TOMORROW’S MEDICINE

A Report on the Future of Health Care Delivery in Washington State

Tomorrow’s Medicine assembles data from a number of reputable sources and opinions from a variety of health
care stakeholders to outline the current status and desirable future course of health care in Washington state. The
objective is to foster reasoned discourse on the preferred state of tomorrow’s medicine, and to outline the
leadership responsibilities of physicians as the health care system continues to evolve.

Tomorrow’s Medicine was commissioned by the Washington State Medical Association (WSMA). The first
section of this report, Where Are We Today?, was derived from quantitative data and analyses provided by the
WSMA'’s Health Care Economics Department.

In the second half of this report, we took a different approach.

Every conversation touching on health care quickly comes down to a few common questions like these: What’s
the best way to make sure everyone has access to good health care? Can we bring costs under control without
sacrificing quality? What kind of health care system do we want? How do we pay for it?

Physicians share many of the public’s concerns. We want to increase access to treatment, to use technology to
reduce costs, and to assure consistent, high quality care. We know that people without adequate insurance
coverage often wait too long to see a doctor, increasing their health risk and further driving up costs. And we
realize that current policy debates — in legislative chambers, boardrooms, and lecture halls — often simply re-plow
familiar ground.

To inject a fresh perspective, the WSMA chose to look beyond the immediate horizon. We wanted to know what
key stakeholders envisioned for our state’s health care system five years from now.

e What should we expect?

e What should we be planning for?

e Where will the practice of medicine be?

« How will we work together to provide high quality, accessible care?

In the section titled, What Should Tomorrow’s Medicine Look Like?, the Washington Research Council asked
physicians and university faculty, business and labor, hospitals, insurers, and government leaders to share their
views with us.* And despite their various professional interests, they emphasized remarkably similar themes.

This report outlines how we can move forward, taking medicine and health care into the future in a productive
way that benefits patients, physicians, and purchasers alike — a goal that cannot be achieved without collaboration.
This report also includes plans for collaborating with the stakeholders who helped define the issues, and inviting
others to join this effort.



Where Are We Today?

The Role of Medical Care in Washington’s Economy

The health care industry and physicians’ practices play a prominent role in the national and Washington
state economies.? Beyond providing care and saving lives, medical practices generate jobs and economic
development and are integral to the economic health of their communities. The cost of health care,
medical services, and the administration of the financing and delivery system also are felt throughout the
economy.

The Economic Impact of Physicians’ Practices in Washington State

More than 12,000 men and women worked as physicians (either Doctors of Medicine or Doctors of
Osteopathic Medicine) in Washington state in 2003. While physicians were employed in a broad range of
settings, including nursing homes, medical schools, research laboratories, and government, the vast
majority (about 10,700) provided direct patient care in offices, clinics, and hospitals.?

More than 115,000 jobs economy-wide, 3.2 percent of total
employment, were directly or indirectly created by physicians’
practices.

A 2005 study by the Washington Research Council quantified the economic impacts of these 10,700
physicians and their practices on the Washington state economy in 2003, focusing on four indicators —
business revenue, employment, personal income, and taxes.*

For each indicator, practices have both direct impacts (which occur within the practices), and indirect and
induced impacts (which occur elsewhere in the economy).

Business Revenue - In 2003, physician practice revenue totaled an estimated $5.97 billion (the direct
impact). This revenue was re-injected into the state’s economy via spending by the practices and their
employees. That spending generated an additional $5.83 billion in revenue for other businesses (the
indirect and induced impacts). Thus, the total business revenue attributable to physicians’ practices was
almost $11.80 billion, nearly twice the direct impact.

Employment - Physicians’ practices provided jobs for 10,700 physicians and 48,000 staff. The spending
by practices and their 58,700 physicians and employees is responsible for creating 57,000 jobs in other
sectors of the economy. Thus, more than 115,000 jobs economy-wide, 3.2 percent of total employment,
were directly or indirectly created by physicians’ practices.

Personal Income - The compensation of those working in physicians’ practices - wages, salaries and
benefits - totaled $3.5 billion in 2003. The economic activity of physicians’ practices and their employees
resulted in $1.7 billion in personal income for people who worked in other industries, an average of
$29,960 for each indirectly created job.

Taxes - Physicians’ practices generated significant tax revenue for state and local government. The state
collects Business and Occupation (B&O) tax at the rate of 1.5 percent on most practice revenue, in
addition to some minor excise taxes. Practices generated $79.7 million in B&O and other state excise
revenue in 2003. The indirect and induced activity generated by the practices generated additional tax
revenue totaling $127.4 million. Physicians’ practices also generated local sales taxes of $32.8 million.
Thus, the total tax revenue generated by physicians’ practices in 2003 was $239.9 million.
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Health Care Spending - Where does it come from; where does it go?

The United States continues to experience a steady increase in spending for health care services, rising
from $1.310 trillion in 2000, 13.3 percent of the Gross Domestic Product (GDP), to $1.937 trillion in
2005, 15.6 percent of the GDP.

Those expenditures are projected to reach over $2.7 trillion, about 17 percent of the GDP (see Appendix
A) by 2010. Other estimates place the percent of GDP lower at about 11 percent (see Appendix A), but
still well ahead of expenditures in other sectors including housing, food, and national defense.

Critics take issue not only with US spending levels for health care but also with the value and health
outcomes realized for such expenditures, noting that other nations spend far less, yet receive better health
outcomes for their citizens.

Contributing factors most commonly cited for the rise in health care spending:

e The highly fragmented financing structure of the delivery system.

- Administrative complexity and associated overhead costs of operating that system.®

e The degree to which there are variations in the appropriateness, level and type of care provided
from region to region, within communities and even within large medical groups.

e The degree to which the system must treat chronic disease, much of it resulting from Americans’
lifestyle (e.g. diabetes and obesity).

Of the revenues that underwrite the delivery of US health care, private health insurance pays for 36
percent of those services, while publicly funded government sponsored programs, primarily through the
Medicare and Medicaid programs, account for 45 percent of those dollars

Chart 1
The Nation’s Health Care Dollar - 2003’
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* Numbers do not add up to 100 percent due to rounding. SCHIP is State Children’s Health Insurance Program
** Other spending includes dental services, other professional services, home healthcare, durable medical products, over the counter medicines
and sundries, public health activities, research and construction.
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Chart 2 The Nation’s Health Care Dollar Percentage of Revenue
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Different categories of health care vary in the proportions that are financed privately and publicly. Public
funds cover slightly more than half of all expenditures for hospital services, and most expenditures for
home health care and nursing home services. Private funds cover a majority of expenditures for physician
and clinical services, and for prescription drugs.

