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National Academy for State Health Policy

O

The National Academy for State Health Policy is a nonpartisan forum of policymakers
throughout state governments, learning, leading and implementing innovative solutions to
health policy challenges.

To accomplish our mission we:
Convene state leaders to solve problems and share solutions
Conduct policy analyses and research
Disseminate information on state policies and programs
Provide technical assistance to states

The responsibility for health care and health care policy does not reside within a single state
agency or department. At NASHP, we %1 rovide a unique forum for productive interchange
across all lines of authority, 1nclud1ng the executive and legislative branches.
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NASHP’s Coverage, Cost, and Value Team

Mission: To support states in addressing price and cost issues, to provide effective cost-containment policy options; focus
on hospital costs (40 to 45% of U.S. health care costs)

Model Laws and Resources

Anticompetitive Health Plan Contracts

Using Insurance Rate Review to Control Costs
Hospital Financial Transparency

Facility Fees

State Purchasing Pool Buy-in

Tracking State Legislative Action

Bills related to hospital and health care cost containment

Strategy and Implementation

Cost Growth Benchmark

Insurance Rate Review/Affordability
All Payer Hospital Rate Setting
Reference Based Pricing

State Employee Health Plans

Strategies to improve plan management and reduce costs

Understanding Hospital Costs

Hospital Cost Tool

Collaboration with Rice University

340B Pharmacy Program impact on hospital costs and prices
Community Benefit and Tax-Exempt Hospital Status

Price, Cost, and Profit

Financial Statement Analysis
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There are so Many Differences within the Hospital Sector

O

Such as:
Rural/Urban;
for-profit/non-profit;
System/Independent;
Bed size, Teaching, Critical Access, Specialty, etc

There is also a difference between...
Front line, day-to-day, operations
The long-term business decisions a hospital makes

We are discussing the latter
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Hospital Spending Driven by Increasing Prices, not Utilization

Price Changes: January 2000 to June 2021
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Source: Bureau of Labor Statistics, as compiled by American Enterprise Institute.
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Hospital Services — Highest price trend over last
10 years (over 200%)

Hospital spend comprises 40% to 45% of Health
Care Spend, the highest component

NASHP drawn to study hospital costs and prices:
* Impact to States
« Data Analysis




Policymakers Must Be Aware of Hospitals’ Numerous
Revenue Streams

Nonpatient services
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The Business of a Health System

Health System Operating Revenue « One Health System
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Source: https://EMMA.msrb.org
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The Business of a Health System

Health System Operating Income

Inpatient Occupancy:
50.16% (2018)

55.75% (2019)
58.56% (2020)
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$60,000,000 4.9 days (2018)
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$20,000,000 5.2 days (2020)
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The Business of a Health System:
Federal Funds impact on Financial Assets
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Health Care Costs: Colorado Story on Mergers and

Acquisitions
Figure 29: Colorado Hospital Sﬁtemsdwzi;%“ﬂ? than two Colorado hospitals 2009 Figure 30: 2018 Income Statement, Colorado Hospital System and Non-System*
an '
| . Income Statement Line System Not System

D Bt Net Patient Revenue $12,356,264,589 | $4,506,247,748
M Centura Health Adventist & CHI Hospital-Only Operating 8,499,932,532 | 3,573,995,499

B HealthONE Expense
§ % Ut paudre Valley Health . Non-Hospital Operating Expense |  1,593,050,249 | 1,708,542,257
g 2 Total Operating Expenses 10,092,982,781 | 5,282,537,756
5 20 Patient Services Net Income 2,263,281,808 | (776,290,008)
5 Patient Services Margin 18.3% 17.2%
. Plus: Other Non-Patient Income 219,263,226 | 1,151,777,407
10 Less: Other Non-Operating (3,289,143) 11,835,764

11 Expenses
0 Net Income $2,485,834,177  $363,651,635
2009 2020 Total Margin 19.8% 6.4%

Source: Colorado Department of Health Care Policy & Financing’s Hospital Cost, Price & Profit Review, August 2021
https://hcepf.colorado.gov/sites/hepf/files/Hospital %20Cost%20Price%20and %20Profit%20Review%20Full%20Report withAppendices-0810ac.pdf
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https://hcpf.colorado.gov/sites/hcpf/files/Hospital%20Cost%20Price%20and%20Profit%20Review%20Full%20Report_withAppendices-0810ac.pdf

What Can States Do to Address Horizontal and Vertical
Consolidation?

1. Gather data .

2. Active state purchasing .

3. Mitigate consolidation and abuses
of market power .

4. Oversee hospital cost growth

5. Limit hospital rates .
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All-payer claims databases
Enhanced hospital financial reporting and hospital cost tool

Reference-based pricing for state employee health plans

Pre-transaction review and approval proposed transactions
Banning anticompetitive health insurance contract terms

Health care cost growth benchmarks

Health insurance rate review — affordability standards
Limit outpatient facility fees

Public option

All-payer model, global hospital budgets




1. Gather Data

O

- Use a state all-payer claims database (APCD) to gather data on hospital prices,
variation, market trends

- Enhanced hospital financial reporting and analysis
« NASHP Resources:

- Model Legislation to Ensure Financial Transparency in Hospitals and Health Care Systems

- Hospital Financial Transparency Reporting Template

- Hospital Cost Tool - uses data from a hospital’s annual Medicare cost report to analyze to what extent
its payments cover its reported patient care costs
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Ensure%20Financial%20Transparency%20in%20Hospitals%20and%20Health%20Care%20Systems
https://www.nashp.org/an-act-to-ensure-financial-transparency-in-name-of-states-hospitals-and-health-care-systems/
Hospital%20Financial%20Transparency%20Report%20Template
https://www.nashp.org/hospital-cost-tool/

2, Active State Purchasing

O

 Use reference-based pricing for public employee health plans.

