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LEGAL CAVEAT

TheAdvisoryBoardCompanyhasmadeefforts to verify the accuracyof the information it
providesto members. This report relies on data obtained from many sources,however,
and The Advisory Board Companycannot guarantee the accuracyof the information
providedor anyanalysisbasedthereon. In addition, TheAdvisoryBoardCompanyis not in
the businessof giving legal, medical, accounting,or other professionaladvice, and its
reports shouldnot be construedasprofessionaladvice. In particular,membersshouldnot
rely on any legalcommentaryin this report asa basisfor action,or assumethat anytactics
described herein would be permitted by applicable law or appropriate for a given
ƳŜƳōŜǊΩǎsituation. Members are advised to consult with appropriate professionals
concerninglegal, medical, tax, or accountingissues,before implementing any of these
tactics. Neither The Advisory Board Company nor its officers, directors, trustees,
employeesand agentsshallbe liable for any claims,liabilities, or expensesrelating to (a)
anyerrors or omissionsin this report, whether causedby TheAdvisoryBoardCompanyor
anyof its employeesor agents,or sourcesor other third parties,(b) any recommendation
or graded ranking by The Advisory Board Company,or (c) failure of member and its
employeesandagentsto abideby the termsset forth herein.

TheAdvisoryBoardis a registeredtrademarkof TheAdvisoryBoardCompanyin the United
Statesandother countries. Membersarenot permitted to usethis trademark,or anyother
AdvisoryBoardtrademark,productname,servicename,trade nameand logo,without the
prior written consent of The Advisory Board Company. All other trademarks,product
names,servicenames,trade names,andlogosusedwithin thesepagesare the property of
their respectiveholders. Useof other companytrademarks,productnames,servicenames,
trade names and logos or images of the same does not necessarilyconstitute (a) an
endorsementby such company of The Advisory Board Companyand its products and
services,or (b) an endorsementof the companyor its productsor servicesby TheAdvisory
BoardCompany. TheAdvisoryBoardCompanyis not affiliated with anysuchcompany.

IMPORTANT: Please read the following.

The AdvisoryBoard Companyhas prepared this report for the exclusiveuse of its members. Each
memberacknowledgesandagreesthat this report and the information containedherein (collectively,
the άwŜǇƻǊǘέύare confidentialand proprietary to TheAdvisoryBoardCompany. Byacceptingdelivery
of this Report,eachmemberagreesto abideby the terms asstatedherein, includingthe following:

1. The AdvisoryBoard Companyowns all right, title and interest in and to this Report. Exceptas
statedherein,no right, license,permissionor interest of anykind in this Reportis intendedto be
given,transferredto or acquiredby a member. Eachmemberis authorizedto usethis Reportonly
to the extentexpresslyauthorizedherein.

2. Eachmembershallnot sell,licenseor republishthis Report. Eachmembershallnot disseminateor
permit the useof, and shall take reasonableprecautionsto preventsuchdisseminationor useof,
this Reportby (a)anyof its employeesandagents(exceptasstatedbelow), or (b) anythird party.

3. Eachmembermaymakethis Reportavailablesolelyto thoseof its employeesandagentswho (a)
are registeredfor the workshopor membershipprogramof whichthis Reportis a part, (b) require
accessto this Reportin order to learn from the information describedherein,and (c)agreenot to
disclosethis Reportto other employeesor agentsor anythird party. Eachmembershalluse,and
shallensurethat its employeesandagentsuse,this Reportfor its internal useonly. Eachmember
may makea limited number of copies,solelyasadequatefor useby its employeesand agentsin
accordancewith the terms herein.

4. Eachmembershallnot removefrom this Reportanyconfidentialmarkings,copyrightnoticesand
other similar indiciaherein.

5. Eachmember is responsiblefor any breach of its obligations as stated herein by any of its
employeesor agents.

6. If a member is unwilling to abide by any of the foregoingobligations,then suchmember shall

promptly return this Reportandall copiesthereof to TheAdvisoryBoardCompany.
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{ƻǳǊŎŜΥ 5ƛǾƛǎƛƻƴ ƻŦ IŜŀƭǘƘ /ŀǊŜ CƛƴŀƴŎŜ ŀƴŘ tƻƭƛŎȅΣ άIŜŀƭǘƘ 
/ŀǊŜ LƴŘƛŎŀǘƻǊǎ ƛƴ aŀǎǎŀŎƘǳǎŜǘǘǎΦέ bƻǾŜƳōŜǊ нллфΦ

Massachusetts Coverage 
Expansion

Cumulative Increase in Insured 
Massachusetts Residents

Thousands
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Massachusetts Universal Coverage Initiative

Virtually Eliminating the Uninsured

ÅImplemented July 1, 2006; reduced uninsured 
rate to 2.6%

ÅIndividual and employer mandates established

ÅIndividual penalty initially set at $219 with 
monthly incremental increases

ÅEmployer penalty at $295 annually per employee 

ÅIndividual and small group markets merged, 
ƳŀƴŀƎŜŘ ǘƘǊƻǳƎƘ ƻƴƭƛƴŜ άŜȄŎƘŀƴƎŜέ

ÅNew publicly managed insurance options created

ÅCharity care funds reallocated from 
disproportionate share payments to coverage 
subsidies87% of coverage expansion achieved by January 

2008,  one year after exchange became available
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Massachusetts Employers Offering Health Insurance

Source: Division of Health Care Finance and Policy Employer 
Survey, 2001, 2003, 2003, 2007; Advisory Board analysis.

69% 68% 70% 72%

2001 2003 2005 2007

Employer Plan Participation Holds Steady

Not Undermining Employer-Based System

2001-2007



© 2010 The Advisory Board Company ς20392

9

More Patients Have Primary Source of Care

Insured ςAnd In the System

Health Care Utilization, Massachusetts Adults

Usual Source of Care

79%

86%

2006 2008

{ƻǳǊŎŜΥ tƛƻƴŜŜǊ LƴǎǘƛǘǳǘŜΦ ά!ƴ LƴǘŜǊƛƳ wŜǇƻǊǘ /ŀǊŘ ƻƴ aŀǎǎŀŎƘǳǎŜǘǘǎ 
IŜŀƭǘƘ /ŀǊŜ wŜŦƻǊƳΣέ WŀƴǳŀǊȅ нлмлΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ŀƴŀƭȅǎƛǎΦ

Change Based on Self-Reported Data, 2006-2008

Percentage Increase: 9%

Percent of PatientsReporting
UnmetCare Needs Because of Costs

5.6%

4.8%

2006 2008

Percentage Increase: 16%
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tǊŜǾŜƴǘƛǾŜ /ŀǊŜ ¦ǘƛƭƛȊŀǘƛƻƴ Iŀǎ LƴŎǊŜŀǎŜŘΧ

Change in Utilization for Specific Services, Massachusetts Adults

Based on Self-Reported Data, 2006-2008

70%
77%

51% 53%

55%
60%

Fall 2006 Fall 2007 Fall 2008

Preventive Care Specialist Visit Took Any Rx Drugs

n = 9,669

Source: Massachusetts Health Reform Survey, 2008; Advisory Board analysis.

