Require clinical data for accuracy

Includes the “Core 4”

Includes race & ethnicity stratification (method may vary)

FINANCIAL LELl oo
PENALTIES $TBD $49.4M $TBD (i?f” inuc%Sr:gSe

appeal) only
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How does IHA's historic approach fit with OHCA activities?

Total Healthcare Expenditure (THE) vs. Total Cost of Care (TCOC)
* Risk adjustment- age/sex only or also adjusted for clinical condition

» Sector specific analysis with capitated medical groups/IPAs as a sector ("RBO")-accelerated by OHCA in regulations and DSG

» Capitation data inclusion/exclusion-accelerated by OHCA in regulations and DSG

» Defining APMs consistently

* Primary care definitions re: spending, performance and practice level analysis
* Quality's role in the "affordability" discussion

* Health equity's role in the "affordability" discussion

« Sourcing information- central vs. organization specific

20
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Health insurance is increasingly difficult to afford. As reported in the 2018 Milliman Medical Index (MMI), the typical
American family of four covered by an average employer-sponsored preferred provider organization (PPO) plan will
have annual healthcare expenditures totaling approximately $28,166. Californians are not exempt from this trend, also
paying increasingly high costs for their healthcare. According to the 2013 Berkeley Forum report, employer-sponsored
health insurance premium rates were projected to nearly double from 2011 to 2022, ultimately reaching $31,728 for
family coverage in 2022. Those premium increases will be borne by both employers and employees. According to the
MMI, on average premiums are funded approximately two-thirds by employers and one-third by employees through payroll deduction.

Some good news for Californians is that they would likely be paying a lot more without managed care plans that use the delegated
model. In brief, the term "delegated model" describes a health insurance plan where financial risk for healthcare services is transferred
from an insurance company to healthcare providers (e.g., physicians or hospitals). Most commonly this involves the insurance
company paying a fixed, per capita dollar amount (a capitation rate) to a group of physicians, and the physicians assume financial
responsibility to provide all professional services for each health plan member. They may also have full or partial risk for hospital
services provided to those same members. In California, capitation can only be used in health maintenance organization (HMO) plans.
Other common types of plans, PPO-style plans and other fee-for-service (FFS) plans, cannot use capitation.

Measuring the impact of the delegated model on healthcare expenditures is tricky for at least two reasons. First, the average person
who enrolls in an HMO plan might have a different health status from the average PPO/FFS plan enrollee. For example, they might be
younger, or just healthier than average. Second, per capita healthcare costs vary by geographic area, for a variety of reasons. HMOs
tend to be concentrated in urban areas, while PPO/FFS plans are prevalent in all areas of the state.

IHA Atlas data quantifies savings

Fortunately, data published by the Integrated Healthcare Association (IHA) allows us to compare per capita healthcare expenditures
for HMO versus PPO/FFS plans, adjusted for differences in the mix of members by health status and by geographic area. Results
indicate that for commercial health insurance plans (i.e., non-Medicare, non-Medicaid), total healthcare expenditures per capita are
lower under HMO plans than under PPO/FFS plans, as shown in the graph below. They were 5% lower in 2013 and 7% lower in 2015.”

As previously mentioned, providers can also take on varying degrees of financial risk. For example, they might assume risk for just
professional services, which is the most common type of capitation arrangement. They might also have a shared risk arrangement for

https://www.milliman.com/en/insight/healthcare-under-the-delegated-risk-model-in-california-lower-cost-high-quality 1/3
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caplitation, adjusted for ditterences In average member risk scores. In aggregate, without geographic area mix adjustment, the data
indicates that total healthcare expenditures per capita were 6% lower under HMO plans using global capitation than under HMO plans
only using professional services capitation. However, the data volume is relatively low for global capitation members, and heavily
skewed toward Southern California. The data did not seem robust enough to provide a reliable comparison of costs under the two plan
types after adjusting for differences in the geographic mix of members.

Moving along the spectrum of managed care with global capitation at one end, we find more loosely managed plans at the other end.
Such plans do not use capitation, although they often incorporate certain managed care activities, such as large case management
and disease management programs. Accountable care organization (ACO) plans tend to fall at this end of the spectrum. On a risk-
adjusted basis, the IHA data indicates that total healthcare expenditures per capita were lower for members in ACOs than for members
not in ACOs. They were 6% lower in 2015, the only year for which IHA has published this data, on risk-adjusted and area-mix-adjusted
bases, suggesting that even less aggressive forms of managed care can yield savings. However, the IHA data did not allow for a direct
comparison of per capita costs between ACO and HMO plans, on risk-adjusted and area-mix-adjusted bases.

Patient out-of-pocket expenses and quality
Lower costs are nice, of course, but only if costs are not simply shifted to patients, and only if the quality of care remains high. The IHA
data suggests that managed care plans may be achieving all of these outcomes.

The IHA data measures how much of healthcare expenditures are paid by health plans versus patients. The plan-paid percentage of
expenditures is higher under HMO plans than under PPO/FFS plans. In 2015, the only year for which this data is available, HMO plans
paid 92% of healthcare expenses and members paid 8%. In contrast, PPO/FFS plans paid only 82% and members paid 18%.

To help measure quality, the IHA researchers collected 10 Healthcare Effectiveness Data and Information Set (HEDIS) clinical quality
measures for specific health conditions, and created an aggregate measure, called the Clinical Quality Composite. The Composite
measure suggests that the quality of care in HMO plans is higher than the quality of care in PPO/FFS plans. That conclusion is also
supported by differences in the risk-adjusted readmission rates, which are slightly lower for HMOs in 2015, the first year that IHA
published this statistic.

Conclusions

While managed care plans might not be the perfect solution for every person and in every area of the state, they are a valuable part of
California's long-term solution to providing high-quality care at affordable prices. Using the 2015 IHA data, if managed care plans (as
represented by HMOs) had not existed, the per capita healthcare expenditures among commercial health plan enrollees would have
been approximately 5% higher in 2015, totaling approximately $3 billion more in statewide healthcare expenditures. And that is just for
commercial plan members, whose costs comprise approximately one-half of the statewide total healthcare expenditures. The IHA data
for the Medicare population suggests that their costs would also be higher without managed care plans. Comparable data is not
available yet from IHA on the Medicaid population, but it would likely tell a similar story.

“The IHA's March 1, 2018, press release posted on their website cited a 9% difference, which may have not been
adjusted for the differences in the mix of members by geographic area. After making that mix adjustment, we
calculated a slightly lower difference, at 7%.
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For 75 years, we have combined technical expertise with business acumen to create elegant solutions for our clients.

Today, we are helping organizations take on some of the world's most critical and complex issues, including retirement funding and healthcare financing,
risk management and regulatory compliance, data analytics and business transformation.
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PREFACE

Our nation has embarked on one of the boldest social initiatives in its history:

PHOTO BY JIM BLOCK

To expand health insurance coverage to nearly all Americans while
simultaneously trying to reduce the rate of increase in healthcare spending.
The challenge is great everywhere in the country, but especially here in
California, due to our state’s large and diverse population and its sizeable

T T number of uninsured residents.
Some social problems are so complex that they cannot be solved by any single
firm, industry, sector or government agency acting alone. Instead, they require a
partnership and leadership across organizations. Recognizing this, private and public
sector leaders in California came together to address the challenge of developing
a more affordable and cost-effective healthcare system that would contribute to
improved population health for all Californians.

