Commission to Study Transparency, Costs and Accountability
of Health Care System Financing

Monday September 23,2013
10am to 3pm
Room 220 of the Cross State Office Building
Augusta, Maine

AGENDA

1. Welcome and introduction from chairs and Commission member
introductions (chairs)

2. Review of Commission charge and background materials (staff)
3. Discussion of goals and priorities (chairs, committee members)

4. Panel discussion with invited panelists Frank Johnson, Karynlee
Harrington, Jim Leonard, Jim Highland and Joel Allumbaugh

5. Lunch

6. Maine Health Data Organization’s website demonstration followed by
Q&A with Commission members (Karynlee Harrington)

7. Committee discussion and planning (committee & staff)

8. Wrap up (chairs)






Commission to Study Transparency, Costs and Accountability of Health Care System
Financing
September 23, 2013
Organizations

HealthInfoNet (HIN): HIN is the designated statewide Health Information Exchange (HIE) and
Maine Regional Extension Center (MEREC) has been operationally exchanging clinical health
data since 2008 to support care coordination across the State. Today HIN’s secure database
includes records for approximately 1.1 million (~80%) of Maine’s 1.3 million residents.

Maine Health Data Organization (MHDO): MHDO is a state agency that collects health care data
and makes those data available to researchers, policy makers, and the public while protecting
individual privacy. The purpose of the organization is to create and maintain a useful, objective,

reliable and comprehensive health information database that is used to improve the health of
Maine citizens.

Maine Health Management Coalition (MHMC): MHMC is a purchaser-led partnership among
multiple stakeholders working collaboratively to maximize improvement in the value of health
care services delivered to MHMC members’ employees and dependents. MHMC membership
numbers over 60 employers, representing ~200,000 employees and dependents, or around a third
of all commercially-insured individuals in Maine. MHMC was founded in 1993 on the idea of

improving the value of healthcare services for Maine businesses and patients to improve care
quality and reduce costs.






STATE OF MAINE

In House

ORDERED, the Senate concurring, that the Commission To Study Transparency, Costs and
Accountability of Health Care System Financing is established as follows.

1. Commission To Study Transparency, Costs and Accountability of Health Care
System Financing established. The Commission To Study Transparency, Costs and
Accountability of Health Care System Financing, referred to in this order as "the commission," is
established.

2. Membership. The commission consists of 9 members appointed as follows:

A. Four members of the Senate appointed by the President of the Senate, including
members from each of the 2 parties holding the largest number of seats in the Legislature;
and

B. Five members of the House of Representatives appointed by the Speaker of the
House, including members from each of the 2 parties holding the largest number of seats
in the Legislature. ‘ ‘

3. Commission chairs. The first-named Senator is the Senate chair of the commission and
the first-named member of the House is the House chair of the commission.

4. Appointments; convening of commission. All appointments must be made no later than

30 days following passage of this order. The appointing authorities shall notify the Executive

Director of the Legislative Council once all appointments have been made. When the

appointment of all members has been completed, the chairs of the commission shall call and

" convene the first meeting of the commission. If 30 days or more after the passage of this order a

majority of but not all appointments have been made, the chairs may request authority and the
Legislative Council may grant authority for the commission to meet and conduct its business.

5. Duties. The commission shall:

A. Review and evaluate the current data reported by hospitals and other health care
facilities in the State pursuant to state and federal law relating to charges, costs of
providing services, revenue and other financial data and make recommendations for
standardizing financial reporting to enhance transparency to the public of health care
costs;

B. Make recommendations for changes and modifications to the current data reporting
requirements so that hospitals and other health care facilities publicly report charges,
negotiated rates for public and private payors, advertising fees, lobbying expenses,
administrative costs and other expenses in a transparent manner. The commission shall
consider the costs of implementing any recommendations and the impact of public

reporting of negotiated rates on proprietary information held by public and private
payors;

C. Make recommendations for increasing transparency to the public of data relating to
the costs, price and negotiated rates for health care services in an accessible manner;
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D. Seek public input from individuals, hospitals, health care providers, insurers, 3rd-
party payors, government-sponsored health care programs and interested organizations;

E. Consult and collaborate with stakeholders and experts in the fields of health care and
hospitals and public policy; and

F. Examine any other issues to further the purposes of the study.

The commission may solicit health care cost data and information from both the public and
private sectors to help inform the commission's work, including, but not limited to, the data and
information of the Department of Health and Human Services, the Maine Health Data
Organization, a statewide health care management association, a statewide hospital association
and a statewide public health association.

6. Meetings. The commission shall hold at least 4 meetings.

7. Staff assistance. The Legislative Council shall provide necessary staffing services to the
commission. The commission may invite the Department of Health and Human Services, the
Maine Health Data Organization, the Department of Professional and Financial Regulation,
Bureau of Insurance and other agencies of State Government to provide additional staff support
or assistance to the commission.

8. Report. The commission shall submit a report and any suggested legislation for
presentation to the Joint Standing Committee on Health and Human Services and the Joint
Standing Committee on Insurance and Financial Services no later than December 4, 2013.

SPONSORED BY:
(Representative TREAT)
TOWN: Hallowell
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APPROVED CHAPTER
JUNE 18,2013 285

BY GOVERNOR PUBLIC LAW

STATE OF MAINE

IN THE YEAR OF OUR LORD
TWO THOUSAND AND THIRTEEN

S.P. 265 - L.D. 727
An Act Establishing Health Care Practitioner Transparency Requirements

Be it enacted by the People of the State of Maine as follows:
Sec. 1. 24 MRSA §2988 is enacted to read:

§2988. Identification of health care practitioners; advertising

1. Definitions.  For the purposes of this section, unless the context otherwise
indicates, the following terms have the following meanings.

A, "Advertisement" means a communication, whether printed. electronic or oral, that
names a health care practitioner and the practice, profession or institution in which
the practitioner is employed. volunteers or otherwise provides health care services.
"Advertisement" includes business cards, letterhead. patient brochures. e-mail.
Internet. audio and video communications and any other communication used in the
course of' business.

B. "Deceptive or misleading advertising” includes, but is not limited to. use of an
advertisement that misstates. falsely describes. falsely holds out or falsely details the

health care practitioner's professional skills, training, expertise. education, board
certification or licensure.

2. Advertising. A health care practitioner who advertises health care services shall
disclose 'in an advertisement the applicable license under which the health care
practitioner is authorized to provide services. The advertisement:

A. May not constitute deceptive or misleading advertising: and

B. Must include the health care practitioner's name. the type of license the
practitioner holds and the common term for the practitioner's profession. '

3. Identification. A health care practitioner shall comply with the following
identification requirements. A health care practitioner who does not have direct patient
care interactions is not subject to the provisions of this subsection.
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A. A health care practitioner shall display a copy of the practitioner's license in a
prominent place in an office area visible to current and prospective patients. If the
health care practitioner sees patients in a setting outside of a licensed health care
facility, the copy must be of sufficient size to be visible and apparent to patients,

except that a copy no smaller than the original license is deemed to be sufficient.

B. A health care practitioner seeing patients on a face-to-face basis shall wear a
name badge or some other form of identification that clearly discloses:

(1) The health care practitioner's name;

(2) The type of license, registration or certification the health care practitioner
holds, including the common term for the health care practitioner's profession;
and ' '

(3) The health care practitioner's medical staff position. if applicable.

4, Complaints; disciplinary action. A person may file' a complaint with the
appropriate licensing board regarding a health care practitioner who fails to provide the
consumer information required in this section. A health care practitioner who violates
any provision of this section engages in unprofessional conduct and is subject to
disciplinary action under the applicable licensing provisions of the health  care

practitioner.

5. Authority of licensing board. This section may not be construed to: limit the
authority of a licensing board to impose requirements for professional conduct and
advertising on a health care practitioner in addition to the requirements of this section.

Page 2 - 126LR1602(03)-1



APPROVED CHAPTER
JUNE 21, 2013 332
BY GOVERNOR PUBLIC LAW
STATE OF MAINE
IN THE YEAR OF OUR LORD

TWO THOUSAND AND THIRTEEN

S.P. 335 - L.D. 990

An Act To Require Public Disclosure of Health Care Prices

\MJ \(.\'@'J r’YS
L N
Be it enacted by the People of the State of Maine as follows: NN f\u K
W N\
)
Sec. 1. 22 MRSA §1718-A is enacted to read: \ W {
\\’\
&
§1718-A. Consumer information regarding health care practitioner prices ,./""'/ &\3 ' ) »
Each health care practitioner, as defined in section 1711-C.‘subsection 1, paragraph C :; Wﬁé ,
F. shall maintain a price list of the health care practitioner's most frequently provided \v\}" . :dx““*
health care services and procedures. The prices stated must be the prices that the health /O/‘:[,g \
care practitioner charges clients directly, when there is no insurance coverage for the A

services or procedures or when reimbursement by an insurance company is denied. The
prices stated must be accompanied by the applicable standard medical codes listed by
diagnosis. For purposes of this section. "frequently provided health care services and
procedures” means those health care services and procedures that were provided by the
health care practitioner at least 50 times in the preceding calendar vear. Health care
practitioners shall inform clients about the availability of the price list and provide copies
of the price list upon request. Health care practitioners shall make available written
information on health claims data that may be obtained through the publicly accessible
website of the Maine Health Data Organization established pursuant to chapter 1683.
This section does not apply to pharmacists.

Sec. 2. 24 MRSA §2987, as enacted by PL 2003, c. 469, Pt. C, §30, is repealed.

Sec. 3. Effective date. This Act takes effect January 1, 2014.
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- Report to the Maine Health Data Organization
Board of Directors

From the Maine Health Data Organization
Subcommittee on Consumer Information

September 5, 2013
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I. Background

The purpose of the Maine Health Data Organization (MHDO) is to create and maintain a useful,
objective, reliable, and comprehensive health information database that is used to improve the
health of Maine citizens. In response to recommendations included in the report of the multi-
stakeholder group convened by the Maine Legislature to evaluate the All-Payer Claims Database
(APCD) pursuant to Resolve Chapter 109 (2011), (“the L.D. 1818 Workgroup”), the MHDO
Board of Directors established the MHDO Subcommittee on Consumer Information on April 3,
2013 (the “Consumer Subcommittee” or the “Subcommittee” or “Advisory Committee™) to
develop and provide recommendations to the MHDO Board at the Board’s retreat in August
2013. The Subcommittee report date was later rescheduled for the September MHDO Board

meeting.

The Charge of the Consumer Subcommittee is as follows:

e Review MHDO’s HealthCost tool for functionality and user friendliness and make
recommendations for improvement

e Create a comprehensive and specific list of what information is available to consumers
from MHDO

o Develop recommendations for a low cost awareness campaign to educate Maine people
about the value of what is currently available through MHDO

e  Consider appropriate next steps for the Board to advance the goals of consumer education
and engagement at no additional cost to the agency

II. Advisory Committee Members

In April, the MHDO Board appointed the members of the Consumer Subcommittee representing
a multi-stakeholder composition of providers, employers, consumers, and health plans. The
members of the Subcommittee are:

e Poppy Arford, (Co-Chair)
Consumer

¢ Andy Ellis, (Co-Chair)
Anthem Blue Cross and Blue Shield

e Lisa Harvey-McPherson
Eastern Maine Healthcare Systems

e Tom Hopkins
University of Maine System

Staff to the Subcommittee: Karynlee Harrington, Maine Health Data Organization
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IIL Issues Considered by the Advisory Committee and Related
Recommendations

A. LD 1818 Voice of the Customer Feedback

The Subcommittee reviewed the report of the LD 1818 Workgroup with special attention to the
“Voice of the Customer” section compiling public comments solicited by the workgroup. Of the
comments pertaining to consumer use and access to health information, several motifs emerged.
The subcommittee referred to these themes and areas of interest, as outlined below, throughout
their work.

1. Accurate, timely information that is easy to understand in order to make informed choices
about personal healthcare, and foster transparency and accountability on the part of
healthcare providers.

2. Improving the experience of users accessing data through the HealthCost website.
3. Avoiding duplication of existing data resources.
4. Broadening awareness of the availability of data from the APCD

For further information see A. LD 1818 Resolve, Voice of the Customer (VOC) in the
Supporting Documents section.

B. Consumer Definitions

The Subcommittee discussed the importance of defining the term healthcare “Consumer”
as this was considered a basic component of the subcommittee’s charge. Accordingly, the
following definition was drafted and revised by the Subcommittee to aid in the
understanding of its recommendations.

Consumer: Healthcare consumer describes anyone who may utilize healthcare goods and
services. ’

The subcommittee also reviewed related terms including consumer representative and
consumer engagement. For further information on these terms see E. Healthcare
Consumer Descriptions in the Supporting Documents Section.

Additionally, although the focus of the Subcommittee charge was on consumer access to
and use of MHDO data the subcommittee discussed and acknowledged the multi
stakeholder (i.e. providers, researchers and other users) interest in improved web access
to MHDO data.



C. Overview of Information and Resources Currently Available to Consumers

The Subcommittee reviewed information and resources currently available to consumers
through the MHDO’s website. Currently consumers have access to:

HealthCost

Average Statewide Procedure Payments and Charges - Provides
statewide charge and payment information across all insurance carriers
and all medical providers for 29 of the more common “shopable”
procedures in the following categories: imaging, preventive health,
radiology and surgery. Included are amounts for the professional

(provider) portion and for the facility (e.g. hospital) portion of a
procedure.

Each procedure has a histogram- A histogram is a graphical display of
data. This graph represents the distribution of dollars paid for each patient
encounter where the procedure occurred.

Procedure Payments for the Insured - Provides an estimate of total
dollars paid by specific commercial health insurance companies at various
facilities in Maine for 29 of the more common “shopable” procedures in

the following categories: imaging, preventive health, radiology and
surgery.

Estimated Procedure Charges for the Uninsured - Provides an estimate
of the median charge at various facilities in Maine for 29 of the more
common “shopable” procedures in the following categories: imaging,
preventive health, radiology and surgery.

MONAHRQ (My Own Network, Powered by the Agency for Healthcare
Research and Quality)

Hospital Quality Ratings - Consumer can compare hospitals in the State
of Maine to assess level of quality.

e Ratings for the Public
e Detailed Quality Statistics

Hospital Utilization - Consumer can compare Maine hospitals by the

number of patients they treat for different medical conditions and
procedures.



Map of Avoidable Hospital Stays - Consumer can map and compare
counties by rates of potentially avoidable hospital stays. Compare cost
savings from reducing avoidable stays

County Rates of Hospital Use - Consumers can map and compare
counties by rates of inpatient medical conditions and procedures.

Hospital Financial/ Organization Data

Hospital Financial Data- Annual Summaries of hospital financial data
from 2007 through 2011, as reported by Maine's 39 non-governmental
hospitals. Profitability, Liquidity, Capital Structure, Asset Efficiency, and
other common ratios are also provided in the reports.

Link to IRS 990 Forms posted on DHHS website

Hospital Organizational Data- Reports on major structural changes
relevant to the restructuring of hospitals and their parent entities in Maine.
Including organizational charts depicting the organizational structure and
relationships, in terms of ownership, control, and membership, and the
individual corporate tax status, tax identification number, and functional
description, among the persons and health care facilities owned by or
affiliated with the hospital and parent entity.

External Reports —
Below are the examples of reports and analyses that used data from the MHDO:

Healthcare Associated Infections in Maine, 2013 Annual Report prepared by Dirigo Health
Agency/Maine Quality Forum. ‘

Maine Health Management Coalition / Onpoint Health Data: Hospital Cost Comparison, January
2013.

Analytic Models to Identify Patients at Risk for Prescription Opioid Abuse - published in The American
Journal of Managed Care, Vol. 15, Issue 12, December 2009, Pages 891-906.

All-Payer Analysis of Variation in Healthcare in Maine, Conducted on behalf of Dirigo Health Agency'’s
Maine Quality Forum & The Advisory Council on Health Systems Development April, 2009.

The Epidemiology of Case Fatality Rates for Suicide in the Northeast from the Harvard School of
Public Health, Boston, MA. Published in the Annals of Emergency Medicine, Vol. 43, Issue 6, June
2004, Pages 723—730.

Management of Adult Splenic Injury: A 20 Year Perspective as presented at the 83rd Annual Meeting
of the New England Surgical Society, September 2002.

Decreasing Incidence of Burn Injury in a Rural State - published in Injury Prevention, Vol. 6, Issue 4,
2000, Pages 259-262. ' '

In addition, the Subcommittee reviewed websites published by other states including the
New Hampshire Healthcost site (www.nhhealthcost.org), non-governmental
organizations including the Maine Health Management Coalition GetBetterMe site
(http://www.getbettermaine.org) and the member-facing websites and portals of certain
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health insurance carriers. The Subcommittee noted aspects of each resource that could
enhance the functionality and user experience of the MHDO’s online resources.
Examples of such aspects include:

e More procedures listed

e More information about each procedure included (i.e. volumes at each facility,
potential cost shares for members)

e Links to provider websites embedded with procedure information

e Ranking systems for quality of care (i.e. “low, good, better, best” designations)

The Subcommittee discussed improvements that would be practical for the MHDO to
pursue, as well as areas where other entities might be better positioned to assist
consumers. Ultimately, the Subcommittee agreed that adding information on as many
procedures (i.e. Colonoscopy) and services (i.e. Office visit) as possible to the HealthCost
website would add significant value for users.

During the course of their work an opportunity was identified to apply for a grant from
the federal government for monies to fund improvements to health cost access and
transparency for consumers. The Subcommittee strongly supported an application for
funds to expand the HealthCost website including the number of procedures listed. The
MHDO staff developed a proposal, which was submitted for consideration by the full
MHDO Board, then for approval by the Governor in late July. The Subcommittee was
tasked with considering the cost of improvements and the ongoing exploration of
additional funding sources (i.e. grants) is advised. For further information on see D.
Information on the application for “Grants to States to Support Health Insurance Rate
Review and Increase Transparency in Health Care Pricing, Cycle III” in the Supporting
Documents section.

Regarding the provision of a more detailed cost calculator tool for the insured population,
it is important to understand that carriers, who have access to current pricing
arrangements, benefit designs, and deductible applications, are in a better position to
serve this specific consumer need. Furthermore, the major carriers operating in Maine,
including Aetna, Anthem, Harvard Pilgrim, and Cigna are offering or in process with
rolling out web based cost calculator tools for their members (For further information see
F. Examples of Carrier Cost Calculator Tools in the Supporting Documents section). The
Subcommittee views this as an area where MHDO may align with the LD 1818 “Voice of
the Customer” themes and avoid duplication of effort.

It was noted that the availability of cost calculators might change as the carriers’ tools
evolve in the marketplace. As such an ongoing assessment of the cost calculator tools
available to the insured population in Maine seems appropriate.

D. Functionality and User Friendliness of HealthCost Tool

The Subcommittee reviewed the current resources and tools available to consumers
7



through the HealthCost website with online demonstrations and explanations from
members and MHDO staff. Several themes emerged from this review as consensus views
of the Subcommittee. The committee agreed that:
e The website is challenging to navigate as it requires a number of decisions
(clicks) and inputs before specific cost information is obtained.

s As the purpose of the website is to engage users with relevant and meaningful
cost information, the absence of prices being displayed for some of the insured
procedures (resulting from low volume of the procedure claims reported by a
carrier or plan type) is problematic. It will potentially result in disappointed
and/or frustrated users. The reputation of the website may also be diminished as a
result of the missing information and a remedy would be advisable.

o The separation of quality and cost information on the website makes it more
difficult for users to utilize both types of information when making decisions.

The Subcommittee also worked with MHDO staff to roll out an online survey for
users of the HealthCost website to gather feedback on the functionality and user
friendliness of the HealthCost tool. Preliminary results of the survey are included
with this report and generally align with the same themes that emerged from the
Subcommittee’s review. For further information see B. MHDO HealthCost Survey
and C. MHDO Health Cost Survey Results in the Supporting Documents section

E. Expanding Public Awareness of MHDO HealthCost Website and Resources

The Subcommittee engaged in brainstorming sessions to identify ways to eXpand public
awareness of the MHDO and the HealthCost website resource.

~ One idea that was offered was to follow the example of the Centers for Medicare and
Medicaid Services (CMS) by releasing some quantity of data without cost to the public.
With the recent release of IP and OP hospital charge data to the public by Medicare, there
was significant media interest created. The Subcommittee felt that a similar release of |
data by the MHDO might create similar media interest and drive attention to the unique
resources of the MHDO. There was consensus around the idea that MHDO data sets
might be used by researchers and the public (i.e. entrepreneurs) in new ways that could
ultimately benefit consumers, the encouragement of such activity by offering free data
may be worthwhile.

The Subcommittee also discussed ways to leverage existing opportunities to raise
awareness by partnering with organizations working to improve healthcare in Maine. A
few such opportunities were identified including;

1. Choosing Wisely®, an initiative of the ABIM Foundation, is a nationwide
campaign to engage physicians/health care providers and patients in conversations
to help patients make smart and effective care choices. Leading medical specialty
societies, along with Consumer Reports, have joined Choosing Wisely and the
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Quality Counts organization is leading the Choosing Wisely® campaign here in
Maine. Relevant to the HealhCost website expansion and future public awareness
work, the Choosing Wisely® “5 Questions to Ask your Doctor” information sheet
includes the question “How much does it Cost.” The committee concurred that
providing a link to Quality Counts along with information on Choosing Wisely®
in Maine and the procedures involved would be advisable. For further information
see G. Choosing Wisely® in Maine Hand out, and H. Choosing Wisely® “5
Questions to ask your Doctor “ Sheet in the Supporting Documents section.

2. The newly enacted legislation L.D. 990 will require healthcare providers to “make
available written information on health claims data that may be obtained through
the publicly accessible website of the Maine Health Data Organization.” (For
further information see I. LD 990 "An Act To Require Public Disclosure of
Health Care Prices" in the Supporting Documents section). The Subcommittee
viewed this requirement as an opportunity to work with providers and consumers
to expand awareness of MHDO resources. Possibilities include;

Providing offices with cards and other information on the MHDO website
Providing e-notes and other information for provider based patient portals

Working with providers to identify the common procedures for the listing of
prices as additionally required by the statute.

F. Recommendations: Next Steps to Advance Consumer Education and Engagement

In the context of the discussions outlined above, and in response to the LD 1818 themes,

the Subcommittee identified the following next steps to advance the purpose of the
MHDO.

LD 1818 Theme #1: Provide more accurate, timely information that is easy to
understand in order to make informed choices about personal healthcare. and foster
fransparency and accountability on the part of healthcare providers.