Preventive Care

Took Any Drug

Specialist Visit

Change in 
Utilization

9.4%

7.8%

5.5%
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Internists Accepting New Patients

Massachusetts

Source: Kaiser Family Foundation, available at: ttp://www.kff.org/uninsured/kcmu_statehealthreform.cfm, accessed June 5, 2008; 
άaŀǎǎŀŎƘǳǎŜǘǘǎ IŜŀƭǘƘ /ŀǊŜ tƭŀƴ tǊŀƛǎŜŘΣ ōǳǘ {ǘǊǳƎƎƭŜǎ ǿƛǘƘ ǘƘŜ /ƻǎǘΣέ NewshourΣ t.{Σ !ǇǊƛƭ нуΣ нллуΤ [ȅƴŎƘ tΣ άhǇǇƻǊǘǳƴƛǘȅ [ƻǎǘΥ 
¢ƘŜ CŀƛƭǳǊŜ ƻŦ /ŀƭƛŦƻǊƴƛŀΩǎ IŜŀƭǘƘ wŜŦƻǊƳΣέ IŜŀƭǘƘ !ŦŦŀƛǊǎΣ aŀǊŎƘ рΣ нллуΤ Vedantam{Σ ά{ǘǳŘȅ tǊŀƛǎŜǎ aŀǎǎΦ IŜŀƭǘƘŎŀǊŜ tǊƻƎǊŀƳΤ 
bǳƳōŜǊ ƻŦ ¦ƴƛƴǎǳǊŜŘ 5ǊƻǇǇŜŘ ōȅ IŀƭŦΣέ ¢ƘŜ ²ŀǎƘƛƴƎǘƻƴ tƻǎǘΣ WǳƴŜ пΣ нллуΦ YŀƛǎŜǊ CŀƳƛƭȅ CƻǳƴŘŀǘƛƻƴΣ aŀǎǎŀŎƘǳǎŜǘǘǎ DƻǾŜǊƴƻǊ 
tŀǘǊƛŎƪ tǊƻǇƻǎŜǎ wŜǉǳƛǊƛƴƎ .ǳǎƛƴŜǎǎŜǎΣ LƴǎǳǊŜǊǎΣ IƻǎǇƛǘŀƭǎ ǘƻ /ƻƴǘǊƛōǳǘŜ aƻǊŜ ǘƻ {ǘŀǘŜΩǎ IŜŀƭǘƘ LƴǎǳǊŀƴŎŜ [ŀǿΣέ ŀǾŀƛƭŀōƭŜ ŀǘΥ
http://www.kaisernetwork.org/daily_reports/rep_index.cfm?DR_ID=53304, July 15, 2008; Health Care Advisory Board interviews and 
analysis 

64%

51%

2006 2007

PCP Appointments Made Within One Week

Massachusetts

Expansion Highlights Structural Access Inadequacies

...But So Have Access Challenges

53%

42%

2006 2007
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Soaring Health Care Costs Dominate Policy Debate

tŀǘǊƛŎƪ 5Σ aǳǊǊŀȅ ¢Σ άC¸нлмл IƻǳǎŜ м .ǳŘƎŜǘ wŜŎƻƳƳŜƴŘŀǘƛƻƴΥ tƻƭƛŎȅ .ǊƛŜŦΣέ ŀǾŀƛƭŀōƭŜ ŀǘΥ 
ƘǘǘǇΥκκǿǿǿΦƳŀǎǎΦƎƻǾκōōκƘмκŦȅмлƘмκŜȄŜŎмлκƘōǳŘōǊƛŜŦнлΦƘǘƳΣ ŀŎŎŜǎǎŜŘ !ǇǊƛƭ пΣ нллфΤ {ŀŎƪ YΣ άaŀǎǎŀŎƘǳǎŜǘǘǎ 
CŀŎŜǎ /ƻǎǘǎ ƻŦ .ƛƎ IŜŀƭǘƘ /ŀǊŜ tƭŀƴΣέ New York Times, March  2009;  Advisory Board interviews and analysis.

Spending on Commonwealth Care

$133 M 

$628 M 

$869 M $880 M 

FY 07 FY 08 FY 09 FY 10

Making It Sustainable

Gov. DevalPatrick

ά!ǘ ǎƻƳŜ ƭŜǾŜƭΣ ȅƻǳΩǾŜ Ƨǳǎǘ Ǝƻǘ ǘƻ ǎŀȅΣ 
Ψ[ƻƻƪΣ ǘƘŀǘΩǎ Ƨǳǎǘ ƴƻǘ ŀŎŎŜǇǘŀōƭŜΣ ŀƴŘ 
ƳƻǊŜ ǘƻ ǘƘŜ ǇƻƛƴǘΣ ƛǘΩǎ ƴƻǘ ǎǳǎǘŀƛƴŀōƭŜΦΩέ

A Tough Choice

Jon Kingsdale
Administrator, Commonwealth Care

άLǘ ŦƻǊŎŜǎ ǳǎ ǘƻ ƭƻƻƪ ƛƴ ǘƘŜ ƳƛǊǊƻǊ ŀƴŘ 
ǎŀȅΣ Ψ²Ƙŀǘ Řƻ ǿŜ Řƻ ŀōƻǳǘ ƘŜŀƭǘƘ ŎŀǊŜ 
ǎǇŜƴŘƛƴƎΚ ¢ƘŜ ǊŜŀǎƻƴ ǘƘŀǘΩǎ ǎƻ 
challenging is that it means limiting 
ǊŜǎƻǳǊŎŜǎ ŦƻǊ ǇŜƻǇƭŜΦέ
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Contemplating Price Controls to Ease Affordability Challenge

Policy-Makers Approaching the Third Rail

Source: VolskyI, Nonprofit Health Insurers Sue Massachusetts To Increase Health Care Premiums, April 2010, 
available at: http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/, accessed  May 2010; Johnson G, 
aŀǎǎΦ ƛƴǎǳǊŜǊǎ ǎǳŜ ǘƻ ōƭƻŎƪ ǊŀǘŜ ƘƛƪŜ ŘŜŎƛǎƛƻƴΣ !ǎǎƻŎƛŀǘŜŘ tǊŜǎǎΣ !ǇǊƛƭ нлмлΤ I/Ca!Σ ά5hL wŜƧŜŎǘǎ LƴǎǳǊŜǊ wŀǘŜ 
LƴŎǊŜŀǎŜǎΣέ !ǇǊƛƭ нлмлΣ ŀǾŀƛƭŀōƭŜ ŀǘΥ http://blog.hcfama.org/?p=4466, accessed May 2010; Advisory Board analysis.