This was the motivation behind the Berkeley Forum for Improving California’s
Healthcare Delivery System. The Forum includes the CEOs of six of California’s leading
health systems, three health insurers and two large physician organizations, along
with the California Secretary of Health and Human Services, the U.S. Department of
Health and Human Services Region IX Director and California insurance regulators
(see “Participant List” on the inside front cover of the report).! The University of
California, Berkeley School of Public Health was pleased to serve as a neutral facilitator
for discussions and as the analytic staff for this effort. “A New Vision for California’s
Healthcare System: Integrated Care with Aligned Financial Incentives” is the result of
the collective work of all involved.

This report is based on extensive analysis and careful investigation using multiple
data sources (see appendices), in consultation with healthcare experts at both the
state and national level. In the pages that follow, we provide a brief history and
background of the state’s delivery and payment systems, along with a discussion of
the healthcare affordability crisis. We then analyze how seven specific initiatives might
reduce healthcare spending relative to the state’s gross domestic product, or bend
the “Cost Curve,” defined in this report as the share of Gross State Product (GSP) spent
on healthcare. Particular emphasis is paid to the 5% of Californians who routinely
account for more than half of the state’s healthcare expenditures in a given year.

We also assess two specific initiatives aimed at improving the health and healthcare
of Californians, one involving increasing physical activity, the other expanding
palliative care. And we lay out a vision for California’s future healthcare system that

is intended to better align financial incentives and increase care integration.

This document complements Governor Brown's “Let’s Get Healthy California” report
of December, 2012. The Governor’s report established baseline indicators and target
goals for assessing the health of Californians in priority areas, along with examples
of initiatives. This report provides estimates of the expenditure reductions that can
be achieved by pursuing some of those initiatives. To have their maximum impact,

'The participation by the California Secretary of Health and Human Services, the U.S. Department of Health and Human
Services Region IX Director and California insurance regulators in the Forum meetings does not represent any formal
endorsement of the Report by their state or federal Department/Agency nor in their official individual capacities as elected
or appointed public officials at the aforementioned Departments/Agencies.
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the initiatives will require sustained leadership from the healthcare delivery, public
health, education, housing, labor, transportation, social services and related sectors,
all working together.

The ultimate result of these efforts will be measured by improved affordability and a |f you want
healthier California. While much is already happening, this report urges accelerated

action. We need to reach farther and dig deeper. We all need to put our oars in the to 90 faSt,
water and start rowing in the same direction to make California the healthiest state gO alone

in the nation at a cost that we can afford. | hope you will engage with the ideas and ’
analyses in this report and think hard about what you will do to move us forward. If you want
Best wishes, to go far,
Stephen M. Shortell, PhD, MPH, MBA go together.

Chair of the Berkeley Forum for Improving California’s Healthcare Delivery System
Blue Cross of California Distinguished Professor

Dean, School of Public Health

University of California, Berkeley

February, 2013

Old African proverb
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EXECUTIVE SUMMARY

In a typical day, Californians spend over $850 million
on healthcare. In a typical year, 53% of the state’s
healthcare expenditures are spent by just 5% of the
population. More alarming is the fact that by 2022,
total employer-based insurance premiums for a family
are projected to consume almost a third of median
household income. Similarly, the share of the Gross
State Product consumed by healthcare continues

to grow; it is projected to rise from 15.4% in 2012 to
nearly 17.1% in 2022, reducing our ability to invest in
other crucial areas. We also face a continuing obesity
epidemic that results in growing rates of chronic diseases
skewed to the lower end of the socioeconomic ladder.
Additionally, the state’s healthcare system will be
stressed even further due to several million additional
Californians gaining insurance coverage via the
Affordable Care Act. These are just some of the reasons
it is critical that we address the financial sustainability

BERKELEY FORUM VISION

of the state’s healthcare system without delay. It is time
for fundamental change. It is time for action.

Recognizing this, California private and public sector
leaders came together in an unprecedented collaborative
effort, with academic expertise and analytic support
provided by the University of California, Berkeley’s School
of Public Health, to address these challenges. Determined
to avoid solutions divorced from societal, regulatory and
political realities, the Forum has devised a transformational,
bottoms-up approach to creating a more affordable, cost-
effective healthcare system that would, at the same time,
improve Californians’ health and well-being.

These are ambitious goals. To attain them, the Forum
supports a flexible approach to payment reform, including
shared-savings as well as bundled and episode-based
payments that can facilitate the transition towards broader
implementation of risk-adjusted global budgets.

In response to our healthcare challenges, the Forum Vision calls for a rapid shift towards
integrated systems that coordinate care for patients across conditions, providers, settings
and time, along with risk-adjusted global budgets that encompass the vast majority of an
individual’s healthcare expenditures. Specifically, the Forum endorses two major goals

for California to achieve by 2022: 1) Reducing the share of healthcare expenditures paid for
via fee-for-service from the current 78% to 50%; and 2) Doubling, from 29% to 60%, the
share of the state’s population receiving care via fully- or highly-integrated care systems.
The Berkeley Forum also calls for greater emphasis on population health, including lifestyle
and environmental factors that promote good health.
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FIGURE 1E: BREAKDOWN OF PAYMENT MECHANISMS AND DELIVERY SYSTEM INTEGRATION
IN CALIFORNIA, BY LIVES AND DOLLARS, 2012

Notes: 1) Expenditure estimates are

reported in 2012 dollars. 2) Full / dual

risk refers to a payment arrangement

in which providers accept risk for

both professional services and

: hospital services. Partial risk refers

1 to a payment arrangement in which

. providers accept professional services

| risk only. 3) There are various factors

; that are relevant in assessing care

1 integration; for the purposes of

r this analysis, we estimate lives by

X integration level based on medical

! group size in California given that size

: has been shown to be associated with
use of more integrated care processes.

; Only Kaiser Permanente physicians

. are considered to be fully-integrated.
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1 100 physicians are considered

1 highly-integrated, while Independent

. Practice Associations (IPAs) are

| considered moderately-integrated.
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. Full / dual risk . Full SOURCE: Berkeley Forum analysis.
. . . See Appendix II: “California’s Delivery
D Partial risk . High System Integration and Payment System
_ _ . (Methodology)” for more detail on
. Fee-for-service D Moderate methodology, assumptions and sources.