RECOMMENDATIONS:

e [Expand master list of the initial 29 procedures to the grant funded 200, and as
many as possible thereafter with all payer and provider claims data.

® Include the Choosing Wisely® in Maine focus area procedures:
Imaging (EKGs, stress tests, cardiac catheterization
Imaging tests (CT scan, MRI) for low back pain

Imaging tests (CT scan, MRI) for uncomplicated headaches
Bone-density (DEXA) scans for low-risk women

o

0 0.0

e Link and integrate information on health care quality and cost including
MONAHRQ, Chapter 270 quality data and GetBetterMe.
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e Provide linkages to discount or low cost drug resources and explore feasibility of
providing public access to comparative drug cost information.

® Explore the inclusion of Medicare and Medicaid data into the MHDO HealthCost
website and identify options for such expansion.

S

® Explore and consider potential website improvement funding sources (i.e. grants

LD 1818 Theme #2: Improve the experience of users accessing data through the
HealthCost website.

RECOMMENDATIONS:

® Provide user-friendly explanations and definitions of health cost and consumer related
terms on HealthCost web page.

e Offer a HealthCost site user feedback function (i.e. survey) to support relevant and
meaningful public engagement with health cost information, and to assess consumer
education needs in regard to cost and quality information.

® Re-evaluate, modify, and improve methodologies for determining average payments
of procedures for the insured population.

- ® Re-evaluate methodologies for presentation of pricing for uninsured.

LD 1818 Themes #3 and #4: Broaden awareness of the availability of data from the
APCD and avoid duplication of existing data resources. ‘

RECOMMENDATIONS:

® Designate and expand website information clearing house role including:
o Linkage with carrier cost calculator tools and cost information resources
o Explore and provide alternative resources for insured population if and when
access to cost calculator information is not provided by their carrier(s).
o Collaborate on and support LD 990 including requirement to educate
consumers about MHDO HealthCost website cost assessments and
information.

® Expand public awareness campaign in alignment with “Transparency in Health Care
Pricing, Cycle III” grant identified processes and programs.

e Evaluate potential awareness campaign linked to public data release (i.e. recent CMS
Inpatient and Outpatient hospital charge data releases) including the possibility of
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broader public data access through free release of limited data sets, or public access to

standard queries of APCD. This evaluation should consider the context of ongoing
transformation activities.

Collaborating with and link to other state and regional health data and analysis efforts
(i.e. HP 1123, SIMS)

IV Supportlng Documents

A.

B.

C.

LD 1818 Resolve, Voice of the Customer (VOC)

MHDO HealthCost Survey Results

Information on the application for “Grants to States to Support Health Insurance Rate
Review and Increase Transparency in Health Care Pricing, Cycle 1117

. Healthcare Consumer Descriptions

Examples of Carrier Cost Calculator Tools
Choosing Wisely® in Maine Hand out
Choosing Wisely® “5 Questions to Ask your Doctor “ Sheet

LD 990 "An Act To Require Public Disclosure of Health Care Prices"

11






Model State Health Care Price Transparency Legislation

INTRODUCTION

In March 2013, the Health Care Incentives Improvement Institute and Catalyst for
Payment Reform issued a report card?! ranking each state in the US on the
availability and accessibility of health care services pricing. The results of that
report card showed that, generally, most residents in the large majority of states do
not have access to pricing information on health care services.

This report was released on the heels of a TIME cover story on the price of health
care and has been followed by several other news stories highlighting the significant
variability in the prices of health care within a defined geography, and the inability
for consumers to know, up front, what a service will cost.

With an ever-larger proportion of consumers in health plans with large deductibles
and high co-insurance, the importance of pricing information is growing. Consumers
are awarded certain protections with respect to pricing information for almost all
purchases other than health care.

The purpose of the attached draft legislation is to provide state lawmakers with a
starting point for enacting legislation that would meet the needs of the different
stakeholders in their State, including consumers, employers, health plans, and
referring practitioners. The draft legislation essentially has three components.

First in Section 2, the model bill requires the establishment of a public database on
health care price and quality, primarily by instituting an all-payer claims database
(APCD). A number of states are mandating APCDs that are designed to publish
historical prices for a basket of routine or common procedures. The data generated
by the APCDs enable consumers to understand, prior to having such a procedure,
the estimated price and how it could vary by health care provider.2 This type of
comparative pricing information has been in practice in New Hampshire for several
years. Many consumers only have catastrophic coverage or might be self-pay or
uninsured, and as such would not get this information from their health plans.
Further, physicians have patients with coverage from myriad health plans and such
a public resource could become a useful look-up to help guide price-conscious
patients in comparing facilities and practitioners. APCDs are also being used to
monitor public health issues, provide insights on price disparities and quality issues,
and many other health policies of interest to state officials.

1 See www.hci3.org/content/report-card-state-price-transparency-laws

2Gee http://www.apcdcouncil.org/standards for standards on data elements recommended for
inclusion in an APCD.



Section 3 addresses the need of the general public for directionally accurate
information on the price of health care services in a State if individual consumers
are self-insured or uninsured or if they are insured through a health plan but
contemplating going out-of-network for services. Some of that information can come
from a hospital or practitioner when dealing with a direct inquiry from a consumer.
This will ensure that all consumers are provided charging information from a
provider of health care services up front, not after the fact.

Section 4 requires health plans to be responsible for providing estimated out-of-
pocket expenses for common inpatient discharges and outpatient procedures (e.g. a
knee ligament repair), not simply specific services (e.g. a blood test or X-ray). Recent
legislation and regulations in states such as Massachusetts and Rhode Island are
mandating that health plans communicate estimated out-of-pocket expenses and
quality data for plan members. This is important because there are many services
involved in a medical event and without an estimate from the health plan on the cost
of the full event, there is virtually no way for consumers to put the pieces together
and understand their potential financial liability. Health plans are also obligated to
give their plan members information on quality of care based on recognized
national quality standards3.

Taken together, the model bill should provide those who are insured by commercial
insurers and Medicaid, as well as the uninsured, employers, and policymakers,
access to pricing and quality information on health care services in their state.

3See http://www.qualityforum.org/map/.



Section 1: Objective.

The purpose of this legislation is to provide greater transparency regarding health
care costs and quality so that consumers, employers, providers, policymakers, and
- others can make more informed decisions in purchasing and making referrals for
health care services.

- Section 2: Creation of Public Database on Health Care Prices and Quality

(a) Agreement Between Departments of Insurance and Health. The State
Department of Insurance and State Department of Health shall enter into a
cooperative agreement to develop a comprehensive health care price and quality
information database to provide such data in an understandable format that will
then be made available to the public. The objective of the database shall be to
provide information to consumers, employers, providers, and others about the
quality of health care services, the price paid by consumers and insurers for health
care services, and the provider cost of these services in order to improve the quality
and affordability of health care and health care coverage and to allow price and
quality comparisons among various treatment settings and providers.

(b) All Payer Claims Database. The data shall include health care information
collected as part of an all-payer claims database. Beginningon _____ [date] and
continuing thereafter in accordance with a schedule and detailed format issued
through joint regulations from the Departments of Insurance and Health, each
health plan and health care claims processor [covering at least __ residents of this
State], including insurers providing health care benefits through the Medicaid and
Medicare programs, shall provide to the Departments of Insurance and Health, or
their designee, a completed health care claims data set with actual amounts billed
by providers and allowed amounts paid by the health plan for all the residents of the
State who receive health care items and services, including claims for hospital and
medical services, ambulatory surgical cénter services, drugs, durable medical
equipment, medical devices, vision, and dental services. Data submission
requirements shall be promulgated through regulations issued by the Departments
of Insurance and Health on or before [date] to carry out the purposes of this
section.

(c) Lists of Services and Frequent Admissions and Procedures. The State
Department of Insurance and the State Department of Health shall together develop

a list of the 100 most frequently provided inpatient discharges and 100 of the most
frequently provided outpatient procedures by [date]. This list, at the
discretion of the Departments of Insurance and Health, may include bundled
episodes of care rather than individual procedures or services; provided that what
is and is not included in the bundled episodes of care is very clearly described.
Further, this list, which may include bundled episodes of care or individual
procedures or services, shall be revised annually to reflect potential changes in




volume of procedures. In addition to these common bundles or procedures, the list
shall include all outpatient services, including but not limited to durable medical
equipment, and pharmacy.

(d) Range of Actual and Allowable Amounts. All health plans and third-party
administrators licensed by the State must develop and furnish to the Departments

of Insurance and Health by __ [date] the range of actual and allowable amounts
paid to facilities and practitioners in the health plan’s network for each admission,
procedure or service listed under paragraph 2(c), including the lowest, 25%, 50t,
75th, and highest percentiles. The Departments of Insurance and Health shall make
this information available to the public, along with information regarding the
amount allowed by Medicare for each of the admissions, procedures and services
listed under paragraph 2(c). :

(e) HIPAA Requirements. The collection, storage, and release of health care data that
is subject to the Health Insurance Portability and Accountability Act (HIPAA) shall
be governed by rules adopted in 45 CFR Parts 160 & 164 [and any State rules]. The
health care information shall be encrypted such that in no event shall personal
identifiable information be disclosed.

(f) Prohibition on Gag Clauses. Clauses in agreements that prevent practitioners,
facilities, or health plans from disclosing negotiated price information, such as total
and out-of-pocket payment information, where such price-related information is
used for patient and purchaser decision-making shall be null and void and
unenforceable as contrary to public policy.

(g) Advisory Working Group. A working group shall be established by and to advise
the Departments of Insurance and Health regarding the collection, storage,and
release of health care information under this legislation, which shall include two
representatives each from the Departments of Insurance and Health and one
representative from each of the following groups (i) consumers; (ii) employers; (iii)
health plans; (iv) physicians; (v) hospitals; and (vi) freestanding surgical or imaging
facilities. At the direction of the Departments, the Advisory Group will be convened
at least once but no more than four times a year.

(h) Quality Data. The State Department of Health shall determine quality measures
that health plans and third-party administrators must include when providing
information to subscribers on the price and out-of-pocket costs of services provided
by facilities and/or practitioners, as well as determine which quality measures

. should be reported to the State Departments of Insurance and Health for their
database. A starter set of measures should be informed by, at least, the measures
recommended by the National Quality Forum’s Measures Application Partnership
and the National Priorities Partnership.



Section 3: Provision of Actual Charge Estimates to Certain Consumers by
Facilities and Practitioner

All health care facilities and practitioners licensed by the State shall respond with an
estimate within three working days to a consumer inquiry about the actual charges
for a specific admission, procedure or service when the consumer is self-pay,
uninsured or insured through a health plan but the facility or practitioner is out-of-
network; provided, however, that nothing in this section shall prevent the facility or
practitioner from charging for unforeseen services that arise out of the proposed
admission, procedure or service; and provided further, that the facility or
practitioner shall alert the consumer that the actual amount the consumer might be
responsible to pay may vary due to unforeseen services that arise out of the
proposed admission, procedure or service. Further, the facility shall notify the
consumer as to whether it is a part of the consumer’s health plan’s network, to the
extent the consumer is insured.

Section 4: Disclosure of Quality and Cost-Sharing Data To Plan Subscribers

(a) Estimates of In-Network Out-of-Pocket Costs. All health plans and third-party
administrators shall establish [for the admissions, procedures or services
established by paragraph 2(c), if a State decides to limit the estimates to these 100
admissions and outpatient procedures or services], a website, mobile application,
and toll-free number that enables the subscriber to request and obtain from the
subscriber’s health plan or third-party administrator (1) the allowed payment for a
proposed admission, procedure or service to a specific facility and/or practitioner
and for all prescribed medications or durable medical equipment; (2) the estimated
out-of-pocket amount the subscriber will be responsible to pay for a proposed
admission, procedure or other item or service that is a medically necessary covered
benefit, based on the information available to the health plan at the time the request
is made, including any facility fee, copayment, deductible, coinsurance or other out-
of-pocket amount for any covered health care benefits; and (3) quality data
regarding the facility and/or practitioner as specified by the Department of Health
pursuant to Section 2(h), which will include, at a minimum, information on
practitioner and facility performance and quality indicators, patient satisfaction,
practitioner office contact, whether the practitioner is accepting new patients,
credentialing, languages spoken, maintenance of certification, and network status.

(b) Estimates of Out-of-Network Costs. For a proposed admission, procedure or
service provided by an out-of-network facility and/or practitioner, the estimated
out-of-pocket amount the subscriber will be responsible to pay may be calculated as
the difference between the maximum allowed amount and an estimate of the charge
of the out-of-network facility, practitioner, pharmacy or durable medical equipment
provider; provided that the health plan or third-party administrator (1) explains
clearly to the subscriber that the subscriber must determine the out-of-network
facility’s and/or practitioner’s actual charges to determine the subscriber’s actual




out-of-pocket costs, and (2) discloses the [range/median] of the in-network charges
for the same admission, procedure or service in the subscriber’s geographic area.

(c) Binding Estimates. The subscriber shall not be required to pay more than the
disclosed out-of-pocket amounts as specified in paragraphs (a) and (b) above for the
covered health care benefits that were actually furnished; provided, however, that
nothing in this section shall prevent health plans or third-party administrators from
imposing additional cost-sharing requirements disclosed in the insured’s benefits
plan for unforeseen services that arise out of the proposed admission, procedure or
service; and provided further, that the health plan or third-party administrator shall
alert the subscriber that these are estimated costs, and that the actual amount the
insured will be responsible to pay may vary due to unforeseen services that arise .
out of the proposed admission, procedure or service.

(d) All health plans and third-party administrators licensed by the State shall submit
annually to the Department of Insurance detailed descriptions as to (1) the manner
in which cost-sharing information is being communicated and updated to
subscribers so that the Department of Insurance can ensure that this information is
being transmitted to subscribers in an understandable, easy-to-navigate manner
that allows the ability to compare practitioner and facility prices, quality, and care
settings; (2) marketing efforts through e-mail, telephone calls, and regular mail to
inform subscribers that the cost-sharing and quality information is available; (3)
ongoing surveys of subscribers to determine subscriber satisfaction with the
manner in which the cost-sharing and quality information is being communicated;
and (4) use of the various tools that report cost of care to subscribers.

Effective Date: The effective date of the provisions of this Act shall be no later than
six months after enactment.
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1. Routine Care, Unforgettable Bills

‘When Sean Recchi, 2 42-year-old from Lancaster, Ohio, was told last March that he had non-Hodgkin’s lymphoma, his
wife Stephanie knew she had to get him to MD Anderson Cancer Center in Houston. Stephanie’s father had been treated
there 10 years earlier, and she and her family credited the doctors and nurses at MD Anderson with extending his life by

at least eight years.

Because Stephanie and her husband had recently started their own small technology business, they were unable to buy
comprehensive health insurance. For $469 a month, or about 20% of their income, they had been able to get only a
policy that covered just $2,000 per day of any hospital costs. “We don’t take that kind of discount insurance,” said the
woman at MD Anderson when Stephanie called to make an appointment for Sean.

Stephanie was then told by a billing clerk that the estimated cost of Sean’s visit — just to be examined for six days so a
treatment plan could be devised — would be $48,500, due in advance. Stephanie got her mother to write hera checle
“You do anything you can in a situation like that,” she says. The Recchis flew to Houston, leaving Stephanie’s mother to
care for their two teenage children.

About a week later, Stephanie had to ask her mother for $35,000 more so Sean could begin the ﬁeament the docbtérs" )
had decided was urgent. His condition had worsened rapidly since he had arrived in Houston. He was “sweating and
shaking with chills and pains,” Stephanie recalls. “He had a large mass in his chest that was ... growing. He was

panicked.”

Nonetheless, Sean was held for about 9o minutes in a reception area, she says, because the hospital could not confirm
that the check had cleared. Sean was allowed to see the doctor only after he advanced MD Anderson $7,500 from his
credit card. The hospital says there was nothing unusual about how Sean was kept waiting. According to MD Anderson
communications manager Julie Penne, “Asking for advance payment for services is a common, if unfortunate, sithation
that confronts hospitals all over the United States.”

The total cost, in advance, for Sean to get his treatment plan and
initial doses of chemotherapy was $83.900.

‘Why?

The first of the 344 lines printed out across eight pages of his
hospital bill = filled with indecipherable numerical codes and
acronyms — seemed innocuous. But it set the tone for all that

- followed. It read, “y ACETAMINOPHE TABS 325 MG.” The charge
was only $1.50, but it was for a generic version of a Tylenol pill.
You can buy 160 of them on Amazon for $1.49 even without a
hospital’s purchasing power.

(In-Depth Video: The Exorbitant Prices of Health Care)

Dozens of midpriced items were embedded with similarly

aggressive markups, Hk@\a“CHEST, PAAND LAT —
71020." That's a simple chest X-ray, fo M erson is

routinely -w- en it freatsa-patient on Medicare, the
CLAUDIA SUSANA FOR TIME government health care program for the elderly.

Sean Recchi ke .
Diagnosed with non-Hodgkin's lymphoma at age 42. Hvery time a nurse drew blood, a “ROUTINE VENIPUNCTURE"
Total cost, in advance, for Sean's treatment plan and charge of $36.00 appeared, accompanied by charges of $23 to $78
initial doses of chemotherapy: $83,900. Charges for for each of a dozen or more lab analyses performed on the blood

blood and lab tests amounted te more than $15,000;-

with Medicare, they would have cost a few hundred sample. In all, the charges for blood and other lab tests done on

Recchi amounted to more than $15,000. Had Recchi been old
enough for Medicare, MD Anderson would have been paid a few
hundred dollars for all those tests. By law, Medicare’s payments
approximate a hospital’s cost of providing a service, including overhead, equipment and salaries.

dollars

On the second page of the bill, the markups got bolder. Recchi was charged $13,702 for “1 RITUXIMAB INJ 660 MG.”

That’s an injection of 660 mg of a cancer wonder drug called Ritukan. The average price paid by all hospitals for this

dose is about $4,000, but MD Anderson probably gets a volume discount that would make its co5t:$3,00010.$3,5005 07 iy
That means the nonprofit cancer center’s paid-in-advance markup on Recchi’s ersavixig shot would be about 400%: -

‘When I asked MD Anderson to comment on the charges on Reechi’s bill, the cancer center released a written statement
that said in part, “The issues related to health care finance are complex for patients, health care providers, payers and
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Corrections Appended: February 26, 2013

1. Routine Care, Unforgetiable Bills

When Sean Recchi, a 42-year-old from Lancaster, Ohio, was told last March that he had non-Hodgkin's lymphoma, his
wife Stephanie knew she had to get him to MD Anderson Cancer Center in Houston. Stephanie’s father had been treated
there 10 years earlier, and she and her family credited the doctors and nurses at MD Anderson with extending his life by

at least eight years.

Because Stephanie and her husband had recently started their own small technology business, they were unable to buy
comp:ehensive health insurance. For $469 a month, or about 20% of their income, they had been able to get only a
policy that covered just $2,000 per day of any hospital costs. “We don’t take that kind of discount insurance,” said the
woman at MD Anderson when Stephanie called to make an appointment for Sean.

Stephanie was then told by a billing clerk that the estimated cost of Sean’s visit — just to be examined for six dayssoa
treatment plan could be devised — would be $48,900, due in advance. Stephanie got her mother to write her a check:
“You do anything you can in a situation like that,” she says. The Recchis flew to Houston, leaving Stephanie’s mother to
care for their two teenage children. !

About a week later, Stephanie had to ask her mother for $35,000 more so Sean could begin the treatment the doctors
had decided was urgent. His condition had worsened rapidly since he had arrived in Houston. He was “sweating and
shaking with chills and pains,” Stephanie recalls. “He had a large mass in his chest that was'... growing. He was
panicked.” -

Nonetheless, Sean was held for about 9o minutes in a reception area, she says, because the hospital could not confirm
that the check had cleared. Sean was allowed to see the doctor only after he advanced MD Anderson $7,500 from his
credit card. The hospital says there was nothing unusual about how Sean was kejpt waiting. Acéording to MD Anderson
communications manager Julie Penne, “Asking for advance payment for services is a common, if unfortunate, sitnation
that confronts hospitals all over the United States.”

The total cost, in advance, for Sean to get his treatment plan and
initial doses of chemotherapy was $83,900.

‘Why?

The first of the 344 lines printed out across eight pages of his
hospital bill — filled with indecipherable numerical codes and
acronyms — seemed innocuous. But it set the tone for all that
followed. It read, “1 ACETAMINOPHE TABS 325 MG.” The charge
was only $1.50, but it was for a generic version of a Tylenol pill.
You can buy 100 of them on Amazon for $1.49 even without a
hospital’s purchasing i)ower.

(In-Depth Video: The Exorbitant Prices of Health Care)

Dozens of midpriced items were embedded with similarly
aggressive markups, like $283.00 for a “CHEST, PA AND LAT
71020.” That’s a simple chest X-ray, for which MD Anderson is
routinely paid $20.44 when it treats a patient on Medicare, the
CLAUDIA SUSANAFORTIME  government health care program for the elderly.

Sean Recchi

Diagnosed with non-Hodgkin’s lymphoma at age 42. Every time a nurse drew blood, a “ROUTINE VENIPUNCTURE"
Total cost, in advance, for Sean's treatment plan and charge of $36.00 appeared, accompanied by charges of $23 to $78
initial doses of chemoiherapy: 582,800, Charges for for each of a dozen or more lab aualyses performed on the blood

biood and lab tests amounted fo more than $15,000;
with Medicare, they would have cost a few hundred
dallars

sample. In all, the charges for blood and other lab tests done on
Recchi amounted to more than $15,000. Had Recchi been old
enough for Medicare, MD Anderson would have been paid a few
hundred dollars for all those tests. By law, Medicare’s payments
approximate a hospital’s cost of providing a service, including overhead, equipment and salaries.

On the second page of the bill, the markups got bolder. Recchi was charged $13,702 for “1 RITUXIMAB INJ 660 MG.”
That’s an injection of 660 mg of a cancer wonder drug called Rituxan. The average price paid by all hospitals for this
dose is about $4,000, but MD Anderson probably gets a volume discount that would make its cost $3,000 to $3,500.
That means the nonprofit cancer center’s paid-in-advance markup on Recch’s lifesaving shot would be about 400%.

