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Public Concern About Health Care Costs Wi o=

2021 2023

Percent of Californians Worried About Being Able to Afford Percent of Californian Adults Who Think the Governor and
the Following Items Legislature Should Work on the Following Health Care Issues

Unexpected medical bills 63% Reduce the amount people pay for care 82%

Out-of-pocket health care costs 60% Increasing access to mental health services 81%

Increasing the number of .
Gasoline and other transportation costs 52% health care providers 79%

Making information about
>1% cost more available to patients

78%

Source: CHCF/NORC California Health Policy Survey (2023)

Source: CHCF/NORC California Health Policy Survey (2021)




Political Backdrop

Policymakers have recently considered
or approved various approaches to
improve health care affordability

O Rate setting

O Cost sharing limitations

O New coverage subsidies

O Expanded oversight of market activity

O Single payer

Coast to coast, states are rolling out
health care cost benchmark programs

Statewide Health Care Cost Growth Benchmarks

A growing number of states have adopted policies designed to measure statewide health care spending and set a statewide
target for health care cost growth. By looking at cost performance across all payers and identifying cost drivers, these states
hope to facilitate delivery system reform and make health care more affordable for everyone.

e

@ notarget @ Legisiation passed Executive order

Map updated July 14, 2022




Creation of the Office of Health Care Affordability

California Office of Health Care Affordability (OHCA) authorized
in the state budget via Senate Bill 184 (2022)

Political support from: Housed within the Department of Significant investment of state
PP : Access and Information (HCAI) resources:

* Governor Newsom Led by: * $32 million annual budget
* Former chair of the Assembly Health * HCAI Director Elizabeth Landsberg * 142 staff positions
Committee, Jim Wood « Deputy Director Vishaal Pegany « Consulting resources from:
* Insurers (Blue Shield) e Bailit Health
* Labor (California Labor Federation) « The Source on Healthcare Price &
» Consumer groups (Health Access) Competition

* Freedman HealthCare
* And more



Main Objectives and Responsibilities

q Increase transparency on spending and quality

‘fv Set spending targets for the health care field

‘Qn Enforce compliance, including through financial penalties

',,,f“ Monitor and review market transactions

& Establish new standards, including for quality, equity, workforce



Governance
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Office/

Director

* Establish reporting requirements

* Analyze and publish reports on health care
spending

e Advise on and carry out progressive
enforcement actions

* Monitor and review market transactions

* Establish spending targets
* Define sectors

* Approve range and scope of administrative
penalties

* Provide input and recommendations on various
issues under consideration

Health Care Affordability Board

Dr. Richard Pan - former Senator (Senate appointment)

lan Lewis - NUHW Director of Research (Assembly appointee)
Sandra Hernandez - President and CEO of CHCF (Governor
appointee)

Dr. David Carlisle - President and CEO of Charles R. Drew
University of Medicine and Science (Governor appointee)

Dr. Richard Kronick - Professor, University of California, San
Diego (Governor appointee)

Elizabeth Mitchell - President and CEO of the Purchaser
Business Group on Health (Governor appointee)

Mark Ghaly - CalHHS Secretary (ex officio)

Don Moulds - CalPERS Chief Health Director (ex officio,
nonvoting member)



OHCA Regulates “Health Care Entities”

-Health plans and insurers

-Public health care programs
(Medicare and Medi-Cal)
-Third-party administrators

Health Care
Entities

-Hospitals
-Physicians
-Primary care and specialty clinics

-Nursing facilities
-Ambulatory surgical centers
-Imaging facilities
-Clinical laboratories

A combined health plan and
hospital system that exclusively
contracts with a single physician

organization within each
geographic region




OHCA WIll Collect and Regulate Total Health Care Expenditures

Total Health Care Expenditures (THCE)
Collected annually from payers starting in September 2024
Reflects payers’ expenditures, providers revenues
Captures allowed amounts + estimated patient cost share for covered benefits
Expenditures = payment x utilization
Includes:

 Claims-based payments
Non-claims-based payments like supplementals and capitation
Estimated patient cost sharing
Net pharmacy spending
Health plans and insurers’ administrative costs and profits

Per capita expenditures defined on a per enrolled- or insured-member and per-
month basis




Provider Revenues Will Be Measured as Total Medical Expenditures

Total Medical Expenditures (TME)
TME = THCE - health plan and insurer administrative costs and profits
Per capita expenditures defined on a per-attributed patient basis

TME to be allocated to providers through physician organizations with at
least 1,000 attributable members

Attribution to providers based on a 3-step methodology:

« Capitated/delegated members
* Total cost of care Accountable Care Organizations
 Payer-developed methodology




California

Methodology Under Development to Assess Hospital Spending /4 e

Why track hospital spending?

