U.S. Health Spending Increasing Rapidly
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H@aé’ﬁh @ar@ Spending Is ﬁﬁ@ﬁ’“@&Sﬁﬁg Fasi@r'
B - than GDP Growth -

Per Capita Sg@@mﬁiﬁg Varies by State

EXHIBIT 3

Growth In National Health Spending Versus Gross Domestic Product (GDP},
1590-2018

O sag72- 34817 : [E $4.941 35,327
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SOUACES: Centers {or Medlcare and Medicald lees, Office of the Actuary, National Heslth Statistics Group; U.S, Department -
of Commercs, Buresu of Econemic Anglysis: and Natienal Buteau of Econamic Research. y
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. Does It Matter How Much We -
_ Spend on Health Cere?
e Money spent on health care can’t be spent
- on other things | . e

e Spendmg on health care may overtake most
.. other. dlscretlonary government spendmg

"f.?’ But, we've been concerned about these
- ‘increases for a long time W|thout taklng any -
o - serious actlon RREAPE |

: :-' > And many economists a argue that we've
- gotten good value for this expenditure

RAND ' WeGlynn 5 073109 [

l”wo Basm Aﬁpmaches t@
Reducmg Spendmg |
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el

Reduce prices  Reduce volume |
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B Drﬂfers of Hs’ea‘ii'h. Spending Incr 9?59_5 .

Olinflation

B Volume/mix E
. BPopulation Growth

OAging -

Source: Californla HealthCare Foundation,

Snapshot, Health Care Cosls 101, 2008,
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And "?l'wo Stmtegles t’sl’ Each,,, |

Reduce pnces Reduce volume‘_ :
- Market-based — Market-based =

.« Substitution. “ Incentives .

~ Reguiatory  ~ Regulatory

» Price setting ; « Supply
' ' constraints
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Competing Challenges in Examining
Evidence

it may work R
better this time D" e

_:m'memematiéon' N R it makes sense .

[ this would work ™

TheoryILoglc _S.trmG

What Makes Some Options More
Pmmrsmg tham @thers?

s The size of the populatron affected by a pohcy

1"3@ change e
. — Only afew condltlons affect more than 1% of e

population o _: e

: '-"— Obesaty affects one-thlrd of the populanon -'.;':'

'- e The spendmg by the target populatlon
S =~ Many options get savmgs from reducmg

_ hospltalrzatlon or emergency department wsrts !
E @i:'A' clear mechanism for changing _the prlce or e

volume of serwces dellvered

it rsn’t enough to observe that Y < Z need to
know how to make Z I|ke Y e

- | Regulation

Marketnbased

970731 naf )
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. Where Should We Start?

iﬁustrafmg S@me T@ugh @heﬁces it

f:°0bes:ty o
e Bundled payment RN
:'0 Reduclng resources spent on end of I1fe
ocare. S




Obesity
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Obesrty Has Been ﬂncreasmg Over Ehe
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Overweight = BMI>25 kg/m?, but < 30; obesity = BMI > 30 kg;u'm2
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@verwegghﬁ‘ and Qbesrty Are Major S
. - Heaith Issues |

e Two-thlrds of Amerlcan adults and one-thlrd of chlldren j.

are elther overwelght ] obese

:'3 ° Obeslty :s associated W|th causes or exacerbates i

- many medical problems, e. g

= dlabetes S

" — cardiovascular disease

. — hypertension _
- musculoskeletal problems .

e D:rect costs of obesrty have been estimated at $147
- billion ar_mua_l_ly (2008) or 9.1% of all spending S
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' RAND Was Asked to Assess Eﬁectmeness of

Bariatric Surgery Compared to

E ~ Non-Surgical Weight Loss Methods

i

ﬁ@ﬁl . Suﬂng@W o

Exercise Pharmaceutical
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Bariatric Surgery Generates Substantial and
Sustainable Weight Loss

© 1012 months
[E>36 months

.. Gastric
bypass
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Bariatric Surgery Generates Substantial and

_ Sustainable WeightLoss .. ..

" [E112 months

{/ Gastric *- - Lap band '~ Sibutramine Orllstat " Dietf

; bypass Sl PR i pyercise
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Bariatric Surgery Generates Substantial and
Sustainable Weight Loss

. |E12 months
- |E1>36 months -

- NHA\ D Nm
 ‘Gastric - Lapband - Sibutramine Orllstat
*bypass = - . ' A .
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Suggeeﬁom from the C@@ é‘@
- Address Gbesﬁy

o Schools placed W|thm easy walkmg d:stance of

reS|dent|aI areas

e Improve access to outdoor recreatlonal faculltles

v 8 Reqwre phys&cal educat:on |n schools T R
‘o  Enhance traffic safety in areas where people could
be physically actlve e R
-' > Enhance mfrastructure supportlng blkmg and
_ walklng - : L
e, D|scourage consumptlon of sugar sweetened
beverages s 0 S

USA'roday .meza 2009 e
RAN . R S . S '_ o K RN Tl A . s ,-_McGIynr;-ﬂ.!.OT-M g




What Are Some Cherces?

o Lap band for all -
--16 000 new surgeons to treat the 47 m|II|on .
severely obese (surgically eligible) populat;on FER

o premmm discounts for people who lose welght (or
G malntam a healthy weight) - ' -

- - Concerns about “fairness” [ERISA]
- = Little information on effectlveness
= ° Changing the “built environment”
"7 —Cost, time to achreve |mpact s
S e Bot‘tom line: | ' .
" — Large target population that spends $$$