When I asked MD Anderson to comment on the charges on Recchi’s bill, the cancer center released a written statement
that said in part, “The issues related to health care finance are complex for patients, health care providers, payers and
government entities alike ... MD Anderson’s clinical billing and collection practices are similar to those of other major

hospitals and academic medical centers.”
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. The hospitai’s hard-nosed approach pays off. Although it is officially a nonprofit unit of the University of Texas, MD
Anderson has revenne that exceeds the cost of the world-class care it provides by so much that its operating profit for
the fiscal year 2010, the most recent annual report it filed with the U1.S. Department of Health and Human Services, was

$531 million. That's a profit margin of 26% on revenue of $2.05 billion, an astounding result for such a service-intensive
enterprise.!

The president of MD Anderson is paid like someone running a prosperous business. Ronald DePinho's total
compensation last year was $1,845,000. That does not count outside earnings derived from a much publicized waiver he
received from the university that, according to the Houston Chronicle, allows him to maintain unspecified “financial ties
with his three principal pharmacentical companies.”

(SHARE YOUR THOUGHTS: Are Medical Bills Too High? Tell Us Here)

DePinho’s salary is nearly two and a half times the $750,000 paid to Francisco Cigarroa, the chanceilor of entire
University of Texas system, of which MD Anderson is a part. This pay structure is emblematic of American medical
economics and is reflected on campuses across the U.S., where the president of a hospital or hospital system associated
with a university - whether it’s Texas, Stanford, Duke or Yale — is invariably paid much more than the person in charge
of the university.

T got the idea for this article when I was visiting Rice University last vear. As I was leaving the campus, which is just
outside the central business district of Houston, I noticed a group of glass skyscrapers about a mile away lighting up the
evening sky, The scene looked like Dubai. 1 was looking at the Texas Medical Center, a nearly 1,300-acre, 280-building
complex of hospitals and related medical facilities, of which MD Anderson is the lead brand name. Medicine had
obviously become a huge business. In fact, of Houston's top 10 employers, five are hospitals, including MD Anderson
with 19,000 employees; three, led by ExxonMobil with 14,000 employees, are energy companies. How did that happen,
I wondered. Where’s all that money coming from? And where is it going? I have spent the past seven months trying to
find out by analyzing a variety.of bills from hospitals like MD Anderson, doctors, drug companies and every other player
in the American health care ecosystem.

When youlook behind the bills that Sean Recchi and other patients receive, you see nothing rational — no rhyme or
reason — about the costs they faced in a marketplace they enter through no choice of their own. The only constant is the
sticker shock for the patients who are asked 10 pay.

Yet those who work in the health care industry and those who argue
over health care policy seem inured to the shock. When we debate
health care policy, we seem 1o jump right to the issue of who should pay
the bills, blowing past what should be the first question: Why exactly are
the bills so high?

What are the reasons, good orbad, that cancer means a half-million- or
million-dollar tab? Why should'a trip to the émergency room for chest
pajns that turn out to be indigestion bring a bill that can exceed the cost
of a semester of college? What makes a single dose of even the most
wonderful wonder drug cost thousands of dollars? Why does simple 1ab
work done during a few days in a bospital cost more than a car? And
what is so different about the medical ecosystem that causes technology PHOTOGRAPH BY NICK VEASEY FOR TIME
advances to.drive bills up instead of down? Gauze Pads; $77

Chargs for each of four boxes of sterle gauze
(iReport: Tell s Voir Health Care Story) . pads, as itemized in a $348,000 bil following a
patient's diagnosis of lung cancer
Recchi’s bill and six others examined line by line for this article offera
closeup window into what happens when powerless buyers — whether they are people like Recchi or big health-
insurance companies — meet sellers in what is the ultimate seller’s market.

The result is 2 uniquely American gold rush for those who provide everything from wonder drugs to canes to high-tech
implants to CT scans to hospital bill-coding and collection services. In hundreds of small and midsize cities across the
country — from Stamford, Conn., to Marlton, N.J.; to Oklahoma City - the American health care market has
transformed tax-exempt “nonprofit” hospitals into the towns’ most profitable businesses and largest employers, often
presided over by the regions’ most richly compensated executives. And in our largest cities, the system offers lavish
paychecks even to midlevel hospital managers, like the 14 administrators at New York City’s Memorial Sloan-Kettering
Cancer Center who are paid over $500.000 a year, including 5ix who make over $1 million.

Taken as a whole, these powerful institutions and the bills they churn out dominate the nation’s economy and put
demands on taxpayers 10 a depree unequaled anywhere else on earth. In the U.S., people spend almost 20% of the gross
domeste product on health care, compared with about half that in most developed countries. Yet in every measurable
way, the results our health care system produces are no better and often worse than the outcomes in those countries.

Aecording to one of a series of exhaustive studies done by the McKinsey & Co. consulting firm, we spend more on health
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care than the next 10 biggest spenders combined: Japan, Germany, France, China, the U.K,, Italy, Canada, Brazil, Spain
and Australia. We may be shocked at the $60 billion price tag for cleaning up after Hurricane Sandy. We spent almost
that much last week on health care. We spend more every year on artificial knees and hips than what Hollywood collects
at the box office. We spend two or three times that uch on durable medical devices like canes and wheelchairs, in part
because a heavily lobbied Congress forces Medicare to pay 25% to 75% more for this equipment than it would cost at
‘Walmart.

‘The Bureau of Labor Statistics projects that 10 of the 20 occupations that will grow the fastest in the U.S. by 2020 are
related to health care. America’s largest city may be commonly thought of as the world’s financial-services capital, but of
New York’s 18 largest private employers, eight are hospitals and four are banks. Employing all those people in the cause
of curing the sick is, of course, not anything to be ashamed of. But the drag on our overall economy that comes with
taxpayers, employers and consumers spending so much more than is spent in any other country for the same product is
unsustainable. Health care is eating away at our economy and our treasury.

The health care industry seems to have the will and the means to keep it that way. According to the Center for
Responsive Politics, the pharmaceutical and health-care-product industries, combined with organizations representing
doctars, hospitals, nursing homes, health services and HMOs, have spent $5.36 billion since 1998 on lobbying in
Washington. That dwarfs the $1.53 billion spent by the defense and aerospace industries and the $1.3 billion spent by
oil and gas interests over the same period. That's right: the health-care-industrial complex spends more than three -
times what the military-industrial complex spends in Washington.

When you crunch data compiled by McKinsey and other researchers, the big picture looks like this: We’re likely to spend
$2.8 trillion this year on health care. That $2.8 trillion is likely to be $750 billion, or 27%, more than we would spend if
we spent the same per capita as other developed countries, even after adjusting for the relatively high per capita income
in the U.S. vs. those other countries. Of the total $2.8 trillion that will be spent on health care, about $800 billion will be
paid by the federal government through the Medicare insurance program for the disabled and those 65 and older and
the Medicaid program, which provides care for the poor. That $800 billion, which keeps rising far faster than inflation
and the gross domestic product, is what's driving the federal deficit. The other $2 trillion will be paid mostly by private
health-insurance companies and individuals who have no insurance or who will pay some portion of the bills covered by
their insurance. This is what’s increasingly burdening businesses that pay for their employees’ health insurance and
forcing individuals to pay so much in out-of-pocket expenses.

The original version of this article misidentified William Powers Jr, the president qfthé University of Texds system; !
as the head of the entire system. That is in fact Francisco Cigarroa, the chancellor of the University pf Texas

Breaking these trillions down into real bills going to real patients'cuts through the ideological débaie over health care
policy. By dissecting the bills that people like Sean Recchi face, we can see exactly how and why we are overspending;
where the money is going and how to get it back. We just have to follow the money. .

The $21,000 Heartburn Bill . B ] ;

One night last summer at her home near Stamford, Conn., a 64-year-old former sales clerk whom Tl call Janice S; felt
chest pains. She was taken four miles by ambulance to the emergency room at Stamford Hospital, 6fﬁcia.lly a nonprofit
institution. After about three howurs of tests and some brief encounters with a doctor, she was told she had indigestion
and sent home. That was the good news. -

" The bad news was the bill: $095 for the ambulance ride, $3,000 for the doctors and $17,000 for the hospital - in sum,"
$21,000 for a false alarm.

Out of work for a vear, Janice S. had no insurance. Among the hospital’s charges were three “TROPONIN I7 tests for
$199.50 each. According to a National Institutes of Health websiie, a troponin test “measures the levels of certain
proteins in the blood” whose release from the heart is a strong indicator of a heart attack. Some labs like to have the test
done at intervals, so the fact that Janice 8. got three of them is not necessarily an issue. The price is the problem.
Stamford Hospital spokesman Scott Orstad told me that the $199.50 figure for the troponin test was taken from what he
called the hospital’s chargemaster. The chargemaster, I learned, is every hospital’s internal price list. Decades ago it was
a document the size of a phone book; now it’s a massive computer file, thousands of items long, maintained by every
hospital. i

AN

Stamford Hospital's chargemaster assigns prices to everything, including Janice S.'s blood tests. It would seem to be an
important document. However, I quickly found that although every hospital hasa Achargemaster,‘ officials treat it as if it
were an eccentric uncle living in the attic. Whenever I asked, they deflected all conversation away from it. They even
argued that it is irrelevant. I soon found that they have good reason to hope that outsiders pay no attention to the
chargemaster or the process that produces it. For there seems to be no process, no rationale, behind the core document
that is the basis for hundreds of billions of dollars in health care bills.

(VIDEO: The Exorbitant Prices of Health Care)
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Because she was 64, not 65, Janice S. was not on Medicare, But seeing what Medicare would have paid Stamford
Hospital for the troponin test if she had been a year older shines a bright light on the role the chargemaster plays in our
national medical crisis — and helps us understand the fllegitimacy of that $199.50 charge, That's because Medicare
collects troves of data on what every type of treatinent, test and other service costs hospitals to deliver. Medicare takes
seriously the notion that monprofit hospitals should be paid for all their costs but actually be nonprofit after their
caleulation. Thus, under the law, Medicare is supposed to reimburse hospitals for any given service, factoring in not only
direct costs but also allocated expenses such as overhead, capital expenses, executive salaries, insurance, differences in
regional costs of living and even the education of medical students.

It turns .put that Medicare would have paid Stamford $13.94 for each troponin fest rather than the $199.50 Janice S.
was charged.

Janice S. was also charged $157.61 for a CRC — the complete blood count that those of us who are ER aficionados
remember George Clooney ordering several times a night. Medicare pays $11.02 for a CBC in Connecticut. Hospital
finance people argue vehemently that Medicare doesn’t pay enough and that they lose as much as 10% on an average
Medicare patient. But even if the Medicare price should be, say, 10% higher, it's a long way from $11.02 plus 10% to
$157.61. Yes, every hospital administrator grouses about Medicare’s payment rates — rates that are supervised by a
Congress that is heavily lobbied by the American Hospital Association, which spent $1,859,041 on lobbyists in 2012. But
an annual expense report that Stamford Hospital is required to file with the federal Department of Health and Human
Services offers evidence that Medicare's rates for the services Janice S. received are on the mark. According to the
hospital’s latest filing (covering 2010), its total expenses for laboratory work (like Janice S.’s blood tests) in the 12
months covered by the report were $27.5 million. Its total charges were $293.2 million. That means it charged about 11
times its costs. As we examine other bills, we'll see that like Medicare patients, the large portion of hospital patients who
ave private health insurance also get discounts off the listed chargemaster figures, assuming the hospital and insurance
company have negotiated to include the hospital in the insurer’s network of providers that its customers can use. The
insurance discounis are not nearly as steep as the Medicare markdowns, which means that even the discounted
insurance-company rates fuel profits at these officially nonprofit hospitals. Those profits are further boosted by
payments from. the tens of millions of patients who, like the unemployed Janice S., have no insurance or whose
insurance does not-apply because the patient has exceeded the coverage limits. These patients are asked to pay the -
chargemaster list prices.

Ifyou are confused by the notion that those least able to pay are the ones singled out to pay the highest rates, welcome
to the American medical marketplace.
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Pay No Attention To the Chargemaster.

No hospital's chargemaster prices are consistent with those of any other hospital, nor do they seem to be based on
anything objective — like cost —that anyhospital executive I spoke with was able to explain. “They were set in cement a
long time ago and just keep going up almost automatically,” says one hospital chief financial officer with a shrug.

At:Stamford Hospital T got the first of many brush-offs when I asked about the chargemaster rates on Janice S.’s bill.
“Those are not our real rates,” protested hospital spokesman Orstad when I asked him to make hospital CEO Brian
Grissler available to explain Janice $.’s bill, in particular the blood-test charges. “It’s a list we use internally in certain
cases, but most people never pay those prices. I doubt that Brian [Grissler] has even seen the list in years. So I'm not
sure why you care.” :

(COMMENT NOW: Are Medical Bills Too High? Tell Us Why)
Orstad also refused to comment on any of the specifics in Janice S.’s bill, including the seemingly inflated charges for all

the lab work. “T've told youI'don’t think a bill like this is relevant,” he explained. “Very few people actually pay those
rates.”
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But Janice S. was asked to pay them. Moreover, the chargemaster rates are relevant, even for those unlike her who have
insurance. Insurers with the most leverage, because they have the most customers to offer a hospital that rieeds patients,
will try to negotate prices 30% to 50% above the Medicare rates rather than discounts off the sky-high chargemaster
rates. But insurers are increasingly losing leverage because hospitals are consolidating by buying doctors’ practices and
even rival hospitals. In that situation — in which the insurer needs the hospital more than the hospital needs the insurer
— the pricing negotiation will be over discounts that work down from the chargemaster prices rather than up from what
Medicare would pay. Getting a 50% or even 60% discount off the chargemaster price of an item that costs $13 and lists
for $199.50 is still no bargain. “We hate to negotiate off of the chargemaster, but we have to do it alot now,” sdys.
Edward Wardell, a lawyer for the giant health-insurance provider Aetna Inc.

That so few consumers seem to be aware of the chargemaster demonstrates how well the health care industry has
steered the debate from why bills are so high to who should pay them.

The expensive technology deployed on Janice S. was a bigger factor in her bill than the Iab tests. An “NM MYO
REST/SPEC EJCT MOT MUL” was billed at $7,997.54. That’s a stress test using a radioactive dye that is tracked by an
X-ray computed tomography, or CT, scan. Medicare would have paid Stamford $554 for that test.

Janice S. was charged an additional $872.44 just for the dye used in the test. The regular stress test patients are more
familiar with, in which arteries are monitored electronically with an electrocardiograph, would have cost far less —
$1,200 even at the hospital’s chargemaster price. (Medicare would have paid $96 for it.) And although many doctors
view the version using the CT scan as more thorough, others consider it unnecessary in most cases.

According to Jack Lewin, a cardiologist and former CEO of the American College of Cardiology, “It depends on the
patient, of course, but in most cases you would start with a standard stress test. We are doing too many of these nuclear
tests. It is not being used appropriately ... Sometimes a cardiogram is enough, and you don’t even need the simpler test.
But it usually makes sense to give the patient the simpler one first and then use nuclear for a closer look if there seem to. .

be problems.”

We don't know the particulars of Janice 5.’s condition, so we cannot know why the doctors who treated her ordered the
more expensive test. But the incentives are clear. On the basis of market prices, Stamford probably paid about $250,000
for the CT equipment in its operating room. It costs little to operate, so the more it can be used and billed, the quicker
the hospital recovers its costs and begins profiting from its purchase. In addition, the cardiologist in the emergency
room gave Janice S. a separate bill for $600 to read the test results on top of the $342 he charged for examining her.

According to a McKinsey study of the medical marketplace, a typical piece of equipment will pay for itself in one year if
it carries out just 10 to 15 procedures a day. That’s a terrific return 6n capftal equipment that has an expected life span of
seven to 10 years. And it means that after a year, every scan ordered by a doctor in the Stamford Hospital emergency
room would mean pure profit, less maintenance costs, for the hospital. Plus an extra fee for the doctor.

Another McKinsey report found that health care providers in the U.S. conduct far more CT tests per capita than those in
any other country — 71% more than in Germany, for example, where the government-run health care system offers none
of those Incentives for overtesting. We also pay a lot more for'each test, even when it’s Medicare doing the paying.
Medicare reimburses hospitals and clinics an average of four times as much as Germany does for CT scans, according to
the data gathered by McKinsey. ’ :

Medicare’s reimbursement formulas for these tests are regulated by Congress. So too are restrictions on what Medicare
can do to limit the use of CT and magnetic resonance imaging (MRI) scans when they might not be medically necessary.
Standing at the readyto ’gnake sure Congress keeps Medicare at bay is, among other groups, the American College of
Radiology, which on Nov. 14 ran a full-page ad in the Capitol Hill-centric newspaper Politico urging Congress to pass
the Diagnostic Imaging Services Access Protection Act. It’s a bill that would block efforts by Medicare to discourage
doctors from ordering multiple CT scans on the same patient by paying them less per test to read multiple tests of the
same patient. (In fact, six of Politico’s 12 pages of ads that day were bought by medical interests urging Congress to
spend or not cut back on one of their products.) : :

The costs associated with high-tech tests are Likely to accelerate. MéKinsey found that the more CT and MRI scanmers. -
are out there, the more doctors use them. In 1997 there were fewer than 3,000 machines available, and they completed
an average of 3,800 scans per year. By 2006 there were more than 10,000 in use, and thej} completed an average of
6,100 per year. According to a study in the Annals of Emergency Medicine, the use of CT scans in America’s emergency
rooms “has more than quadrupled in recent decades.” As one former emergency-roqm doctor puts it, “Giving out CT
scans like candy in the ER is the equivalent of putting a 9o-year-old grandmother through a pat-down at the airport:
Hey, you never know.”

Selling this equipment to hospitals — which has become a key profit center for industrial conglomerates like General
Electric and Siemens — is one of the 17.S. economy’s bright spots. I recently subscribed to an online hieadhunter’s
listings for medical-equipment salesmen and quickly found an opening in Connecticut that would pay a salary of
$85,000 and sales commissions of up to $95,000 more, plus a car allowance. The only requirement was that applicants
have “at least one year of experience selling some form of capital equipment.”
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In all, on the day I signed up for that johs website, it carried 186 listings for medical-equipment salespeople just in
Connecticut.

2. Medical Technology’s Perverse Economics

Unlike those of almost any other area we can think of, the dynamics of the medical marketplace seem to be such that the
advance of technology has made medical care more expensive, not less, First, it appears to encourage more procedures
and treatment by maldng them easier and more convenient. (This is especially true for procedures like arthroscopic
surgery.) Second, there is little patient pushback against higher costs because it seems to {(and often does) result in safer,
better care and because the customer getting the treatment is either not going to pay for it or not going to know the price
until after the fact. : E

Beyond the hospitals’ and doctors” obvious econormic incentives to use the equipment and the manufacturers’ equally
obvious incentives 1o sell it, there’s a legal incentive at work. Giving Janice S. a nuclear-imaging test instead of the
lower-tech, less expensive siress test was the safer thing to do — a belt-and-suspenders approach that would let the
hospital and doctor say they pulled out all the stops in case Janice S. died of a heart attack after she was sent home.

“We use the CT scan because it’s a great defense,” says the CEO of another hospital not far from Stamford. “For
example, if anyone has fallen or done anything around their head ~ hell, if they even say the word head — we do it to be
safe. We can’t be sned for doing too'much.”

His rationale speaks to the real cost issue associated with medical-malpractice Iitigation. It's not as much about the
verdicts or settlements (or considerable malpractice-insurance premiums) that hospitals and doctors pay as it is about
what they do to avoid being sued. And some no doubt claim they are ordering more tests to avoid being sued when it is
actually an excuse for hiking profits. The most practical malpractice-reform proposals would not limit awards for
victims but would allow doctors to use what's called 2 safe-harbor defense. Under safe harbor, a defendant doctor or
hospital could argue that the care provided was within the bounds of what peers have established as reasonable under
the circumstances. The typical plaintiff argument that doing something more, like a nuclear-imaging test, might have
saved the patient would then be less likely to prevail.

When Obamacare was being debated, Republicans pushed this kind of commonsense malpractice-tort reform. But the
stranglehold that plaintiffs”lawyers have traditionally had on Democrats prevailed, and neither a safe-harbor provision
nor any other malpractice reform was included.

(iReport: Tell Us Your Health Care Story)

Nonprofit Profitmakers

To the extent that they defend the chargemaster rates at all, the defense that hospital executives offer has to do with
charity. As John Gunn, chief operating officer of Sloan-Kettering, puts it, “We charge those rates so that when we get
paid by a [wealthy] uninsured person from overseas, it allows us to serve the poor.”

Acloser ook at hospital finance suggests two holes in that argwment, First, while Sloan-Kettering does have an
aggressive financial-assistance program (something Stamford Hospital lacks), at most hospitals it's not a Saudi sheik
but the alimost poor — those who don’t qualify for Medicaid and don’t have insurance — who are most often asked to
pay those exorbitant chargemaster prices. Second, there is the jaw-dropping difference between those list prices and the
hospitals’ costs, which enables these ostensibly nonprofit institutions to produce high profits even after all the
discounts. True, when the discounts to Medicare and private insurers are applied, hospitals end up being paid a lot less
overall than what is itemized on the original bills. Stamford ends up receiving about 35% of what it bills, which is the
yield for most hospitals. {(Sloan-Kettering and MD Anderson, whose great brand names make them tough negotiators
with insurance companies, get:about 50%). However, no matter how steep the discounts, the chargemaster prices are so
high and so devoid of any caleulation related to cost that the result is uniquely American: thousands of nonprofit
institutions have morphed into high-profit, high-profile businesses that have the best of both worlds. They have become
entitfes akin to low-risk, must-have public utilities that nonetheless pay their operators as if they were high-risk
entrepreneurs, As with the local electric company, customers must have the product and can't go elsewhere to buy it.
They are steered to a hospital by theirinsurance companies or doctors (whose practices may have a business alliance
with the hospital or even be owned by it). Or they end up there because there jsn’t any local competition. But unlike with
the electric company, no regulator caps hospifal profits.

Yet hospitals are also beloved local charities.

The result is that in small towns and cities across the country, the local nonprofit hospital may be the community’s
strongest business, typically making tens of millions of dollars a year and paying its nondoctor administrators six or
seven figures. As nonprofits, such hospitals solicit contributions, and their annual charity dinner, a showcase for their
good works, is typically a major civic event. But charitable gifts are a minor part of their base; Stamford Hospital raised
just over 196 of its revenue from contributions last year; Even after discounts, those $199.50 blood tests and
multithousand-dollar CT scans are what really count.

