
WEDNESDAY, MARCH 2, 2011     - MASSACHUSETTSSTATE HOUSE



Lora Pellegrini, President & CEO
Massachusetts Association of Health Plans

Who are we? 

MAHPõs Mission and Advocacy for Massachusetts 



For more than 25 years, the Massachusetts Association of

Health Plans (MAHP) has been the leading voice for health

plans in Massachusetts . We are a non -profit organization

committed to promoting high -quality, affordable health care.

MAHP represents 13 health plans which provide health care

coverage to more than 2.3 million Massachusetts residents .

http://www.uhc.com/
http://www.evercarehealthplans.com/
http://www.fchp.org/
http://www.harvardpilgrimhealthcare.org/
http://www.healthnewengland.com/
http://www.uhs.harvard.edu/
http://web.mit.edu/medical
http://www.nhp.org/
http://www.network-health.org/
http://www.seniorwholehealth.com/
http://www.tuftshealthplan.com/
http://www.unicare.com/
http://www.celticarehealthplan.com/


NCQA is an independent, not -for-profit organization dedicated to improving health care quality. NCQA accredits and certifies hea lth plans 
and a wide range of other health care organizations, recognizes physicians and physician groups in key clinical areas, and manages the 
Health Plan Employer Data and Information Set (HEDIS®), the tool health plans use to measure and report on their performance.



Eric Linzer, Senior Vice President
Massachusetts Association of Health Plans

Where Does The Dollar Go? 

Examining where the premium dollar is spent



Health insurance premiums are driven by health care costs . In Massachusetts,

nearly 90 cents of every health care dollar goes toward medical services, such as

doctor visits, prescription drugs and hospital stays . Health insurance premiums

and health care costs are inextricably linked . As the cost of health care rises, so do

premiums . Making health care more affordable requires addressing the underlying

factors driving health care costs .



Lois Johnson, Assistant Attorney General
Office of the Attorney General - Health Care Division

Stacey Eccleston, Assistant Commissioner
Division of Health Care Finance & Policy

What is Driving Costs? 

Analysis of Critical Statistics & State Reports



CLb5LbD{ Cwha !¢¢hwb9¸ D9b9w![Ω{ 9·!aLb!¢Lhb hC I9![¢I /!w9 /h{¢ 
TRENDS AND COST DRIVERS PURSUANT TO G.L. c. 118G, § 6½(b)

OFFICE OF ATTORNEY GENERAL MARTHA COAKLEY

ONE ASHBURTONt[!/9 ω .h{¢hbΣ a!  лнмлу

March 2, 2011



AGO COST CONTAINMENT REVIEW

ÅC. 305: Authority to examine health care market
ÅIssued subpoenas to range of payers and providers
ÅReviewed payer-provider contracts
ÅAnalyzed detailed cost, quality, financial information

ÅSought to explain differences in prices paid to 
providers for similar services:

ÅQuality

ÅPatient population

ÅComplexity of services

ÅAcademic status

ÅInternal costs
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PRINCIPAL FINDINGS

1. Prices paid to hospitals and physicians vary significantly.

2. Higher prices are not tied to quality, complexity, proportion 
of government patients, or academic status.

3. Prices are correlated to market leverage.

4. Total medical expenses do not correlate to payment 
method:  TMEsometimes higher for risk-sharing providers.

5. Price increases, not increases in utilization, caused most of 
the increases in health care costs in the past few years.

6. More expensive providers are gaining market share at the 
expense of less expensive providers.

7. The health care market has been distorted by contracting 
practices that reinforce/perpetuate disparities in pricing.

10



HIGHER PRICES ARE NOT TIED TO PROPORTION OF GOVERNMENT PATIENTS

PRICES FOR HOSPITALS VARY SIGNIFICANTLY
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Hospitals from Low to High Price
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INFORMATION FROM A MAJOR HEALTH PLAN:  FOR ILLUSTRATIVE PURPOSES ONLY



PRICE

Q
U
A
L
I
T
Y

HIGHER PRICES ARE NOT TIED TO QUALITY PERFORMANCE
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INFORMATION FROM A MAJOR HEALTH PLAN:  FOR ILLUSTRATIVE PURPOSES ONLY
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Hospitals from Low to High Payments