Trend in Brief: Price 
Control Init iatives
ÅMassachusetts Governor Deval

Patrick filed proposal to give 
insurance commissioner power to 
cap price increases

ÅInsurance plans whose premium 
increases exceed 1.5 times medical 
inflation level to be rejected 

ÅHospital price increases also 
subject to retroactive review, 
rejection

Annual Insurance Premium Increases

2008-2009, Small Group Market, Massachusetts

Blue Cross 
Blue Shield

Fallon 
Community 
Health Plan

Health New 
England

Tufts 
Health Plan

Harvard 
Pilgrim 

Health Care

10.4%-
16.6%

21.7%-
35.2%

13.4%-
19.8%

11.1%-
24.7%

8.3%-
12.6%

http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://wonkroom.thinkprogress.org/2010/04/06/insurers-sue-mass/
http://blog.hcfama.org/?p=4466
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Source: Kowalczyk[Σ ά{ǘŀǘŜ {ŜŜƪǎ ǘƻ wŜǾŀƳǇ ²ŀȅ 5ƻŎǘƻǊǎΣ IƻǎǇƛǘŀƭǎ ŀǊŜ tŀƛŘΣέ ¢ƘŜ .ƻǎǘƻƴ DƭƻōŜΣ aŀȅ нллфΣ ŀǾŀƛƭŀōƭŜ ŀǘΥ ƘǘǘǇΥκκǿǿǿΦōƻǎǘƻƴΦŎƻƳΣ 
ŀŎŎŜǎǎŜŘ aŀȅ нллфΤ άtǊƻǇƻǎŜŘ wŜŎƻƳƳŜƴŘŀǘƛƻƴǎΣέ {ǇŜŎƛŀƭ /ƻƳƳƛǎǎƛƻƴ ƻƴ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ tŀȅƳŜƴǘ {ȅǎǘŜƳΣ aŀȅ нллфΣ ŀǾŀƛƭŀōƭŜ ŀǘΥ 
http://www.mass.gov, accessed May 2009; Group Insurance Introduces Lower Cost Health Plans to Help Control Costs, available at: 

http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+%26+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commi
ssion&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf, accessed May 2010; Advisory Board analysis.

1 Budgeted. 

Fundamentally Restructuring the Provider Market

Reorganizing The Supply Side to Control Costs

Limited Provider Networks

ÅMassachusetts Governor DevalPatrick and 
Senate President Therese Murray filed 
proposals requiring payers to offer at least 
one plan with narrower provider network 
and at lower cost

ÅState employee health plan began offering 
two new limited network plans in April 
2010, at 20% lower premium cost

ÅCapitation-like payment system to 
be implemented in Massachusetts

ÅModifications such as increased 
payments for sicker patients and 
some fee-for-service payments for 
certain complex procedures

ÅACO combines hospitals, physicians, 
other care providers

Annual 
Payment

Paid to Accountable 
Care Organization 
(ACO)

Massachusetts Global Payment System

http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+&+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commission&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf
http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+&+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commission&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf
http://www.mass.gov/?pageID=afmodulechunk&L=4&L0=Home&L1=Insurance+&+Retirement&L2=Oversight+Agencies&L3=Group+Insurance+Commission&sid=Eoaf&b=terminalcontent&f=gic_news_lower_cost_planoptions&csid=Eoaf
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Giving More Care to More People, and Paying Less for it

The Reform Paradox

Source: Advisory Board analysis.

How do we 
maximize access 

to care?

How do we 
afford expanded 

access?

Raise taxes?
Reallocate spending?

Cut benefits?
Cut reimbursement?

Delivery system change?

15
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aŀǇǇƛƴƎ IŜŀƭǘƘ /ŀǊŜΩǎ 9Ǿƻƭǳǘƛƻƴ

Major Milestones in Federal PPACA Implementation

{ƻǳǊŎŜΥ IŀǎǘƛƴƎǎ 5Φ ά¢ƘŜ ¢ƛƳŜƭƛƴŜ ŦƻǊ !ŎŎƻǳƴǘŀōƭŜ /ŀǊŜΥ ¢ƘŜ wƻƭƭƻǳǘ ƻŦ ǘƘŜ tŀȅƳŜƴǘ ŀƴŘ 5ŜƭƛǾŜǊȅ wŜŦƻǊƳ tǊƻǾƛǎƛƻƴǎ ƛƴ ǘƘŜ tŀǘƛent Protection 
ŀƴŘ !ŦŦƻǊŘŀōƭŜ /ŀǊŜ !Ŏǘ ŀƴŘ ǘƘŜ LƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ !ŎŎƻǳƴǘŀōƭŜ /ŀǊŜ hǊƎŀƴƛȊŀǘƛƻƴǎΦέ aŀǊŎƘ нлмлΤ  !ŘǾƛǎƻǊȅ .ƻŀǊŘ ƛƴǘŜǊǾƛŜǿǎ ŀƴŘ analysis. 

Year Coverage Expansion Financing Delivery System Reform

2010

ÅCoverage for non-dependent children 
throughage 26

ÅProhibition on denying coverage for 
children with pre-existing conditions

ÅSmall business subsidies to provide 
coverage to employees

ÅHigh-risk pools for those denied coverage

ÅTanning salon taxtakes effect
ÅMarket basket adjustment to DRG 

updates

ÅPatient-centered outcomes research
ÅCommunity transformationgrants
ÅGainsharing, global payment demos
ÅHospital Value-Based Purchasing

2011
ÅFiveyear opt-in long-term careprogram 

begins
ÅMedicare Advantagepayments 

restructured
ÅCenter for Medicare and Medicaid 

Innovation launched

2012
ÅFirstindustry fees take effect
ÅMedicare Advantage bonuses take effect
ÅHospital productivity adjustment

ÅMedicare SharedSavings Program (ACOs)
ÅHospital Readmission Reduction Program
Å Independence at Home demo

2013
Å Increasedpayments to primary care 

physicians take effect
ÅNew Medicare tax takes effect
ÅPassiveincome tax takes effect
ÅExcise tax on medical devices takes effect

ÅBundledPayment pilot begins

2014
ÅHealthBenefit Exchanges created
Å Individual, employer mandates take effect
ÅMedicaid expanded to 133% of FPL

Å Individual, employer penalties take effect
ÅDSH payment adjustments take effect