[ ILow

The Forum Vision was developed considering the expenditures, and only about 11 million Californians (or
characteristics of California’s unique healthcare 29%) receive care in fully- or highly-integrated systems
system, namely: (see Figure 1E).
m Californians already have relatively low utilization To assess the potential of the Forum Vision to create a
of healthcare services—including rates of hospital more affordable healthcare system, we estimated the
admissions and inpatient days at 79% and 74%, potential expenditure reductions associated with seven
respectively, of the rest of the U.S. different initiatives, most of which target populations

with the highest healthcare expenditures. We did so

under two scenarios: 1) “Current Developments,” which
considers unfolding market forces, policies and regulations
and is distinct from the status quo, which is based on
historical trends; and 2) the “Forum Vision,” which calls

for aggressive changes, such as increased reliance on
integrated care systems, risk-adjusted global budgeting,
and population health practices (see Figure 2E).

m California has the 9th lowest per capita personal
healthcare spending among states in the country.

B Health maintenance organizations (HMOs) with
providers under full or partial risk insure 44% of
California’s population, about double the U.S.
share. However, fee-for-service reimbursement still
accounts for about $245 billion (or 78%) of healthcare

A New Vision for California’s Healthcare System 7




FIGURE 2E: HEALTHCARE EXPENDITURE REDUCTIONS IN CALIFORNIA FROM INITIATIVES UNDER
THE CURRENT DEVELOPMENTS AND FORUM VISION SCENARIOS, 2013 — 2022 TOTAL

Total reduction’2 w $110.0 (2.5%)
. 8%

(and % of total expenditures)

Global budgets / integrated care systems —
Patient centered medical homes F
Palliative care ™
Physical activity

Nurse practitioners and physician assistants F

Healthcare-associated infections f B Forum Vision
Pre-term births | B current Developments
-$20.0 $0.0 $20.0 $40.0 $60.0 $80.0 $100.0 $120.0

Current year dollars (billions)

Notes: 1) Total projected healthcare expenditures in California from 2013 — 2022 are $4,387 billion (in current-year dollars). 2) The “total
reduction” is adjusted for savings overlap among the individual initiatives.

SOURCE: Berkeley Forum analysis. Refer to Appendices IV-XI for expenditure reduction estimates for each initiative as well as to Appendix Ill: “California Cost Curve,
Healthcare Expenditures, and Premium Projections (Methodology)” for projections of California’s healthcare expenditures under the status quo from 2013 - 2022.

Under the Current Developments scenario, these The above initiatives represent great opportunities for
initiatives are expected to reduce healthcare expenditures improving the health and healthcare of Californians.
by $37 billion between 2013 and 2022. This reduction Additional initiatives not explored here would also
represents 0.8% of the $4.4 trillion in total healthcare complement the Forum Vision, and could lower
expenditures projected under the status quo expenditures beyond the 2.5% projected under

(see Figure 2E). the Forum Vision. The Berkeley Forum participants

endorse the above seven initiatives and support their

Under the Forum Vision, we estimate: implementation to help achieve the Forum Vision.

m A $110 billion reduction in healthcare expenditures Furthermore, Forum participants believe that two of
from 2013 to 2022, representing 2.5% of the total these initiatives warrant additional attention and have
$4.4 trillion in projected healthcare expenditures a significant potential for reducing expenditures while
under the status quo during these 10 years improving health and healthcare quality. First, the
(see Figure 2E). Forum calls for a statewide effort to increase the rates

m An average reduction of $802 per California of physical activity among all Californians. Secondly,

household per year over this period, and $1,422 per the Forum supports increased palliative care access
household in 2022. for seriously ill patients, as a means of providing

fully-informed, person- and family-centered care,

m A reduction of the projected 2022 "Cost Curve,” or and an enhanced quality of life for this population.

healthcare expenditures as a share of GSP, from 17.1%
to 16.5% (see Figure 3E).
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FIGURE 3E: CALIFORNIA COST CURVE: PROJECTED HEALTHCARE EXPENDITURES AS A SHARE
OF GROSS STATE PRODUCT UNDER DIFFERENT SCENARIOS, 2012 — 2022
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"""" Status Quo = = Current Developments Forum Vision
SOURCE: Berkeley Forum analysis. See Section VI “Addressing the Affordability Crisis: Bending the Cost Curve” and Appendix llI: “California Cost Curve, Healthcare
Expenditures, and Premium Projections (Methodology)”.

The Forum recognizes several significant challenges

to implementing the Forum Vision. One is the need

for a new regulatory framework that allows for the
development of more integrated care systems, both
incentivizes and promotes efficiency and quality, and
ensures market-based competition. Other challenges to
the Forum Vision include growing rates of employer self-
insurance and government policies and market forces
that are contributing to a decline in HMO enrollment
among those with employer-sponsored insurance.

Forum participants remain committed to working
together and with others in establishing new policies,
regulations, approaches and shared practices that would
help facilitate implementation of competing integrated
care systems and adoption of risk-adjusted global
budgets. Forum members additionally support Medicare
and Medicaid patients receiving care from coordinated

settings, and their providers engaging in deeper and
broader risk-based contracting. Forum members also
recognize that for their Vision to be achieved, various
policy and regulatory changes will be necessary at the
state and federal level, including changes to Medicare’s
reimbursement and benefit structure and to the existing
state-federal Medicaid financing approach. Finally, the
Forum reinforces the need for continued efforts by
stakeholders in the healthcare delivery, public health,
education, housing, labor, transportation, and social
services sectors, along with the employer community,
and supports the goal of Governor Brown's “Let’s

Get Healthy California” report to make California the
healthiest state in the nation by 2022.

A New Vision for California’s Healthcare System 9




SECTION |
Introduction

It's Tuesday, and 38 million Californians are starting their daily
routines—driving children to school, heading to the office,
running errands or enjoying retirement. Over one million of those
Californians will earn their living as part of the state’s healthcare
workforce.” Many of their friends and neighbors will interact with
the healthcare system in other ways. Nearly 300,000 will visit their
doctor. More than 750,000 prescriptions will be filled. And more
than 10,000 people will be admitted to the most intensive of all
healthcare settings—the hospital.’

One of these people, 62-year old Mr. Jones, is an obese man

who has suffered from hypertension for years.* Diagnosed

with congestive heart failure (CHF) three years ago, he

was rushed to a San Diego hospital last week due to fever,

chills and shortness of breath. Mr. Jones was treated for
pneumonia with complications, and after four days, was

released from the hospital with four new prescriptions.
Unfortunately, these medications were added to a

medicine cabinet containing ten other prescription drugs—

drugs that Mr. Jones wasn't taking as directed. The doctors treating

him in the hospital were unaware of these other medications, and the
difficulty Mr. Jones had with complying with his prescription regimen.

When Mr. Jones returned home from the hospital, he was confused
and unsure of whom to ask about his pills. But his first appointment
with his family doctor was not scheduled until several days later.

As a result, Mr. Jones was rushed back to the hospital in serious
condition, due to a combination of drug interactions and failure to
adhere to his recommended treatment.

On the same day that Mr. Jones is fighting for his life, 1,375 new
Californians are being born.® Over a third of them are delivered via
C-section,® including baby boy Wong. The infant’s arrival in Fresno
results in a price tag of slightly under $8,400.” By contrast, had he
come into the world in Sacramento, the price would have been
around $13,700. Had baby boy Wong been born vaginally, not only
might there have been health benefits to him and his mother, but
the delivery price would likely have been only about two-thirds as
much. Fortunately, baby boy Wong arrived full term, increasing his
chances of being healthy. But there were some scares along the way.