HIGHER PRICES ARE NOT TIED TO INCREASED COMPLEXITY OF SERVICES

HIGHER PRICES ARE NOT TIED TO TEACHING STATUS
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INFORMATION FROM A MAJOR HEALTH PLAN:  FOR ILLUSTRATIVE PURPOSES ONLY
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HIGHER PRICES ARE NOT ADEQUATELY EXPLAINED BY UNDERLYING COSTS:  
WIDE VARIATION IN COSTS AT SIX MAJOR ACADEMIC MEDICAL CENTERS 

THAT OFFER SIMILAR SERVICES AT SIMILAR INTENSITIES
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Hospital CommercialPayer
Margin

Government 
Payer Margin

Other Margin

AMC 1 3.7% -3% -20.1%

AMC 2 15% -6.9% -7.6%

AMC 3 21.4% -33% -10.7

15

TESTIMONY IN DHCFP HEARINGS SHOW SIGNIFICANT DIFFERENCES IN 
HOSPITAL REPORTED MARGINS 

ñ[U]nusually high hospital margins on private-payor patients can lead to 

more construction, higher hospital cost, and lower Medicare margins.  The 

data suggest that when non-Medicare margins are high, hospitals face 

less pressure to constrain costs, costs rise, and Medicare margins tend to 

be low.ò  MedPAC, Report to Congress, March 2009, page xiv.
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Health Plan's Relative Payment to Academic Medical Center

MGH (1.35)

BWH (1.31)

BIDMC

(1.21)
UMMC

(1.17)
TMC

(1.41)
BMC

(1.06)

HIGHER PRICES CORRELATE WITH GREATER MARKET LEVERAGE
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TOTAL MEDICAL EXPENSES NOT CORRELATED TO PAYMENT METHOD:
TME SOMETIMES HIGHER FOR RISK-SHARING PROVIDERS THAN 

PROVIDERS PAID ON FEE FOR SERVICE BASIS
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Note:  Statewide discharges increased by 1.3% from 2005 to 2008.

-2.00%

-1.00%

0.00%

1.00%

2.00%

3.00%

4.00%
P

e
rc

e
n
t C

h
a
n
g

e
 i
n
 A

d
u
lt 

D
is

c
h
a
rg

e
s 

fr
o
m

 2
0

0
5

-2
0

0
8

62% of 
2008 

Discharges

Hospitals paid above 
average prices GAINED 

2.88% in inpatient volume 
from 2005-08

38% of 
2008 

Discharges

Hospitals paidbelow 
average pricesLOST 
1.15% in inpatient 

volume from 2005-08

MORE EXPENSIVE PROVIDERS ARE GAINING MARKET SHARE
AT THE EXPENSE OF LESS EXPENSIVE PROVIDERS
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1. Encourage transparency and standardization 
in both health care payment and health care 
quality measures.

2. Mitigate market dysfunction and promote 
correlation between price and value.

3. Promote prudent purchasing through 
insurance products and decision-making tools.

4. Reform contracting practices that perpetuate 
market disparities and inhibit product 
innovation.

RECOMMENDATIONS 



Chapter 288 of the Acts of 2010

ÅRequires standardized reporting of 

ïPrice Relativities

ïTotal Medical Expenses

ïStandard Quality Measure Set

ÅRequires select network and tiered products 
to give purchasers choice based on value

ÅProhibits unfair contracting practices that 
impede market function
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AGO 2011 Examination

Continuing to examine the health care market to 
inform cost containment policies

1. Analysis of provider delivery systems

ï How clinically and financially integrated

ï Payment methods

ï Performance ςprice, quality, TME, other metrics

2. Administrative Costs 

ï Opportunities for efficiencies
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Thank you



Understanding Massachusetts 

Health Care Costs
Stacey Eccleston, Assistant Commissioner

March 2, 2011



About DHCFP

ÅWho We Are

ï The Division of Health Care Finance and Policy (DHCFP) is one of 16 

state government agencies under the Massachusetts Executive Office 

of Health and Human Services (EOHHS), and one of 4 EOHHS 

agencies with a specific focus on health care.