Å Independent Payment Advisory Board 
begins submitting recommendations

2015
ÅPayment adjustment for hospital-

acquired conditions takes effect

2016 Å Individual,employer penalties rise

2018 ÅExciseǘŀȄ ƻƴ ά/ŀŘƛƭƭŀŎέ ƘŜŀƭǘƘ Ǉƭŀƴǎ
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Multipronged Approach to Increasing Coverage
Coverage Expansion

{ƻǳǊŎŜΥ  ά9ȄǇŀƴŘƛƴƎ IŜŀƭǘƘ /ŀǊŜ /ƻǾŜǊŀƎŜΥ tǊƻǇƻǎŀƭǎ ǘƻ tǊƻǾƛŘŜ !ŦŦƻǊŘŀōƭŜ /ƻǾŜǊŀƎŜ ǘƻ !ƭƭ 
!ƳŜǊƛŎŀƴǎΣέ {ŜƴŀǘŜ CƛƴŀƴŎŜ /ƻƳƳƛǘǘŜŜΣ aŀȅ мпΣ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ƛƴǘŜǊǾƛŜǿǎ ŀƴŘ ŀƴŀƭȅǎƛǎΦ

Achieving Universal Coverage

Individual 
Mandate

Insurance 
Market Reform

Employer 
Mandate

Preexisting 
Conditions

Health Reform Bill

ÅMinimum creditable 
coverage
ÅIndividual subsidies
ÅModification to 

current public options

ÅNo discrimination based on 
pre-existing conditions
ÅHealth insurance 

exchanges for individuals, 
small businesses

Åάtƭŀȅ ƻǊ Ǉŀȅέ 
requirement
ÅSmall business 

subsidy
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Percentage of Newly Insured Americans by Source of Coverage

{ƻǳǊŎŜΥ ά9ȄǇŀƴŘƛƴƎ aŜŘƛŎŀƛŘΥ /ƻǾŜǊŀƎŜ ŦƻǊ [ƻǿ-Income Adults under Health 
wŜŦƻǊƳΣέ YŀƛǎŜǊ CŀƳƛƭȅ CƻǳƴŘŀǘƛƻƴΣ CŜōǊǳŀǊȅ нлмлΦ

n=31.7 Million

9ȄǇŀƴŘƛƴƎ /ƻǾŜǊŀƎŜ [ŀǊƎŜƭȅ ƻƴ aŜŘƛŎŀƛŘΩǎ .ŀŎƪ

ÅRaise maximum Medicaid income eligibility to 133% of FPL
ÅExpand Medicaid eligibility to all individuals meeting income criteria

Covered By 
Commercial 
Expansion

Covered Through 
Expanded 

Medicaid Eligibility

54%46%
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Provision in Brief: 
Health Benefit Exchanges

20

Race to the Bottom or Top?

Platinum Plan 
ÅCovers  90% of 

costs

Gold Plan 
ÅCovers  80% of 

costs

Silver Plan 
ÅCovers  70% of 

costs

Bronze Plan 
ÅCovers  60% of 

costs

Catastrophic Plan 
ÅAvailable to individuals 

under 30 and those 
exempt from mandate

Benefits Design Within Exchanges 

{ƻǳǊŎŜΥ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ 
wŜǇƻǊǘŜŘΣέ aŀǊŎƘ муΣ нлмлΤ ¦{ {ŜƴŀǘŜΣ ¢ƘŜ tŀǘƛŜƴǘ tǊƻǘŜŎǘƛƻƴ ŀƴŘ !ŦŦƻǊŘŀōƭŜ /ŀǊŜ !Ŏǘ ŀƴŘ ǘƘŜ 
IŜŀƭǘƘ /ŀǊŜ ŀƴŘ 9ŘǳŎŀǘƛƻƴ wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ ά/ƻƴƎǊŜǎǎƛƻƴŀƭ 5ƻŎǳƳŜƴǘǎ 
{Ƙƻǿ IŜŀƭǘƘ /ƻǎǘǎΣέ YŀƛǎŜǊ CŀƳƛƭȅ CƻǳƴŘŀǘƛƻƴΣ {ŜǇǘŜƳōŜǊ пΣ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ŀƴŀƭȅǎƛǎΦ

ÅExchanges for individuals and small 
businesses unified or separate, at 
ǎǘŀǘŜǎΩ ŘƛǎŎǊŜǘƛƻƴ

ÅPossible interstate collaboration

ÅOpen to individuals and small 
businesses in 2012, large employers 
in 2017

ÅStandardized display of plan offerings

ÅPublicly available performance data

ÅUser-friendly for easy plan 
comparison
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How Strong Will Individual Incentives Be?

FPL

Premium 
After Subsidy 

(Based on 
Silver Plan)

LikelyPenalty 
in 2016

Penaltyas % 
of Subsidized 

Premium

150% $1,505 $825-$2,085 55%-139%

200% $2,778 $1,100-$2,085 40%-75%

250% $4,438 $1,375-$2,085 31%-47%

300% $6,483 $1,650-$2,085 25%-32%

350% $7,563 $1925-$2,085 25%-28%

400% $8,636 $2085-$2200 24%-25%

Cost of Plans Offered Through Exchange

Family of Four, by Percentage FPL

{ƻǳǊŎŜΥ YŀƛǎŜǊ CŀƳƛƭȅ CƻǳƴŘŀǘƛƻƴΣ άIŜŀƭǘƘ wŜŦƻǊƳ {ǳōǎƛŘȅ /ŀƭŎǳƭŀǘƻǊΣέ ŀǾŀƛƭŀōƭŜ ŀǘΥ http://healthreform.kff.org/SubsidyCalculator.aspx, updated 
aŀǊŎƘ мфΣ нлмлΦ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ wŜǇƻǊǘŜŘΣέ aŀǊŎƘ муΣ н010; US Senate, 
¢ƘŜ tŀǘƛŜƴǘ tǊƻǘŜŎǘƛƻƴ ŀƴŘ !ŦŦƻǊŘŀōƭŜ /ŀǊŜ !Ŏǘ ŀƴŘ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ ŀƴŘ 9ŘǳŎŀǘƛƻƴ wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ !ŘǾƛsory Board analysis.

Individual Penalty

2014: Greater of $95 or 1% of 
income

2015: Greater of $325 or 2% of 
income

2016: Greater of $695 or 2.5% of 
income

2017 onward:COLA-adjusted

Complex Financial Calculus of Individual Mandate

http://healthreform.kff.org/SubsidyCalculator.aspx


© 2010 The Advisory Board Company ς20392

22

Business Incentives Intended to Bolster Employer-Based Coverage

What Will Employers Do?