Thus, according to the latest publicly available tax return it filed with the IRS, for the fiscal year ending September 2011,
Stamford Hospital — in a midsize city serving an unusually high 50% share of highly discounted Medicare and Medicaid
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patients — managed an operating profit of $63 million on revenue actually received (after all the discounts off the
chargemaster) of $495 million. That’s a 12.7% operating profit margin, which would be the envy of shareholders of high-
service businesses across other sectors of the economy.

Its nearly half-billion dollars in revenue also makes Stamford Hospital by far the city’s largest business serving only
local residents. In fact, the hospital’s revenue exceeded all money paid to the city of Stamford in taxes and fees. The
hospital is a bigger business than its host city.

There is nothing special about the hospital’s fortunes. Its operating profit margin is about the same as the average forall
nonprofit hospitals, 11.7%, even when those that lose money are included. And Stamford’s 12.7% was tallied after the
hospital paid a slew of high salaries to its management, including $744,000 to its chief financial officer and: $1,860,000
to CEO Grissler. : :

In fact, when McKinsey, aided by a Bank of America survey, pulled together all hospital financial reports, it found that

the 2,900 nonprofit hospitals across the country, which are exempt from income taxes, actually end up averaging higher ¢
operating profit margins than the 1,000 for-profit hospitals after the for-profits’ income-tax obligations are deducted. In
health care, being nonprofit produces more profit.

Nonetheless, hospitals like Stamford are able to use their sympathetic nonprofit status to push their intetests. As the
debate over deficit-cutting ideas related to health care has heated up, the American Hospital Association has run daily
ads on Mike Allen’s Playbook, a popular Washington tip sheet, urging that Congress not be allowed to cut hospital
payments because that would endanger the “$39.3 billion” in uncompensated care for the poor that hospitals now
provide either through charity programs or because of patients failing to pay their debts. Based on the formula hospitals
use to calculate the cost of this charity care, that amounts to approximately 5% of their total revenue for2010.

Under Internal Revenue Service rules, nonprofits are not prohibited from taking in more money than thiey spend. They
just can’t distribute the overage to shareholders — because they don’t have any shareholders.

So, what do these wealthy nonprofits do with all the profit? In a trend similar to what we've seen in nonprofit colleges
and universities — where there has been an arms race of sorts to use rising tuition to construct buildings and add
courses of study — the hospitals improve and expand facilities (despite the fact that the U.S. has more hospital beds
than it can fill), buy more equipmexnt, hire more people, offer more services, buy rival hospitals and then raise executive
salaries because their operations have gotten so much larger. They keep the upward spiral going by marketing for more :
patients, raising prices and pushing harder to collect bill payments. Only with health care, the upward spiral is easier to
sustain. Health care is seen as even more of a necessity than higher education. And unlike in higher education, in health
care there is little price transparency — and far less competition in any given locale even if there were transparency.
Besides, a hospital is typically one of the community’s larger employers if not the largest, so there is unlikely to be much
Jocal complaining about its burgeoning economic fortunes.

In December, when the New York Times ran a story about how a deficit deal might threaten hospital payments, Steven.
Safyer, chief executive of Montefiore Medical Center, a large nonprofit hospital system in the Bronx, complained, “There
is no such thing as a cut to a provider that isn't a cut 0 a beneficiary ... This is not crying wolf.” :

Actually, Safyer seems to be crving wolf to the tune of about $196.8 million, according to the hospital's latest publicly
available tax return. That was his hospital’s operating profit, according to its 2010 return. With $2.586 billion in
revenue — of which 99.4% came from patient bills and 0.6% from fundraising events and other charitable contributions
— Safyer's business is more than six times as large as that of the Bronx’s most famous enterprise, the New York Yankees:
Surely, without cutting services to beneficiaries, Safyer could cut what have to be some of the Bronx’s better non-Yankee
salaries: his own;'which was $4,065,000, or those of his chief financial officer ($3,243,000), his executive vice president
($2,220,000) or the head of his dental department ($1,798,000).

Shocked by her bill from Stamford hospital and unable to pay it, Janice S. found a local woman on the Internet who is
part of a growing cottage industry of people who call themselves medical-billing advocates. They help people read and
understand their bills and try to reduce them. “The hospitals all know the bills are fiction, or at least only a place to start
the discussion, so you bargain with them,” says Katalin Goencz, a former appeals coordinator in a hospital billing
department who negotiated Janice S.’s bills from a home office in Stamford.

Goencz is part of a trade group called the Alliance of Claim Assistant Professionals, which has about 40 members across
the country. Another group, Medical Billing Advocates of America, has about 56 members. Each advocate seems to
handle 40 to 70 cases a year for the uninsured and those disputing insurance claims. That would be about 5,000
patients a year out of what must be tens of millions of Americans facing these issues — which may help explain why 60%
of the personal bankruptcy filings each year are related to medical bills.

“I can pretty mmuch always get it down 30% to 50% simply by saying the patient is ready to pay but will not pay $300 for
a blood test or an X-ray,” says Goencz. “They hand out blood tests and X-rays in hospitals like bottled water;, and they

know it.”

After weeks of back-and-forth phone calls, for which Goencz charged Janice S. $97 an hour, Stamford Hospital cut its

Tostoe I 21T e B i i e AN A IOV IOVN A 31T sxrbier smadinal killea ara b llinaiiie avring/

Page 8 of 29

10013



Bitter Pill: Why Medical Bills Are Killing Us | TIME.com

bill in half. Most of the doctors.did about the same, reducing Janice S.’s overall tab from $21,000 to about $11,000.

But the best the ambulance company would offer Goencz was to let Janice S. pay off its $995 ride in $25-a-month
installments. “The ambulances never negotiate the amount,” says Goencz.

Amanager at Stamford Emergency Medical Services, which charged Janiee S. $958 for the pickup plus $9.38 per mile,

- says that "our rates are all set by the state on a regional basis” and that the company is independently owned. That’s at
odds with a trend toward consolidation that has seen several private-equity firms making investments in what Wall
Street analysts have identified as an increasingly high-margin business. Overall, ambulance revenues were more than
$12 billion last year, orabout 10% higher than Hollywood's box-office take. I's not a great deal to pay off $1,000 fora
four-mile ambulance ride on the lavaway plan or receive a 50% discount on a $199.50 blood test that should cost $15,
nor is getting balfoffona $7,997.54 stress test that was probably all profit and may not have been necessary. But, says
Goencz, “I don’t go over it line by line. Tjust go fora deal. The patient usually is shocked by thie bill, doesn’t understand
any of the lapgnage and has bill collectors all over her by the time they call me. So they're grateful. Why give them
heartache by telling them they still paid too much for some test or pill?”

SOUND OFF; Are Medical Bills Too High? Tell Us Why

The original version of this article stated that the total annual amount of charity care provided by U.S. hospitals cost
them less than half of 1% of their annual revenue, In fact, the uncompensated care hospitals provide, either through

charity prograns or because of patients failing to pay their debts, amounts to approximately 5% of their total revenue
for2o010.

A'Slip,'a Fall And a $9,400 Bill

The billing advocates aren't always successful. just ask Emilia Gilbert, a school-bus driver who got into a fight with a
hospital associated with Connecticut’s most venerable nonprofit institution, which racked up quick profits on multiple
CT scans, then refused to compromise at all on its chargemaster prices. Gilbert, now 66, is still making weeldy payments
on the bill she got in June 2008 after she slipped and fell on her face one summer evening in the small yard behind her
house in Fairfield, Conn. Her nose bleeding heavily, she was taken fo the emergency room at Bridgeport Hospital.

Along with Greenwich Hospital and the Hospital of St. Raphael in New Haven, Bridgeport Hospital is now owned by the
Yale New Haven Health System, which boasts a variety of gleaming new facilities. Although Yale University and Yale
New Haven are separate entities, Yale-New Haven Hospital is the teaching hospital for the Yale Medical School, and
university representatives, including Yale president Richard Levin, sit on the Yale New Haven Health System board.

“I.was there for maybe six hours, until midnight,” Gilbert recalls, “and most of it was spent waiting. T saw the resident
for maybe 15 minutes, but I got a lot of tests.” -

In fact, Gilbert got three CT scans — of her head, her chest and her face. The last one showed a hairline fracture of her
nose. The CT bills alone were $6,538. (Medicare would have paid about $825 for all three.) A doctor charged
$26110 read the scans.

Gilbert got the same troponin blood test that Janice 8. got — the one Medicare pays $13.94 for and for which Janice S.
was billed $199.50 at Stamford. Gilbert got just one. Bridgeport Hospital charged 20% more than its
downstate neighbor: $239.

Alsoon the bill were items that neither Medicare nor any insurance company would pay anything at all for: basie
instruments and bandages and even the tubing for an IV setup. Under Medicare regulations and the terms of most
Insurance contracts, these are supposed tobe part of the hospital’s facility charge, which in this case was $608 for the
SIMergency room.,

Gilbert’s total bill was $9,418.

“We think the chargemaster is totally fair,” says William Gedge, senior vice president of payer relations at Yale New
Haven Health System. “It's fair because everyone gets the same bill, Even Medicare gets exactly the same charges that
this patient got. Of course, we will have different arrangements for how Medicare or an insurance company will not pay
some of the charges or discount the charges, but everyone starts from the same place.” Asked how the chargemaster
charge for an ftem lke the troponin test was calculated, Gedge said he “didn’t know exactly” but would try to find out.
He subsequently reported back that “it's an historical charge, which takes into account all of our costs for running the
hospital.”

Bridgeport Hospital had $420 million in revenuie and an operating profit of $52 million in 2010, the most recent year
covered by its federal financial reports. CEO Robert Trefry, who has since left his post, was listed as having been paid
$1.8 million. The CEO of the parent Yale New Haven Health System, Marna Borgstrom, was paid $2.5 million, which is
58% more than the $1.6 million paid to Levin, Yale University’s president.

"You really can’t compare the two jobs,” says Yale~New Haven Hospital senior vice president Vincent Petrini.
“Comparing hospitals to universities is like apples and oranges. Running a hospital organization is much mare
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complicated.” Actually, the four-hospital chain and the unjversity
have about the same operating budget. And it vould seem that
Levin deals with what most would consider complicated
challenges in overseeing 3,000 faculty members, corralling (and.
complying with the terms of) hundreds of millions of dollars in
government research grants and preéiding over a $19 billion
endowment, not to mention admitiing and educating 14,000

. students spread across Yale College and a variety of graduate.
schools, professional schools and foreign-study’ outposts. And:
surely Levin’s responsibilities are as complicated as those of the
CEO of Yale New Haven Health's smallest it — the 184-bed
Greenwich Hospital, whose CEQ was paid $112,000 more than
Levin.

“When I got the bill, I almost had to go back to the hospital,”
Gilbert recalls. “I was hyperventilating.” Contributing to her shock
was the fact that although her employer supplied insurance from :
Cigna, one of the country’s leading health insurers; Gilbert’s. policy:
was from a Cigna subsidiary called Starbridge that insures mostly
JAVIER SIRVENT FORTIME  ow-wage earners. That made Gilbert one of millions of Americans
like Sean Recchi who are routinely categorized as having health

Emilia Gilbert
Slipped and fell in June 2008 and was taken fo the insurance but really don’t have anything approaching meaningful
emergency room. She is still paying off the $3,418 bill coverage. .

from that hospital visit in weekly installments. Her three
CT scans cost $6,538. Medicare would have paid about

$825 for all three Starbridge covered Gilbert for just $2,500 per hospital visit,

leaving her on the hook for about $7,000 of a $9,400 bill, Under

Connecticut’s rules (states set their own guidelines for Medicaid,
the federal-state program for the poor), Gilbert’s $1,800 a month in earnings was too high for her to qualify for
Medicaid assistance. She was also turned down, she says, when she requested financial assistance from the hospital.

Yale New Haven’s Gedge insists that she never applied to the hospital foraid, and Gilbert.could not supply me with .

copies of any applications.

In September 2009, after a series of fruitless letters and phone calls from its bill collectors to Gilbert, the hospital sued
her. Gilbert found a medical-billing advocate, Beth Morgan, who analyzed the charges on the bill and compared them
with the discounted rates insurance companies would pay. During two court-required mediation sessions, Bridgeport
Hospital’s attorney wouldn’t budge; his client wanted the bill paid in full, Gllbert and Morgan recall. At the third and

final mediation, Gilbert was offered a 20% discount off the chargemaster fees if she would pay immediately, but she says -

she responded that according to what Moxgan told her about the bill, it was still too much to pay. “We probably could
have offered more,” Gedge acknowledges. “But in these situations, our bill-callection attorneys only know the amount
we are saying is owed, not whether it is a chargemaster amount or an amount that is already discounted.”

On July 11, 2011, with the school-bus driver representing herself in Bridgeport superior court, a judge ruled that Gilbert,
had to pay all but about $500 of the original charges. (He deducted the superfluous bills for the basic equipment.) The
judge put her on a payment schedule of $20 a week for six years. For her, the chargemaster prices were all foo real.

The One-Day, $87,000 Qutpatient Bill Lo

Getting a patient in and out of a hospital the same day seems like alogical way to cut costs. Ouipatients don't take up
hospital rooms or require the expensive 24/7 observation and care that come with them. That’s why in the 19908
Medicare pushed payment formulas on hospitals that paid them for whatever ailment they were treating (with more
added for documented complications), not according to the number of days the patient spent in a bed. Insurance
companies also pushed incentives on hospitals to move patients out faster or not admit them for overnight stays in the
first place. Meanwhile, the introduction of procedures like noninvasive laparoscopic surgery helped speed the shift from

inpatient to outpatient.

By 2010, average days spent in the hospital per patient had declined significanily, while outpatient services had:!
increased even more dramatically. However, the result was not the savings that reformers had envisioned. It was just

the opposite.

Experts estimate that outpatient services are now packed with so much hidden profit that about two-thirds of the

$750 billion annual U.S. overspending identified by the McKinsey research on health care comes in payments for
outpatient services. That includes work done by physicians, laboratories and clinies (including diagnostic clinics for CT
seans or blood tests) and same-day surgeries and other hospital treatments like cancer chemotherapy. According toa
McKinsey survey, outpatient emergency-room care averages an operating profit margin of 15% and nonemergency
outpatient care averages 35%. On the other hand, inpatient care has a margin of just 2%. Put siniply, inpatient care at:
nonprofit hospitals is, in fact, almost nonprofit. Qutpatient care is wildly profitable. :

“An operating room has fixed costs,” explains one hospital economist. “You get 10% or 20% more patients in there every
day who you don’t have to board overnight, and that goes straight to the bottom line.”

1. I 11 1. YR RNt Via Ya Ns PP NSNS | S SRRRUEURN: LN R W05 | PESEIEPAITE, o4 § BPEO S arpry SIS SHey

Page 10 of 29

27012



- Bitter Pill: Why Medical Bills Are Killing Us | TIME.com Page 11 of 29

The 2011 outpatient visit of someone I'll call Steve H. to Mercy Hospital in Oklahoma City illustrates those economics.
Steve H. had the kind of relatively routine care that patients might expect would be no big deal: he spent the day at
Mercy getting his aching back fixed.

A blue collar worker who was in his 30s at the time and worked at a local retal store, Steve H. had consulted a specialist
at Mercy in the summer of 2011 and was told that a stimulator would have 1o be surgically implanted in his back The
good news was that with all the advances of modern technology, the whole process could be done in a day. (The latest
federal filing shows that 63% of surgeries at Mercy were performed on outpatients.)

Steve H.'s doctor intended 1o use a RestoreUltra neurostimulator manufactured by Medtronic, a Minneapolis-based
company with $16 billion in annual sales that bills itself as the world’s largest stand-alone medical-technology company.
*RestoreUltra delivers spinal-cord stimulation through one or more leads selected from a broad portfolio for greater
customization of therapy,” Medtronic's website promises. I was not able to interview Steve H., but according to Pat
Palmer, a medical-billing specialist based in Salem, Va., who consults for the union that provides Steve H.’s health
Insurance, Steve . didn’t ask how much the stimulator would cost because he had $45,181 remaining on the $60,000
annual payout limit his union-sponsored health-insurance plan imposed. “He figured, How much could a day at Mercy
cost?” Palmer says. “Five thousand? Maybe 107>

Steve H. was about to run up against a seemingly irrelevant footnote in millions of Americans’ insurance policies: the
limit, sometimes annual or 'sometimes over a lifetime, on what the insurer has to pay out for a patient’s claims. Under
Obamacare, those limits will not be allowed in most health-insurance policies after 2013. That might help people like
Steve H. but'is also one of the reasons preminms are going to skyrocket under Obamacare.

Tiss.on b

Chest X-Ray
Pafient was charged $333. the national rate paid by Medicare is $23.83

Steve H.’s bill for his day at Mercy contained all the usual and customary overcharges. One item was “MARKER SKIN
REG TIP RULER” for $3. That’s the marking pen, presumably reusable, that marked the place on Steve H.’s back where
the incision was 10 go. Six lines down, there was “STRAP OR TABLE 8X27 IN” for $31. That's the strap used to hold
Steve H. onto the operating table. Just below that was “BLNKT WARM UPPER BDY 42268 for $32. That’s a blanket
used to keep surgery patients warm. It is, of course, rensable, and it’s available new on eBay for $13. Four lines down
there’s “GOWN SURG ULTRA XLG 95121 for $39, which is the gown the surgeon wore. Thirty of them can be bought
online for $180. Neither Medicare nor any large insurance company would pay a hospital separately for those straps or
the surgeon’s gown: ‘that’s all supposed to come with the facility fee paid to the hospital, which in this case was $6,289.

In all, Steve H.'s bill for these basic medical and surgical supplies was $7,882. On top of that was $1,837 under a
category called “Pharmacy General Classification” for items like bacitracin ($108). But that was the least of Steve H.’s
problems:

The big-ticket item for Steve H.’s day at Mercy was the Medtronic stimulator, and that’s where most of Mercy’s profit
was collected during his brief visit. The bill for that was $49,237.

According to the chief financial officer of another hospital, the wholesale list price of the Medtronic stimulator is “about
$19,000.” Because Mercy is'part of a major hospital chain, it might pay 5% to 15% less than that. Even assuming Mercy
paid $19,000, it would make more than $30,000 selling it to Steve H., a profit margin of more than 150%. To the extent
that I found any consistency among hospital chargemaster practices, this is one of them: hospitals routinely seem to
charge 2% times what these expensive implantable devices cost them, which produces that 150% profit margin.

As Steve H. found out when he got his bill, he had exceeded the $45,000 that was left on his insurance policy’s annual
payout limit just with the neurostimulator. And his total bill was $86,951. After his insurance paid that first $45,000, he
still owed more than $40,000, not counting doctors’ bills. (I did not see Steve H.’s doctors’ bills.)

SOUND OFF: Are Medical Bills Too High? Tell Us Why

Mercy Hospital is owned by an organization under the umbrella of the Catholic Church called Sisters of Mercy. Its
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mission, as described in its latest filing with the IRS as a tax-exempt charity, is “to carry out the ‘healing ministry of
Jesus by promoting health and wellness.” With a chain of 31 hospitals and 300 clinies across the Midwest, Sisters of
Merey uses a bill-collection firm based in Topeka, Kaps., called Berlin-Wheeler Inc. Suits against Mercy patients are on
file in courts across Oklahoma listing Berlin-Wheeler as the plaintiff. According fo its most recent tax return, the
OKlahoma City unit of the Sisters of Mercy hospital chain collected $337 million in revenue for the fiscal year ending
June 30, 2011. It had an operating profit of $34 million. And that was after paying 10 executives more than $300,000
each, including $784,000 to a regional president and $438,000 to the hospital president.

That report doesn’t cover the executives overseeing the chain, called Mercy Health, of which Merey in Oklahomia City is
a part. The overall chain had $4.28 billion in revenue that year. Its hospital in Springfield; Mo. (pop. 160,660), had
$880.7 million in revenue and an operating profit of $319 million, according to its federal filing. The incomes:of the
parent company’s executives appear on other IRS filings covering various interlocking Mercy nonprofit corporate
entities. Mercy president and CEO Lynn Britton made $1,930,000, and an executive vice president, Myra Aubuchon,
was paid $3.7 million, according to the Mercy filing. In all, seven Mercy Health executives were paid more than

$1 million each. A note at the end of an Ernst & Young audit that is attached to Mercy’s IRS filing reported that the
chain provided charity care worth 3.2% of its revenue in the previous year. However, the auditors state that the value of
that care is based on the charges on all the bills, not the actual cost to Mercy of providing those services — in other
words, the chargemaster value. Assuming that Mercy’s actual costs are a tenth of these chargemaster valuies — they're
probably less — all of this charity care actually cost Mercy about three-tenths of 1% of its revenue, or about $13 million
out of $4.28 billion. i

Mercy's website lists an 18-member media team; one member, Rachel Wright, told me that neither CEO Britton nor
anyone else would be available to answer questions about compensation, the hospital’s bill-collecting activities through
Berlin-Wheeler or Steve H.'s bill, which I had sent her (with his name and the date of his visit to the hospital redacted to
protect his privacy). SR S

‘Wright said the hospital’s lawyers had decided that
discussing Steve H.’s bill would violate the federal HIPAA
law protecting the privacy of patient medical records. I
pointed out that I wanted to ask questions only about the
hospital's charges for standard items — such as surgical
gowns, basic blood tests, blanket warmers and even
medical devices — that had nothing to do with individual - .
patients. “Everything is particular to an individual .
patient’s needs,” she replied. Even a.surgical govén? "Yes,
even a surgical gown. We cannot discuss this with you. It’s
against the law.” She declined to put me in touch with the
hospital’s lawyers to discoss their legal analysis.

Hiding behind a privacy statute to avoid talking about how
it prices surgeons’ gowns may be a stretch, but Meicy
might have a valid legal reason not to discuss what it paid
for the Medtronic device before selling it to Steve H. for
$49,237. Pharmacentical and medical-device companies
routinely insert clauses in their sales coniracts prohibiting
PHOTOGRAPH BY NICK VEASEY FOR TIME hospitals from sharing information about what they pay
Bacitracin: $108 and the discounts they receive: In January 2012, a reéport :
Charge for the common antibiotic ointment that appeared on a by the federal Government Accountability Office found
patient's bill under the hard-to-parse category “Pharmacy General that “the lack of price transparency and the substantial
Classification” variation in amounts hospitals pay for some IMD
[implantable medical devices] raise questions about
whether hospitals are achieving the best prices possible.”