The cost of prescription drugs has received a great deal of attention in recent years. While Chart 3
suggests the cost of drugs was constant between 2001 and 2004, the actual rate of increase has been 14
percent.'?

The average annual percent of growth in personal health care expenditures shows Washington to be ahead
of the national average, at 9.3 percent compared to 8.6 percent.

Publicly Funded Health Care

Medicare’s Long Term Viability Questionable

Policy makers continue to express serious concerns over the long-term viability of the Medicare program
as expenditures continue to increase substantially. Medicare spending was $309 billion in 2004, an
increase of 8.9 percent over 2003.* With the baby boomer population poised to become eligible for
Medicare, the program will be under even greater strain unless fundamental changes are enacted.*?

The addition of the Medicare Part D Prescription Drug Program, which took effect on January 1, 2006, is
expected to hasten the viability crisis. In January 2006, about 24 million patients had prescription drug
coverage through Medicare.™

Medicare Physician Payment Methodology Reduces Physicians’ Ability to Serve Seniors— It is
well documented that Medicare’s Sustainable Growth Rate (SGR) formula for the Medicare Part B
payment methodology continues to threaten the access to services for Medicare patients. Only through
vigorous advocacy to Congress by the WSMA, the American Medical Association (AMA), and other
national and state medical associations and specialty societies, were Medicare Part B payment reductions
stopped in 2005 and 2006. However, no permanent “fix” has yet been enacted.

A 5.1 percent cut is scheduled for January 1, 2007. For Washington’s physicians, that one-year payment
reduction would be more than $46 million."* The cumulative cuts through 2015 would be over 37 percent.
For Washington, Medicare payments to physicians would be cut by approximately $2.92 billion.

When asked if action isn’t taken by Congress in 2006 to fix Medicare
payments problems, what action — if any — would they take, 35 percent said
they would be forced to take no new Medicare patients and seven percent
said they would have to drop all Medicare patients.

The AMA estimates that from 2001-2007, physicians’ practices costs will rise 18 percent while Medicare
Part B payments will drop by five percent. By 2007, inflation-adjusted Medicare physician payment rates
will have fallen by 20 percent over that six-year period.

Tomorrow’s Medicine: A Report on the Future of Health Care Delivery in Washington State
6



Medicare personal health care expenditures for physicians’ services in 2004 in Washington were $1.370
billion, out of the national total of $81.848 billion.™

The average annual percent of growth in Medicare expenditures for physicians’ services in our state
(1980-2004) was 10.2 percent, compared to the national percent of growth of 10.1 percent.'® (Additional
data are presented in Appendix A.)

Federal data for 2001 reflect a 98 percent participation rate by Washington physicians in the Medicare
program. This measure is misleading, however, as it simply indicates physicians who have signed a
Medicare participation agreement and does not measure the degree to which physicians’ practices are
accepting Medicare patients."’

In January 2006, the WSMA conducted a “snhap shot” poll of its membership on whether physicians were
continuing to see Medicare patients. Of the 1,092 physicians who responded, 39 percent noted that they

had decided to take no new Medicare patients and one percent had decided to drop all Medicare patients.
The majority had made that decision within the last three years.

When asked if action isn’t taken by Congress in 2006 to fix Medicare payments problems, what action —
if any — would they take, 35 percent said they would be forced to take no new Medicare patients and
seven percent said they would have to drop all Medicare patients.

Medicare and Washington Hospitals — Medicare payments to hospitals under Part A are computed
differently and have not been subjected to the reductions applied to physician payments. Washington
hospitals consume a higher percentage of Medicare expenditures for the five most frequently performed
inpatient hospital procedures compared to the national average (Chart 4).

Chart 4
Range of Medicare Payments (Low-25th Percentile/High-75th Percentile)
- - - 18
for Top Five Inpatient Hospital Procedures, FY2005
WA us
$ $
Hip/Knee Replacement Low 11,491 9,992
Hip/Knee Replacement High 12,874 12,173
Gallbladder Removal By Laparoscope With 10,459 9,156
Complications or Preexisting Conditions Low
Gallbladder Removal By Laparoscope With 11,358 10,921
Complications or Preexisting Conditions High
Back & Neck Operations Except Back or Neck Fusion 5,526 4,749
Low
Back & Neck Operations Except Back or Neck Fusion 5,993 5,850
High
Insertion of Heart Defibrillator Low 33,299 28,828
Insertion of Heart Defibrillator High 42,756 38,232
Head and Neck Blood Vessel Operations Low 5,988 5,259
Head and Neck Blood Vessel Operations High 6,658 6,364
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Medicaid and Other Publicly Funded Health Programs Increase Access for Kids but Put
Pressure on Emergency Departments

In most state budgets, Medicaid program expenditures rank second only to education programs,
consuming on average around 20 percent of the budget.”® Approximately 27 percent of enrollees who are
aged, blind, and disabled account for 72 percent of Medicaid expenditures.?

Despite overall increases in funding, the Medicaid “per service” fee paid to
physicians has decreased. Medicaid pays about one-third the rate of private
insurers and for most medical practices, Medicaid payments fail to cover the

cost of the services provided.

Nationally, Medicaid enrollment among the aged and disabled grew about 2.9 percent per year between
2000 and 2003. Enrollment for families increased 11.6 percent between 2000 - 2002 , and another 7.1
percent between 2002 and 2003. Enrollment growth was largely attributable to the economic slowdown
following the stock market correction of 2001.%

Medicaid Expenditures - In 2004, Medicaid personal health care expenditures for physicians’ services
in Washington were $542 million dollars, out of the national total of $27.4 billion. The average annual
percent of growth in Medicaid physician services in Washington (1980-2004) was 10.6 percent, identical
to the national percent of growth.?

In 2003, the Medicaid spending growth rate in Washington slowed due to continued drug cost
containment efforts.”®  The spending growth decelerated from 8.8 percent in 2003 to 7.9 percent in fiscal
year 2004. Despite this shift, the rate of increase in Medicaid costs in Washington and nationally
continues to outpace state revenue growth, straining state finances.