2Bates, et al. (2011).

3The reported statistics are rough estimates for illustrative purposes only. Hospital statistics are
based on data from the California Office of Statewide Health Planning and Development (2010).
Physician visits and prescription drug statistics are based on data from the Medical Expenditure
Panel Survey.

“The individuals referenced in this section are not real people (nor do their names represent
specific persons) but are only illustrative sketches.

®California births in 2011 from California Department of Public Health (2011).

¢Centers for Disease Control and Prevention (2011).

’Based on Milliman'’s analysis of Thomson Reuters MarketScan Commercial Claims and
Encounters Database 2008-2010. Not adjusted for relative cost of living within California.
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These three stories are a
small sample of the events
taking place in California’s
healthcare system daily.

On a typical day, Californian’s
spend about $265 million on
hospitals, $235 million on
physicians and $100 million
on pharmaceuticals— almost
$800 million on healthcare,
every single day.



During a visit to her community health clinic in her sixth
month of pregnancy, Mrs. Wong exhibited troubling signs
that she may be at risk for preterm delivery. Via in-home
assistance and a nurse coordinator, Mrs. Wong enjoyed
active monitoring throughout the remainder of her term.
The happy result was that baby boy Wong avoided all of
the grave health risks associated with premature birth. In
addition, tens of thousands of dollars in medical expenses
were saved.

On this Tuesday a year ago, 48-year-old Mrs. Hernandez
was one of the nearly 200,000 Californians annually
diagnosed with diabetes.® Because of her health plan
and medical group, she was quickly able to enroll in a
comprehensive diabetes management program. As a
result, Mrs. Hernandez was able to get her blood sugar
under control. She was also encouraged to make some
lifestyle changes designed to slow the progression of
the disease. She and her 19-year-old daughter now take
half-hour fitness walks every morning. They also enjoy
their regular Saturday morning trip to the farmer’s market
to buy fresh produce. Mrs. Hernandez hopes that her
efforts may help her daughter prevent the onset not only
of diabetes, but also of other health problems that run

in the family. For Mrs. Hernandez, the results are already
apparent, both in her improved health and in the greatly
reduced cost of her treatment. The annual expense for
her maintenance medications along with the cost of all
her appointments with her health care providers is
about $1,000°—far below the $11,000 annual average

to treat diabetes.”

These three stories are a small sample of the events taking
place in California’s healthcare system every day. On a
typical day, Californian’s spend about $285 million each
on hospital and physician services and $110 million on
pharmaceuticals—a little over $850 million on healthcare
inall"

Hundreds of thousands of Californians, each of them
presenting with any of countless conditions, will arrive at
a healthcare facility on a given day. The resulting costs are
borne by all Californians, whether or not they are actively
taking part in the healthcare system; it comes through
higher insurance premiums and higher taxes. Californians
spend an average of $23 a day, every single day, on
healthcare, representing about 23% of the median wage
in the state.”?

This affordability crisis prompted private and public-sector
leaders of California to come together via the Berkeley

Forum. During a series of meetings over the past year, and
using research provided by the Forum staff, the Berkeley
Forum discussed the factors that affect California’s
healthcare utilization, costs and prices. The group
benchmarked the state’s performance in health status,
care quality and affordability in the context of the state’s
considerable geographic and socioeconomic variations.
Throughout the process, Forum participants were mindful
of the basic characteristics of California’s unique system:
higher physician integration, provider accountability

and the delegated model, and better financial alignment
through full and partial risk-based payments. The Forum's
discussions centered on expanding these approaches

to even more segments of the state’s healthcare system,
including additional physicians, facilities and patients. As
the discussions progressed, a profound concern emerged
about the growing burden of poor health not only on
individuals, but also on at-risk populations and on the
system as a whole. Forum participants developed and
endorsed a broad Vision calling for a rapid shift towards
fully- or highly-integrated care systems, along with risk-
based payment mechanisms that prioritize population
health. Adopting this Vision would result in fundamental
changes to how we conceive of, deliver, and pay for
healthcare in California.

These fundamental changes are the heart of this report.
Section Il expands on the Forum Vision summarized
above. Section lll includes a history of California’s
healthcare system, and analyzes current performance in
areas such as care integration and risk-based payment
mechanisms. Section IV discusses health status and
healthcare quality in the state, while Section V assesses
the growth rates and increasing concentration of
California healthcare expenditures. It also provides
projections for those expenditures and for employer-
sponsored health insurance premiums. To help address
the growing affordability challenge, Section VI assesses
the impact of the Forum'’s seven initiatives on bending the
“Cost Curve” over the coming ten years. Section VIl offers
additional context and recommendations involving two
Forum priority areas—physical activity and palliative care.
Section VIl discusses several challenges to implementing
the Forum Vision. The report concludes in Section IX with
a discussion of the key strategies and initiatives involved
in implementing the Forum Vision. We finish the report
by returning to the vignettes of the three Californians
described in the Introduction, providing a perspective on
how the Forum Vision would positively shape health and
healthcare experiences in the state.

8Behavioral Risk Factor Surveillance System (2010).

°The $1,000 estimate is an approximation, and is based on four physician visits (5100 each), four educator/nutritionist visits (580 each), lab work ($200), and metformin ($100),

all representing typical costs for a controlled diabetic without complications.

°Dall, et al. (2010). To arrive at this estimate, we took the cited figure from the study of $9,677 in 2007 and increased it at the rate of California’s per capita healthcare
expenditures through 2012 (See Appendix IlI: “California Cost Curve, Healthcare Expenditures and Premium Projections (Methodology)”).

""Breakdown for services based on Kaiser Family Foundation (2009a) estimates, using total 2012 California healthcare expenditures (See “Appendix lIl: “California Cost Curve,

Healthcare Expenditures and Premium Projections(Methodology)”).

?Median wage data from U.S. Bureau of Labor Statistics (2011); Based on total 2012 healthcare expenditures, regardless of payer source. (See “Appendix IlI: “California Cost
Curve, Healthcare Expenditures and Premium Projections (Methodology)”). Note that we assume 240 working days a year to calculate total wages; however healthcare

expenditures are based on 365 days in a year.
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SECTION I

The Forum Vision

In response to our healthcare challenges, the Forum
Vision calls for a rapid shift towards integrated systems
that coordinate care for patients across conditions,
providers, settings and time, along with risk-adjusted
global budgets that encompass the vast majority of

an individual’s healthcare expenditures. Specifically,

the Forum endorses two major goals for California to
achieve by 2022: 1) Reducing the share of healthcare
expenditures paid for via fee for service from the current
78% to 50%; and 2) Doubling, from 29% to 60%, the
share of the state’s population receiving care

via fully- or highly- integrated care systems. The
Berkeley Forum also calls for greater emphasis on
population health, including lifestyle and environmental
factors that promote good health.