ÅMission Statement

ï The mission of DHCFP is to improve health care quality and contain 

health care costs by:

Åcritically examining the Massachusetts health care delivery system and 

providing objective information, 

Ådeveloping and recommending policies, and 

Åimplementing strategies that benefit the people of the Commonwealth.
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While over 97% of MA residents now have health 

insurance coverage, rising costs remain a challenge

Å In order to better understand costs, Chapter 305 of the Acts of 2008 directed DHCFP:

ï annually analyze health care provider and payer cost trends and the underlying factors 

contributing to their growth

ï hold hearings, in collaboration with the Office of the Attorney General, to publicly discuss the 

findings of its analysis with stakeholders under oath

ï develop short-term and long-term recommendations to improve the efficiency of the health 

care system in Massachusetts

Å To inform this initiative, DHCFP was granted authority to collect data ñwithout limitationò from public 

and private payers.

Å Three preliminary reports released in February identified several key cost containment focus areas:

ï The Massachusetts Health Care System in Context: Costs, Structure, and Methods Used by Private Insurers 

to Pay Providers

ï Premium Trends in Private Health Plans

ï Health Spending Trends for Privately Insured

26



Massachusetts Health Care System In Context

Å DHCFP reviewed the Massachusetts health care system and the 

factors that may contribute to high health care costs. 

Å Health care service utilization and spending

ī Trends compared to nation

Å Health system structure 

ï Health care resources and distribution

ï Utilization of teaching hospitals and number 

of residents and interns per bed

Å Payment methodologies used by carriers to 

reimburse providers
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MA Health Care System In Context: 

Selected findings

Å Massachusetts health care system has several unique characteristics, some 

of which may contribute to its high health care costs:

ï A health care system with many highly specialized medical personnel and the 

strong presence of academic medical centers.

ï The greater availability and use of more expensive academic medical centers for 

both inpatient and outpatient hospital-based services.

Å Market consolidation and concentration may enable dominant providers to leverage and 

receive higher payments from insured patients.

ï The dominance of fee-for-service payment methods (86%), which do not provide 

incentives to coordinate care or deliver services in more cost-effective, 

appropriate settings.

ï Near universal health insurance and richer insurance benefit packages than in 

other parts of the country. 
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Premium Trends In Private Health Plans

Health Insurance 
Premiums

Å DHCFP analyzed the change in 

premiums, benefit design, enrollee 

demographics, and identified cost 

drivers from 2006 to 2008.

ïHow do premiums and trends vary by 

market segment (individuals, small, 

mid-size and large groups)?

ïWhat proportion of premiums and 

trends are due to medical versus 

administrative costs?

Note: Data reflects 34% of entire market; 

focuses on fully-insured private health 

insurance market.

Administrative 
Expense

Medical 
Expense
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Premium Trends In Private Health Plans: 

Selected findings

Å On average, most of a health insurance premium goes toward spending on 

health care services (88%) as opposed to administrative and other non-

medical services. 

ï Nationally, less than 84% of premiums are spent on medical expenses.

Å Average monthly health insurance premiums increased ~12% from 2006 to 

2008.

ï The growth was caused almost entirely by growth in medical expenses. 

ï Premium trends and benefit levels vary across different-sized employer groups. 

Å Small businesses disproportionately affected by premium increases.

ï Small group premiums grew faster on average than mid-size and large group premiums.

Å Employers are reducing benefits and increasing co-payments and 

deductibles for employees. 
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Health Spending Trends For Privately Insured

Health Insurance 
Premiums

Administrative 
Expense

Medical 
Expense Insurer 

Claims

Å DHCFP analyzed insurer claims to 

identify medical spending trends 

and cost drivers, as well as 

changes in price vs. volume.

Å Analysis of 2006-2008 trends by:

ï Service (inpatient & outpatient 

hospital, physician, Rx)

ï Hospital spending by region and 

teaching/tertiary status

ï Market segment (individuals, 

small, mid-size and large groups)
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Health Spending Trends for Privately Insured: 

Selected findings

Å Spending per insured individual is rising. 

ï Private spending per member for health care in Massachusetts grew by 7.5% annually between 2006 

and 2008.

Å Price per service is rising more than utilization. 