Despite overall increases in funding, the Medicaid “per service” fee paid to physicians has decreased.
Medicaid pays about one-third the rate of private insurers and for most medical practices, Medicaid
payments fail to cover the cost of the services provided.?

Federal regulations require states to maintain a network of providers adequate to serve the people
enrolled in the program. In Washington, this network is disappearing. In a recent sampling of WSMA
member physicians: %

e 30 percent of respondents said they have begun limiting the number of Medicaid Healthy Options
and Basic Health Plan (BHP) patients they can treat;

* Another 28 percent have decided to drop all Medicaid Healthy Options patients, up 10 percent
from a previous poll conducted earlier in the year;?® and,

e 24 percent have decided to drop all BHP patients, up nine percent from a previous poll conducted
earlier in the year.

(For additional data on Medicaid, see Appendix B.)
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In Washington, state-funded health care expenditures in FY2003 were $7.7 billion, compared to $7.3
billion in FY2002 (See Appendix B).?” These figures include expenditures for Medicaid, the State
Children's Health Insurance Program, state employees' health benefits, corrections, higher education,
insurance and access expansion, public health-related expenditures, state facility-based services, and
community-based services.

Increases in the Cost of Insurance Decline in Commercial Health Insurance Market

National trends in health insurance reveal that in 2005, the total costs of health benefits for all employers
slowed for the third straight year.®® In 2002, the annual rate of increase peaked at 14.7 percent, followed
by rates of 10.1 percent, 7.5 percent, and 6.1 percent for 2003-2005.

Large employers (500+ employees) also have experienced a moderating increase trend since 2001,
peaking that year at 12.1 percent, followed by rates of 11.5 percent, 10.2 percent, 9.0 percent and 6.7
percent for 2002-2005. The 2006 increase is estimated to be about 7.2 percent for this population.?
Possible reasons for this declining trend include:

« Employers are shifting costs to employees via changes in health plan offerings (e.g., increases in
employee premium participation, coinsurance and deductibles; and tiered prescription drug
benefits). Currently in favor: new consumer directed health plans (CDHPs) offerings and
preferred provider organizations (PPOs). CDHPs typically offer a Health Savings Account
(HSA) in conjunction with a high deductible health insurance policy. The shift to PPOs also rose
steadily from 1998-2005, growing from 36 percent to 58 percent of the plans selected.*®

e Cost shifting may also be blunting the use of services.

e Reduction in the number of plan options offered to employees, thereby reducing administrative
overhead.

« Positive effects and return on investment in implementing “health management” strategies.

Regardless, employers of all sizes have made it abundantly clear that they cannot continue to support the
cost of health care benefits.

In the western US, from 2003-2005, the shift to new forms of coverage and/or delivery mechanisms has
largely followed national trends:

e PPO enrollment remained relatively flat over that three-year period (86 percent, 88 percent, and
85 percent per year, respectively).

« Indemnity plans lost substantial ground (21 percent, 14 percent, and 10 percent) as did Point of
Service (POS) plans, but to a lesser degree (19 percent, 18 percent, 14 percent).

« Not surprisingly, however, HMOs faired better (63 percent, 65 percent, and 62 percent) in the
western region, given their long history of acceptance by patients.

Only a small percentage of large employers have offered consumer directed health plans in the western
US over the 2003-2005 period (1 percent, 4 percent, 7 percent). Employees’ adoption over that period
was minimal (1 percent, 1 percent, 2 percent). (See Appendix C.)
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Public Program Cost-Shifting: The “Hidden Tax”

In May 2006, Premera Blue Cross publicly released a Milliman study it had commissioned revealing that

low Medicare and Medicaid payment rates produce a “cost-shifting” effect, driving up premiums paid by

employer-sponsored health insurance -- a so-called “hidden tax”.

The study estimated that nearly $1.4 billion in medical care costs —
$738 million in hospital costs and $620 million in physician costs — were
shifted to Washington employers and other commercial customers in 2004 to
offset payment shortfalls from Medicaid and Medicare.

According to the Milliman study, Medicare pays physicians 20 to 26 percent less than commercial
insurers in King County, and 25 to 31 percent less elsewhere in the state. Medicaid pays 31 to 36 percent
less than commercial insurers for children’s office visits; 50 to 54 percent less for adult office visits; 11 to
18 percent less for maternity services; and 55 to 58 percent less for other medical services.

The study estimated that nearly $1.4 billion in medical care costs -- $738 million in hospital costs and
$620 million in physician costs — were shifted to Washington employers and other commercial customers
in 2004 to offset payment shortfalls from Medicaid and Medicare. This was an average of $902 per
family health insurance contract, and represented 13 percent of all commercial hospital and physician
costs.

Physicians’ Practices Face Continued Threats to Their Viability

Physicians’ practices in Washington continue to struggle to maintain their viability, confronted by rising
overhead costs and administrative burdens, including significant increases in recent years to physicians’
professional liability (medical malpractice) insurance premiums. Washington practices must compete
against other more medical practice-friendly states to recruit physicians and other skilled clinical and
administrative staff.

Small and midsize practices are particularly affected in their efforts to remain viable, lacking the
economies of scale of larger practices. These practices have less leverage with health insurers to
negotiate reasonable reimbursement rates. Yet, without them, there is inadequate system capacity to meet
the needs of Washington’s citizens.

Practice Revenues Decline as Costs Rise

Physician practice net revenues have declined as operating costs have increased. For 2003-2004,
operating margins per full-time-equivalent physician in primary care practices decreased by:*

e 5.5 percent for internal medicine single specialty groups,
e 3.9 percent for primary care multi-specialty practices (not hospital-owned), and
« 0.6 percent for family medicine single specialty practices.*
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Between 1995 and 2003, physicians' net income declined about seven percent after adjusting for inflation.
This decline in real income contrasts to the wage trends for other professionals who realized a seven
percent increase over the same period. Primary care physicians were hardest hit with a 10.2 percent
decline, while surgeons' income declined by 8.2 percent.**

Physicians’ practices, especially smaller practices, have difficulty in accessing capital resources to
modernize and invest in their operations, especially for accounts receivable management, and health
information technology (electronic medical records).®

For example, estimates for the acquisition and implementation of an electronic medical record (EMR)
system ranges around $44,000 per physician, with an additional $12,000 in annual maintenance fees.*® In
addition to the expense associated with implementing an EMR, medical practices are confronted by the
reality that the benefits of such systems accrue largely to those who do not have to foot the bill.