— No clear mechanism for achieving reductions
RAND MeBlynn -1 07-35-08

- Bundled Payment
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Bt een FFS & Capitation: N |
= it api m_,  We Recently Modeled One
s -Bundied Payment - |
.ﬁ.'_-° Fee-for-serwce payment reimburses providers . - : A 51‘”?@5@@ Pay m ent Meth od

separately for each unit of serwce which encourages :

Y e Chromc conditlons N Procedures or admlsswns
- overuse of care

—Diabetes ' _ Heart attack

e Under bundled payment, the total cost of needed R ~ . - High blood pressure - Bariatric surgery .
- serwces fora condrtron is calculated R - — Congestive heart — Hip replacement

failur '
e Bundled payment amount is generally a percentage —H eaurtedis ease - Knee re.placement:_
- reduction from average current payment to discourage . ) . ‘
overuse ' . = Chronic lung disease
: . - — Asthma.
- © Applies across multiple providers and care settings -
i i
~.° Evidence suggests that bundled payment can
save money
RAND Metiynn 23 07-31-09
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An Example of the Prometheus Bundled | A Large Share of Health Sp@mlmg
| Payment Mei’h@d@l@gy ﬁ"@r Diabetes @ar’e _. - May Be Avoidable

Typlcal annual payment for dlabetes current payment system . i Typu:a! annual payment for diabetes, current payment system
7000 . : S

$6076 e E o 38078
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5000 e A
N o R I e I 3, : 61 percentofspendmgmay L
S 4000 T g S e A e beavondable . o
_'hSODO L B S BT . S . = .
3 2000 o Sl e SRR . B '39percentofspending"j'_'_”___'
1000 0 L o R goes towards needed care © <.

.- Averagecurrentpayment . oo ... . Average current payment _
| RS T e _ : Necessary spending - Potentlallyavmdablespendmg L
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Caps Would Reduce Spending by Limiting " - | W@w@l it W@ﬁq in Pm@gm@?
Payment for Potentially Avoidable Utrlrzatrorr;_gi = N

Ce Evrdence is from hosp:tal based condltlons '

P Alternatwe a ment rates for drabetes based on Prometheus . : P '
:.-'7000 ‘) _p y _ S s g T But chromc lllness is the blggest potentlal saver

6000 R 36,076 Ll e ~ o Bundled payment may only work in orgamzed

5 L - e ' dellverysystems . _ : L

Lo 5000 .
B L= Who “holds” the bundle and allocates payments?
T 4000 o S L
e G s0% R .o Bundles are difficult to develop and pnce S
_'_3_09[_’_'_'. S .T‘_’i‘._“f".@?_‘_' e ' — Prometheus ten bundles in three years e
__-'__.'-?oq_o s SRR R e ’_;-3'_-;_:- Requ:res making assumptlons about relatlve overuse
' Z-"}';1ono'-_ S T .+ .~and underuse in current use patterns--" T

o '_ 0 Unknown effects on quallty ofcare R

_Average current payment Bundled payment upper bound S Bott oy lme someone WlH get Iess m('mey B

Neceseary spendlng Potentlally avoldab]e spendlng o B L N Rt SRR - O
el . i mewnnzrorm-us g R_AND_ A CETe A Sl R ) SR McGlynn -28
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Spending At the End of Life Varies

Elje Now Pork Eones
The Costs of Chronlc Care

The Intensity and cost of care provided lo Medicare paiients with chronic ilinesses vary widely among
academic medical centers.

April 7, 2008

AVERAGE PER FPATIENT:

Five top-ranked Medicare spendingin  Hospital daysinthe  Physician visits in the
-acaderniz medical centars the lastiwo years of life  last six months of fife  last six months of life

_Mayo Clinlc {(St. Marys Hospital) 553,432 g

Souree: Dartmonth Allas of Health Cara Note: Dala ara for patients who died in 2007-5, “[HE KEW YORE TINES

L SIGN IN TO RECOMMEND
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H@w Much Do We Spend on .
Cam Ai fhe Er@d @f Lsfe? E

ce About 10% of u. S health care spending is for -

- services to people in the last year of life

| * You may be more famlllar with Medlcare-based

: estlmates j o

— 30% of Medicare spendmg on people in Iast year .
of life

s Often used to lllustrate “wasted” spendmg
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Some Options for Reducing Sp@mﬁﬁg

° Greater use of advance directives (“living wills”)
— About 20% of Americans have completed them

- Muitiple studies find no relationship with
resource use

¢ Greater use of hospice care

— One study found hospice patients spent 4%
more than those not in hospice

— May save money in advanced cancer patients
(estimates: 7-17%) but not others

° Eliminating “futile” care {do not resuscitate orders)
- Costs similar for patients with and without DNR
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Mary, | just want to be clear: Nobody

“ is going to be knocking on your door:

‘nobody is going to be telling you you've

~ got to fill [a living will] out. And certainly
- nhobody is going te be forcing you to

~ make a set of decisions on end-of-life
.. care based on some bw@aucmﬁ lawin -
g Z_Waghmgft@m : P

e w President Obama R
- July 28,2009
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My W@b!@m as a physician Wh@

‘has practiced medicine for d@cades

is that ! just can't predict with i
certainty what is end-of-fife care, nor -

can [ determine for another _
. m@ﬁ’ﬁwaﬁ’uaﬁ the meaning of ""@;Mafi’mfy @ﬁ?
o 'Jﬁf@ v - -

- Katﬁerme Dowﬂmg«' Schlaerth MD !
‘San Francisco Chromcﬂe RN
| _' July 28, 2009
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Can We Reduce Health Care Spending?

> No magic bullets
° Won’t be fast or easy

° Will require multiple interventions and rapid
assessment

° A ot of uncertainty

o Easier to make enemies than friends in the
~ search for solutions
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