ï Wide variation in prices paid by private health plans for the same service by different providers across 

the state 

Å Much of the increase in spending concentrated in outpatient hospital services. 

ï Outpatient services include medical procedures, imaging, and laboratory, etc. 

Å Spending on physician and professional services also contributed to the growth.

Å Large employer groups experienced faster growth in per person medical spending than 

small employers.

Å Employees paid a greater share of total health care costs.

ï Employeesô out-of-pocket spending on co-pays, coinsurance and deductibles grew as a percent of 

health spending for consumers purchasing coverage directly 
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Cost Trend Public Hearings

Å Public hearings were held in March to help inform development of final 

report with recommendations:

ï 3 day hearing process with testimony under oath from key stakeholders and 

experts: employers, consumers, health care providers, insurers, government 

officials, and health care experts

ï Worked with Office of the Attorney General

Å Consensus that it is an economic imperative to immediately address annual 

increases in costs ïsmall businesses (representing over 75% of the stateôs 

jobs base) are particularly at risk 

ï Health care accounts for over 13% of the stateôs $365 billion GSP and is the 

largest employer in the state, but continued cost growth comes with 

consequences. 
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Cost Trend Public Hearings: 

Areas of consensus and future opportunities

Å Lack of integration in the health care delivery system is costly and leads to 

inefficiencies and uncoordinated health outcomes

ï Avoidable ED Visits = Estimated cost is approximately $500 million

ï Preventable Hospitalizations = $600 million

ï Potentially Preventable Readmissions = $380 - $575 million

Å Lack of transparent information available to guide health care purchasers make 

prudent health care decisions based on quality or cost:

ï As Dr. Michael Collins recently wrote, ñwe need easy access to the true price of our office 

visits, hospitalizations, and diagnostic tests. If we can find out the price of a hotel room or a 

cross-country flight with a few clicks of the mouse, we can lift the veil currently covering the 

price tag attached to health care.ò

Å Need stronger focus and investment on primary care and prevention, i.e. move from a 

medical treatment model to a wellness (not illness) model
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DHCFP recommendations for the Massachusetts health 

care delivery system in its final report

ÅComprehensive, Coordinated Payment Reform

ï Build on unanimous recommendations of special commission to move away from fee-for-service

ÅFormation of Oversight Entity

ï Establish independent public entity to coordinate and leverage existing state resources to make 

decisions regarding payment reform, develop overall spending and performance targets, monitor 

progress toward integrated delivery system over 5 years

ÅDelivery System Redesign

ï Support the creation of integrated care organizations to more effectively and collaboratively meet 

patient care needs at lower cost settings 

ÅTransparency of Cost and Quality Information

ï Improve access to comprehensive quality, cost, and utilization information necessary for 

consumers and employers to make prudent health care purchasing decisions 

ÅInvest in Primary Care, Prevention, and Wellness

ï Promote investments in public health, public-private partnerships, employer programs



Division of Health Care Finance and Policy

For more information, please visit:

Website: www.mass.gov/dhcfp

Blog: http://publichealth.blog.state.ma.us/health-care-cost-

trends/

Twitter: http://twitter.com/masshealthcare

Two Boylston Street

Boston, Massachusetts 02116-4704

Phone: 617-988-3100

Fax: 617-727-7662
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Lora Pellegrini, President & CEO
Massachusetts Association of Health Plans

Sarah Gordon, Vice President of Legal Affairs
Massachusetts Association of Health Plans

Payment Reform

A discussion of the goals and next steps to a 

global payment system
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�C Today Fee -For-Service is predominant.

�C Transition to alternative payment methods for providers including, but not 

limited to:

�x Global payments -paying providers on a budget for the care they provide 

to patients;

�x Episodic/Bundled -pay providers for all the care they provide to a patient 

per condition (diabetic, maternity);
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�C ACOs are a group of physicians coming together to deliver care to a population of 

patients in a coordinated way. They agree to share risk. 

�C ACOs could be established under the umbrella of a hospital or physician group 

practice.

�C Most think that, at a minimum ACOs, need;

�x Minimum patient panel;

�x Ability to manage risk;

�x Primary Care as the foundation;

�x Infrastructure to coordinate care. 