Alack of price transparency was not the only potential market inefficiency the GAO found. “Although physicians are not
involved in price negotiations, they often express strong preferences for certain manufacturers and models of IMD," the
GAO reported. “To the extent that physicians in the same hospitals have different preferences for IMDs, it may be
difficult for the hospital to obtain volume discounts from particular manufacturers.”

“Doctors have no incentive to buy one kind of hip or other implantable device as a group,” explains Ezeliel Emanuel; an
oncologist and a vice provost of the University of Pennsylvania who was a key White House adviser when Obamacare
was created. “Even in the most innocent of circumstances, it kills the chance for market efficienciés.”

The circumstances are not always innocent. In 2008, Gregory Demske, an assistant inspector general at the Department
of Health and Human Services, told a Senate committee that “physicians routinely receive substantial compensation
from medical-device companies through stock options, royalty agreements, consulting agreements, resedrch grarts and

fellowships.”

The assistant inspector general then revealed startling numbers about the extent of those payments: “We found that

P i 1.1 1 1. INMOATAIAAN NN AL - T O i L AT ST AL I T il W s SRtk

Page 12 0f 29

21012




Bitter Pill: Why Medical Bills Are Killing Us | TIME.com

during the years 2002 through 2006, four manufacturers, which controlled almost 75% of the hip- and knee-
replacement market, paid physician consultants over $800 million under the terms of roughly 6,500 consulting
agreements.”

Other doctors, Demske noted, had stretched the conflict of interest beyond consulting fees: “Additionally, physician
ownership of medical-device manufacturers and related businesses appears to be a growing trend in the medical-device
sector ... In some cases, physicians could receive substantial returns while contributing little to the venture beyond the
ability to generate business for the venture,” In 2010, Medtronic, along with several other members of a medical-
technology trade group, began to make the potential conflicts transparent by posting all payments to physicians on a
section of its website called Physician Collaboration. The voluntary move came just before a similar disclosure
regulation promulgated by the Obama Administration went into effect governing any doctor who receives funds from
Medicare or the National Institutes of Health (which would include most doctors). And the nonprofit public-interest-
Journalism organization ProPublica has smartly organized data on doctor payments on its website. The conflicts have
‘not been eliminated, but they are being aired, albeit on searchable websites rather than through a requirement that
doctors disclose them to patients directly.

But conflicts that ‘may encourage devices to be overprescribed or that lead doctoss to prescribe a more expensive one
instead of another are not the core problem in this marketplace. The more fundamental disconnect is that there is little
reason to believe that what Mercy Hospital paid Medtronic for Steve H.’s device would have had any bearing on what
the hospital decided to charge Steve H.Why would it? He did not know the price in advance.

Besides, studies delving into the economics of the medical marketplace consistently find that a moderately higher or
lower price doesn’tchange consumer purchasing decisions much, if at all, because in health care there is litile of the
price sensitivity found in conventional marketplaces, even on the rare occasion that patients know the cost in advance.
Ifyou were in pain or in danger of dying, would you turn down treatment at a price 5% or 20% higher than the price you
might have expected — that is, if you'd had any informed way to know what to expect in the first place, which you
didn’t? ;

The question of how sensitive patients will be 1o increased prices for medical devices recently came up in a different
context. Aware of the huge profits being accumnulated by devicemakers, Obama Administration officials decided to
recapture some of the money by imposing a 2.39% federal excise tax on the sales of these devices as well as other
medical technology such as CT-scan equipment. The rationale was that getting back some of these generous profits was
a fair way to cover some of the cost'of the subsidized, broader insurance coverage provided by Obamacare — insurance
that in some cases will pay for more of the devices. The industry has since geared up in Washington and is pushing
legislation that would repeal the tax. Its main argument is that a 2.39% increase in prices would so reduce sales that it
would wipe outa substantial portion of what the industry claims are the 422,000 jobs it supporis in a $136 billion
industry,

That prediction of doom brought on by this small tax contradicts the reams of studies documenting consumer price
insensitivity in the health care marketplace. It also ignores profit-margin data collected by McKinsey that demonstrates
that devicemakers have an open field in the current medical ecosystem. ‘A 2011 McKinsey survey for medical-industry
clients reported that devicemakers are superstar performers in a boomihg medical economy. Medtronic, which
performed in the middle of the group, delivered an amazing compounded annual return of 14.95% to shareholders from
1990 to 2010. That means $100 invested in the company in 1990 was worth $1,622 20 years later. So if the extra 2.39%
would be so distuptive to the market for products like Medtronic’s that it would kill sales, why would the industry pass it
along as a price increase to consumers? It hardly has to, given its profit margins.

Medtronic spokeswoman Donna Marquad says that for competitive reasons, her company will not discuss sales figures
or the profit on Steve H.'s neurostimulator. But Medtronic's October 2012 quarterly SEC filing reported that its spine
“products and therapies,” which presumably include Steve H.'s device, “continue to gain broad surgeon acceptance” and
that its cost to make all of its products was 24.9% of what it sells them for.

That's an unusnally high gross profit margin — 75.1% ~ for a company that manufactures real physical products. Apple
also produces high-end, high-tech products, and its gross margin is 40%. If the neurostimulator enjoys that company-
wide profit margin, it would mean that if Medtronic was paid $19,000 by Mercy Hospital, Medtronic's cost was about
$4,500 and it made a gross profit of about $14,500 before expenses for sales, overhead and management — including
CEOQ Omar Ishrak's compensation, which was $25 million for the 2012 fiscal year.

Mercy’s Bargain

When Pat Palmer, the medical-billing specjalist who advises Steve H.'s union, was given the Mercy bill to deal with, she
prepared a tally of about $4,000 worth of line items that she thought represented the most egregious charges, such as
the surgical sown, the blanket warmer and the marking pen, She restricted her list to those she thought were plainly not
allowable. *1 didn't dispute nearly all of them,” she says. “Because then they get their backs up.”

_ The hospital quickly conceded those items: For the remaining $83,000, Palmer invoked a 40% discount off
chargemaster rates that Mercy allows for smaller insurance providers like the union. That cut the bill to about $50,000,
. forwhich the insurance company owed 80%, or about'$40,000. That left Steve H. with a $10,000 bill.
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Sean Recchi wasn't as fortunate. His bill — which included not only the aggressively marked-up charge of $13,702 for
the Rituxan cancer drug but also the usual array of chargemaster fees for basics like generic Tylenol, blood tests and
simple supplies — had one item not found on any other bill I examined: MD Anderson’s charge of $7 each for
“ALCOHOL PREP PAD,” This is a little square of cotton used to apply alcohol to an injection: A box of 200 can be
bought online for $1.91. : :

‘We have seen that o the extent that most hospital administrators defend such chargemaster rates at all, they maintain
that they are just starting points for a negotiation. But patients don't typically know theyare in a negotiation when they.
enter the hospital, nor do hospitals let them know that. And in any case, at MD Anderson, the Recchis were made to payr
every penny of the chargemaster bill up front because their insurance was deemed inadequate, That left Petine, the
hospital spokeswoman, with only this defense for the most blatantly abusive charges for items like the alcohol squares:
“It is difficult to compare a retail store charge for a common product with a'cancer center that provides the item as part
of its highly specialized and personalized care,” she wrote in an e-mail. Yet the hospital also charges for that “specialized
and personalized” care through, among other items, its $1,791-a-day room charge.

Before MD Anderson marked up Recchi's Rituxan to $13,702, the profit taking was equally aggressive; and equally
routine, at the beginning of the supply chain — at the drug company. Rituxan is a prime product of Biogen Idec, a
company with $5.5 billion in annual sales. Its CEO, George Scangos, was paid $11,331,441 in 2011, a 20% boost over his
2010 income. Rituxan is made and sold by Biogen Idec in partnership with Genentech, a South San Francisco~based
biotechnology pioneer. Genentech brags about Rituxan on its website, as did Roche, Genentech’s $45 billion parent, in
its latest annual report. And in an Investor Day presentation last September, Roche CEO Severin Schwann stressed that
his company is able to keep prices and margins high because of its focus on "medicajly differentiated therapies.”
Rituxan, a cancer wonder drug, certainly meets that test. ' S

SOUND OFF: Are Medical Bills Too High? Tell Us Why

A spokesman at Genentech for the Biogen Idec—Genentech partnership would not say what the drug posf the companies
to make, but according to its latest annual report, Biogen Idec’s cost of sales — the incremental expense of producing .
and shipping each of its products compared with what it sells them for — was only 10%. That’s lower than the
incremental cost of sales for most software companies, and the software companies usually don't produce anything
physical or have to pay to ship anything. ) ’

This would mean that Sean Recchi’s dose of Rituxan cost the Biogen Idec—Genentech partnership as little as $300 to
make, test, package and ship to MD Anderson for $3,000 to $3,500, whereupon the hospital sold it to Recchi for

$13,702.

As 2013 began, Recchi was being treated back in Ohio because he could not pay MD Anderson for more than his initial
treatment. As for the $13,702-a-dose Rituxan, it turns out that Biogen Idec’s partner Genentech has a charity-access
program that Reechi’s Ohio doctor told him about that enabled him to get those treatments free. “MD Anderson never
said a word to us about the Genentech program,” says Stephanie Recchi. “They just took our money up front.”

Genentech spokeswomnan Charlotte Arnold would not disclose how much free Rituxan had been dispensed to patients
like Recchi in the past year, saying only that Genentech has “donated $2.85 billion in free medicine to uninsured
patients in the U.5.” since 1985. That seems like a lot until the numbers are broken down. Arnold says the $2.85 billion
is based on what the drugmaker sells the product for, not what it costs Genentech to make. On the basis of Genentech’s
historic costs and revenue since 1985, that would make the cost of these donations less than 1% of Genéntech’s sales —
not something likely to take the sizzle out of CEO Severin’s Investor Day.

Nonetheless, the company provided more financial support than MD Anderson did to Recchi, whose wife reports that he

“is doing great. He's in remission.”

Penne of MD Anderson stressed that the hospital provides its own financial aid to patients but that the state legislature
restricts the assistance to Texas residents. She also said MD Anderson “makes every attempt” to inform patients of
drug-company charity programs and that 50 of the hospital’s 24,000 inpatients and outpatients, one of whom was from
outside Texas, received charitable aid for Rituxan treatments in 2012.

3. Catastrophic lllness — And the Bills to Match

‘When medical care becomes a matter of Jife and death, the money demanded by the health care ecosystem reachesa
wholly different order of magnitude, churning out reams of bills to people who can’t focus on them, let alone pay them.
Soon after he was diagnosed with lung cancer in January 2011, a patient whom I will call Steven D. and his wife Alice
knew that they were only buying time. The crushing question was, How much is time really worth? As Alice, who makes
about $40,000 a year running a child-care center in her home, explained, “[Steven] kept saying he wanted every last
minute he could get, no matter what. But I had to be thinking about the cost and how all this debt would leave me and
my daughter.” By the time Steven D. died at his home in Northern California the following November, he had lived for
an additional 11 months. And Alice had collected bills totaling $902,452. The family’s first bill - for $348,000 = which
arrived when Steven got home from the Seton Medical Center in Daly City, Calif., was full of all the usual chargemaster
profit grabs: $18 each for 88 diabetes-test strips that Amazon sells in boxes of 50 for $27.85; $24 each for 19 niacin pills
that are sold in drugstores for about a nickel apiece. There were also four boxes of sterile gauze pads for $77 each. None
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of that was considered part of what was provided in return for Seton’s facility charge for the intensive-care unit for two
days at $13,225 2 day, 12 days in the critical unit at $7,315 a day and one day in a standard room (all of which totaled
$120,116 over 15 days), There was also $20,886 for CT scans and $24,251 for lab work. Alice responded to my question
about the obvious overcharges on the bill for items like the diabetes-test strips or the gauze pads much as Mrs. Lineoln,
according to the famous joke, might have had she been asked what she thought of the play. “Are you kidding?” she said.
“T'm dealing with a husband who had just been told he has Stage IV cancer. That’s all I can focus on ... You think I
looked at the items on the bills? 1 just looked at the total.”

Steven and Alice didn't know that hospital billing people consider the chargemaster to be an opening bid. That's because
no medical bill ever says, ?Give us your best offer.” The couple knew only that the bill said they had maxed out on the
$50,000 payout limit on a UnitedHealthcare policy they had bought through a community college where Steven had
briefly enrolled a year before. “We were in shock,” Alice recalls, “We looked at the total and couldn’t deal with it. So we
just started putting all the bills in a box. We couldn’t bear to look at them.”

The $50,000 that UnitedHealtheare paid to Seton Medical Center was worth about $80,000 in credits because any
charges covered by the insurer were subject 1o the discount it had negotiated with Seton. After that $80,000, Steven and
Alice were on their own, not eligible for any more discounts. Four months into her husband’s fllness, Alice by chance got
the name of Patricia Stone, a billing advocate based in Menlo Park, Calif. Stone’s typical clients are middle-class people
having trouble with insurance claims. Stone felt so bad for Steven and Alice — she saw the blizzard of bills Alice was
going to have to sort through —that, says Alice, she “gave us many of her hours,” for which she usually charges $100,
“for free.” Stone was soon able to persuade Seton to write off $297,000 of its $348,000 bill. Her argument was simple:
There 'was no waythe D.s could pay it now or in the future, though they would scrape together $3,000 as a show of
good faith. With the couple’s $3,000 on top of the $50,000 paid by the UnitedHealthcare insurance, that $297,000
write-off amounted to an 85% discount, According to its latest financial report, Seton applies so many discounts and
write-offs 1o its chargemaster bills that it ends up with only about 18% of the revenue it bills for. That’s an average 82%
discount, compared with an average discount of about 65% that I saw at the other hospitals whose bills were examined
— except for the MD Anderson and Sloan-Kettering cancer centers, which collect about 50% of their R
chargemaster charges, Seton’s discounting practices may explain why it is the only hospital whose bills I looked at that
actually reported a smail operating Joss — $5 million — on its last financial report.

Of course, had the D.’s not come across Stone, the inéomprehensible but terrifying bills would have piled up in a box,
and the Seton Medical Center bill collectors would not have been kept at bay. Robert Issai, the CEO of the Daughters of

. Charity Health System, which owns and runs Seton, refused through an e-mail from a public relations assistant to
respond to Tequests for.a comument on any aspect of his hospital’s billing or collections policies. Nor would he respond to
repeated requests for a specific comment on the $24 charge for niacin pills, the $18 charge for the diabetes-test strips or
the $77 charge for gauze pads. He also declined to respond when asked, via a follow-up e-mail, if the hospital thinks that
\ sending patients who have just been told they are terminally ill bills that reflect chargemaster rates that the hospital
doesn’t actually expect to be paid might unduly upset them during a particularly sensitive time. To begin to deal with all
the other bills that kept coming after Steven’s first stay at Seton, Stone was also able to get him into a special high-risk
insurance pool set up by the state of California, Tt helped but not much. The insurance premium was $1,000 a month,
quite a burden on a family whose income was maybe $3,500 a month, And jt had an annual payout limit of $75,000.
The D.'s blew through that in about two months, The bills kept piling up. Sequoia Hospital — where Steven was an
inpatient as well as'an outpatient between the end of January and November following his initial stay at Seton —
weighed in with 28 bills, all at chargemaster prices, including invoices for $99,000, $61,000 and $29,000. Doctor-run
outpatient chemotherapy clinics wanted more than $85,000. One outside lab wanted $11,900.
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Stone organized these and other bills into an elaborate spreadsheet — a ledger documenting how catastrophic filness in
America unleashes its own mini-GDP:

In July, Stone figured out that Steven and Alice should qualify for Medicaid, which is called Medi-Cal in California. But
there was a catch: Medicaid is the joint federal-state program directed at the poor that is often spoken of in the same
breath as Medicare. Although most of the current national debate on entitlements is focused on Medicare, when
Medicaid’s subsidiary program called Children’s Health Insurance, or CHIP, is counted, Medicaid actually covers more
people: 56.2 million compared with 50,2 million. As Steven and Alice found out, Medicaid is also more vulnerable to
cuts and conditions that limit coverage, probably for the same reason that most politicians and the press don’t pay the
same attention to it that they do to Medicare: its constituents are the poor. The major difference in the two programs is
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that while Medicare’s rules are pretty much uniform across state lines, the states set the key rules for Medicaid because
the state finances a big portion of the claims. According to Stone, Steven and Alice immediately ran into one of those
rles. For people even with their modest income, the D.’s would bave to pay $3,000 a month in medical bills before
Medi-Cal would kick in. That amounted to most of Alice’s monthly take-home pay.

Medi-Cal was even willing to go back five months, to February, to cover the couple’s mountain of bills, but first they had
to come up with $15,000. “We didn’t have anything close to that,” recalls Alice.

Stone then convinced Sequoia that if the hospital wanted to see any of the Medi-Cal money necessary to pay its bills
(albeit at the big discount Medi-Cal would take), it should give Steven a “credit” for $15,000 — in other words, write it
off. Sequoia agreed to do that for most of the bills. This was clearly a maneuver that Steven and Alice never could have
navigated on their own. Covering most of the Sequoia debt was a huge relief, but there were still hundreds of thousands
of dollars in bills left unpaid as Steven approached his end in the fall of 2011. Meantime, the bills kept coming. “We
started talking about the cost of the chemo,” Alice recalls. “It was a source of tension between us ... Finally,” she says,

. “the doctor told us that the next one scheduled might prolong his life a month, but it would be really painful. So he gave

up.”

By the one-year anniversary of Steven’s death, late last year, Stone had made a slew of deals with his doctors, elinics and
other providers whose services Medi-Cal did not cover. Some, like Seton, were generous. The home health care nurse. -
ended up working for free in the final days of Steven’s life, which were over the Thanksgiving weekend. “He was 4 saint,
says Alice. “He said he was doing it to become accredited, so he didn’t charge us.”

L

Others, including some of the doctors, were more hard-nosed, insisting on full payment or offering minimal discounts,
Stll others had long since sold the bills to professional debt collectors, who, by definition, are bounty hunters. Alice and
Stone were still hoping Medi-Cal would end up covering some or most of the debt.

As 2012 closed, Alice had paid out about $30,000 of her own money (including the $3,000 to Seton) and still owed
$142,000 — her losses from the fixed poker game that she was forced to play in the worst of times with the worst of
cards. She was still getting letters and calls from bill collectors. “I think about the $142,000 all the time. It just hangs
over my head,” she said in December. .

One lesson she has learned, she adds: *I'm never going to remarry. I can’t risk the Hability.” " .

b s i intiated “most of the debt through proceeds from the sale of a mall farm in Oklahora her husband bad inhérited and after-
SOQUND OFF: Are Medical Bills Too High? Tell Us Why

$132,303: The Lab-Test Cash Machine

As 2012 began, a couple I'll call Rebeeca and Scott S, both in their 50s, seemed to have carved out a comfortable
semiretirement in a suburb near Dallas. Scott had successfully sold his small industrial business and was working part
time advising other industrial companies. Rebecca was running a small marketing company. On March 4, Scott started
having trouble breathing. By dinnertime he was gasping violently as Rebecca raced him to the emergency room at the
University of Texas Southwestern Medical Center. Both Rebecca and her husband thought he was about to die, Rebecca
recalls. It was not the time to think about the bills that were going to change their lives if Scott survived, and certainly
not the time to imagine, much less worry about, the piles of charges for daily routine lab tests that would be incurred by
any patient in the middle of a long hospital stay. Scott was in the hospital for 32 days before his pneumonia was brought -
under control. Rebecea recalls that “on about the fourth or fifth day, I was sitting around the hospital and bored, so I
went down to the business office just to check that they had all the insurance information.” She remembered that there

was, she says, “some kind of limit on it.”
“Even by then, the bill was over $80,000,” she recalls. “I couldn’t believe it.”

The woman in the business office matter-of-factly gave Rebecca more bad news: Her insurance policy, from 4 company.
called Assurant Health, had an annual payout limit of $200,000. Because of some ;;rior claims Assurant had processed;
the 8.'s were well on their way to exceeding the limit. Just the room-and-board charge at Southwestern was $2,2932 .
day. And that was before all the real charges were added. When Scott checked out, his 161-page bill was $4774,064. Scott
and Rebecca were told they owed $402,955 after the payment from their insurance policy was deducted. The top billing
categories were $73,376 for Scott’s room; $94,799 for “RESP SERVICES,” which mostly meant supplying Scott with
oxygen and testing his breathing and included multiple charges per day of $134 for supervising oxygen inhalation, for
which Medicare would have paid $17.94; and $108,663 for “SPECIAL DRUGS,” which included mostly not-so-special
cimgs such as “SODIUM CHLORIDE .9%.” That's a standard saline solution probably used intravenously in this case to
maintain Scott’s water and salt levels. (It is also used to wet contact lenses.) You can buy a liter of the hospital version
(bagged for intravenous use) online for $5.16. Scott was charged $84 to $134 for dozens of these saline solutions.

Then there was the $132,303 charge for “LABORATORY,” which included hundreds of blood and urine tests ranging
from $30 to $333 each, for which Medicare either pays nothing because it is part of the room fee or pays $7 to $30.
Hospital spokesman Russell Rian said that neither Daniel Podolsky, Texas Southwestern Medical Center’s $1,244,000-
a-year president, nor any other executive would be available to discuss billing practices. “The law does not allow us to
talk about how we bill,” he explained. Through a friend of a friend, Rebecca found Patricia Palmer, the same billing
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advocate based in Salem, Va:, who worked on'Steve H.'s bill in OKlahoma City. Palmer — whose firm, Medical Recovery
Services, now includes her two adult danghters — was a claims processor for Blue Cross Blue Shield. She got into her
current business after she was stunned by the bill her local hospital sent after orie of her daughters had to go to the
emergency room after an accident. She says it included items like the shade aitached to an examining lamp. She then
began looking at bills for friends as kind of 2 hobby before deciding tomakeita business.
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Niacin Tablet .
Patient was charged $24 per.500-mg iablet:of niacin. In drugstores, the pills go for about 2 nickel each

The best Palmer could do was get Texas Southwestern Medical to provide a eredit that still left Scott and Rebecea owing
$313,000. Palmer claimed in a detailed appeal that there were also overcharges totaling $113,000 — not because the
prices were too high but because the items she singled out shonld not have been charged for at all. These included
$5,890 for all of that saline solution and $65,600 for the management of Scott’s oxygen. These items are supposed to be
part of the hospital’s seneral room-and-services charge, she argued, so they should not be billed twice.