1 Employers with fewer than 50 employees are exempt from penalties.

Breakdown of Large Employer Penalties

Penalty1

Employers Not 
Offering Coverage

$2kper employee

EmployersOffering 
Coverage

Lesser of $3k per 
employee receiving 

premium tax credit or 
$750 per employee 

Provision in Brief: 
Small Business Tax Credits

ÅOpen to employers with 25 or fewer FTEs
ÅEmployer must contribute 50% of 

premiumcost or 50% benchmark 
premium to qualify for subsidy
Å2010-2013: employers receive tax credit of 

up to 30% employer contribution
Å2014 onward: employers receive credit of 

up to 50% employer contribution
ÅActual credit amount stratified by business 

size, average wage

{ƻǳǊŎŜΥ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ wŜǇƻǊǘŜŘΣέ 
March 18, 2010; US Senate, The Patient Protection and Affordable Care Act and the Health Care and Education 
wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ŀƴŀƭȅǎƛǎΦ
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Percentage of Insured Non-elderly Americans

2010-2019(E)

Source: Congressional Budget Office, March 19, 2010. Available at 
http://cbo.gov/ftpdocs/113xx/doc11379/Manager'sAmendmenttoR
econciliationProposal.pdf, accessed March 29, 2010.

n = 267M (2010), 282M (2019)

81%
82% 82% 82%

89%

91%
92% 92% 92% 92%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

LŦ !ƭƭ DƻŜǎ !ŎŎƻǊŘƛƴƎ ǘƻ tƭŀƴΧ
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Source: Advisory Board analysis.

A Growing Line at the Front Door

ÅDemand for primary care services and symptomatic and asymptomatic diagnostic services are likely to 
overwhelm capacity. Appointment wait-times are likely to spike, ED over-crowding likely more 
profound and wide-spread.

Physician Recruitment Never More Important

ÅDǊƻǿƛƴƎ ŘŜƳŀƴŘ ŦƻǊ ǇƘȅǎƛŎƛŀƴ ǎŜǊǾƛŎŜǎΣ ŜǎǇŜŎƛŀƭƭȅ ǇǊƛƳŀǊȅ ŎŀǊŜΣ ǿƛƭƭ ƳŀƪŜ ǘƻŘŀȅΩǎ ŜȄƛǎǘƛƴƎ ǇƘȅǎƛŎƛŀƴ 
shortage more acute. Providers who successfully meet the challenge of improving their physician 
recruiting processes will expand their market share.

Alternative Access Points, Productivity Growing in Strategic Importance

Å!ƴȅ ƘƻǎǇƛǘŀƭΩǎ ƻǊ ƳŜŘƛŎŀƭ ƎǊƻǳǇΩǎ ƳŀǊƪŜǘ ǎƘŀǊŜ ƎǊƻǿǘƘ ǇƻǘŜƴǘƛŀƭ ǿƛƭƭ ōŜ ƭƛƳƛǘŜŘ ōȅ ƛǘǎ ŀōƛƭƛǘȅ ǘƻ 
accommodate surging demand. Developing alternative access points (retail clinics, online and 
telephonic communication) as well as higher throughput physician practices, urgent care centers and 
EDs will complement more effective recruitment of new physicians.

No Letting Up on Revenue Cycle Optimization

ÅWhile regulations around benefit design and subsidies for out-of-pocket costs may soften the edges of 
ǇǊƻǾƛŘŜǊǎΩ ƎǊƻǿƛƴƎ ƛƴǎǳǊŜŘ-patient bad debt problem, these solutions will not completely mitigate the 
need for on-going revenue cycle investment. Cost-ǎƘƛŦǘƛƴƎ ǘƻ ŜƴǊƻƭƭŜŜǎ ǿƛƭƭ ŎƭƻǎŜƭȅ Ŧƻƭƭƻǿ ǘƻŘŀȅΩǎ ǘǊŜƴŘǎ 
such that minimizing bad debt will remain a thorny problem and high priority for most organizations.

Strategic Implications of Coverage Expansion
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1 Components listed here are only a sampling of all 
provisions in legislation, and therefore totals of 
each list do not reflect percentages in pie chart.

Funding for Health Care Reform

Fees, Rate Cuts Finance Reform

Tapping Multiple Funding Sources

{ƻǳǊŎŜΥ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ 
wŜǇƻǊǘŜŘΣέ aŀǊŎƘ муΣ нлмлΤ ¦{ {ŜƴŀǘŜΣ ¢ƘŜ tŀǘƛŜƴǘ tǊƻǘŜŎǘƛƻƴ ŀƴŘ !ŦŦƻǊŘŀōƭŜ /ŀǊŜ !Ŏǘ ŀƴŘ ǘƘŜ 
IŜŀƭǘƘ /ŀǊŜ ŀƴŘ 9ŘǳŎŀǘƛƻƴ wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ŀƴŀƭȅǎƛǎΦ

Increase Revenues1

2 Passive Income Tax: $123B

1 Industry Taxes: $110B

4 ά/ŀŘƛƭƭŀŎέ ¢ŀȄΥ Ϸон.

3 Hospital Insurance Payroll Tax: $87B

Decrease Expenses1

1
Medicare FFS 
Rate Cuts: $110B

2
Medicare Advantage 
Scale-back: $136B

3 DSH Rate Cut: $36B

4 Fraud/RAC/RIC: $2.9B

Rate Cuts Other Savings

1
Readmissions 
Penalty: $7.1B

2
Independent Payment
Advisory Board: $28B

3
Medicare Shared 
Savings:  $4.9B

38%

62%

Financing
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Potential Input Cost Inflation

Drug Manufacturers

Industry Tax and Fee Schedules

Insurers

20192012 20182014

$70B$20B

PPACA

{ƻǳǊŎŜΥ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ wŜǇƻǊǘŜŘΣέ aŀǊŎƘ муΣ нлмлΤ ¦{ Senate, The 
tŀǘƛŜƴǘ tǊƻǘŜŎǘƛƻƴ ŀƴŘ !ŦŦƻǊŘŀōƭŜ /ŀǊŜ !Ŏǘ ŀƴŘ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ ŀƴŘ 9ŘǳŎŀǘƛƻƴ wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ Wallbank5Σ άtŀǳƭǎŜƴ 
²ŀǊƴǎ aŜŘƛŎŀƭ 5ŜǾƛŎŜ aŀƪŜǊǎ /ƻǳƭŘ [ŜŀǾŜ ƛŦ bŜǿ ¢ŀȄ bƻǘ [ƛŦǘŜŘΣέ MinnPost, March 25, 2010, available on the web at: 
http://www.minnpost.com/derekwallbank/2010/03/25/16923/paulsen_warns_medical_device_makers_could_leave_if_new_tax_not_lifted; 
Advisory Board analysis.