/Payers )

Captures TME for all services and all insured patients i.e., unattributed and attributed

Physician - Hospitals
O = . TME for , )
rgan|Zat|0nS hospital Spending calculations based on

Spending calculations based = patients receiving care at t
on patients attributedtoa lacility (attributed and
physician organization unattributed)

I’

What is the goal?
Accountability



Hospital Spending Measurement Development Timeline

California
Hospital
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Initial development of
options for defining,
measuring, and reporting

Convene
stakeholder
workgroup and
technical
advisory panel

Testing and
validation of
methodology

Regulatory
development
as needed




California

Annual Reports on Health Care Spending Wi =

Topics Covered

Total and per capita health care expenditure growth
 Broken down, as appropriate, by service category, geographic region, and source of funds

Best practices and recommendations for controlling costs and improving quality and equity
State’s progress toward meeting cost target and other goals

Drivers of cost growth

Performance on access, quality, and equity measures

Summaries of enforcement actions

June 2028

2"d Apnual

June 2027

1st Annual

June 2025

1st Baseline

June 2026

2"d Baseline

Report Report* Report Report
2022 - 2023 2023 - 2024 2024 - 2025 2025 - 2026
Spending Spending Spending Spending

*Not required in law, but OHCA has committed to releasing.



Spending Targets Background

Key Statutory Requirements on Spending Targets

Optional or required adjustments to spending targets

Based on a target percentage for annual growth in per capita total health care expenditures

Promote affordability and a predictable and sustainable rate of change in costs

Set with consideration of economic indicators like inflation and population-based measures like aging
Maintain quality, equity, and workforce stability

Risk of patient * Prices of health care What’s Behind a Spending Target?

populations technologies Based on both reimbursement and use

Equity . Emerging diseases Performance assessed based on payers’
. . . i >

Inflation * High-cost, low-quality E)Zsrtsa??fa_ roviders’ revenues

Lab.or costs health C?re entities For payers, measured per-enrollee or per-

Policy changes  Growthin insured

Payer mix nonsupervisory For providers generally, initially measured

on an attributed-patient basis
For hospitals, to be determined...

organized labor costs




Spending Target Timeline

2025
Statewide non-
enforceable
spending target

2026

Statewide
enforceable
spending target

2027

Establish
definitions for non-
statewide spending

targets

- Sectors (e.g.
hospital services,
physician services)

- Geographic regions
(optional)

- Individual health
care entities
(optional)

2029

Enforceable
statewide, sector,
and, if adopted,
regional and
individual entity
spending targets



Enforcement Against Spending Targets

Pre_ Report which
Notify entities Allow entities justify Modify findings if entities have
Enfo rcement exceeding their their spending spending growth unjustifiably
spending target growth justified exceeded their
Process target
ProgreS$|Ve Compel entities to Impose a Assess
Provide technical provide public performance .. .
E n fo rcemen t assistance testimony on why improvement plan 2 m::]:lttzzzwe
PI‘OCGSS exceeded target (PIP) P

2028

First enforcement
actions on
spending targets
(for 2026 targets)



Enforcement in Practice

Massachusetts Case Study
January 2022: PIP imposed on Mass General Brigham:
« $293 million in cumulative commercial spending growth in excess of the target over 5 years

* Higher prices than other providers
* |nadequate cost containment strategies

September 2022: State approves PIP on Mass General to reduce annual

spending by $128 million

* Price reductions
Reducing utilization (e.g., MRIs)
Shifting care to lower-cost sites
Increasing the use of APMs




OHCA Staff Recommendation Wi

Association

3.0% Statewide Spending Target for 2025-2029

 To promote improved affordability, the annual per capita health care spending
growth target percentage should be below the long-term [health care cost
growth] trend of 5%.

 To promote transparency and public accessibility, the basis for establishing a
statewide spending target should be a single economic indicator.