In fact, Palmer — echoing a constant and convincing refrain T heard from billing advocates across the country — alleged
that the hospital triple-billed for some items used in Scott’s care in the intensive-care unit. “First they charge more than
$2,000 a day for the ICU, because it’s an ICU and it has all this special equipment and personnel,” she says. “Then they
charge $1,000 for some kit used in the ICU to give someone a transfusion or.oxygen ... And then they charge $50 or
$100 for each tool or bandage or whatever that there is'in the kit. That's triple billing.” Palmer and Rebecca are still
fighting, but the hospital insists that the S,'s owe the $313,000 balance, That doesn’t include what Rebecca says were
“thousands” in doctors’ bills and $70,000 owed to a second hospital after Scott suffered a relapse. The only offer the
hospital has made so far is to cut the bill to $200;000 if it is paid immediately, or for the full $313,000 to be paid in 24
monthly payments, “How am I'supposed to write a check right now for $200,000?" Rebecca asks. “I have boxes full of
notices from bill collectors ... We can’t apply for charity, because we're kind of well off in terms of assets,” she adds. “We
thought we were set; but now we're pretty much on the edge.”

Insurance ThatIsn’t
“People, especially relatively wealthy people, always think they have good insurance until they see they don't,” says
Palmer, "Most of my clients are middle- or upper-middle-class people with insurance.”

Scott and Rebecca bonght their plan from Assurant, which sells health insurance to small businesses that will pay only
for limited coverage for their employees or to individuals who cannot get insurance through employers and are not
eligible for Medicare or Medicaid. Assurant also sold the Recchis their plan that paid only $2,000 a day for Sean
Recchi’s treatment at MD Anderson. Although the tight limits on what their policies cover are clearly spelled out in
Assurant's marketing materials and in the policy documents themselves, it seems that for its customers the appeal of
having something called health insurance for a few hundred dollars a month is far more compelling than
comprehending the details. “Yes; we knew there were some limits,” says Rebecca, “But when you see the limits
expressed in the thousands of dollars, it looks O.X.; T guess. Until you have an event.”

Millions of plans have annual payout limits, though the more typical plans puichased by employers usually set those
limits at $500,000 or $750,000 — which can also quickly be consumed by a catastrophic illness. For that reason,
Obamacare prohibited lifetime limits on any policies sold after the law passed and phases out all annual dollar limits by
2014. That will protect people like Scott and Rebecea, but it will also make everyone’s premiums dramatically higher,
because Insurance companies risk much more when there is no cap on their exposure.

But Obamacare does little to attack the costs that

overwhelmed Scott and Rebecca: There is nothing, for

example, that addresses what may be the most surprising sinkliole — the seemingly routine blood, urine and other
laboratory tests for which Seott was charzed $132,000, or more than $4,000 2 day. By my estimates, about $70 billion
will be spent in the U.S. on about 7 billion 1ab tests in 2013, That’s about $223 a person for 16 tests per person. Cutting
the overordering and overpricing could easily take $25 billion out of that bill. Much. of that overordering involves
patients like Seott S. who require prolonged hospital stays. Their tests become a routine, daily cash generator. “When
you're getting trained as a doctor,” says a physician who was involved in framing health care policy early in the Obama
Administration, “you're taught to order what's called ‘morning labs:’ Every day you have a variety of blood tests and
other tests done, not because it’s necessary but because it gives you something 1o talk about with the others when you go
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on rounds. It's like your version of a news hook ... I
bet 60% of the labs are not necessary.”

The country’s largest lab tester is Quest Diagnostics,
which reported revenues in 2012 of $7.4 billion.
Quest’s operating income in 2012 was $1.2 billion,
about 16.2% of sales.

But that’s hardly the spectacular profit margin we
have seen in other sectors of the medical marketplace.
The reason is that the outside companies like Quest,
which mostly pick up specimens from doctors and
clinics and deliver test results back to them, are not
where the big profits are. The real moriey is in health
care settings that cut out the middleman — the in-
house venues, like the hospital testing lab run by
Southwestern Medical that billed Scott and Rebecca
$132,000. In-house labs account for about 60% of all
testing revenue. Which means that for hospitals, they
are vital profit centers. Labs are also increasingly
being maintained by doctors whao, as they form group Acetaminophen $1.50
practices with other doctors in their field, finance Charge for one 325-mg tablet, the first of 344 lines in an eight-page
their own testing and diagnostic clinics. These labs haospital bill. You can buy 100 tablets dn Amazon for $1.49
account for a rapidly growing share of the testing ‘

revenue, and their share is growing rapidly. These in-

house labs have no selling costs, and as pricing surveys repeatedly find, they can charge more because they have a
captive consumer base in the hospitals or group practices. They also have an incentive to order more tests because
they’re the ones profiting from the tests. The Wall Street Journal reported last April that a study in the medical journal
Health Affairs had found that doctors’ urology groups with their own labs “bill the federal Medicare program for :
analyzing 72% more prostate tissue samples per biopsy while detecting fewer cases of cancer than counterparts who

PHOTOGRAPH BY NICK VEASEY. FOR TIME

send specimens to outside labs.”

If anything, the move toward in-house testing, and with it the incentive to do more of it, is accelerating the move by
doctors to consalidate into practice groups. As one Bronx urclogist explains, “The economics of having your own lab are
so alluring.” More important, hospitals are aligning with these practice groups, in many cases even getting them o sign
noncompete clauses requiring that they steer all patients to the partner hospital. Some hospitals are buying physicians’
practices outright; 54% of physician practices were owned by hospitals in 2012, according to 2 McKinsey survey; up
from 22% 10 years before. This is primarily a move to increase the hospitals’ leverage in negotiating with insurers. An
expensive by-product is that it brings testing into the hospitals’ high-profit labs.

4. When Taxpayers Pick Up the Tab
‘Whether it was Emilia Gilbert trying to get out from under $9,418 in bills after her slip and fall 61 Alice D. vowing never
to marry again because of the $142,000 debt from her husband’s losing battle with cancer, we've seen how the medical
marketplace misfires when private parties get the bills. :

‘When the taxpayers pick up the tab, most of the dynamics of the marketplace shift dramatiéal]y.

In July 2011, an 88-year-old man whom I'll call Alan A. collapsed from a massive heart atfack at his'home outside
Philadelphia. He survived, after two weeks in the intensive-care unit of the Virtua Marlton hospital. Virtua Marlton is
part of a four-hospital chain that, in its 2010 federal filing, reported paying its CEO $3,073,000 and two other
executives $1.4 rmillion and $1.7 million from gross revenue of $633.7 million and an operating profit of $91 million.
Alan A. then spent three weeks at a nearby convalescent-care center.

Medicare made quick work of the $268,227 in bills from the two hospitals, paying just $43,320. Except for $100 in
incidental expenses, Alan A. paid nothing because 100% of inpatient hospital care is covered by Medicare:

The ManorCare convalescent center, which Alan A. says gave him “good care” in an “O.K. but not luxurious room,” got
paid $11,982 by Medicare for his three-week stay. That is about $571 a day for all the physical therapy, tests and other
services. As with all hospitals in nonemergency situations, ManorCare does not have to accept Medicare patients and

their discounted rates. But it does accept them. In fact, it welcomes them and encourages doctors to refer them.

Health care providers may grouse about Medicare’s fee schedules, but Medicare’s payments must be producing profits
for ManorCare. It is part of a for-profit chain owned by Carlyle Group, a blue-chip private-equity firm.

About a decade ago, Alan A. was diagnosed with non-Hodgkin's lymphoma. He was 78, and his doctors in southern New
Jersey told him there was little they could do. Through a family friend, he got an appointment with one of the
Iymphoma specialists at Sloan-Kettering. That doctor told Alan A. he was willing to try a new chen{oﬂlerapy regimen oi
him. The doctor warned, however, that he hadn’t ever tried the treatment on 2 man of Alan A's age.
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The original version of this article stated that the Assurant Health insurance policy of Rebecca and Scott S. had an
annual pay limit of $100,000. It was $200,000.

The treatment worked. A decade later, Alan A is still in remission. He now travels to Sloan-Kettering every six weeks to
be examined by the doctor who saved his life and to get a transfusion of Flebogamma, a drug that bucks up his immune
system.

With some minor variations each time, Sloan-Kettering's typical bill for each visit is the same as or similar to the $7,346
bill he received during the summer of 2011, which included $340 for.a session with the doctor.

Assumizig eight visits (but only four with the doctor), that makes the annual bill $57,408 a year to keep Alan 4. alive.
His actual out-of-pocket cost for each session is a fraction of that. For that $7,346 visit, it was about $50.

In some ways, the set'of transaciions around Alan A ’s Sloan-Kettering care represent the best the American medical
mai-ketplace has 1o offer. First, obviously, there's the fact that he is alive after other doctors gave him up for dead. And
then there's the fact that Alan A.; a retired chemist of average means, was able to get care that might otherwise be
reserved for the rich but was available to him because he had the right insurance.

Medicare is the core of that insurance, although Alan A — as do 90% of those on Medicare — has a supplemental-

insurance policy that Kicks in and generally pays 90% of the 20% of costs for doctors and outpatient care that Medicare
does not cover.

Here’s how it all computes for him using that summer 2011 bill as an example.
Not counting the doctor’s separate $340 bill; Sloan-Kettering's bill for the transfusion is about $7,006.

In addition to'a few hundred dollars in miscellaneous items, the two basic Sloan-Kettering charges are $414 per hour for
five hours of nurse time for administering the Flebogamma and a $4,615 charge for the Flebogamma.

Accordingto Alan A., the nurse generally handles three or four patients at a time. That would mean Sloan-Kettering is
billing more than $1,200 an hour for that nurse. When I agked Paul Nelson, Sloan-Kettering’s director of financial
planning; about the $414-per-hour charge, he explained that 15% of these charges is meant to cover overhead and
indirect expenses, 20% is meant to be profit that will cover discounts for Medicare or Medicaid patients, and 65% covers
direct expenses. That would still leave the nurse’s time being valued at about $800 an hour (65% of $1,200), again
assuming that just three patients were billed for the same hour at $414 each. Pressed on that, Nelson conceded that the
profit is higher and is meant to cover other hospital costs like research and capital equipment.

Whatever Sloan-Kettering’s calculations may be, Medicare — whose patients, including Alan 4., are about a third of all
Sloan-Kettering patients — buys into none of that math. Its cost-based pricing formulas yield a price of $302 for
everything other than the drug, including those hourly charges for the nurse and the miscellanecus charges. Medicare
pays 80% of that, or $241,leaving Alan A. and his private insurance company together to pay about $60 more to Sloan-
Kettering. Alan A. pays $6, and his supplemental insurer, Aetna, pays $54.

Bottom line: Sloan-Kettering gets paid $302 by Medicare for about $2,400 worth of its chargemaster charges, and
AlanA” ends up paying $6.

The Cancer Drug Profit Chain

1t’s with the bill for the transfusion that the peculiar economics of American medicine take a different turn, even when
Medicare is involved. We have seen that even with big discounts for insurance companies and bigger discounts for
Medicare, the chargemaster prices on everything from room and board to Tylenol to CT scans are high enough to make
hospital costs aleading cause of the $750 billion Americans overspend each vear on health care. We're now going 1o see
how drug pricing is a major contributor to the way Americans overpay for medical care,

By law, Medicare has to pay hospitals 6% above what Congress calls the drug company’s “average sales price,” which is
supposedly the average price at which the drugmaker sells the drug to hospitals and clinics. But Congress does not
conirol what drugmakers charge. The drug companies are free to set their own prices. This seems fair in a free-market
economy, but when the drug is a one-of-a~kind lifesaving serum, the result is anything but fair.

Applying that formula of average sales price plus the 6% premium, Medicare cuts Sloan-Kettering’s $4,615 charge for
Alan'A’s Flebogammia 10 $2,123. That's what the dmgmaker tells Medicare the average sales price is plus 6%. Medicare
again pays 80% of that, and Alan A. and his insurer split the other 20%, 10% for him and 90% for the insurer, which
makes Alan Al's cost $42.50. :

In practice; the avérage sales price does not appear to be a Teal average. Two.other hospitals I asked reported that after
taking Into account rebates given by the drug company, they paid an average of $1,650 for. the same dose of
Flebogamma, and neither hospital had nearly the leverage in the cancer-care marketplace that Sloan-Kettering does.
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One doctor at Sloan-Eettering guessed that it pays $1,400. “The drug companies ‘give the rebates so that the hospitals -
will make more on the drug and therefore be encouraged to dispense it,” the doctor explained. (A spokesperson for
Medicare would say only that the‘ average sales price is based “on manufacturers’ data submitted to Medicare and is

meant to include rebates.”)

Nelson, the Sloan-Kettering head of financial planning, said the price his hospital pays for Alan.A’s dose of
Flebogamma is “somewhat higher” than $1,400, but he wasn't specific, adding that “the difference between the cost and
the charge represents the cost of running our pharmacy ~ which includes overhead cost — plus a markup.”Even
assuming Sloan-Kettering’s real price for Flebogamma is “somewhat higher” than $1,400, the hospital would be making
about 50% profit from Medicare's $2,123 payment. So even Medicare contributes mightily to hospital profit— and
drug-company profit — when it buys drugs.

Flebogamma’s Profit Margin
The Spanish business at the beginning of the Flebogamma supply chain does even better than Sloan-Kettering.

Made from human plasma, Flebogamma is a sterilized solution that is intended to boost the immune system. Sloan-
Kettering buys it from either Baxter International in the U.S. or, as is moré likely in-Alani A.’s case, a Barcelona-based
company called Grifols. :

In its half-year 2012 shareholders report, Grifols featured a picture of the Flehogamima plasma serum and its packaging
— “produced at the Clayton facility, North Carolina,” according to the caption. Worldwide sales of all' Grifols products
were reported as up 15.2%, to $1.62 billion, in the first half of 2012. In the U.S. and Canada, sales were up 20.5%.
“Growth in the sales ... of the main plasma derivatives” was highlighted in the report, as was the fact that “the cost per
liter of plasma has fallen.” (Grifols operates 150 donation centers across the U.S. where it pays plasma donors $25

apiece.)

Grifols spokesman Christopher Healey would not discuss what it cost Grifols to produce and ship Alan A.’s dose, but he
did say that the company’s average cost to produce its bioscience products, Flebogamma included; Was approximately
55% of what it sells them for. However, a doctor familiar with the economics of cancer-care drugs said that plasma
products typically have some of the industry’s higher profit margins. He estimated that the Flebogamma dose for Alan

— which Sloan-Kettering bought from Grifols for $1,400 or $1,500 and sold 10 Medicare for $2 135 = “can’t cost
them more than $200 or $300 to collect, process, test and ship.” ;

In Spain, as in the rest of the developed world, Grifols’ profit margins on $ales are much lower than they are in the U.S;:
where it can charge much higher prices. Aware of the leverage that drug companies — especially those with unique
lifesaving products — have on the market, most developed countries regulate what drugmakers can charge, limiting
them to certain profit margins. In fact, the drugmakers’ securities filings repeatedly warn investors of tighter price
controls that could threaten their high margins - though not in the U.S.

The difference between the regulatory environment in the U.S. and the environment abroad is so dramatic that :
McKinsey & Co. researchers reported that overall prescription-drug prices in the U.S. are “50% higher for comparable. -
products” than in other developed countries. Yet those regulated profit margins outside the U.S: remain high enough
that Grifols, Baxter and other drug companies still aggressively sell their products there. For example, 07% of Grifols’
sales come from outside North America.

More than $280 billion will be spent this year on prescription drugs in the U.S. If we paid what other countries did for
the same products, we would save about $94 billion a year. The pharmaceutical indust;‘y’s common explanation for the
price difference is that U.S. profits subsidize the research and development of trailblazing drugs that are developed in
the U.S. and then marketed around the world. Apart from the question of whether a country with a health-care-
spending crisis should subsidize the rest of the developed world — not to mention the question of who signed Americans
up for that mission — there’s the fact that the companies’ math doesn’t 2dd up. i :

According to securities filings of major drug companies, their R&D expenses are generally 15% to 20% of gross revenue. -
In fact, Grifols spent only 5% on R&D for the first nine months of 2012. Neither 5% nor 20% is enough to have cut
deeply into the pharmaceutical companies’ stellar bottom-line net profits. This is not gross profit, which coutits only the
cost of producing the drug, but the profit gfter those R&D expenses are taken into account. Grifols made a 32.3% net
operating profit after all its R&D expenses — as well as sales, management and other expenses — were tallied. In other
words, even counting all the R&D across the entire company, including research for drugs that did not pan‘out; Grifols

made healthy profits. All the numbers tell one consistent story: Regulating drug prices the way other countries do would
save tens of billions of dollars while still offering profit margins that would keep encouragmg the pharmaceutical
companies’ quest for the next great drug.

Handcuffs On Medicare

Our laws do more than prevent the government from restraining prices for drugs the way other countries do. Federal
law also restricts the biggest single buyer — Medicare — from even trying to negotiate drug prices. As a perpetual gift to
the pharmaceutical companies (and an acceptance of their argument that completely unrestrained prices and profit are
necessary to fund the risk taking of research and development), Congress has continually prohibited the Centers for
Medicare and Medicaid Services (CMS) of the Department of Health and Human Services from negotiating prices with
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drugmakers. Instead, Medicare simply has to determine that average sales price and add 6% to it.

Similarty, when Congress passed Part D of Medicare in 2003, giving seniors coverage for prescription drugs, Congress
prohibited Medicare from negotiating,

Nor can Medicare get involved in deciding that a drg may be a waste of money. In medical circles, this is known as the
comparative-effectiveness debate, which nearly derailed the entire Obamacare effort in 2009.

Doctors and other health care reformers behind the comparative-effectiveness movement make a simple argument:
Suppose that after exhaustive research, cancer diug A, which costs $300 a dose, is found to be just as effective as or
more effective than drug B, which costs $3,000. Shouldn’t the person or entity paying the bill, e.g. Medicare, be able to
decide that it will pay for drug A but not drug B? Not according to a law passed by Congress in 2003 that requires
Medicare to reimburse patients (again, at average sales price plus 6%) for any cancer drug approved for use by the Food
and Drug Administration. Most states require insurance companies to do the same thing.

Peter Bach, an epidemiologist at Sloan-Rettering who has also advised several health-policy organizations, reported in a
2009 New England Journal of Medicine article that Medicare’s spending on the category dominated by cancer drugs
‘ballooned from $3 billion in 1997 to $11 billion in 2004. Bach says costs have continued to increase rapidly and must
now be more than $20 billion.

With that escalating bill in mind, Bach was among the policy experts pushing for provisions in Obamacare to establish a
Patient-Centered Outcomes Research Institute to expand comparative-effectiveness research efforts. Through
painstaking research, doctors would try to determine the comparative effectiveness not only of drugs but also of
procedures like CT scans.

However, after all the provisions spelling out elaborate research and review processes were embedded in the draft law,
Congress jumped in and added eight provisions that restrict how the research can be used. The prime restriction:
Findings shall *not be construed as mandates for practice guidelines, coverage recommendations, payment, or

policy recommendations.”

‘With those 14 words, the work of Bach and his colleagues was undone. And costs remain unchecked.
SOUND OFF: Are Medical Bills Too High? Tell Us Why

“Medicare could see the research and say, Ah, this drug works better and costs the same or is even cheaper,” says Gunn,
Sloan-Kettering’s chief operating officer. “But they are not allowed to do anything about it.”

Along with another doomed provision that would have allowed Medicare o pay a fee for doctors’ time spent counseling
terminal patients on end-of-life care (but not on euthanasia), the Obama Administration’s push for comparative
effectiveness is what bronght opponents’ cries that the bill was ¢reating “death panels.” Washington bureancrats would
now be dictating which drugs were worth giving to which patients and even which patients deserved to live or die, the
critics charged.

The loudest voice sounding the death-panel alarm belonged to Betsy McCaughey, former New York State ieutenant
governor.and a conservative health-policy advocate. McCaughey, who now nins a foundation called the Committee to
Reduce Infection Deaths, is still fiercely opposed to Medicare’s making comparative-effectiveness decisions. “There is
comparative-effectiveness research being done in the medical journals all the time, which is fine,” she says. “But it
should be used by doctors to make decisions - not by the Obama buréaucrats at Medicare to make decisions for
doctors.” :

Bach, the Sloan-Kettering doctor and policy-wonk, has become so frustrated with the rising cost of the drugs he uses
that he and some colleagnes recently took matters into their own hands. They reported in an October op-ed in the New
York Times that they had decided on their own that they were no longer going to dispense a colorectal-cancer drug
called Zaltrap, which cost an average of $11,063 per month for treatment. All the research shows, they wrote, that a drug
called Avastin, which cost $5,000 a month, is just as effective. They were taking this stand, they added, because “the
typical new cancer drug coming on the market a decade ago cost about $4,500 per month (in 2012 dollars); since 2010,
the median price has been around $10,000. Two of the new cancer drugs cost more than $35,000 each per month of
treatment. The burden of this cost is borne, increasingly, by patients themselves ~ and the effects can be devastating.”

The CEO of Sanof], the company that makes Zaltrap, initially dismissed the article by Bach and his Sloan-Kettering
colleagues, saying they had taken the price of the drug out of context because of variations in the required dosage. But
four weeks later, Sanofi cut its price in half. :

Bureaverats You Can Admire

By the numbers, Medicare looks like a government program run amok. After President Lyndon B. Johnson signed
Medicare into law in 1965, the House Ways and Means Committee predicted that the program would cost $12 billion in
1990. Its actual cost by then was $110 billion. It is likely to.be nearly $600 billion this year. That’s due to the U.S.’s aging
population and the popular program’s expansion to cover more services, as well as the skyrocketing costs of medical
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services generally. It’s also because Medicare’s hands are tied when it comes to negotiating the prices for drugs or,
durable medical equipment. But Medicare’s growth is not a matter of those “bureaucrats” that Betsy McCaunghey
complains about having gone off the rails in how they operate it.

In fact, seeing the way Alan A_’s bills from Sloan-Kettering were vetted and processed is one of the more eye-opening
and least discouraging aspects of a look inside the world of medical economics. ’

The process is fast, accurate, customer-friendly and impressively high-tech. And it’s all done quietly by ateam of
nonpolitical civil servants in close partnership with the private sector. In fact, despite calls to privatize Medicare by
creating a voucher system under which the Medicare population would get money from the government to buy.
insurance from private companies, the current Medicare system is staffed with more people emnployed by private

contractors (8,500) than government workers (700).

$1.5 Billion A Day
Sloan-Kettering sends Alan A.’s bills to medicare electronically, all elaborately coded according to Medicare's rules.