Over the last three decades, healthcare providers, insurers
and purchasers have attempted numerous initiatives to
reduce healthcare expenditures while improving health
outcomes. These included provider-centered methods
such as disease management and hospital discharge
programs, as well as consumer-oriented efforts such as
wellness incentives to maintain healthy lifestyles and
greater cost-sharing to reduce unnecessary care. Many

of these initiatives lead to quality improvements and
expenditure reductions. But Californians have nonetheless
continued to face a combination of rising expenditures
and sub-optimal health outcomes. As a result, our
healthcare system is experiencing ever-greater financial
challenges, including higher premiums and cost-sharing,
lower levels of employer-sponsored coverage and major
pressure on state and federal budgets. Simultaneously,
Californians are experiencing an epidemic of poorly
managed chronic diseases, caused in large part by
growing rates of obesity and inactivity, along with
increasing health disparities among socio-economic
groups. There are many individual initiatives underway to
address these challenges. But the Forum believes that for
all their benefits, they do not go far enough. Much more
needs to be done, and done soon.

To seriously address the state’s healthcare challenges,
the Forum believes that the fundamental structure

of healthcare delivery and financing must change. The
Forum believes that healthcare must be delivered via
systems that coordinate care for patients across conditions,
providers, settings and time, and are paid to deliver good
outcomes, quality and patient satisfaction at an affordable
cost. Specifically, the Forum recommends significant
payment reform that aligns financial and clinical incentives.
The act of tying providers to a risk-adjusted global budget
that encompasses the full spectrum of a population’s
healthcare needs is the single most important step that
can be taken to achieve the twin goals of better health and
better healthcare.”?

Within or alongside risk-adjusted global budgets, various
payment mechanisms for providers or facilities may be
warranted. In addition, patients may opt to pay extra on
their own for additional benefits or services. The Forum
supports a pluralistic approach that encompasses many
different reform initiatives, such as shared-savings,
bundled and episode-based payments. These efforts

can help address care fragmentation and misaligned
incentives, as well as facilitate the transition towards
deeper and broader implementation of risk-adjusted
global budgets. The Forum Vision is not tied to any
particular product type, such as HMOs or PPOs, and
recognizes that market forces may require that products
evolve to allow innovative payment models to emerge,
such as risk-based payments in PPOs or increased cost-
sharing in HMOs. Regardless of the extent of risk assumed,
having consistent payment methodologies across different
payers and providers would mitigate the extraordinarily
high and growing burden of administrative inefficiencies
in our current system. For example, consistent payment
systems could greatly streamline billing, claims processing,
prior authorizations and eligibility verification. Payment
mechanisms should be risk-adjusted for the underlying
health status of the patient population, and also

adjusted for factors that promote the public good, such as
medical education, community benefits and care provision
in underserved areas.

The Forum believes that integrated care systems
composed of sufficiently scaled medical groups and
hospital and health systems can provide the platform
for effective stewardship of both the health and financial
risk of a population. As part of this Vision, individual or
small physician practices, free-standing hospitals, nursing
homes, rehabilitation centers and other components

of the care continuum would be brought together in
new organizations that could be held accountable for
the overall health and care of patients. It is crucial that
these new organizations have patient populations large
enough to properly support investments in areas such as

1n California’s dual regulatory structure, capitation arrangements are restricted to Department of Managed Health Care regulated Health Maintenance Organization (HMO)
products, and are not allowed in Department of Insurance regulated Preferred Provider Organizations (PPOs). Therefore, this report primarily uses the broader terminology
of global budgets rather than global payments. Global budgeting refers to a pre-determined expenditure target for a defined population, and providers take upside (and
potentially downside) risk on whether the budget is met, but not necessarily 100% of the risk. Reimbursement for services may still be on a fee-for-service basis. In contrast,
a global payment is akin to a pre-determined per-member per-month capitated payment, wherein providers take both upside and downside risk at 100%, which can be

mitigated through reinsurance.
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information technology, new care practices, outcomes
data collection and evidence-based initiatives. The Forum
expects that fundamental payment reforms would unleash
the power of innovation and care redesign on the scale
necessary to achieve better health at a more affordable
cost. Indeed, the few examples of fully-integrated delivery
systems that exist today demonstrate that financial
accountability for a population’s health is a very effective
motivator of innovative practices in prevention, chronic
disease management and care for seriously ill patients.
These organizations are the country’s pioneers in effective
use of the physician and non-physician workforce,
alternative care sites, health information technology,
patient engagement and care management tools.

As we implement this Vision, it is important to remember
that a highly competitive market among integrated
healthcare systems is crucial to preventing organizational
complacency or undue market leverage, which could
result in insufficient choices and higher prices for

patients and purchasers. Payers and consumers should
always be able to choose among viable competing
options of integrated systems; these systems might span
geographies by combining traditional practice sites

and virtual networks. Innovations such as telemedicine,
remote monitoring and connections between central
expertise “hubs” and small practice “spokes” can help
support competition, particularly in more rural settings.
The Forum also supports transparency in the reporting

of standardized measures of quality and outcomes, since
complete and free access to information will promote
competition, empower patients and fuel additional
improvement within the healthcare system. Implementing
mechanisms to capture claims details within capitation
arrangements, which is not standard practice today, is also
necessary to support robust measurement, internal quality
improvement and overall system transparency.

The Forum supports engaging Californians directly

in taking active responsibility for healthier lifestyles
and value-driven healthcare decisions. However, the
Forum also believes that providers and payers have a
responsibility to help patients make optimal clinical
and financial decisions involving the care they receive.
As such, the Forum is concerned about current trends
that distance providers and payers from value-driven
accountability for healthcare, such as the movement
away from HMO principles or the adoption of blanket
cost-sharing approaches without regard to value. While
such approaches are perhaps attractive to purchasers
because they reduce patient demand in the short-term,
the Forum believes they ultimately make less attainable
the long-term goal of better health at a more affordable
cost. The Forum strongly supports benefit designs that

promote healthier lifestyles, patient engagement and
shared decision-making as important steps towards cost-
effective, high-value care.

The Forum expects that the accountability resulting from
risk-based payments would support greater investment
in the long-term health of patients. Transparency in
risk-adjusted outcomes, moreover, could facilitate the
purchasing of healthcare services in support of good
health. The Forum recognizes that environmental and
behavioral factors are paramount in influencing health
outcomes. The choices individuals make in areas such as
nutrition or medication adherence are usually affected by
factors outside of the healthcare system, but nonetheless
can be contributors to poor health status and outcomes.
California should collectively create a culture of health
that crosses socioeconomic and demographic lines

and touches all Californians every day, in all aspects

of their lives and work. A critical part of this effort

will involve creating environments where the default
option is healthier food and smaller portions, as well as
increased physical activity, especially walking. This sort of
transformation will require dedication and collaboration
across the employer, healthcare, education, transportation
and housing sectors.