Compliance with federal and state regulatory requirements also imposes substantial costs on practices. A
noteworthy example is the federal Health Insurance Portability and Accountability Act of 1996 (HIPAA).
The actual costs levied on physicians’ practices to comply with HIPAA are substantial, but difficult to
measure with precision. One survey found that 90 percent of small practices surveyed had budgeted less
than $100,000 on HIPAA compliance in 2002. The remainder of the groups budgeted between $100,000
and $300,000.*

Nationally, in 2004, the average practice’s operating costs consumed 62 percent of practice revenue.*®
For the western US region, an average 70 percent of total practice revenue was consumed by non-medical
expenses (primarily overhead costs and personnel).*

Single and multi-specialty physician practices reported in a recent survey that nearly 33 percent of their
accounts receivable were over sixty days old.** This measure indicates the level of delay that practices
encounter in obtaining payment from patients and insurance sources. The longer the delay, the greater the
amount of labor costs required to collect on services already rendered, further decreasing the practice’s
net income.

In 2004, surveys demonstrated that practices limited the combined share of Medicaid and Medicare
patients to less than 50 percent and often less than 25 percent of their patients in order to maintain
financial viability. Private practices reported that they had no more capacity to see Medicaid, Medicare,
and Basic Health Plan patients. Between 65 - 95 percent of private practitioners in urban counties and
20 - 60 percent of private practices with rural health clinic certification report that their clinics are closed
to or significantly restrict new public program patients.**

The Medlical Tort System Drives Costs Up and Access Down— For many physician specialties —
particularly family practice (when obstetrical care is included), obstetrics and gynecology, and
neurosurgery — the cost of medical malpractice coverage is becoming prohibitive.

Beyond the insurance premium costs associated with the current tort system, the system promotes
unnecessary services (defensive medicine) and compels many physicians to limit their exposure to
potentially high risk services.

Physicians Insurance A Mutual Company (owned by its 5,800+ physician policy holders and the largest
medical liability insurer in the state with over 60 percent of the market) reports that between 2000 and
April 30, 2004:
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e 14 percent of the obstetricians/gynecologists it insured dropped delivery services (37 of 264).

e 39 percent of the family physicians it insured dropped delivery services (150 of 386).

e Combined — 29 percent of the Ob-Gyns and FPs insured by the company (187 of 650) stopped
providing delivery services over the four-year period.

Beyond the insurance premium costs associated with the current tort
system, the system promotes unnecessary services (defensive medicine) and
compels many physicians to limit their exposure to potentially high risk
services.

The system’s impact on access-to-care -- and costs -- is measurable. A 2004 poll found:*

e 51 percent of physicians reported that all, most or some of their patients had had to leave their
practice for certain services that they no longer offered.

e 71 percent reported their patients have had to travel further to receive care.

e 32 percent reported increasing the number of lower risk patients they see.

e 51 percent reported they are less willing to perform high-risk procedures.

e 44 percent had stopped certain high-risk services.

Regulations and Mandated Benefits Impose Costs— State regulation plays a major role in driving up
the cost and reducing the accessibility of affordable health insurance.”* Some of the reasons costs are
going up are clearly beyond the control of state policymakers, but there is one key factor that is often
overlooked — the costs imposed by mandates, the laws that limit the kind of health insurance that can be
sold in our state.

A mandated health benefit, according to the legal definition is “coverage or offering required by law to be
provided by a health carrier to: (a) Cover a specific health care service or services; (b) cover treatment of
specific condition or conditions; or (c) contract, pay, or reimburse specific categories of health care
providers for specific services...”

Beginning with a single mandate in 1963, the number of new and amended mandates in Washington has
now grown to 47 (Chart 5). In recent years, their number has grown rapidly. Between 1982 and 1990,
they tripled from 10 to 30, and from 1993 to 2001, their number increased by a further 50 percent.**
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Chart 5

Growth of State-Imposed Health Care Mandates
in Washington: 1963-2001
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Nationally, Maine has the largest number of mandates — 60 total. Washington state has 48 mandates and
is sixth on the list of 50 states.”®

A number of studies have found a link between the number of mandated benefits and the higher cost of
insurance. For instance in a report to Congress, the General Accounting Office found that insurance costs
are consistently higher in states that impose a large number of mandates on insurers.

A PriceWaterhouseCoopers study noted, “In addition to mandated benefit requirements, states have also
enacted numerous process and provider mandates. These mandates, which require coverage for specific
types of providers and require plans to have specified processes in place, have contributed to the overall
cost impact of mandates on health insurance premiums.”

According to a Washington Policy Center report, the problem of too many mandates has been recognized
by a number of state legislatures leading them to enact laws to alleviate and/or study the cost of such
benefits.*°

In addition, the growing number of non-English speaking patients requires that physicians must rely on
interpreters to communicate with limited English proficiency (LEP) patients. Federal regulations impose
requirements that interpreter services be provided at no cost to patients. As a result, low payment rates
for physicians’ services, especially for publicly funded programs, frequently result in the cost of an
interpreter exceeding the physician’s payment, a net loss to the practice for treating patients under those
circumstances.”’

Patients’ use of “alternative medicine” services - a growing part of medical services costs - is expected to
continue, and more insurers will provide reimbursement for those services in response to public demand
or legislative mandates. An estimated 33 to 40 percent of Americans already use some form of alternative
medicine treatment.*®

Dwindling Number of Primary Care Physicians Threatens Access

A 2006 study found that new physicians are not choosing to pursue careers as family physicians and
general internists.** The number of medical students entering family medicine residencies has declined
by 52 percent in seven years. This shift is attributed to declines in reimbursements for primary care
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services, increasing student-loan debts, reductions in funding for the training of family physicians, and the
challenges and complexities of caring for an aging population.

Primary care physicians (PCP) are taking care of fewer patients who are hospitalized, with full-time
hospitalists assuming the care of these patients. As a result, PCPs are dropping their active medical staff
membership to reduce their inpatient care and emergency on-call burdens.® This, in turn, affects the
effective coordination of care and continuity of services.

Emergency Departments are Overburdened

When physician practices begin to limit new patients they can take, or close entirely, patients must find
care elsewhere — typically at their local emergency department (ED).

Contrary to common belief, most patients who visit emergency departments
have health insurance, according to a 2006 study published by ACEP.