Cumulative Payments Cumulative Payments Provision in Brief: 
Device Manufacturers' 
Excise Tax

2.3% National sales tax on 
sales of medical devices

2013 Applies to all sales after 
December 31, 2012 

$20B Expected to raise $20B 
over ten years

http://www.minnpost.com/derekwallbank/2010/03/25/16923/paulsen_warns_medical_device_makers_could_leave_if_new_tax_not_lifted
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Provision in Brief: 
Excise Tax on "Cadil lac" Plans

Annual Revenue from Excise Tax 

PPACA

Potential Governor on Health Care Inflation 

(Lightly) Targeting Demand-Side Causes

ÅTax on insurers of employer-sponsored 
plans exceeding $10,200 for individuals, 
$27,500 for families

ÅThresholds slightly higher for non-Medicare 
eligible individuals over 55 and individuals in 
high-risk professions

ÅTax of 40 percent on amount over threshold

ÅExcise tax postponed until 2018

$12B

$20B

2018 2019

{ƻǳǊŎŜΥ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ wŜǇƻǊǘŜŘΣέ 
March 18, 2010; US Senate, The Patient Protection and Affordable Care Act and the Health Care and Education 
wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ŀƴŀƭȅǎƛǎΦ



© 2010 The Advisory Board Company ς20392

28

Provision in Brief: 
Market Basket Updates and 
Productivity Adjustment

Projected Annual Medicare Savings from 
Hospital Market Basket and Productivity 

Adjustment Update Over 10 Years

PPACA

Restructured Hospital Payments Bake-in Efficiency Imperative

Holding Hospitals to a Higher Productivity Standard

ÅMarket Basket Update adjustments take 
effect immediately

ÅAffects inpatient hospitals, long-term care 
facilities, IP rehab facilities, psychiatric 
hospitals and outpatient hospitals

ÅAdjustments to updates projected to save 
$156B over 10 years, $110B of which 
comes from hospitals

Source: Center for Medicare and Medicaid  Services, National Health Expenditure Projections 2009-нлмфΣέ ŀǾŀƛƭŀōƭŜ ŀǘ 
http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2009.pdf, accessed April 1, 2010; US House of Representatives, 
ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ wŜǇƻǊǘŜŘΣέ aŀǊŎƘ муΣ нлмлΤ ¦{ {ŜƴŀǘŜΣ ¢ƘŜ tŀǘƛŜƴǘ tǊƻǘŜŎǘƛƻƴ ŀƴŘ !Ŧfordable 
/ŀǊŜ !Ŏǘ ŀƴŘ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ ŀƴŘ 9ŘǳŎŀǘƛƻƴ wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ hǇǇŜƴƘŜƛƳŜǊ 9ǉǳƛǘȅ wŜǎŜŀǊŎƘΣ {ǇǊƛƴƎ IƻǎǇƛǘal 
Quarterly, April 19, 2010; Advisory Board analysis.

20192010

1.9% 2.4%

Savings as % of total hospital Medicare spend

$4.5B

$11B

http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2009.pdf
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Provision in Brief: 
Medicare and Medicaid DSH 
Payment Cuts

Cumulative Savings from Decreased 
Medicare and Medicaid DSH Payments 

PPACA

DSH Reductions Help Fund Coverage Expansion

At Risk for Disproportionate Impact

ÅCuts Medicaid DSH payments by $14B 
and Medicare DSH by $22.1B 
beginning in 2014

Å75 percent Medicare DSH eliminated; 
returned to hospitals relative to charity 
care provided

ÅMedicaid DSH allotted to states 
directing DSH funding to hospitals with 
high Medicaid volumes or 
uncompensated care

20192014

{ƻǳǊŎŜΥ ¦{ IƻǳǎŜ ƻŦ wŜǇǊŜǎŜƴǘŀǘƛǾŜǎΣ ά!ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ ǘƻ IΦwΦ путнΣ ŀǎ wŜǇƻǊǘŜŘΣέ 
March 18, 2010; US Senate, The Patient Protection and Affordable Care Act and the Health Care and Education 
wŜŎƻƴŎƛƭƛŀǘƛƻƴ !ŎǘΣέ 5ŜŎŜƳōŜǊ нпΣ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ŀƴŀƭȅǎƛǎΦ

$22B

$14B

$500M
$0
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Dual Positive Effects of Health Reform on Revenue

Source: Advisory Board analysis.

Sources of Positive Financial Impact for Hospitals

Reduced 
Uncompensated

Care

Increased
Utilization

of Care
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Material Reduction in Bad Debt from Uninsured

Estimated Change in Uncompensated 
Care Due to Health Reform

{ƻǳǊŎŜΥ /ƻƴƎǊŜǎǎƛƻƴŀƭ .ǳŘƎŜǘ hŦŦƛŎŜΣ ά/ƻǎǘ 9ǎǘƛƳŀǘŜ ŦƻǊ ǘƘŜ !ƳŜƴŘƳŜƴǘ ƛƴ ǘƘŜ bŀǘǳǊŜ ƻŦ ŀ {ǳōǎǘƛǘǳǘŜ 
ŦƻǊ IΦwΦ путнΣ LƴŎƻǊǇƻǊŀǘƛƴƎ ŀ tǊƻǇƻǎŜŘ aŀƴŀƎŜǊϥǎ !ƳŜƴŘƳŜƴǘΣέ ƳŀŘŜ ǇǳōƭƛŎ ƻƴ aŀǊŎƘ нлΣ нлмлΤ 
Advisory Board analysis.

30%

70%

Unpaid
Insured 
Patient

Obligations

Charity Care
and Bad Debt 

FromUninsured 

Charity Care
and

Bad Debt

Unpaid 
Patient

Obligations Total

(42%)
(6%) (48%)

$203B in 
industry-
wide revenue 
growth by 
2019

Current Hospital Uncompensated Care

6% of Expenses
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Revenue Gain Varies Across Service Types and Settings

Positive Mix Shift Within Muted Utilization Impact

Source: Advisory Board Analysis.

1 Does not account for potential changes in case rate.

2010-2019

29.0%

12.8%

9.9%

11.3%

32.0%

13.9%

10.0%

11.9%

0% 5% 10% 15% 20% 25% 30% 35%

With Reform

Without Reform

Projected Spending Growth With and Without Reform1

Outpatient 
Visits

Medical
Admission

Inpatient 
Discharges

Surgeries
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Estimated Distribution of Increased Hospital Revenue from PPACA

Source: Advisory Board analysis.

1 Assumes hospital services equally distributed between inpatient 
and outpatient sites in 2019.

84%

16%

Bad Debt Reduction Drives Improved Revenues

Reduced Bad Debt 
~$203B

Increased Utilization
~$40B
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Source: Advisory Board analysis. 