There are numerous other important issues affecting

the healthcare system that we do not address here,
including the technology “arms race,” the incompatibility
of electronic health record systems, the cost-shifting
from public to private payers and the healthcare system’s
growing regulatory burdens. Nonetheless, we believe
successful implementation of the Forum Vision will result
in a healthier population and a more efficient healthcare
delivery system. Of course, this Vision will require work
on the part of all stakeholders; business models and
processes will have to change, and the public will have

to be educated and engaged. Fortunately, California

is particularly well-positioned to lead the nation in
fundamentally restructuring its payment system to
facilitate the greater integrated care and prioritization

of prevention envisioned in this report. A distinguishing
characteristic of our system is high HMO™ enrollment
and the presence of large medical groups, both of which
have helped create well-established processes to address
population health needs. At the same time, because our
hospitals are both larger and more likely to be part of a
multi-hospital system, they are capable of undertaking
the sorts of financial risks and investments that would be
challenging for smaller hospitals. As California is home to
some of the nation’s leading integrated delivery systems,
as well as a growing number of ACOs'”® and other risk-
based health delivery models, we are confident that our
state has the foundation to make this major leap forward.

“For the purposes of the report, we define HMOs to include Knox-Keene licensed HMOs, as well as HMO “look-alike” plans offered by Medicare Advantage and Medi-Cal,

such as Medi-Cal County Organized Health System Plans. These plans share characteristics such as mandatory selection of a primary care physician, utilization review, lower
patient cost-sharing and capitated payments for some or all of the care provided.

>Unless stated otherwise, this report does not use the term Accountable Care Organization (ACO) to refer to a specific model or insurance product, but rather to all entities
that 1) provide care for a specified group of patients, 2) operate under a global budget or spending target that encompasses most or all of an individual’s healthcare services,
3) report on and receive incentives related to quality of care, and 4) share financial risk.
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SECTION I

The California Healthcare
System: Past and Present

The Forum Vision sets out a path for California’s
healthcare system that emphasizes a rapid shift
towards fully- or highly-integrated care systems and
risk-based payment mechanisms that emphasize
population health. But achieving that future for
California requires an understanding of the state’s past.
Therefore, we begin with a short history of California’s
healthcare delivery and payment system. We then
discuss characteristics of the current system and then
assess the system’s performance with respect to the
goals of the Forum Vision.

A. A brief history

California is unique not only in its high level of HMO
enrollment, but also in its use of risk-based payments
and the delegated model, both of which transfer risk
and a range of care management functions from health
plans to provider organizations. Under the delegated
model, health plans contract with physician groups,
providing a capitated payment per enrollee in exchange
for the group’s assuming responsibility for downstream
costs, utilization management and chronic disease care
management for their assigned enrollees. The presence
of large physician organizations—many with strong
hospital affiliations—along with the significant presence
of Kaiser Permanente (Kaiser), made acceptance of this
model more attractive in California.’

Kaiser began offering health plans to the community

in 1945, and by 1976, membership had grown to about
three million.” The Kaiser model includes a partnership
involving the health plan, hospitals and large multi-
specialty medical groups. Faced with Kaiser’s success—
the organization enjoyed a 15%-20% price advantage in
the insurance market until the 1990s—other California
health plans and providers began seeking a competitive
response.”® Demand for Health Maintenance Organization
(HMO) plans increased after passage of the federal Health
Maintenance Organization Act of 1973, which required

employers to offer at least one HMO product in markets
where they were available.” Physicians started forming
medical groups and Independent Practice Associations
(IPAs), composed of private-practice physicians who
jointly negotiated with insurers, mainly on a capitated
basis. These physician groups began developing methods
for managing the health of their patient populations,
specifically for reducing hospitalizations. The result was
that health plans transferred risk and care management
responsibilities to these physician groups. As interest grew
in risk-based payments as a means to reduce unnecessary
utilization, health plans began transferring some of the
institutional (hospital) risk to providers. Many hospitals
were involved in forming affiliated IPAs, often encouraged
by health plans to create joint arrangements to manage
this risk. Capitation?® was used extensively to deal with
both institutional and professional services risk.

However, this broad physician-hospital capitation

model was not without its problems. Many risk-bearing
organizations went bankrupt, which led to stricter
regulations on the type and amount of risk that could

be assumed. Many HMO patients experienced hurdles

in accessing care and in complying with complex
administrative requirements,? resulting in a backlash
against the concept by both consumers and employers.
Most significantly, perhaps, hospitals lost substantial
revenue due to the processes established by HMOs to
help reduce hospitalizations. Hospitals determined that
they were not recouping enough revenue from the

joint risk agreements to compensate for their growing
overcapacity. As smaller hospitals consolidated and larger
systems emerged, hospitals saw opportunities for more
attractive reimbursement via a traditional model based on
admissions. Commercial inpatient rates increased quickly,
further attracting hospitals to move towards separate
service-based reimbursement in which they had greater
negotiating leverage.?? Physician groups also began
reducing the level and inclusion of capitation, carving
out areas such as prescription drugs and mental health.
By the early 2000s, commercial HMO coverage rates

and the use of broad physician-hospital capitation had
declined from their mid-1990s peak.?

B. The current delivery and
payment system

Despite these developments, the delegated model
HMO is still more important in California than in other
states, because of its long history and the more recent
movement of patients into Medi-Cal and Medicare

‘6 California HealthCare Foundation (2009b).
7Group Health Association of America (1977).
'®McCarthy, et al. (2009).

“Gruber, et al. (1988).

2 Capitation is a payment arrangement in which a provider receives a set payment per patient to provide health services during a defined time period.
2'For an illuminating case study on the state of HMOs in the late 1980 and early 1990s, see Kane, et al. (1996).
22Based on an interview with Tom Williams, President and CEO of Integrated Healthcare Association on July 20, 2012.

ZRobinson (2001).
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FIGURE 1: HMO ENROLLMENT IN CALIFORNIA, 2004 - 2012
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managed care. In California, 44% of the population

is covered by an HMO, and this share has remained
relatively consistent over the last eight years.* This
share is about twice the U.S. HMO rate,* which has been
declining over the past ten years in favor of Preferred
Provider Organization (PPO) / Point of Service (POS)-
type plans. The composition of the California HMO
population has shifted dramatically; commercial HMO
enrollment has declined by nearly 15% since 2004 while
enrollment in public programs has increased (Figure 1).
California’s Medicare Advantage enrollment grew 37%
between 2004 and 2012,% and Medi-Cal managed care
enrollment grew 82% during the same period.” Large
medical groups that were instrumental in developing
the delegated model in California have been challenged
by this demographic change in the HMO population, as
Medi-Cal payments do not make up for the lost revenue
from commercial patients. With the change in the HMO
payer mix, there has also been a shift in the physician
groups caring for HMO patients, as there is often little
overlap between the medical groups who treat the
commercial and Medi-Cal populations. The movement
of additional populations into Medi-Cal managed care,
such as the recent mandated enrollment of dual-eligible
Medi-Cal/Medicare members, is also requiring HMOs to

develop new capacities for effectively managing the care
of some of the sickest populations with the most complex
healthcare needs.