In 2006, the American College of Emergency Physicians (ACEP) released its first national report card,
grading each state on the support it provides for its emergency medical system.* ACEP gave Washington
an overall grade of D+. Washington ranked 40" in the nation due to its inadequate support of an
emergency care system to meet the needs of its citizens.

Nationally, in 2003, emergency departments received nearly 114 million patients -- a 26 percent increase
over the previous decade -- but the country experienced a net loss of 703 hospitals and 425 EDs during
the same ten-year period.>

Contrary to common belief, most patients who visit emergency departments have health insurance,
according to a 2006 study published by ACEP.>* According to the study conducted by the Robert Wood
Johnson Foundation and the University of California - San Francisco:

* About 84 percent of frequent ED users (those visiting EDs four or more times per year) had
health insurance.

e 81 percent had a source of coverage for primary care.

e Many of these ED patients with insurance use the ED when they cannot get in to see their usual
doctor.

e Some ED patients are simply waiting for hospital beds.

A 2001 statewide survey of hospital emergency department directors found:>*

e 91 percent of small hospitals and 100 percent of large hospitals reported that they have an
overcrowding problem.

e 76 percent of large hospitals reported an overcrowding frequency of two to three times per week
or greater.

e 81 percent of large hospitals and 60 percent of small hospitals expect emergency department
overcrowding to increase in the future.

Tomorrow’s Medicine: A Report on the Future of Health Care Delivery in Washington State
14



Overcrowding occurs in an emergency department when its capacity to “move” patients is gridlocked (too
many patients arriving and too few patients departing).

The data cast doubt on whether expanding health insurance coverage alone will solve the problem of ED
overcrowding.

Health Care in Washington is in Transition
The Number of Uninsureds is Down but System Dysfunctionality is Worsening

The ability of patients to receive health care services — in the right setting, at the right time and
appropriate to the needs of the patient — is the true test of the functionality of a health care system.

The data shows an increase in the number of Washingtonians covered by group insurance and a decrease
in the percentage of Washingtonians who lack health insurance. However, having health insurance does
not guarantee access to care — nor access to cost-efficient, care-efficient services. The health care
delivery system remains fraught with inefficiencies, fragmented services, costly variations in the services
provided, and a disturbing decrease in the capacity of the system to care for the citizens of the state.
These issues are discussed elsewhere in this report.

The following data examine the distribution of health insurance across employer-sponsored coverage,
government-sponsored programs, as well as those who obtain insurance as individuals, and those who
have no health insurance coverage.

The data shows an increase in the number of Washingtonians covered by
group insurance and a decrease in the percentage of Washingtonians who
lack health insurance.

Washington state does not require employers or private insurance companies to report statistics on group
insurance coverage and benefits utilization. As a result, comprehensive data can be difficult to identify.
There are some notable examples of data gathering, however, including the following:

e 1In 1989, the Basic Health Plan Technical Advisory Committee (TAC) - A Final Report provided
accurate survey data on the extent of group health insurance coverage in Washington state. >

e In 2003- 2004, Insurance Commissioner Mike Kreidler convened the “Let’s Get Washington
Covered” Task Force, and complied extensive data on health insurance coverage in Washington.

* In 2005, Washington state released its fourth annual report of its state-planning grant to conduct
activities to cover the uninsured, consistent with federal goals set in Healthy People 2010. >

The Washington State Population Survey (Chart 6) is an important ongoing source of information about
the health and welfare of Washington families.>” This survey, conducted in spring 2004 for the fourth
time, focused primarily on issues of employment, family poverty, in-migration, health, and health
insurance coverage.™®
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Notably, in comparing the 1989 and 2004 findings of the Survey, there is a seven percent increase in the
percentage of population covered by group insurance while the percentage of uninsured (relative to
overall population) declined by seven percent. The percentage of the Medicaid population grew by six

percent.

Chart 6

Health Care Access in Washington state
As a percent of total Washington state population (2004 = 6,063,048)
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The Number Covered by Group Insurance has Grown

In 1989, 2.5 million persons, an estimated 54 percent of the state population, were covered by some type
of group insurance program (Chart 7).° In 1998, about 3.5 million persons, 61.7 percent of the state
population, were covered by group insurance.®® In 2004, nearly 3.8 million persons, 61.3 percent of the
state population, were covered by group insurance.®

Chart 7

Employer/Union Sponsored Health Insurance (Group Insured Population)®
As a percent of total Washington state population (2004 = 6,168,846)
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*In 1989, the report broadly aggregated data as ““group insurance”, while the more
recent data explicitly includes both employer-sponsored and group insurance.
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Employer Contributions are Down as Costs are Shifted to Employees— In 1988, Washington
employers paid the entire group insurance premium for 47 percent of those covered by a group plan, paid
part of the premium for 49 percent of the enrollees, and provided no payment for less than 4 percent of
those covered by a group plan. Forty-two percent of the group insurance contracts limited coverage to the
contract holder, excluding spouses, children, and other dependents.63

From 2001 — 2003, Washington employee contributions toward health insurance coverage tended to be
smaller than the national average, especially for single (employee only) coverage, due to the relatively
high percentages of enrollees in Washington who are not required to contribute (Table 1).** (For
additional data on group coverage, see Appendix D.)

Table 1
Employee Health Care Contributions: Washington and the US
2001 - 2003
Single Coverage Family Coverage Employee-Plus- One Coverage

Washington

All Firms 50% 27% 15%

<50 Employees 73% 46% 30%

50+ Employees 41% 22% 11%
United States

All Firms 28% 15% 10%

<50 Employees 56% 41% 27%

50+ Employees 19% 10% 7%

Individually Insured Population Grows in Number, Not Percentage Covered

In 1989, about 12 percent (546,900%) of Washington’s citizens purchased health insurance directly from
commercial health insurers or health care contractors.®® In 2004, this percentage remained unchanged:;
however, the number of individuals choosing this option grew to 760,962.%" (See Appendix D)

In 2004, the individual health insurance market represented about five percent of Washington state's
insured consumers. This is in sharp contrast to the situation in the late 1990's when Washington was
experiencing problems with the individual and small group insurance markets. In the face of additional
state regulatory burdens and in an effort to keep individual insurance profitable, insurers adopted
eligibility standards that denied coverage to those most likely to incur medical expenses. Legislation
attempted to counter that trend and increase access but instead prompted the withdrawal of insurance
carriers from the individual market in 1998-1999.