« Reference-based pricing limits hospital prices to a multiple of what Medicare
pays (as opposed to negotiating discounts from hospital charges).

« NASHP Resource: Independent report found that Montana’s use of reference-
based pricing saved $47.8 million from 2017-2019 and significantly reduced
inpatient and outpatient prices.
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https://www.nashp.org/new-analysis-finds-montana-has-saved-millions-by-moving-hospital-rate-negotiations-to-reference-based-pricing/

3. Mitigate Consolidation and Abuses of Market Power

O

« Require pre-transaction notice, review, and approval

 Bar use of anticompetitive health plan contracting terms (all-or-nothing
contracts, anti-tiering or anti-steering, most-favored nations, or gag clauses)

« NASHP Resources:

Model law on health care merger and transaction review (in progress)

Model law and policy brief to prohibit anticompetitive health plan contracting
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https://www.nashp.org/nashp-model-act-to-address-anticompetitive-terms-in-health-insurance-contracts/
https://www.nashp.org/a-tool-for-states-to-address-health-care-consolidation-prohibiting-anticompetitive-health-plan-contracts/

4. Oversee Hospital Cost Growth

O

- Implement a health care cost growth benchmark

A cost-containment strategy that limits how much a state’s health care spending
can grow each year. Pioneered by Massachusetts in 2012, states have added
quality and outcome measures and have expanded to non-hospital settings

« NASHP Resource:

Overview of states’ cost growth benchmark programs
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https://www.nashp.org/how-states-use-cost-growth-benchmark-programs-to-contain-health-care-costs/

5. Limit Hospital Rates

O

 Use health insurance rate review authority to implement health care
affordability standards

NASHP Toolkit, including model law and regulations
- Limit outpatient facility fees that result from vertical consolidation

NASHP resource: Model law to prohibit unwarranted outpatient facility fees

- Pursue a public option, all-payer model, global hospital budgets
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https://www.nashp.org/nashp-toolkit-for-assessing-and-enacting-health-insurance-rate-review-authority-to-control-health-care-costs/
https://www.nashp.org/nashp-model-state-legislation-to-prohibit-unwarranted-facility-fees/

A Review of NASHP’s Hospital Cost Tool:

Analysis on Hospital Costs and Breakeven Points in

One State

The Hospital Cost Tool was developed by the National Academy for State Health Policy with
support from Arnold Ventures




Are Hospitals’ Charges Related to their Costs?

Charges and Costs in One State by Hospital Bed Size
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Which Hospitals are Most Cost Efficient?

Hospital Breakeven Points
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B Breakeven Point

Breakeven Point T the
commercial rate at which a
hospital would be reimbursed
to cover its costs, without profit
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Source: NASHP Hospital Cost, 2019 Data
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Comparing Breakeven Point to Price

Hospital Breakeven compared to RAND 3.0 Price

G C F A B D E

m Breakeven Point e RAND 3.0 Price

|77]
2z
<
~
9]
—
2]
Q
o p—
el
=
Y
]
Q
[=Y9]
<
-
o
Q
]
=
5]
Ay

: Sources: NASHP Hospital Cost, 2019 Data and
Marllyn Bartlett and JOhn Bartholomew Rand 2018 Hospital Price Transparency Project
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Hospitals Spend Relatively Little on Charity Care, Uninsured, & Bad |

Uncompensated Payer Mix and Cost by Hospital Bed Size

100 and Under 101-200 201-300 301-500 Over 500

Payer Mix M Cost as % of Revenue
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Nationwide study finds a hospital’s reliance on public insurance does not
correlate with its private insurance prices.!
500% - 1 f the hospital sb6 a
L 450% o © shifting were true, there would be a
5400% ® positive correlation between these
2 350% 00 0@ two variables, but there is not.
%‘ @@ @ @
2 300% . @©%
5 ®© o © « Additionally, another study found
& 250% OF) ) )
Y * hospitals that received an
= 200% o ® -
a K unexpected 10 percent increase
E 150% , %0 ° in Medicare payment rates did not
é 100% reduce their private prices.?
50%
0%
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Case mix—adjusted share of Medicaid and Medicare discharges 1. Whaley et al., RAND Corporation, 2020.
2. Skinner et al., National Bureau of Economic Research, JAMA. 2018
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https://www.rand.org/pubs/research_reports/RR4394.html
http://www.nber.org/papers/w23748
http://www.nber.org/papers/w23748
http://www.nber.org/papers/w23748
http://www.nber.org/papers/w23748

Two Hospitals in the Same City

Payer Mix Adjusted Profit
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Merger: System Revenue Increases After Merger?

Met Patient Patient Revenue
S800,000,000

Hospital 1 $700,000,000

176 hospital beds
$600,000,000

667 Physicians
90% Revenue Increase since merger $500,000,000
5400,000,000
N 300,000,000
Hospital 2 3300,000,

11 hospital beds $200,000,000
779 physicians . $100,000,000

0% Revenue Increase since merger
5-

2011 2012 2013 2014 2015 2016 2017 2018 2019
July 2013 Merger

m Hospital 1 (176 Beds) mHospital 2 (11 Beds)

Source: NASHP Hospital Cost
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THANK YOU!
O

Marilyn Bartlett, CPA, CMA, CFM, CGMA

Senior Policy Fellow, NASHP | mbartlett@nashp.org

John Bartholomew, MA

Senior Policy Fellow, NASHP | jbartholomew@nashp.org