Assess the Impact of Reform on Your Organization

Inpatient and Outpatient 
Market Estimators launching 
mid-May, reflecting impact 
of reform

Customized Inpatient 
Forecasts available mid-May; 
Outpatient Forecasts 
available early June

Updated National Models and Customized Forecasters
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Persistent Downward Price Pressure

Å¢ƘŜ ǇǊƻŘǳŎǘƛǾƛǘȅ άŀǎǎǳƳǇǘƛƻƴέ ŀǇǇƭƛŜŘ ǘƻ ƘƻǎǇƛǘŀƭǎ ŀƴŘ ƻǘƘŜǊ ǇǊƻǾƛŘŜǊǎ ƛƴ ǘƘŜ ƘŜŀƭǘƘ ŎŀǊŜ ǊŜŦƻǊƳ ōƛƭƭ ƛǎ 
reflective of a burgeoning payer indifference to provider cost inflation. The debate about health care 
reform has revealed and solidified policy-ƳŀƪŜǊǎΩ ǾƛŜǿǎ ǘƘŀǘ ǇǊƻǾƛŘŜǊǎ ŎƻǳƭŘ ōŜ ƳǳŎƘ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘΤ 
they will ensure that is so by building such beliefs into future rate increase decisions.

Cost Containment as Ongoing Imperative

ÅIn contrast to the recent past when top-line growth masked provider cost inflation, health care reform 
ushers in a world of downward revenue pressure. As a result, hospital operating mentality will have to 
shift to continuous cost disciple and year-after-year real gains in operating efficiency.

Focus on Productivity, Not Wages, to Control Costs

ÅIn a world of growing demand for health care services, skilled technical and clinical labor shortages are 
more likely and likely to be more acute. This will lead to large wage increases, which can only be 
partially (at best) mitigated. As a result, holding the line on costs will shift from focusing on wages to 
focusing on productivityτreducing the number of staff required to deliver care.

Manage Patient Mix to Maximize Profitability

Å²ƛǘƘ aŜŘƛŎŀƛŘΩǎ ƳŀǎǎƛǾŜ ŜȄǇŀƴǎƛƻƴ ƛƴ ƘŜŀƭǘƘ ŎŀǊŜ ǊŜŦƻǊƳΣ ǇǳōƭƛŎ ǇŀȅŜǊǎ ǿƛƭƭ ƳŀƪŜ ǳǇ ŀ ƎǊŜŀǘŜǊ ǇƻǊǘƛƻƴ 
of hospital revenues. While the reduction in charity care this represents is good news in the short term, 
the below-cost reimbursement rates of government payers will challenge hospital economics in the 
longer term unless providers develop lower-cost delivery models.

Strategic Implications of Financing Coverage Expansion

Source: Advisory Board analysis.
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Specialty Care in the Crosshairs of Reformers

Reorganizing Care Delivery to Bend the Cost Curve

Source:  Advisory Board analysis.

Increase Specialty 
Care Efficiency

Reduce Specialty 
Care Demand

Cut Rates for 
Existing Services

Improve Care 

Coordination Capability

New Care Models

Delivery System Reform
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Accelerating and Depoliticizing Change at CMS

Ambition: Grow No Faster Than Economy

Source: Advisory Board analysis. 

Center for Medicare and 
Medicaid Innovation

Proposal in Brief

ÅEstablished to test innovative payment 
and service delivery models to reduce 
program expenditures

ÅCBO projects $1.3B in savings by 2019

Independent Payment 
Advisory Board

Proposal in Brief

Å15-member board established to reduce 
rate of Medicare growth in years projected 
to exceed threshold

ÅCongress must vote up or down on 
recommendations

ÅEstimated $28B reduction through 2019

ÅHospitals exempt from cuts through 2018

CPI Med. 
CPI

Avg.

Growth Rate Formula,

2013-2018

Growth Rate Formula,

Beyond 2018

GDP Additional 
Weight

1
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wŜŘǳŎǘƛƻƴǎ ǘƻ tǊƻǾƛŘŜǊǎΩ 
Medicare IPPS Payment

{ƻǳǊŎŜΥ ά¢ǊŀƴǎŦƻǊƳƛƴƎ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ 5ŜƭƛǾŜǊȅ {ȅǎǘŜƳΥ tǊƻǇƻǎŀƭǎ ǘƻ LƳǇǊƻǾŜ tŀǘƛŜƴǘ /ŀǊŜ ŀƴŘ wŜŘǳŎŜ 
IŜŀƭǘƘ /ŀǊŜ /ƻǎǘǎΣέ {ŜƴŀǘŜ CƛƴŀƴŎŜ /ƻƳƳƛǘǘŜŜΣ !ǇǊƛƭ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ƛƴǘŜǊǾƛŜǿǎ ŀƴŘ ŀƴŀƭȅǎƛǎΦ

-1%
-1.25%

-1.5%
-1.75%

-2.0%

FY13 FY14 FY15 FY16 FY17

Bonus Paid on Sliding Scale 
Based on Provider Performance

Picking Winners and Losers Based on Performance

25th 
Percentile

75th 
Percentile

No bonus for 
providers at 
25th percentile 
or below

100% of bonus for 
providers above 
75th percentile

Measurements
ÅAMI, Pneumonia, HAI, Surgeries
ÅHCAHPS
ÅEfficiency measure (spending per Medicare 

beneficiary, FY14 or after)

Illustrative Incentive Structure

Giving P4P Some Teeth in Value-Based Purchasing
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0.03%

0.33%

2013 2014 2015 2016 2017 2018 2019

$100M $1.5B
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Hospital Readmissions Reduction Program

{ƻǳǊŎŜΥ  ά¢ǊŀƴǎŦƻǊƳƛƴƎ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ 5ŜƭƛǾŜǊȅ {ȅǎǘŜƳΥ tǊƻǇƻǎŀƭǎ ǘƻ LƳǇǊƻǾŜ tŀǘƛŜƴǘ /ŀǊŜ 
ŀƴŘ wŜŘǳŎŜ IŜŀƭǘƘ /ŀǊŜ /ƻǎǘǎΣέ {ŜƴŀǘŜ CƛƴŀƴŎŜ /ƻƳƳƛǘǘŜŜΣ !ǇǊƛƭ  нллфΤ {ƻǳǊŎŜΥ /ŜƴǘŜǊ ŦƻǊ 
Medicare and Medicaid  Services, National Health Expenditure Projections 2009-нлмфΣέ 
available at http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2009.pdf, 
accessed April 1, 2010; accessed April 20, 2010; Advisory Board interviews and analysis. 