Consumers could not buy individual coverage in Washington until 2000-2001, following legislative
action that, in part, allowed health underwriting to return. The “eight percent most costly” applicants,
responsible for an estimated 60 percent of total claim dollars, were to be screened into a high-risk pool,
the Washington State Health Insurance Pool (WSHIP). While the WSHIP subsidized insurance for
individuals denied private insurance, less than nine percent of those eligible purchased coverage.®

Health Savings Accounts (HSAs) were made available to all US citizens by the Medicare Prescription
Drug Improvement and Modernization Act of 2003. HSAs are accounts to which individuals, family
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members, and employers can make tax-deductible cash contributions. Those funds can then be used to
pay for qualifying medical expenses on a tax-free basis, either by paying the “provider” directly from the
account or by reimbursing the individual. HSAs are exclusively for the purpose of paying qualified
medical expenses of the account beneficiary.®®

The HSA concept has strong supporters, and skeptical critics.

Data on HSA purchases for 2005 reveal that: "

Premiums for HSA-eligible plans went down 17 percent, with individuals paying $114 per month
in 2005 compared with $138 in 2004.

More than 40 percent of HSA-eligible plan purchasers were previously uninsured.
HSA plans continue to be comprehensive, with most policies covering 100 percent of the costs of
hospitalization, lab tests, emergency room visits, prescription drugs, and doctors’ visits after the

deductible is met.

More than 60 percent of HSA plan purchasers have been moving toward higher annual
deductibles, compared with 50 percent in 2004.

Almost 50 percent of plan purchasers in 2005 earned $50,000 or less annually and 42 percent are
40 years old or older.

The HSA concept has strong supporters, and skeptical critics.

Those findings contrast to the results of the Consumerism in Health Care Survey conducted jointly by the
Employee Benefits Research Institute and The Commonwealth Fund.” In comparing users of consumer
directed health plans to those with traditional insurance, the survey found:

Persons with consumer directed/high deductible health plans were significantly more likely
(31-35 percent) to avoid, skip or delay health care because of costs than those with traditional
insurance (17 percent).

Persons with consumer directed/high deductible health plans were significantly more likely
(26 percent) to skip doses of medications to make them last longer than those with traditional
insurance (15 percent).

Persons with consumer directed/high deductible health plans were significantly more likely
(11-20 percent) to spend a large share of their income on out-of-pocket health care expenses than
those with traditional insurance (5 percent).

Persons with health problems or with lower incomes -- under $50,000 — were particularly
vulnerable to spending large shares of their income on out-of-pocket health care expenses than
those with traditional insurance.
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Washington’s Uninsured Population has Decreased

As noted previously, the number of Washington residents without health insurance, as a percentage of the
total state population, has decreased while the percentage of the population covered by group insurance
has remained constant. At the same time, it is smaller firms that are dropping coverage or find themselves
unable to offer coverage.

In 1988, 784,171 persons, about 17 percent of all Washington citizens, had no insurance (Chart 8).”% In
2004, about 603,000 persons, 11 percent of all Washington citizens, had no insurance.” The introduction
of the Basic Health Plan (BHP) and expansion of Medicaid eligibility are key factors influencing that
reversal.

By comparison, in 1998, about 15.5 percent of the U.S. population was uninsured.” While the data for
that period suggest a slightly higher rate of uninsured in Washington than elsewhere, the variation is
within the statistical margin of error for the survey techniques used to collect the data. In 2005, nationally
there were about 45.8 million people,15.7 percent of the civilian non-institutionalized population, who
were uninsured, and Washington was below the national average.”

Chart 8
Uninsured Population
As a percent of total Washington state non-elderly population
(2004 = 5,463,989)
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In 1988, a report by the Employees Benefit Research Institute (EBRI) reported that almost half of all
uninsured workers were found in firms with fewer than 25 employees.”” In 2005, another EBRI survey
reported that 69.3 percent of all uninsured workers were found in firms with fewer than 25 employees.’

Nationally, employers not providing health insurance for employees are more likely to be small firms.
According to the 1986 Small Business Administration’s (SBA) Health Benefits Study,”® more than half of
firms with fewer than 10 employees, and about one-fourth of firms with 10 to 24 employees, did not offer
health insurance (See Appendix D for data on the demographic characteristics of the uninsured in
Washington state.)

In Washington, an analysis by the Office of Financial Management found a substantial drop in the percent
of workers who lacked employer group health insurance, with the largest shifts occurring between 1989
and 2006 in the occupational groupings of services, agriculture, forestry and fishing; wholesale, and
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retail.®® (See Appendix D for data on the demographics of workers with and without employer sponsored
insurance.)

When correlated with income data, it is clear that Washington’s so-called working poor comprise a
sizable share of the uninsured population (see Appendix D).2* Continued state budget constraints that
have limited enrollment in the BHP are largely to blame for this growing segment of the uninsured
population.

In 1989, about 17 percent of Washington’s population (748,171) were uninsured at any one point in time,
compared to 11 percent (603,000) in 2004.%

About 37 percent in 1989 and 62 percent in 2004 were members of low-income families who earned less
than 200 percent of the Federal Poverty Level (FPL). About 14 percent of the uninsured in 1989
(104,744) compared to 35 percent in 2004 (88,706) were at risk of being both sick and uninsured.®

Growth in Medicare Population (Age 65 And Older)

In 1989, 12 percent of all Washington citizens (543,612) qualified for Medicare, compared to 2004 when
about 13 percent (775,000) qualified (See Appendix A).2* In 2004, 86 percent of these 775,000 residents
were elderly (over the age of 65) and 14 percent were non-elderly persons with disabilities.®®

In 2004, over 15 percent of Washington citizens aged 65 or older elected to enroll in Medicare Managed
Care (as opposed to Traditional Medicare Fee for Service) compared to 11 percent of Medicare
beneficiaries nationally. In addition to virtually all people aged 65 or older, those under age 65 who have
been receiving Social Security Disability Insurance payments for 24 months, as well as certain people
under 65 with end-stage renal disease, are eligible for Part A coverage.

In 1989, only one percent (48,000 individuals) under the age of 65 were covered by Medicare.?® In 2004,
about 120,505 individuals were covered despite being under the age of 65.5

An approximate 42 percent increase in the number of seniors on Medicare, coupled with reductions in
Medicare payments to physicians’ practices, has reduced access to care for many seniors.

Nationally, in 2002, 841,298 physicians and other providers rendered Medicare Part B services, compared
to 925,508 in 2003.%8 (See Appendix A for more detail.)