Due to its long history with HMO contracts and the
delegated model, California has led the nation in clinical
and financial integration among physicians. Physician
organizational structure varies greatly within the

state depending on such factors as urbanization, local
preferences and hospital and insurer markets. Many
physicians have joined medical groups, which are defined
as an organization with common ownership that can
span various practice sites and counties. In California,
41% of physicians practice in medical groups of more than
25 physicians, and 80% of these physicians are in groups
of more than 100 (see Figure Al in Appendix 1).° On the
other hand, 35% of the state’s physicians are either solo
practitioners or are in a group of between two and four
physicians. Figure 2 shows that 15 counties in California
have at least 40% of their physicians practicing in groups
of 25 or more. While the Bay Area and surrounding
counties, along with several counties in Southern
California, have higher penetration of medical groups
with more than 25 physicians, many counties are still
served by physicians in smaller medical groups.

%(Cattaneo & Stroud Inc. (2012a).

2 Kaiser Family Foundation (2012).

*Kaiser Family Foundation (2004); Kaiser Family Foundation (2012d).
%7 Cattaneo & Stroud Inc. (2012a).

2 Mathematica Policy Research/Kaiser Family Foundation Analysis of CMS Medicare Advantage enroliment and landscape files 2011-2012 (2012).
»Cattaneo & Stroud’s HMO Medical Group Enrollment Report is based on a survey of medical groups with six or more primary care physicians and at least one direct

HMO contract.
30IMS Health Incorporated (2010).
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Many of California’s smaller group physician practices

are often part of a “virtually integrated” IPA, which jointly
negotiates with insurers and cares for HMO patients.
Between 2004 and 2012, the enrollee population shifted
towards larger risk-bearing organizations, many of

them IPAs.3' For example, in 2004, there were 13 HMO-
accepting physician organizations with over 1,000
physicians, caring for slightly under 8 million Californians.
By 2012, there were more than twice as many, and they
cared for more than 10 million Californians (see Figures A2
and A3 in Appendix I).

The prevalence of HMOs and large physician organizations
has put California at the forefront of initiatives to
encourage higher-quality healthcare. For example, the
California Pay for Performance (P4P) Program is the largest
non-governmental physician incentive program in the
United States. It measures dozens of indicators involving
approximately 35,000 physicians in over 200 groups

on behalf of eight health plans representing 10 million
people. This year, the program is making a significant shift
towards a shared savings model, in which payments will
be based on a combination of quality and efficiency.*?

The California delivery system is also characterized by
large hospitals and health systems that provide a network
of integrated care. Relative to the rest of the United States,
California hospitals are more likely to be part of a larger
health system and have a greater number of hospital
beds, ICU beds and admissions per bed (see Table Al in
Appendix 1).33 ACOs are more likely to be successful in a
delivery system such as California’s, which is characterized
by large, multispecialty medical groups, formal or
informal partnerships with hospitals, established physician
leadership and experience with payment methods

other than the traditional fee-for-service approach.?*

It is estimated that 623,700 Californians are currently
served by one of 41 operational ACOs, as tracked by
Cattaneo & Stroud Inc. As of January, 2013, Los Angeles
County’s 16 ACOs covered approximately 213,000 patients,
followed by Orange County’s 11 ACOs covering 94,600.
Enrollment in California ACOs varies from as few as 500
patients to as many as 68,000 (the Heritage Provider
Network’s Pioneer ACO) with an average of 15,200

(see Table A2 and Figure A4 in Appendix |, for more
information on California ACOs).*

Many see ACOs as a way to extend HMO principles to the
state’s non-HMO population, which represents slightly

FIGURE 2: PERCENT OF PHYSICIANS PRACTICING
IN MEDICAL GROUPS OF MORE THAN 25
PHYSICIANS IN CALIFORNIA, BY COUNTY, 2011

Notes: Medical groups can span multiple counties and size is
defined by number of physicians under a common ownership
structure, rather than number of physicians in a particular office
location. NA: not available.

SOURCE: Berkeley Forum analysis using IMS Health Incorporated (2010).

more than half of all Californians. If complementary
accountable care models proliferate in the state, millions
of other Californians served by physicians and health
systems affiliated with an ACO may benefit from the
“spillover” of new care practices developed for the ACO
population. Some question whether ACOs are a step
backwards for those covered under HMO plans, as the
reimbursement landscape in California has for decades
included capitation, shared risk pools and pay for
performance quality incentive programs.> However,
even within the delegated model, many risk agreements
with providers do not include all healthcare services.

As a result, some recent commercial ACOs are combining
traditional HMO payment models like capitation with
both quality measures and shared risk pools based on
total expenditures for an individual.

3 Cattaneo & Stroud Inc. (2012a). This data source only includes organizations that have six or more primary care physicians and at least one HMO contract.

*2Yanagihara (2012).

3 Health systems are defined by the American Hospital Assoication (2011) as either “a multi-hospital or a diversified single hospital system. A multi-hospital system is two or
more hospitals owned, leased, sponsored, or contract managed by a central organization. Single, freestanding hospitals may be categorized as a system by combining three
or more, and at least 25%, of their owned or leased non-hospital pre-acute or post-acute health care organizations.”

3 Crosson (2011).
3 Cattaneo & Stroud Inc. (2013).
3Frohlich, et al. (2011).
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TABLE 1: HEALTHCARE UTILIZATION IN CALIFORNIA VS. REST OF THE U.S., 2005 — 2009

Healthcare Service

Incidence Rate Ratio:

California vs. Rest of the U.S. standardEngE

Number of inpatient discharges 0.76%** 0.04
Number of inpatient days 0.83* 0.07
Number of emergency room visits 0.78%*** 0.03
Number office-based physician visits 0.971*** 0.02

Notes: Results are based on negative-binomial regression models, which control for gender, age, race/ethnicity, income, insurance status,
number of key medical conditions and body mass index. The sample size for each model was 155,776. Asterisks indicate the significance
level of the incidence rate ratio as compared to one: *p<0.05 and ***p<0.001.

SOURCE: Berkeley Forum analysis using MEPS-Household Component, 2005-2009.