No Longer Paying for Cost Overruns

ω Begins on or after October 2012

ω All hospital DRGs reduced by an 
adjustment factor calculated based on 
άŜȄŎŜǎǎƛǾŜέ ǊŜŀŘƳƛǎǎƛƻƴǎ

ω Adjustment factor is calculated as 
percentage of revenue paid for excessive 
readmissions divided by total revenue

ÅProjected $7.1B in reduced Medicare 
payments, 2013-2019

Standard 
Payment

Readmission 
Adjustment 

Factor

Reduced 
Payment

Projected Medicare Savings from Readmissions 
Reduction Program  Over 10 Years

As a Percentage of Projected Hospital 
Medicare Spending That Year

Cost of Readmissions Penalty Avoidance Likely Outweighs Penalty

http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2009.pdf
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MedPAC Recommendations

Source: MedPACΣ άwŜǇƻǊǘ ǘƻ /ƻƴƎǊŜǎǎΥ wŜŦƻǊƳƛƴƎ ǘƘŜ 5ŜƭƛǾŜǊȅ {ȅǎǘŜƳΣέ WǳƴŜ нллуΤ /.hΣ ά.ǳŘƎŜǘ 
hǇǘƛƻƴǎ ±ƻƭǳƳŜ мΥ IŜŀƭǘƘ /ŀǊŜΣέ 5ŜŎŜƳōŜǊ нллуΤ LƴƴƻǾŀǘƛƻƴǎ /ŜƴǘŜǊ ƛƴǘŜǊǾƛŜǿǎ ŀƴŘ ŀƴŀƭȅǎƛǎΦ

CBO RecommendationsCompelled to Seek ROI in Episodic Bundling?

Pilot Could Double Medicare Savings from Readmission Penalties

Payment Bundling Initiative Potential Medicare Savings 
from Bundling

$19 B

Savings
From

Readmissions
Penalties

Total
Estimated
Savings 

Opportunity

Source of remaining 
$12 B in estimated 
savings unknown

$7 B

ω Includes all physician, inpatient, ambulatory 
and post-acute care services provided during 
episode period

ÅTarget up to 10 conditions that are high-
volume, high variation in readmission rates, 
high post-acute care costs

ω HHS Secretary must begin pilot by January 
2013 and may expand at will after 2015

3 Days Pre-
Admission

Inpatient 
Stay

30 Days Post 
Discharge

40
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Accountable Care Organizations (ACO) 
Collaborate on Quality and Cost

{ƻǳǊŎŜΥ  ά¢ǊŀƴǎŦƻǊƳƛƴƎ ǘƘŜ IŜŀƭǘƘ /ŀǊŜ 5ŜƭƛǾŜǊȅ {ȅǎǘŜƳΥ tǊƻǇƻǎŀƭǎ ǘƻ LƳǇǊƻǾŜ tŀǘƛŜƴǘ /ŀǊŜ ŀƴŘ wŜŘǳŎŜ 
IŜŀƭǘƘ /ŀǊŜ /ƻǎǘǎΣέ {ŜƴŀǘŜ CƛƴŀƴŎŜ /ƻƳƳƛǘǘŜŜΣ !ǇǊƛƭ нллфΤ !ŘǾƛǎƻǊȅ .ƻŀǊŘ ƛƴǘŜǊǾƛŜǿǎ ŀƴŘ ŀƴŀƭȅǎƛǎΦ

Bonus Payments Based on Achieved Savings

Projected Spending Indexed to 100

Project 
Spending 
Baseline

Actual 
Spending

Flipping Our Business Model on its Head

Bonus based 
on achieved 
savings

Proposal in Brief

ÅProgram must be established by January 2012, covers Medicare Parts A and B

ÅHospitals and physicians may establish ACOs separately or jointly; minimum 5,000 Medicare 
beneficiaries assigned to the ACO

ÅProjected savings of $4.9B by 2019; shared-savings calculation not determined in bill; HHS 
Secretary may utilize other reimbursement models 

ÅSeparate Pediatric ACO program established

Introducing Total-Cost Management Incentives

Medicare Shared Savings Program
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Source: Advisory Board analysis.

Promotion of New Incentives, Care Innovations to Intensify Revenue Challenges

ÅIn addition to outright rate cuts, providers will face new payment methodologies which will alter their 
fundamental business models and organizational designs. These changes in reimbursement and 
incentives will require investments in new assets, relationships and capabilities to transition to the era of 
accountable care.

Value-based Physician Alignment Foundational to Future Success

ÅWhile strong hospital-physician alignment has always been a cornerstone of success, the necessary 
degree of future collaboration, partnership and risk-sharing will dwarf what has come before it. Hospitals 
and physicians will have to recognize, embrace and leverage their growing interdependence to create 
organizational structures and incentive models that are strategically aligned and mutually rewarding.

Chronic Disease Management to Emerge as Vital Competency

ÅChronic disease is a primary driver of health care inflation. New payment methodologies will reward 
organizations which can improve the clinical and financial outcomes associated with caring for this 
population. Primary care practices will have to transform themselves to achieve this task, and networks 
of providers will have to form to provide coordinated care across episodes and time.

Information-Powered Care Will Enable Clinical and Financial Success

ÅThe belief that the delivery system is deleteriously fragmented undergirds new payment models that 
force groups of providers to coordinate through shared risk. To prosper in this environment, providers 
will have to maximize the returns on the large investments in IT they are making to meet the Meaningful 
Use mandateτrooting out unwarranted variation in care, breaking down silos among providers, 
managing population health and so on. 

Strategic Implications of Delivery System Reform
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I

II

III

Road Map for Discussion
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American Health Care Circa 2019?

National Roadmap for Reform

American Health Care Circa 2010
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2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Hospital FFS cuts Independent Payment Advisory Board

DSH reductions Readmissions Reductions

Shared Savings Decreased Bad Debt

Increased Utilization

44

Cumulative Impact of PPACA on Hospital Revenues

Long-Run Benefits of PPACA Outweigh Costs

$16B

($4.5B) ($9.2B) ($13.9B) ($19.2B)

$103B

$120B

$136B

$47B
$77B

Source: Advisory Board analysis.
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Meaningful 
Use
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Legislation Only One Part of Health Care Reform

bƻǿ IƻƭŘ ¢Ƙŀǘ ¢ƘƻǳƎƘǘΧ

Source: Advisory Board analysis.

Delivery System Reform Timeline

SGR
ICD-10

Conversion

Never Events 
Campaigns

ICD-10

Acute Care 
Episode 

Demonstration

Physician Group 
Practice 

Demonstration

Core 
Measures

Coverage
Expansion

Shared 
Savings
Program

Bundled
Payment
Program

Readmissions 
Program

Independent
Payment 

Advisory Board

1997 2019