There are two basic kinds of codes for the services billed. The first is a number identifying which of the 7,000
procedures were performed by a doctor, such as examining a chest X-ray, performing a heart transplant or conducting
an office consultation for a new patient (which costs more than a consultation with a continuing patient — coded
differently — because it typically takes more time). If a patient presents more complicated challenges, then these basic
procedures will be coded differently; for example, there are two varieties of emergency-room consultations, :
Adjustments are also made for variatons in the cost of living where the doctor works and for other factors, like whether
doctors used their own office (theyll get paid more for that) or the hospital. A panel of doctors set up by the Americarn
Medieal Association reviews the codes annually and recommends updates to Medicare. The process can get messy as the
doctors fight over which procedures in which specialties take more time and expertise or are worth relatively more.
Medicare typically accepts most of the panel’s recommendations.

The second kind of code is used to pay the hospital for its services. Again, there are thousands of codes based on
whether the person checked in for brain surgery, an appendectomy or a fainting spell. To come up with these numbers,
Medicare takes the cost reports — including allocations for everything from overhead to nursing staff to operating-room
equipment — that hospitals across the country are required to file for each type of service and pays an amount equal to
the composite average costs.

The hospital has little incentive to overstate its costs because it’s against the law and because each hospital gets pﬁid not
on the basis of its own claimed costs but on the basis of the average of every hospital’s costs, with adjustments made for
regional cost differences and other local factors. Except for emergency services, no hospital has to accept Medicare
patients and these prices, but they all do.

Similar codes are calculated for laboratory and diagnostic tests like CT scans, ambulance services and, as we saw with
Alan A’s bill, drugs dispensed.

“When I tell my friends what I do here, it sounds boring, but it’s exciting,” says Diane Kovach, who works at Medicare’s
Maryland campus and whose title is deputy director of the provider billing group. “We are implementing a program that
helps millions and millions of people, and we're doing it in a way that makes every one of us proud,” she adds:

Kovach, who has been at Medicare for 21 years, operates some of the gears of a machine that reviews the more than
3 million bills that come into Medicare every day, figures out the right payments for each and churns out more than

$1.5 billion a day in wire transfers.

The part of that process that Kovach and three colleagues, with
whom I spent a morning recently, are responsible for involves
overseeing the writing and vetting of thousands of instructions for
coders, who are also private contractors, employed by P,
General Dynamics and other major technology companies: The
codes they write are supposed to ensure that Medicare pays what
it is supposed to pay and catches anything in a bill that should ot
be paid.

For example, hundreds of instructions for code changes were
needed to address Obamacare’s requirement that certain
preventive-care visits, such as those for colonoscopies or
contraceptive services, no longer be subject to Medicare’s usual
outpatient co-pay of 20%. Adding tothe complexity, the benefit is
limited to one visit per year for some services, meaniig -
instructions had to be written to track patient timelines for the
codes assigned to those services.

When performing correctly, the codes produce “edits™ whenever a
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hill is subimitted with something awry on it — if a doctor subrmits
Jonathan Blum B . L.
“When hospitals say they are losing money an Medicare, two preventive-care colonoscopies for the same patient in the
my reaction is that Central Florida is overflowing with same year, for example. Depending on the code, an edit will result

‘Medicare patients and-all those hospitals are expanding
and advertising-for Medicare pafients, says Blum, deputy
administrator of the Centers for Medicare and Medicaid

in the bill’s being sent back with questions or being rejected with
an explanation. It all fypically happens without 2 human being

Services, 'Hospitals dont lose money when they serve reading it. “Our goal at the first stage is that no one has to touch
Medicare patients.! the bill,” says Leslie Trazzi, who focuses on instructions and
edits for doctors’ claims.

Alan A’s bills from Sloan-Kettering are wired 1o a data center in Shelbyville, Ky., run by a private company (owned by
WellPoint, the insurance company that operates under the Blue Cross and Blue Shield names in more than a dozen
states) that has the contract to process claims originating from New York and Connecticut. Medicare is paying the
company about $323 million over five years — which, as with the fees of other contractors serving other regions, works
out to an average of 844 per claim,

In Shelbyville, Alan A's status as a beneficiary is verified, and then the bill is sent electronically to a data center in
Columbia, S.C., operated by another contractor, also a subsidiary of an insurance company. There, the codes are
checked for edits, after which Alan A.’s Sloan-Kettering bill goes electronically to a data center in Denver, where the
payment instructions are prepared and entered into what Karen Jackson, who supervises Medicare's outside
contractors, says is the largest accounting ledger in the world. The whole process takes three days — and that long only
because the data is sent in batches.

There are multiple backups to make sure this ruthlessly efficient system isn’t just ruthless. Medicare keeps track of and
publicly reportsithe percentage of bills processed “clean” — i.e., with no rejected items — within 30 days. Even the speed
with which the contractors answer the widely publicized consumer phone lines is monitored and reported. The average
time to answer a call from a doctor or other provider is 57.6 seconds, according to Medicare’s records, and the average
‘time to answer one of the millions of calls from patients is 2 minutes 41 seconds, down from more than eight minutes in
2007, These times might come as:a surprise to people who have tried to call a private insurer. That monitoring process
is, in turn, backstopped by a separate ombudsman’s office, which has regional and national layers.

Beyond that, the merbers of the House of Representatives and the Senate loom as an additional 535 ombudsmen. “We
get calls every day from congressional offices about complaints that a beneficiary’s claim has been denied,” says
Jonathan Blum, the deputy administrator of CMS. As a result, Blum’'s agency has an unusually large congressional
liaison staffof 52, most of whom act as caseworkers trying to resolve these complaints.

All the customer-friendliness adds up to only about 10% of initial Medicare claims’ being denied, according to
Medicare’s latest published Composite Benchmark Metric Report. Of those initial Medicare denials, only about 20%
(2% of total claims) result in complaints or appeals, and the decisions in only about half of those (or 1% of the total) end
upbeing reversed, with the claim being paid.

The astonishing efficiency;, of course, raises the question of whether Medicare is simply funneling money out the door as
fast as it can. Some fraud is inevitable — even a rate of 0.1% is enough to make headlines when $600 biltion is being
spent. It's also possible that people can game the system without committing outright fraud. But Medicare has multiple
layers of protection against fraud that the insurance companies don’t and perhaps can’t match becanse they lack
Medicare’s scale.

‘According 1o Medicare’s Jackson, the contractors are “vigorously monitored for all kinds of metrics” and required every
quarter “to do a lot of data analysis and submit review plans and error-rate-reduction plans.”

And then there are the RACs — a wholly separate group of private “recovery audit contractors.” Established by Congress
during the George W, Bush Administration, the RACs, says one hospital administrator, “drive the doctors and the
hospitals and even the Medicare claims processors crazy.” The RACs’ only job is to review provider bills after they have
been paid by Medicare claims processors and look for system errors, like faulty processing, or errors in the bills as
reflected in doctor or hospital medical records that the RACs have the authority to audit.

The RACs have an incentive that any champion ofthe private sector would love. They get no up-front fees but instead
are paid a perceniage of the money they retrieve. They eat what they kill. According to Medicare spokeswoman Emma
Sandoe, the RAC bounty hunters retrieved $797 million in the 2011 fiscal vear, for which they were paid g% to 12.5% of
what they brought in, depending on the region where they were operating.

This process can “get quite anal,” says the doctor who recently treated me for an ear infection. Although my doctor is on
Park Avenue, she, like 96% of all specialists, accepts Medicare patients despite the discounted rates it pays, because, she
says, “they pay quicKly,” However, she recalls getting bills from Medicare for 21¢ or 85¢ for supposed overpayments.

The DHHS's inspector general is also on the prowl to protect the Medicare checkbook. It reported recovering

$12 billion Jast year through Medicare and Medicaid audits and investigations (though the recovered funds had
probably been doled out over several fiscal years). The inspector general’s work is supplemented by a separate,
multiagency federal health-care-fraud task force, which brings criminal charges against fraudsters and issues regular

http://healthland. time.com/2013/02/20/bitter-pill-why-medical-bills-are-killing-us/print/

Page 23 of 29

3/1/2013



Bitter Pill: Why Medical Bills Are Killing Us | TIME.com

press releases claiming billions more in recoveries.
(SOUND OFF: Are Medical Bills Too High? Tell Us Why)

This does not mean the system is airtight. If anything, all that recovery activity suggests fallibility, even as it suggests
more buttoned-up operations than those run by private insurers, whose payment systems are notoriously erratic.

Too Much Health Care?

In a review of other bills of those entolled in Medicare, a pattern of deep, deep discounting of chargemaster charges
emerged that mirrored how Alan A.’s bills were shrunk down to reality. A $121,414 Stanford Hospital bill for'a 9o-year-
old California woman who fell and broke her wrist became $16,949. A $51.445 bill for the three days an ailing g1-year-
old spent getting tests and being sedated in the hospital before dying of old age became $19,242. Before Medicare went
to work, the bill was chock-full of creative chargemaster charges from the California Pacific Medical Center — part of
Sutter Health, 2 dominant nonprofit Northern California chain whose CEO made $5,241,305 in 2011.

Another pattern emerged from a look at these bills: some seniors apparently visit doctors almost weekly or even daily,
for all varieties of allments. Sure, as patients age they are increasingly in need of medical care. But-at least some of the
time, the fact that they pay almost nothing to spend their days in doctors’ offices must also be a factor, especially if they
have the supplemental insurance that covers most of the 20% not covered by Medicare.

Alan A is now 89, and the mound of bills and Medicare statements he showed me for 2011 ~ when he had his heart
attack and continued his treatments at Sloan-Kettering — seemed to add up to about $350,000, although I could not tefl
for sure because a few of the smaller ones may have been duplicates. What is certain — because his insurance company
tallied it for him in a year-end statement — was that his total out-of-pocket expense was $1,139, or less than 0.2% of his
overall medical bills. Those bills included what seemed to be 33 visits in one year to 11 doctors who had nothing to do.
with his recovery from the heart attack or his cancer. In all cases, he was routinely asked to pay almost nothing: $2.20
for a check of a sinus problem, $1.70 for an eye exam, 33¢ to deal with a bunion. When he showed me those bills he

chuckled.

A comfortable member of the middle class, Alan A. could easily afford the burden of higher co-pays that would

encourage him to use doctors less casually or would at least stick taxpayers with less of the bill if he wants to get that

bunion treated. AARP (formerly the American Association of Retired Persons) and other liberal entiflement lobbies.

oppose these types of changes and consistently distort the arithmetic around them. But it seerns clear that Medicare

could save billions of dollars if it required that no Medicare supplemental-insurance plan for people with certain income

or asset levels could result in their paying less than, say, 10% of a doctor’s bill until they had paid $2,000 or $3,000 out

of their pockets in total bills in a year. (The AARP might oppose this idea for another reason: it gets royalties from -
UnitedHealthcare for endorsing United’s supplemental-insurance product.)

Medicare spent more than $6.5 billion last year to pay doctors (even at the discounted Medicare rates) for the service .
codes that denote the most basic categories of office visits. By asking people like Alan A. to pay more than a negligible
share, Medicare could recoup $1 billion to $2 billion of these costs yearly.

Too Much Doctoring?

Another doctor’s bill, for which Alan A.’s share was 19¢, suggests a second apparent flaw in the system, This was one of
50 bills from 26 doctors who saw Alan A. at Virtua Marlton hospital or at the ManorCare convalescent center after his
heart attack or read one of his diagnostic tests at the two facilities. “They paraded in once a day or once every other day,
looked at me and poked around a bit and left,” Alan A. recalls. Other than the doctor in charge of his heart-attack
recovery, “I had no idea who they were until I got these bills. But for a dollar or two, so what?”

The “so what,” of course, is that although Medicare deeply discounted the bills, it — meaning taxpayers — still paid from
$7.48 (for a chest X-ray reading) to $164 for each encounter.

“One of the benefits attending physicians get from many hospitals is the opportunity to cruise the halls and go into a
Medicare patient’s room and rack up a few dollars,” says a doctor who has worked at several hospitals across the
country. “In some places it's a Monday-morning tradition. You go see the people who came in over the weekend. There’s
always an ostensible reason, but there’s also a lot of abuse.”

~ When health care wonks focus on this kind of
overdoctoring, they complain (and write endless essays)
about what they call the fee-for-service mode, meaning that doctors mostly get paid for the time they spend treating
patients or ordering and reading tests. Alan A. didn’t care how much time his cancer or heart doctor spent with him or
how many tests he got. He cared only that he got better.

Some private care organizations have made progress in avoiding this overdoctoring by paying salaries to their
physicians and giving them incentives based on patient outcomes. Medicare and private insurers have yet to find a way
to do that with doctors, nor are they likely to, given the current structure that involves hundreds of thousands of private
providers billing them for their services.
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In passing Obamacare, Congress enabled Medicare to
drive efficiencies in hospital care based on the notion that
gbod care should be rewarded and the opposite penalized.
The primary lever is a system of penalties Obamacare
imposes on hospitals for bad care — a term defined as
unacceptable rates of adverse events, such as infections or
injuries during a patient’s hospital stay or readmissions
within a month after discharge. Both kinds of adverse
events are more common than you might think: 1in 5
Medicare patients is readmitted within 30 days, for
example, One Medicare report asserts that “Medicare
spent an estimated $4.4 billion in 2009 to care for
patients who had been harmed in the hospital, and
readmissions cost Medicare another $26 billion.” The
anticipated savings that will be produced by the threat of
these new penalties are what has allowed the Obama
Administration to claim that Obamacare can cut
hundreds of billions of dollars from Medicare over the
next 10 years without shortchanging beneficiaries. “These
PHOTOGRAPH BY NIGK VEASEYFOR TIME . payment penalties are sending a shock through the
Sodium Chioride 384, system that will drive costs down,” says Blum, the deputy

Hospital charge for standard saline solution. Online, a liter bag administrator of the Centers for Medicare and Medicaid
costs $5:16 " Services.

There are lots of other shocks Blum and his colleagues would like to send. However, Congress won't allow him to. Chief
among them, as we have seen, would be allowing Medicare, the world’s largest buyer of prescription drugs, to negotiate
the prices that it pays for them and to make purchasing decisions on the basis of comparative effectiveness. But there’s
also the cane that Alan A got after his heart attack. Medicare paid $21.97 for it. Alan A. could have bought it on Amazon
for about $12. Other than in'a few pilot regions that Congress designated in 2011 after a push by the Obama
‘Administration, Congress has not allowed Medicare to drive down the price of any so-called durable medical equipment
through competitive bidding.

This is more than a matter of the 124,000 canes Medicare reports that it buys every year. It's about mail-order diabetic
supplies, wheelchairs, home medical beds and personal oxygen supplies too, Medicare spends about $15 billion annuaily
for these goods. . :

In the areas of the couniry where Medicare has been allowed by Congress to conduet a competitive-bidding pilot
program, the process has produced savings of 40%: But so far, the pilot programs cover only about 3% of the medical
goods senjors typically use. Taking the program nationwide and saving 40% of the entire $15 billion would mean saving
$6 billion a year for taxpayers.

The Way Out Of the:Sinkhole

I was driving through central Florida a year or two ago,” says Medicare’s Blum. “And it seemed like every billboard [
saw advertised some hospital with these big shiny buildings or showed some new wing of a hospital being constructed ...
Sowhen you tell me that the hospitals say they are losing money on Medicare and shifting costs from Medicare patients
to other patients, my reaction is that Central Florida is overflowing with Medicare patients and all those hospitals are
expanding and advertising for Medicare patients. So vou can’t tell me they’re losing money ... Hospitals don’t lose
money when they serve Medicare patients.”

Tfthat’s the case; T asked, why not just extend the program to everyone and pay for it all by charging people under 65 the
kinds of premiums they would pay to private insurance companies? “That's not for me 1o say,” Blum replied.

In'the debate over controlling Medicare costs, politicians from both parties continue to suggest that Congress raise the
age of eligibility for Medicare from 65 to 67. Doing 50, they argue, would save the government tens of billions of dollars
ayear. So it’s worth noting another detail about the case of Janice S., which we examined earlier. Had she felt those
chest pains and gone to the Stamford Hospital emergency room a month later, she would have been on Medicare,
"because she would have just celebrated her 65th birthday.

If covered by Medicare, Janice S.’s'$21,000 bill wonld have been deeply discounted and, as is standard, Medicare would
have picked up 80% of the reduced cost. The bottom line is that Janice S. would probably have ended up paying $500 to
$600 for her 20% share of her heart-attack scare. And she would have paid only a fraction of that — maybe $100 — if,
like most Medicare beneficiaries; she had paid for supplemental insurance to cover most of that 20%.

In fact; those numbers would seem to argue for lowering the Medicare age, not raising it —and not just from Janice S.’s
standpoint but also from the taxpayers'side of the equation. That's not a liberal argument for protecting entitlements
while the deficit balloons: Tt's just 2 matter of hardheaded arithmetic.

As currently constituted, Obamacare is going fo require people like Janice S. 1o get private insurance coverage and will
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subsidize those who can't afford it. But the cost of that private insurance — and therefore those subsidies — will be much
higher than if the same people were enrolled in Medicare at an earlier age. That’s because Medicare buys health care
services at much lower rates than any insurance company. Thus the best way both to lower the deficit and to help save
money for people like Janice 5. would seem to be to bring her and other near seniors into the Medicare system before
they reach 65. They could be required to pay premiums based on their incomes, with the poor paying low premiums and
the better off paying what they might have paid a private insurer. Those who can afford it might also be required to pay
a higher proportion of their bills — say, 25% or 30% — rather than the 20% they’re now required to pay for outpatient
bills.

Meanwhile, adding younger people like Janice S. would Jower the overall cost per beneficiary to Medicare and help cat
. its deficit still more, because younger members are likelier to be healthier.

From Janice S.’s standpoint, whatever premium she would pay for this age-64 Medicare protection would still be less
than what she had been paying under the COBRA plan that she wished she could have kept after the rules dictated that
she be cut off after she lost her job.

The only way this would not work is if 64-year-olds started using health care services they didn’t need. They might be
tempted to, because, as we saw with Alan A, Medicare's protection is so broad and supplemental private insurance costs
so little that it all but eliminates patients’ obligation to pay the 20% of outpatient-care costs that Medicare doesn’t cover.
To dedl with that, a provision could be added requiring that 64-year-olds taking advantage of Medicare could not buy
insurance freeing them from more than, say, 5% or 10% of their responsibility for the bills, with the percentage set
according to their wealth. It would be a similar, though more stringent, provision of the kind I've already suggested for-.
current Medicare beneficiaries as a way to cut the cost of people overusing benefits.

If that logic applies to 64-vear-clds, then it would seem to apply even more readily to healthier 40-year-olds or 18-year-~
olds. This is the single-payer approach favored by liberals and used by most developed countries.

Then again, however much hospitals might survive or struggle under that scenatio, no doctor could hope for anything
approaching the income he or she deserves (and that will make future doctors want to practice) if 100% of their patients
yielded anything close to the low rates Medicare pays.

SOUND OFF: Are Medical Bills Too High? Tell Us Why

“If you could figure out a way to pay doctors better and separately fund research ... adequately, I could see where a
single-payer approach would be the most logical solution,” says Gunn, Sloan-Kettering’s chief operating officer. “It
would certainly be a Iot more efficient than hospitals like ours having hundreds of people sitting around filling out
dozens of different kinds of bills for dozens of insurance companies.” Maybe, but the prospect of overhauling our system
this way, displacing all the privale insurers and other infrastructure after all these decades, isn’t likely. For there would
be one group of losers — and these losers have lots of clout. They're the health care providers like hospitals and CT-
scan-equipment makers whose profits — embedded in the bills we have examined — would be sacrificed. They would
suffer because of the lower prices Medicare would pay them when the patient is 64, compared with what they are able to
charge when that patient is either covered by private insurance or has no insurance at all.

That kind of systemic overhaul not only seems unrealistic but is also packed with all kinds of risk related to the
microproblems of execution and the macro issue of giving governinent all that power.

Yet while Medicare may not be a realistic systemwide model for reform, the way Medicare works does demonstrate; by
comparison, how the overall health care market doesn't work.

Unless you are protected by Medicare, the health care market is not a market at all. It’s a crapshaot: People fare
differently according to circumstances they can neither control nor predict. They may have no insurance. They may have
insurance, but their employer chooses their insurance plan and it may have a payout limit or not cover a drug or
treatment they need. They may or may not be old enough to be on Medicare or, given the different standards of the 50
states, be poor enough to be on Medicaid. If they're not protected by Medicare or they're protected only partly by private !
insurance with high co-pays, they have little visibility into pricing, let alone control of it. They have little choice of
hospitals or the services they are billed for, even if they somehow know the prices before they get billed for the services.
They have no idea what their bills mean, and those who maintain the chargemasters couldn’t explain thém if they
wanted to, How much of the bills they end up paying may depend on the generosity of the hospital or on whether they
happen to get the help of a billing advocate. They have no choice of the drugs that they have to buy or the lab tests or CT
scans that they have to get, and they would not know what to do if they did have a choice. They are powerless buyers ina
seller’s market where the only sure thing is the profit of the sellers.

Indeed, the only player in the system that seems to have to balance countervailing interests the way market players in'a
real market usually do is Medicare. It has to answer to Congress and the taxpayers for wasting money, and it has to
answer to portions of the same groups for trying to hold on to money it shouldn’t. Hospitals, drug compariies and other

suppliers, even the insurance companies, don't have those worries.

Moreover, the only players in the private sector who seem to operate efficiently are the private contractors working —
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dare I say it? — under the government’s supervision. They're the Medicare claims processors that handle claims like
Alan A's for 84¢ each. With these and all other Medicare costs added together, Medicare’s total management,
administrative and processing expenses are about $3.8 billion for processing more than a billion clairs a year worth
$550 billion. That's an overall administrative and management cost of about two-thirds of 1% of the amount of the
claims, or less than $3.80 per claim. According to its Jatest SEC filing, Aetna spent $6.9 billion on operating expenses
(including claims processing, accounting, sales and executive management) in 2012, That's about $30 for each of the
229 million claims Aetna processed, and it amonnts to about 29% of the $23.7 billion Aetna pays out in claims.