 The methodology should rely on an indicator of consumer affordability,
specifically, median family income, because it captures retirees and others not
in the labor market.

 The methodology should rely on historical data over projections. Specifically,

the methodology is the average annual growth in median household income in
CA over for the period 2002-2022.

 |nitial targets should be set for five calendar years to provide for sufficient
planning.



CHA Spending Target Advocacy

Proposed 3%

Spending Target
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CHA Spending Target Advocacy (continued) Wi

Association

Framework for a Sustainable Spending Target
Alternative Framework e
. For Spending target methodok)gy 1) Economy-Wide Inflation 3.3% 3.4%
- 2) Aging 0.8% 0.7%
« To assess reasonableness of a different 3) Technology and Labor: 0.6%  0.6%
spending target and methodology A) Drug and Medical Supplies 04%  0.4%
. . B) Labor Intensity 0.2% 0.2%
° As a S.OLI rce for appropriate adJustments to 4) Major Policy Impacts: 1.6% 0.6%
spendlng target A) Health Care Worker Minimum Wage 0.4% 0.2%
B) Investments in Medi-Cal 1.1% 0.3%
C) Seismic Compliance 0.1% 0.1%
Totals 6.3% 5.3%

Adopt a One-Year Target to resolve outstanding issues:
» Collection and analysis of total health care expenditure data
* Development of the rules of enforcement

 Meaningful analysis of not only the drivers of health care spending, but also the
spending target’s potential impacts



Cost and Market Impact Review Process

’ Entity

onchsChase PR o 235 days between

. transaction sk when a health care
market impact change . .
reviews (CMIRs) OHCA e“t“EV must file
on material Svit.::l:::te: a notice and may
transactions involving e complete the
health care entities nca transaction
that take place on or completes
after April 1, 2024 review

25 days after OHCA
release of completes
acliEaa ez final CMIR

“The role of the office is
to collect and report

Information that is
Informative to the public”

60 days after Transaction
release of final may be
CMIR completed




New Standards

Alternative Payment Primary Care and

Methodologies (APMs) Quality and Equity Behavioral Health
Investments

Promote the shift of Develop standards to Establish a single set of Measure the percentage of
payments from fee for promote the stability of measures to be health care spending
service to APMs that the health care reported in annual allocated to primary care
incentivize equitable, workforce, monitor reports. and behavioral health
high-quality, and cost- health care workforce Must be aligned with and set spending
efficient care by setting stability, and assist those of other benchmarks
statewide goals for health care entities in programs and payers Report on related spending
APM adoption and implementing cost- Should allow for in annual reports
measuring the state’s reducing strategies that Iy

progress do not exacerbate disparities between No deadline
existing workforce

different groups
shortages.

Deadline: July 2024
Deadline: July 2024 Deadline: June 2026



OHCA Implementation Is Happening Now

Office of Health Care Affordability
Implementation Timeline

Office adopts alternative | Office develops First annual non-enforceable cost target is in effect,
payment methodology workforce stability comparing the 2024 and 2025 calendar years

5B 104 (Chaptelr 47, standards standards

Statutes 2022) is January 2025 - December 2025

enacted, authorizing July 2024

the Office of Health

Care Affordability Health care entities must

prospectively notify the office Deadline for the Board establishes Office adopts

June 2022 of intepded market tran_sactions release of the baseline | first annual statewide Zlfng:]i:tet
occurring on or after this date spending report (2022 | enforceable cost j I

April 2024 and 2023 data) target and equity
measures

June 2025 June 2026

Board defines health care sectors, regions, Deadline for the

First annual enforceable cost

Office notifies entities that exceeded first and individual health care entities for the release of the first o -
statewide enforceable cost target, initiating purpose of setting specific targets annual spending report target s in effect, comparing the

X X 2025 and 2026 calendar years
potential progressive enforcement process* October 2027 (2024 and 2025 data)

January 2026 - December 2026
January 2028 - June 2028 June 2027

First annual sector and Anticipated deadline for first subsequent annual | Board sets sector targets and may set region

potentially region- and health care entity- report (beginning with 2025 and 2026 data)* and health care entity-specific targets
specific targets are in effect, comparing
2028 and 2029 calendar years* June 2028

Office measures and sets primary care and behavioral health spending benchmarks
No deadline

*Reflects anticipated timing or deadline



Questions?
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