C. California’s current performance
compared to the Forum Vision

California has a long history of HMOs with risk-based
payments and integrated care, facts often cited as major
reasons for the state’s lower-than-average healthcare
utilization. For example, in 2010, California’s rates of
hospital admissions and inpatient days were 79% and
74%, respectively, those of the rest of the U.S.%

We explored whether some of the lower hospital
utilization may be explained by California having relatively
higher rates of uninsured*®3° and a younger population,*
as well as larger Asian and Latino populations, all

groups that tend to have lower healthcare utilization.*

To account for demographic and health differences
between California and the rest of the United States,

we used the 2005-2009 Medical Expenditure Panel
Survey—Household Component (MEPS-HC) to compare
utilization between California and the rest of the United
States, controlling for gender, age, race/ethnicity, income,
insurance status, number of key medical conditions

and body mass index.* Table 1 shows that California’s
adjusted utilization is still significantly lower than the rest
of the country. Specifically, Californians’ rate of inpatient
discharges and inpatient days were only 76% and 83%,
respectively, of the rest of the country. This provides
evidence that California healthcare system characteristics,
including greater use of risk-based payments and
integrated care than other parts of the country, may
contribute to lower utilization in the state. Our findings

are consistent with those of earlier research, such as a
1996 study showing that areas of California with the
highest HMO penetration were able to reduce hospital
utilization over a 10-year period by 44%, compared to
just 29% for the areas with the lowest HMO penetration.*®
Similarly, a 1995 study showed that capitated California
medical groups demonstrated lower hospital admissions
and lengths of stay for non-Medicare patients, with such
groups reporting average annual hospital days of 134 per
thousand HMO enrollees, compared to an average U.S.
rate of 297 per thousand HMO enrollees.**

Further evidence for the ability of risk-based payments
and integrated care to reduce utilization comes from
Medicare beneficiaries. A California study found risk-
adjusted rates of inpatient days were 30% lower for
Medicare Advantage patients than for fee-for-service
Medicare patients.* More broadly in the United States,
a nationwide comparison of Medicare Advantage and
fee-for-service Medicare patients from 2003-2009, which
used a study design that matched patients based on
factors including age, sex, race and health status, still
found 20-30% lower utilization of services such as the
emergency department and ambulatory surgery for
Medicare Advantage patients.*

These results are consistent with a California Association
of Physician Groups’ (CAPG) report that shows Medicare
Advantage patients in California averaged 69% of the
number of hospital days of Medicare fee-for-service
patients (1,174 vs. 1,706 hospital days per thousand

¥ Berkeley Forum analysis using Kaiser Family Foundation (2010).
38 California Healthline (2012).

*Hadley, et al. (2008).

40U.S. Census Bureau (2009).

“Agency for Healthcare Research and Quality (2011).

“2 All analyses involving the Medical Expenditure Panel Survey in this report were conducted while Christopher Whaley and Brent Fulton were Special Sworn Status
researchers of the U.S. Census Bureau at the Center for Economic Studies. Research results and conclusions expressed are those of the co-authors and do not necessarily
reflect the views of the Census Bureau. These results have been screened to insure that no confidential data are revealed.

“3Robinson (1996).

““Robinson (1996).

“ America’s Health Insurance Plans, Center for Policy & Research (2009).
“Landon, et al. (2012).
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enrollees, respectively).” Furthermore, CAPG “elite group”
Medicare patients in California averaged fewer than

800 days per thousand enrollees in 2009.#8 The CAPG
“elite groups” are large multi-specialty medical groups
that score highest in four quality domains measured by
CAPG: care management processes, health information
technology, transparency and patient-centered care.
Many “elite groups” have assumed institutional risk in
addition to professional services risk. The CAPG report
did not control for demographic and health status
differences between Medicare Advantage and fee-for-
service Medicare beneficiaries; however, its results are
consistent with the California and nationwide Medicare
Advantage studies discussed above, which did control for
such factors.

Evidence of the ability of integrated systems to reduce
costs is rapidly emerging. Although there are various
systems across the United States that have attained high
levels of integration (e.g. Geisinger Health System, Kaiser
Permanente and Intermountain Healthcare) data about
these organizations’ costs are mostly proprietary, and
comparisons are difficult because of selection bias and
varying risk profiles.*® Similarly, ACOs are in a relatively
early stage of adoption across the United States, and
thus broad evidence is not yet available. Nonetheless,
support for the Forum Vision can be found in various
studies of care systems that share characteristics of early
ACO adopters. For example, one recent study found that
Medicare beneficiaries treated by physicians in large
multi-specialty practices (many of which were integrated
with hospitals or health plans) received between

5% and 15% better quality of care, and had healthcare
expenditures that were $272 (3.6%) per year lower,

than a comparison group treated under fee-for-service
Medicare.* Similar efficiencies have been found in studies
of provider groups that handle most aspects of patient
care and that take on financial risk for improving care and
lowering expenditures. An evaluation of the Medicare
Physician Group Practice Demonstration, the predecessor
to the current Medicare Shared Savings program, showed
a cost savings of $114 per beneficiary, or 1.4%, for those
receiving care from physicians participating in the
demonstration project.’’ Even greater savings of

$500 per-member per-year were achieved for the dual-
eligible population. In California, a Milliman evaluation of
the CalPERS Accountable Care Organization offered by

“7Sanofi Managed Care Digest (2012).
“8 California Association of Physician Groups (2012).

“0One study that was able to overcome some of these limitations was the RAND
Health Insurance Experiment, which showed that individuals randomly assigned to
an HMO plan had 28% lower expenditures than those assigned to a fee-for-service
plan. For a discussion of these results see Newhouse (1993).

0Weeks, et al. (2010).

*1Colla, et al. (2012).

2Markovich (2012).

53 Casalino, et al. (2003); Shortell, et al. (2004); and Crosson (2005).
*Institute of Medicine (March 2001).

*Rosenthal, et al. (2001).
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Blue Shield of California with its partners Dignity Health
and Hill Physicians showed an average annual reduction
in expenditures of 7.3% for the two-year study period.>?
As the results from similar projects continue to be
evaluated, we expect additional evidence to emerge.

Several studies®® have pointed to the ability of integrated
delivery systems to meet the main criteria identified in the
groundbreaking Institute of Medicine report Crossing the
Quality Chasm,** including evidence-based care processes;
effective use of information technology; coordination of
care across patient conditions, services and settings; and
use of performance measurement for accountability.

Figure 3 (on the following page) shows a Forum analysis
of the current state of payment methods and integration
in California’s healthcare system, based on estimates
and assumptions regarding HMO penetration, capitation
arrangements, medical group size and “virtually
integrated” IPA physician participation rates.

As shown in Figure 3, despite a high HMO penetration

in California and the prevalence of risk-based payments,
the vast majority of medical services in the state are still
paid for on a fee-for-service basis. Overall, we estimate
that approximately $245 billion, or 78% of California’s
estimated $313 billion healthcare expenditures in

2012, came through fee-for-service arrangements.
Approximately 16.6 million of 38 million Californians (44%)
are covered under a contract that includes at least partial
risk-based payment, including 8.1 million (21%) under
full or dual risk (which includes physician and hospital
services). Partial risk payments through non-Kaiser Health
Maintenance Organizations (HMOs), however, generally
only capitate physician services. Therefore, the vast
majority of healthcare services, such as hospitalizations,
mental health care and prescription medications, are
paid via fee-for-service reimbursement, even for HMO
patients. It is important to note, however, that physicians
with partial-risk contracts have some incentive to
manage hospitalizations for their HMO populations,
even though the hospital payment is considered fee-
for-service. These incentives stem from health plans and
physician organizations layering on top of capitation
certain performance measures that financially reward
providers based on the hospital utilization patterns of
their patients.®

Figure 3 also shows that California has a significant
portion of its population receiving care through either
fully-integrated delivery systems or highly-integrated
systems (defined as a medical group with more than

100 physicians). About 11.1 million Californians (29%),
virtually all of whom are 