The real issue isn’t whether we have a single payer or multiple payers. It's whether whoever pays has a fair chance ina
fair market. Congress has given Medicare that power when if comes to dealing with hospitals and doctors, and we have
seen how that works to drive down the prices Medicare pays, just as we've seen what happens when Congress handcuffs
Medicare when it comes to evaluating and buying drugs, medical devices and equipment. Stripping away what is now
the sellers’ overwhelming leverage in dealing with Medicare in those areas and with private payers in all aspects of the

- market would inject fairness into the market. We don’t have to scrap our system and aren’t likely to. But we can reduce
the $750 billion that we overspend on health care in the T.S. in part by acknowledging what other countries have:
because the health care market deals in a life-or-death product, it cannot be left to its own devices.

Put simply, the bills tell us that this is not about interfering in a free market. It’s about facing the reality that our largest
consumer prodnet by far -— one-fifth of our economy — does not operate in a free market.

So how can we fix it?

Changing Our Choices

We should tighten antitrust laws related to hospitals to keep them from becoming so dominant in a region that
insurance companies are helpless in negotiating prices with them. The hospitals’ continuing consolidation of both lab
work and doctors’ practices is one reason that trying to cut the deficit by simply lowering the fees Medicare and
Medicaid pay to hospitals will not sork. It will only cause the hospitals to shift the costs to non-Medicare patients in
order to maintain profits — which they will be able to do because of their increasing leverage in their markets over
insurers. Insurance premiums will therefore go up — which in turn will drive the deficit back up, because the subsidies
on insurance premiums that Obamacare will soon offer to those who cannot afford them will have to go up.

Similarly, we should tax hospital profits at 75% and have a tax surcharge on all nondoctor hospital salaries that exceed,
say, $750,000. Why are high profits at hospitals regarded as a given that we have to work around? Why shouldn’t those
who are profiting the most from a market whose costs are victimizing everyone élse chip in to help? If we recouped 75%
of all hospital profits (from nonprofit as well as for-profit institutions), that would save over $80 billion a year before
counting what we would save on tests that hospitals might not perform if their profit incentives were shaved.

To be sure, this 1po seems unlikely to happen. Hospitals may be the most politically powerful institution in any
congressional district. They're usually admired as their community’s most important charitable institution, and their
influential stakeholders run the gamut from equipment makers to drug cornpanies to doctors to thousands of rank-and-
file employees. Then again, if every community paid more attention to those administrator salaries, to those nonprofits’
profit margins and to charges like $77 for gauze pads, perhaps the political balance would shift.

We should cutlaw the chargemaster. Everyone fnvolved, except a patient who gets a bill based on one (or worse, gets
sued on the basis of one), shrugs off chargemasters as a fiction. So why not require that they be rewritten to reflect a
process that considers actual and thoroughly transparent costs? After all, hospitals are supposed to be government-
sanctioned institutions accountable to the public. Hospitals love the chargemaster because it gives them a big number to
put in front of rich uninsured patients (typically from outside the U.S.) or, as is more likely, to attach to lawsuits or give
to bill collectors, establishing a place from which they can negotiate settlements. It's also a great place from which to
start negotiations with insurance companies, which also love the chargemaster because they can then make their
customers feel good when they get an Explanation of Benefits that shows the terrific discounts their insurance company
won for them.

But for patients, the chargemasters are both the real and the metaphoric essence of the broken market. They are
anything but irrelevant. They're the source of the poison coursing through the health care ecosystem.

We should amend patent laws so that makers of wonder drigs would be limited in how they can exploit the monopoly
our patent laws give them. Or we could simply set price limits or profit-margin caps on these drugs. Why are the drug
profit margins treated as another given that we have to work around to get out of the $750 billion anual overspend,
rather than a problem 1o be solved?

Just bringing these overall profits down 1o those of the software industry would save billions of dollars. Reducing
drugmakers’ prices to what they get in other developed countries would save over $90 billion a year. It could save
Medicare — meaning the taxpayers — more than $25 billion a year, or $250 billion over 10 years. Depending on whether
that $250 billion is compared with the Republican or Democratic deficit-cutting proposals, that’s a third or a half of the
Medicare cuts now being talked about.

Simflarly, we should tighten what Medicare pays for CT or MRI tests a lot more and even cap what insurance companies
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can pay for them. This is a huge contributor to our massive overspending on outpatient cbsts. ‘And we should cap profits
on lab tests done in-house by hospitals or doctors. )

Finally, we should embarrass Democrats into stopping their fight against medical-malpractice reform and instead
provide safe-harbor defenses for doctors so they don’t have to order a CT scan whenever, as one hospital adiministrator
put it, someone in the emergency room says the word head. Trial lawyers who make their bread and butter from civil
suits have been the Democrats’ biggest financial backer for decades. Republicans are right when they argue that tort
reform is overdue. Eliminating the rationale or excuse for all the extra doctor exams, lab tests and use of CT scans and
MRIs could cut tens of billions of dollars a year while drastically cutting what hospitals and doctors speﬁd on
malpractice insurance and pass along to patients.

Other options are more tongue in cheek, though they fllustrate the absurdity of the hole we have fallen into. We could
limit administrator salaries at hospitals to five or six times what the lowest-paid licensed physician gets for caring for
patients there. That might take cate of the self-fulfilling peer dynamic that Gunn of Sloan-Kettering cited when he
explained, “We all use the same compensation consultants.” Then again, it might unleash a wave of salary increases for

junior doctors.

Or we could require drug companies to include a prominent, plain-English notice of the gross profit margin on the
packaging of each drug, as well as the salary of the parent company's CEO. The same would have to be posted on the
company’s website. If nothing else, it would be a good test of embarrassment thresholds.

None of these suggestions will come as a revelation to the policy experts who put together Obamacare or to those before
them who pushed health care reform for decades. They know what the core problem is — lopsided pricing and outsize
profits in a market that doesn’t work. Yet there is little in Obamacare that addresses that core issue or jeopardizes the
paydays of those thriving in that marketplace. In fact, by bringing so many new customers into that market by
mandating that they get health insurance and then providing taxpayer support to pay their insuranice premiums,
Obamacare enriches them. That, of course, is why the bill was able to get through Congress. .

Obamacare does some good work around the edges of the core problem. It restricts abusive hospital-bill collecting. It
forces insurers to provide explanations of their policies in plain English. It requires a more rigorous appeal process
conducted by independent entities when insurance coverage is denied. These are all positive chariges, as is putting the
insurance umbrella over tens of millions more Americans — a historie breakthrongh. But none of it is a path to bending
the health care cost curve. Indeed, while Obamacare’s promotion of statewide insurance exchanges may help distribute
health-insurance policies to individuals now frozen out of the market, those exchanges could raise costs, not lower
them. With hospitals consolidating by buying doctors’ practices and competing hospitals, their leverage over insurance
companies is increasing. That's a trend that will only be accelerated if there are more insurance companies with less
market share competing in a new exchange market trying to negotiate with a dominant hospital and its doctors.
Similarly, higher insurance premiums — much of them paid by taxpayers through Obamacare’s subsidies for those who
can’t afford insurance but now must buy it — will certainly be the result of three of Obamacare’s best provisions: the
prohibitions on exclusions for pre-existing conditions, the restrictions on co-pays for preventive care and the end of

annual or lifetime payout caps.

Put simply, with Obamacare we've changed the rules related to who pays for what, but we haven’t done much to change. '~

the prices we pay.
When you follow the money, you see the choices we've made, knowingly or unknowingly.

Over the past few decades, we've enriched the labs, drug companies, medical device makers, hospital administrators and
purveyors of CT scans, MRIs, canes and wheelchairs. Meanwhile, we've squeezed the doctors who don’t own their own
clinies, don’t work as drug ot device consultants or don't otherwise game a system that is so gameable. And of course,
we've squeezed everyone outside the system who gets stuck with the bills.

We've created a secure, prosperous island in an economy that is suffering under the weight of the riches those on the
island extract.

And we've allowed those on the island and their lobbyists and allies to contro! the debate, diverting us from what Gerard
Anderson, a health care economist at the Johns Hopkins Bloomberg School of Public Health, says is the obvious and
only issue: “All the prices are too damn high.”

Steven Brill @StevenBrill
Brill, the author of Class Warfare: Inside the Fight to Fix America’s Schools, is the founder of Court TV and the

American Lawyer
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| HEALTH CARE COSTS

Hospitals are reporting their rates for various procedures in an effort to satisfy

those who want more transparency in health care costs.

ew consumers would buy a car, enroll in college or hire
a remodeling contractor without doing some cost-com-
parison shopping. But when it comes to hospital proce-
dures, prices largely have remained a mystery. Facili-
ties each set their own charges and may negotiate with

insurance plans and large employers for discounted
rates, but they generally don’t advertise prices.

With health care costs continuing to rise, however, finding
ways to save is on the minds of not only individual consumers,
but all payers of health care, including employers and govern-
ments. One way may be through greater price transparency of
hospital procedures, which allows consumers to make smarter,
cost-conscious decisions about their health care.

In May, the Centers for Medicare & Medicaid Services
released prices charged for 130 of the most commonly per-
formed medical procedures (from visits to a health clinic to open
heart surgery) at more than 3,000 hospitals—in all, more than

Richard Cauchi is a program director in NCSL's Health Program. Holly Valverde
is.an intern with NCSL, working on her master’s degree in public health.

170,000 different billed charges. The data included both the list
prices (as initially charged to private health insurance companies
and the uninsured) and the discounted rate (paid by the federal
government for Medicare patients).

The data revealed that hospital prices can vary dramatically,
even within the same comrmunity. For example, in New York City,
one hospital’s average charge for a complicated case of asthma
and bronchitis was $34,310, with an average total payment of
$8,597. At another New York City hospital, the average charge

The Average Cost to Medicare for a

Jjoint Replacement

Hospital Charges Actual Payment
Maryland $21,230 $20,048
Delaware $32,629 $14,765
Hawaii $39,463 $18,512
Georgia $46,856 $13,303
Pernsylvania $51,014 $13,67%
South Carolina $57,557 $13,651
Arkansas $63,290 $21,160
New Jersey $66,639 $15,059
Nevada 371,782 $13.621
California $88,238 $17,187

Note: This includes all joints other than hips.
Source: Centers for Medicare & Medicaid Services, May 8, 2013
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was only $12,391, with an average total payment of $6,692.

In Birmingham, Ala., the differences were even more dra-
matic. For that same complicated case of asthma and bronchi-
tis, one hospital charged an average of $21,128 while another
charged $8,932. The average total paid for Medicare-covered
treatments in these Birmingham hospitals was $7,112 and
$4,801, respectively.

The full report, by the Centers for Medicare & Medicaid Ser-
vices, also found significant variations from state to state. The
average cost of a joint replacement, the most common treatment
for Medicare patients, ranged from $21,230 in Maryland to
$88,238 in California.

American Hospital Association CEO Rich Umbdenstock
believes that the health care financing and delivery systems
need significant adjustments, including changes to the hospital
“charging” system. But he does not believe hospitals are solely
to blame for the significant variations in cost. “Variation in
charges is a byproduct of the marketplace, so all parties must
be involved in a solution, including the government,” he says.
The association and its members, he says “stand ready to work
with policymakers on innovative ways to build on efforts already
occurring at the state level, and share information that helps con-
sumers make better choices about their health care.”

State Databases, Websites and More

The government’s release of the hospital charges nationwide
made headlines, yet state lawmakers have been working for
years to improve the disclosure process of various health care
costs. Currently, 34 states require hospitals to report certain

Database Development

At least 15 states have established or are developing
“all-payer claims” databases of various health care costs

based on health insurance claims.

# Have established databases \"\) I 0
& Are developing databases i
4 Have voluntary databases only

{1 Do not currently have a database program

Source: The All-Payer Claims Databases Council, Aug. 1, 2013
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Why Are Maryland’s Prices S@ L@W?’
Maryland established an all-payer hospital rate seiting program in 1971 that s'n]l 0per~
ates today. The progfam’s goals, which continue today, are: -
# To constrain hespital costs. )
% To provide financial stability for hospitals.
4 To.offer efficient and effective care. :
4 To finance the growing amount of uncompensated care hospitals face.
Rates are set for each diagnosis—for exaruple, all hospital care for a pancreas trans-
plant—as opposed to each separate service provided, such as sutures, 4n ultrasound, anes-:
thesia, etc. This is to 'encourage hospitals to focus on controlling the overall cost of each
episode of care rather than the myriad services reqmred for one procedure.
Maryland required a waiver from federal health officals, as would any-state seekmg to
use this approach today.. When the system-began, Maryland’s adjusted costs for hospital
adinissions were about: 26 percent higher than the national average. The state’s hospitals:
between 1977 and 2009, however, had the lowest cumulative increase per admi‘ssibn,of any.
state in the nation. For fiscal year 2009, the average cost per admission at Maryland hospitals
inereased 2 percent compared with 2 4.5 peréent increase for the rest of the nation.

charges and reimbursement rates, and lawmakers in more than
30 states have introduced legislation to increase the availability
of rates charged at hospitals.

Since 2000, 10 states have established statewide databases of
statistical information from health insurance claims, with Mary-
land, Massachusetts, New Hampshire and Utah leading the way.

“Utah’s new cost and quality comparison tools for pub-
lic employees compare insurer contracted charges, not just the
non-discounted billed charges,” says Utah Representative James
Dunnigan (R). “This provides both consumers and providers the
tools to change how they select and provide care.”

“New Hampshire’s online health care pricing resource was
created for the benefit of consumers and employers,” says House
Speaker Terie Norelli (D). “We continie to recognize the reality
that we will not be able to stunt the escalating cost of health care
until the public has a full understanding of the cost of the care
they receive and is able to see how costs vary from one provider
to another. The New Hampshire House is continuing to work
on this issue in order to add greater depth and understanding for
consumers.”

Detailed price disclosure can be a dramatic and informative
tool, but it alone cannot ensure lower costs or improve effi-
ciency. When a patient is rushed into urgent care, the last thing
on his mind is to shop for the best price or value. Initiatives
and pilot programs are under way to test other payment reform
approaches such as bundled payments, tiered payments, and
accountable care organizations.

All participants in the health system stand to benefit from inno-
vations that improve health and save costs, including the commer-
cial sector, the about-to-launch health marketplaces or exchanges,
as well as Medicaid and state employee organizations. &

Representative
Jammes
Dunnigan (R)
Utah

House:Speaker
Terie Norelli: (D)
New Hampshire

Formore mformauon onstate datababes, go t(; www ncs} org/
magmne
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Dear Colleagues,

As health care costs continue to rise, consumers are increasingly being required to take on a growing
share. To underscore that point, the most recent survey by Mercer shows that close to two-thirds of all
large employers offer a high deductible/high co-insurance health plan and that close to 20 percent of all
commercially insured health plan members are enrolled in such plans. In this environment, it is only fair
and logical to ensure that consumers have the necessary quality and price information to make informed
decisions about where to seek health care. We have made progress sharing information about the quality of
care, with organizations like Bridges to Excellence and The Leapfrog Group leading the way and federal and

. state governments getting in on the act. But with recent studies showing us that the price for an identical
procedure within a market can vary seven-fold with no demonstrable difference in quality, price transparency
is more important than ever.

While the private sector has made progress recently in making prices more available to consumers, there
are still large gaps. States can play an important role in ensuring that consumers have access to both quality
and price information by setting policies and implementing laws that advance transparency. The most
comprehensive, consumer-friendly laws ensure ready access to information and data about a broad range
of providers and services.

This Report Card on State Price Transparency Laws represents a joint effort between Catalyst for Payment
Reform and the Health Care Incentives Improvement Institute to examine existing transparency laws in all
50 states and grade them, using well-defined criteria, on how well they support the information needs of
consumers. The Methodology section of this report contains detail about these criteria.

We hope the Report Card will inform advocates, lawmakers and policy experts about today’s best practices
or what constitutes a top grade and, over time, generate improvements in public policies across the nation.
American consumers deserve to have as much information about the quality and price of their health care

as they do about restaurants, cars, and household appliances.

Sincerely,

Francois de Brantes, MS, MBA
Executive Director

Health Care Incentives Improvement Institute

/’&g;ﬂr .g.ﬂ"%?’: ﬂu{&ww”—“

Suzanne Delbanco, Ph.D.
Executive Director
Catalyst for Payment Reform




{. METHODOLOGY

Catalyst for Payment Reform (CPR) and the Health Care Incentives Improvement Institute (HCP’) teamed up to
review state-specific laws focused on price transparency for health care. The review generated two products: (1)
a Report Card on State Price Transparency Laws and (2) a reference table that provides the details of the price
transparency laws for each state.

CPR and HCI® examined statutes and enacted bills using WestLawNext database, the National Conference on
State Legislature’s website, and websites from various state legislatures, among other sources.

This research revealed a wide variety of state laws, with two common and critical elements: (1) varying levels
of price information and (2) varying levels of public access to that information. Using that continuum, the
research team established levels of price transparency and scoring criteria.
Levels of Price Transparency:

¢ Pricing information reported to the State only

= Pricing information available upon request by an individual consumer

« Pricing information available in a public report

¢ Pricing information available via a public website

Scoring Criteria:
« Scope of price: including charges, average charge, amount paid by the insurer and amount paid by the
consumer (allowed amount)

« Scope of services covered under the law including: all medical services, inpatient services only, outpatient
services only or the most common inpatient and outpatient services

« Scope of providers affected by the law including: hospitals, physicians, and surgical centers

Next, the team developed a scoring matrix (shown on following page), which allocates points based on level of
price transparency and scope of price, services, and providers.

We evaluated each level of price transparency taws for scope of price, services, and providers. For example,

if laws required pricing information (both paid amounts and charges) to be posted on a public website for all

inpatient and outpatient services across all hospitals and providers, the state received full credit (50 out of

50 possible points) for that level of transparency. However, if the laws required only charges to be posted for
the most common hospital discharges across

a subset of hospitals, the state received

TABLE OF CONTENTS substantially fewer points (15 out of 50 possible
. Methodology of Review and Grading . . . . 1 points). We calculated a score for each level
separately and then summed for a total score
out of 100 possible points. Every state received

a cumulative additive score, taking into account

fh. 50 State Report Cardon Price . . . .. .. . 4
Transparency Laws — Figure 1. Map Overlay

HE Simplified Scoring and Grades by State . . . 5 all relevant laws passed in that state. Thus
. ’
I, Reference Table of Price Transparency . . 10 grades do not reflect individual statutes or bills
Laws by State With Hyperlinks but rather each state’s overall legislative effort
fo Legislation toward price transparency for health care.

The objective of this research was to

determine how much pricing information each
ACKNOWLEDGMENTS state makes accessible to the consumer. As a
Special thanks to Elizabeth Bailey, MPH, Program result, we allocated more points to states with

and Emilio Galan, laws requiring that information be posted on
for Payrment Reform, a public website than to those with provisions

sn Lo this project. for releasing a public report, making the
information available upon request, and only

Report Card on State Price Transparency Laws



specific to both what was paid for a service and what was charged for that service is more meaningful than only
releasing what was charged. Charges often are of little value to consumers; the amount that is actually paid for
the service, particularly the amount that the consumer is responsible for paying, provides the most actionable
information. Similarly, releasing pricing information for all inpatient and outpatient services and for all hospitals
and providers, rather than just the most common services or a subset of providers, is more meaningful to the
consumer. As a result, we allotted a higher point value to the broader scope of services/providers.

1 score out of 3)

Subset of hospitals/providers

Scope of Price Legislated Paid Amounts and Charges 4
(three levels, can only have 1 score out Paid Amounts 3 4
of 3)
Charges 1
Scope of Services Legislated All IP and OP 3
(three levels, can only have 1 score out Al IP or OP 2 3
of 3)
Most common [P or OP 1
Scope of Health Care Providers All hospitals and providers 3
Legislated (three levels, can only have Al hospitals or providers 2 3
1

1 score out of 3)

Scope of Price Legislated

Subset of hospitals/providers

Scope of Price Legislated Paid Amounts and Charges 4
(three levels, can only have 1 score out paid Amounts 3 3
of 3) -
Charges 1
Scope of Services Legislated All IP and OP 3
(three levels, can only have 1 score out AllIP or OP 2 6
of 3)
Most common IP or OP 1
Scope of Health Care Providers All hospitals and providers 3
Legislated (three levels, can only have Al hospitals or providers ) 6
1

| SUBTOTAL |

10

20

20

| Subset of hospitals/providers

Paid Amounts and Charges 4
(three levels, can only have 1 score out Paid Amounts 3 g
of 3)

Charges 1
Scope of Services Legislated (three AllIP and OP 3
levels, can only have 1 score out of 3) Al IP or OP 5 6

Most common IP or OP 1
Scope of Health Care Providers All hospitals and providers 3
Legislated (three levels, can only have All hospitals or providers 2 6
1 score out of 3)

Subset of hospitals/providers 1
o ion 1or poshing p g 2 auio d pLin Wensie S

| Scope of Price Legislated Paid Amounts and Charges 4

(three levels, can only have 1 score out Paid Amounts 3 20
of 3)

Charges 1
Scope of Services Legislated AllIP and OP 3
(three levels, can only have 1 score out AllIP or OP 5 15
of 3)

Most common IP or OP 1
Scope of Health Care Providers All hospitals and providers 3
Legislated (three levels, can only have All hospitals or providers 2 15
1 score out of 3)

1

50

TOTAL

100

GRADE

2

!
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While no state has implemented laws that meet all of our criteria, we graded on a curve to acknowledge the
states with the most advanced laws to date. We anticipate that this curve will shift as transparency becomes
more of a priority nationally. We based the letter grades on the following scores:

GRADE FROM TO

| 50% . 509

Limitations of this research include (1) variation in definitions among states and (2) accounting for the
difference between laws and execution. Numerous permutations exist in the ways states define terms, such
as the term “health care provider” or what is included in a “public report.” Many times these public reports,
even when developed for the explicit purpose of enabling consumers to make informed decisions, do not
contain the resolution of information needed to understand a specific provider’s price. Instead, public reports
may contain aggregate or average charges for all providers for a specific service. Interested readers should
refer to the statute text and example reports, which are hyperlinked in the “Reference Table.” The second
limitation is accounting for the difference between laws and execution. A website intended for consumer

use may be legislated but not easily identifiable or actionable, while in other cases, such a website was

not legislated but nonetheless developed by the state or an independent party, often the state’s hospital
association. These considerations were addressed on a state by state basis with all relevant details present or
hyperlinked in the Reference Table.

Resources permitting, CPR and HCI® will partner again next year to update this state report card. We
anticipate that we will raise the scoring thresholds for each letter grade at that time.
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H. 50 STATE REPORT CARD ON PRICE TRANSPARENCY LAWS

Figure 1: Map Overlay
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Hi. SIMPLIFIED SCORING AND GRADES BY STATE
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