Medicaid and Government Sponsored Programs’ Enroliment

By the end of 1997, more than 255,000 women had received services through Washington’s Medicaid
program, and Medicaid was funding 42 percent of all births to Washington residents. In 2002, over two-
thirds (67.5 percent, or 113,446) of Medicaid enrollees were women between 18 and 29 years of age, the
same age group that accounted for 73.0 percent of all Medicaid-paid births.®

Washington state's TAKE CHARGE program, which began July 2001, expanded Medicaid coverage for
family planning services to men and women with family incomes of 200 percent or less of the FPL.
TAKE CHARGE represented a change in state Medicaid policy by providing family planning services
prior to pregnancy for low-income women not otherwise Medicaid eligible and includes low-income men
in its target population.
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In 1989, about 12 percent® of the state’s population (361,020) were eligible for some type of state
medical assistance® compared to 2002 when about 15 percent (940,693) were eligible.”” Two Medicaid
(Title XIX of the federal Social Security Act) programs protect almost 95 percent of this group:
Categorically Needy and Medically Needy (for additional data on Medicaid, see Appendix B).

Basic Health Plan Shows Promise But Stymied by Budget Constraints — In 1986, the Washington
Health Care Project Commission (the McPhaden Commission), created by the legislature, issued its report
that became the basis for the Basic Health Plan (BHP) and a state high-risk pool.* The legislature created
the BHP via passage of the Health Care Access Act of 1987. At that time, an estimated 12-14 percent of
Washington residents were uninsured. The primary goal of the BHP was to provide state subsidized basic
health care for the working poor who are otherwise uninsured.

Following pilot projects, open to 4,000 residents in King and Spokane counties, the legislature initially
limited enrollment to 30,000 individuals, under age 65, who were ineligible for Medicare, and who had a
gross family income at, or below, 200 percent of the FPL. Enrollees obtained care from a managed
delivery system and paid part of the cost of their premium under an income-related sliding fee scale.

By June 2006, the BHP enrolled 99,788 individuals.** Enroliment has fluctuated due to the degree of
funding legislators have been willing to provide as the state has experienced its economic cycles since
1994.

Other Mechanisms Pick-up Some, But Not All, of the Slack— In 1989, Community Clinics served
about 155,000 medical patients per year. While Medicaid covered 22 percent of these patients, 66 percent
had no other health care coverage. In 2002, these centers served 391,246 patients in Washington.*®

This population is usually poor or near poor, with 62 percent having incomes below the FPL.% These
patients are typically served in a Community Health Center, Migrant Health Center or in an Indian Health
Center.

In 2004, Federally Qualified Health Centers (FQHC), which includes Community Health Centers,
Migrant Health Centers, Indian Health Centers, and FQHC “look-alikes”, were responsible for providing
a disproportionately large percentage of local primary care to serve low-income patients and especially
the uninsured.

In 2004, Washington’s free clinics provided more than 40,000 patient visits. Although the number and
capacity of charity clinics has grown along with access concerns, in most areas charity clinics represent
far less than one percent of physician capacity.”’

Another example of Washington physicians’ commitment to provide charity care is Project Access.
These county-level initiatives engage physicians to voluntarily treat indigent patients at no charge. The
Spokane County Medical Society began the first Project Access in this state in 2003. Already this project
has provided over $2.5 million in charity care, with over 650 physicians participating. The Thurston-
Mason County Medical Society launched its project in 2005, and both the Clark and King County
Medical Societies have projects under active development.

The Uncompensated Care Burden Continues
Another source of medical care for the uninsured population is uncompensated care -- unpaid bills for

medical services provided by hospitals and physicians (where there is no third party payer such as
Medicaid or insurance).
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The traditional view of uncompensated care distinguishes between charity care and bad debt. Charity care
is usually provided to medically indigent persons who have no health insurance. Bad debt is generated by
persons who are presumed to be able to pay, but do not, even after the practice has exhausted reasonable
attempts to collect the debt. The distinction between these two categories is not always well defined and
not all uncompensated care is fully reported.

Nationally, a recent study found that there was little change in the amount of charity care provided during
the late 1990s and 2000s. From 1996-97 to 2004-05, the average number of hours spent providing charity
care and the percentage of practice time spent on charity care both declined slightly.”

The decline in reimbursement by public and private payers
has created financial pressures that are limiting physicians’
ability to provide charity care.

The study also showed a decrease in the proportion of physicians providing charity care, dropping from
71.5 percent of those surveyed in 2000-2001 to 68.2 percent in 2004-2005. The actual number of
physicians providing charity care, however, has remained relatively stable as the overall number of U.S.
physicians engaged in active medical practice has increased from approximately 347,000 in 1996-97 to
397,000 in 2004-05.%

The study suggests that the long-term decline in charity care provided by physicians may have
contributed to reductions in uninsured people’s access to medical care. In 2003, 63.1 percent of the
uninsured had a regular source of medical care, down from 68.6 percent in 1996-97. Additionally, the
percentage of the uninsured with a physician visit in the past year fell from 51.6 percent to 46.1 percent
during this period.'®

The decline in reimbursement by public and private payers has created financial pressures that are
limiting physicians’ ability to provide charity care, the study further suggested.

In 2003, the Washington Office of the Insurance Commissioner convened the “Let’s Get Washington
Covered” Task Force and identified data on uncompensated care. For 2001, $318,515,652 in
uncompensated care was provided in Washington, with $44,592,191, or 14 percent, provided through
physicians’ practices.

Military-Related Population

The state’s military population eligible for some type of military-related health insurance has grown
significantly, and is expected to grow through 2010. This population is essentially served by the
Department of Veterans Affairs (VA) and has nominal impact on the state’s private insurance and public
health care programs (additional data is provided in Appendix E).
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Quality vs. Costs: Which Way Will We Go?

There is no shortage of ideas on how to improve our health care system.

The upward spiral of health care costs — underwritten primarily by employer-purchasers and publicly
funded programs, and exacerbated by variations in services provided from locale to locale, a distorted tort
system, and other factors — have driven stakeholders to challenge the system to produce better “value” for
that spending. Seeking a clinically sound and affordable balance between cost and quality will be a
central focus of discussion for the foreseeable future.

While physicians are being pressed to demonstrate quality, the ability to measure quality is currently
limited by statistical anomalies; the inadequacies of information systems; the complexity of health plans;
and the availability of funding for such systems.**

Seeking a clinically sound and affordable balance between cost and quality
will be a central focus of discussion for the foreseeable future.

Many Initiatives in Play; Consensus Still Being Sought

Quiality of Care Projects - Nationally (A Sampling)

Dartmouth Atlas of Health Care - The Dartmouth Atlas Project describes how medical resources are
distributed and used in the United States. The project offers comprehensive information and analysis
about national, regional, and local markets, as well as individual hospitals and their affiliated physicians,
in order to provide a basis for improving health and health care systems.

Those analyses indicate that Washington state makes more efficient and cost-effective use of physicians’
services.’® For example, expenditures for the care of chronically ill Medicare patients are well below the
national average, with an effective balance in the use of primary care physicians and medical
specialists.'*®

The Atlas also describes very significant variations in similar services provided from locale to locale, and
within locales.

There is emerging evidence that variations in the delivery of care can contribute to higher total costs for
health care services. Of course, each patient’s course of treatment is likely to vary, given the specifics of
their clinical conditions and their response to care. Such variations, however, can be reduced through the
adherence to “best practices” pathways that help identify options that are more clinically effective and
cost-efficient.

Care in the last six of months of life is a key area of variations research. For example, one study
identified a cohort of end-of-life patients cared for in a New York teaching hospital who made, on
average, 67 visits to physicians; 57 percent saw ten or more physicians, and the average patient spent
about 30 days in the hospital. Another cohort in Los Angeles made, on average, 44 visits to physicians,
spent 9.2 days in intensive care, and 51 percent saw ten or more physicians. In contrast, a cohort in San
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Francisco made, on average, 27 visits to the physicians, spent less than 12 days in the hospital, and only
30 percent saw ten or more physicians.'%*

The cost of delivering services varies dramatically across the United States and within regions as well.
While some degree of this variation is attributable to differing costs of operation across geographic
regions (e.g., overhead, labor, professional liability insurance), other key components are attributable to
the course of clinical treatment implemented.

Table 2 '
Cost of Care Variations in Medicare,
Selected “Pacific States” Regions, 1992-1996
National
Services Average Seattle Portland San Diego Los Angeles
Per Enrollee
Reimbursements $3,650 $3,223 $2,993 $4,361 $4,179
Professional &
Laboratory $ 975 $ 818 $ 648 $1,252 $1,426
Inpatient Hospital $1,852 $1,501 $1,556 $1,865 $2,129
Outpatient $ 319 $ 338 $ 306
AAPCC™Y® $5,291 $4,902 $4,613 $5,768 $7,049

Institute of Medicine - In 1996, the Institute of Medicine (IOM) introduced a multiphase quality
initiative, first documenting the status of the quality of health care in the US and developing a framework
for further study.™” The IOM next created the Committee on Quality of Heath Care in America, issuing
two reports: To Err is Human: Building a Safer Health System in 1999 and Crossing the Quality Chasm:
A New Health System for the 21* Century in 2001. These reports devised six aims for the health care
system: health care should be safe, effective, patient-centered, timely, efficient, and equitable.

The IOM is currently focusing on performance measurement as an avenue to improve health care quality,
and is examining available measures and frameworks to best use those measures in achieving process
improvements.

American Medlical Association - The American Medical Association (AMA) created the Physician
Consortium for Performance Improvement, which seeks to improve quality of care by establishing
performance measures. Many of its performance measures have been endorsed by the Centers for
Medicare and Medicaid Services (CMS) and the National Quality Forum.

Quality and Cost of Care Projects - Washington State Initiatives

Governor Gregoire’s Health Care Agenda - In October 2005, Governor Gregoire convened a Health
Care Summit to articulate her vision on how health care should be delivered, and afforded attendees the
opportunity to recommend new ideas on how to structure the system so that it provides the best quality of
care, reduces costs, and provides access to care for all of the people of the state.'*®
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In November 2005, the governor announced her Five Point Strategy to “make Washington a national

leader in health care”; 1°

« Emphasize evidence-based health care.

e Promote, prevention, healthy lifestyles and healthy choices.
e Better manage chronic care.

e Create more transparency in the health care system.

e Make better use of information technology.

In March 2006, the governor signed ESSHB 2575 into law, creating the State Health Technology
Assessment Program (SHTAP) - a key component of her five-point plan.**® SHTAP tasks will include the
determination of evidence-based practice center(s) to develop contracts for evidence-based technology
assessments, and will form a Health Technology Clinical Committee to guide its work.

Blue Ribbon Commission on Health Care Costs and Access - In March 2006, the governor signed
ESSB 6386 into law, funding creation of a Blue Ribbon Commission on Health Care Costs and Access.™™*
The Commission is charged with making recommendations by December 1, 2006 for a sustainable five-
year plan for substantially improving access to affordable health care for all Washington residents.

Puget Sound Health Alliance - The Health Alliance was formed in late 2004, following
recommendations from the King County Health Advisory Task Force commissioned by King County
Executive Ron Sims.**? The task force recommended driving down the rate of health care cost growth by
improving the value of care provided in the Puget Sound region. This is to be done through measuring,
reporting and improving the quality of care, drawing from nationally recognized, evidence-based
standards and measures such as those published by the Institute of Medicine.

The Health Alliance’s geographic scope covers King, Pierce, Kitsap, Thurston and Snohomish Counties.

Its stated strategies include:**?

e The use of collaborative approaches among employers, health plans, physicians and hospitals that
reward high quality care.

e The involvement of neutral and qualified experts in the measurement, analysis, and reporting of
health care quality and cost performance to build trust among all participants.

e The sharing of data in a regional public/private collaborative.

e The increased use of evidence-based clinical decision guidelines and self-management tools.

e The implementation of quality improvement principles, tools, and techniques.

WSMA Consensus Conference on Clinical Quality Measures -- In May 2005, the WSMA convened
a Consensus Conference on Clinical Quality Measures, bringing together organizations and thought
leaders to help set the course for quality improvement.*** Key findings from that conference included
these recommendations:

e Seek agreement on existing clinical measures, rather than “recreate the wheel”.

« Devise a functional set of standard measures as a beginning, rather than strive for a perfect set.

e Consider “data aggregation” with adequate sample sizes, compiling data from various sources to
produce uniform reporting tools acceptable to all.

e Use clinical measures to influence positive changes in patients’ behaviors, and that are easy to
implement in all physicians’ practices, especially small to midsize practices.
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