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Employee Benefit Practice

Are We Doomed to Face Ever Increasing
Medical Insurance Costs and What Can

Be Done About it?

Deuglas J, Ley
Vice Prasident / Director
National Actuarial Practice — Witlis Benefits of North America
330 E‘as: Kilbourn Ave Suite 1400
Mitwaukee, Wisconsin 53202
(414} 203-5248
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'Increasmg i;eaith care costs put me over the

expenditnre cap -1 need to cat something.....
?},ﬁt}:caf City Budget ;{}rrs:cz‘ar .

Increase in health insurance premiums ate my
'raise, »ss Tupical emplovee

Willis




The Monster’s History

Sustained Doubie-Digit Cost inflation

18.8% i Medical Plans

Willis

The Monster’s Future

How has the City done compared o national averages?

« Average national increase for 2000 to 2004 was
12.8%
« Average increase in City expenditures 2000 to
- 2004'was 10.3% _
s City increase in 2006 over 2005 is estimated to be
10% versus national estimates of 9 - 11%




The Monster’s Future

 Thre is o reason 10 be oprimistic about healthcare costs

. f in. I}ze futw

L . Upwaa:d yressures W‘iﬂ ::Qnﬁnua as the pepuiatm |
cages oL - |

e Wﬁ are rummng ﬁut of qmck. ﬁxes and takeaways

sl . The umnsumé ;myuiatmﬁ is gmwmg

S -_ fact@rs dnvss cesi mmf: ﬂf wh;ch
L : a;apear i{} be'abatmg S

| : {f afmual meaizcai zrend 13 1 {ME, tke Czly s medzcai pian cost
e -wzii dﬂuble every 7 years assummg no r:hange in enrollment

Willis

What Can Be Done?

Can the Manster iae cantmﬂed‘?

Na emfzamy m:m mdfzf nzteiy suppart a sefrtor z'kaz‘
,gmws at muiz‘gyie af the w}’zai'e :

willis




The Search For The Stlver Bullet

. ' L{s mlamz pnrchasmgfhe answer‘?

Fwaiaqummmtagazt}:srmmm m’ong : ﬁ:rx?mr o j‘eesm:’ow Tess thar

2% the ol Basic Hmi{lx f’f:m wosis od (sbmd 19955 of EMG oty }?m]zasr 1!:83& m;l;msesm ot vﬂfame
&emm@e: .

S ,&re bzgger dlscﬂuats t"he answar"

ng&mmﬁmgﬁv éxgger dammfwyearsmdwhaﬂhmﬂdms? %arsrsiml? Furiher, ias we will see in
L am;rmf:?, bzarﬂmwem:stﬁfmbymw&mwgﬂwzwﬂwww L _' . . .

e }fs more “managed care” the answer?

. ﬁ%rmursamwe mamga? Hm

snmgmgmewmxgtkmgs? L

Are cmsumcr driven healﬁi pians the answer‘?
Mm&a@gﬂmpimxyihemda : 2 T . .

~Willis

The Search For The Silver Bullet

: Is the Federai or State Gﬂvemment the a;;swer"

_ Impaet ﬁf the Balanced Buﬁg&i Act
. . A W{)I’d fmm aur frtxf:n{is in tﬁe E’?i}
e _Gwemem can’t euﬂaw ;iiness _
g | » . Price c@ntreis Wzii bﬁy ihe 19795 revmiied .
'+ The miimgness to tak'e'_' :espanszbﬂﬁy far aimost 15% of GDP
a . :Cﬁrrent mﬂ::ativas do nci“ addmss ihe reai faciors érivmg costs

willis




The Search For The Silver Bullet

':'___Are ampioyers tl;e answer" S

e g They keep sea:rciung fa;' for tha saiver ba’iiet Sl
Lo 'Want to transfer ci;st :
'_: » '_E-Can not or wﬂl nc;t resmct chmce

i _ *Can’t reqmm persanai resyonszbﬂzty

. Abaﬁdgm heaith msufame thﬁ ra:nks ef umnsuzed are

Willis

The Search For The Silver Bullet

'Are- physmlans tha answe r"*"‘

* ; The mmdence ﬁf mvaszve pmcedures vary fmm pla::e to place
- =whyis. geagraphy desimy’»’ ' -

: * :“Treai and street” Versus mamtammg heaith
s _What is “weiiness” and When should screemg ba dtme‘?
o _The mare that is d{)ﬂe t}ae greater the mward '

' Whai: dﬁ you call the pemcm who gradﬂated last in hlS or her
S class. at medical schﬁei‘?

i _ND.??*}’ for pe fﬁ?@?mﬁ_ SR |

Willis




The Search For The Silver Bullet

= Are hﬂs;:ﬁ:ais the answer"

- - There is little- ewdenca that pamm safety has 1mproved in the
lastﬁvayears LR :

: Br ;S’zmm:zt?:a Colizen Vam Freszdem L
: Heaﬁiz{:?mdes e

= A gomputﬂr in exzery'hospztai mm‘? S _' SRS
e : _-'_A hﬁspﬁai is reaily 3zzst an ﬁxpeﬂswe hﬁtel and only a
S _physman can makf: resewaﬁons ;

Willis

The Search For The Silver Bullet

: :__A__ e consumers_ the answer" _ _;- S

s Why d(} .we demand ané physmiaﬁs prescnbe Naxmm When
i Pzﬂaf;ec is ava;labiﬂ QTC‘? L : :
B Why prescribe an amibwtzc suni}ly bzcausg mom thmks
o 3umar shmzid have it? EReE o .
- _-'-f__"-Are d@cters (}ﬁices cioggﬂd mth 6mp10yeas m:edmg an
o exeuse to gﬁt paiii? S

i ﬁ_:: . "}_.Ii}nes reqmnng the pa’twm *ix;; pay the bﬁi {:onfer on them a
| :meélca}dsgrea’? T I O
. B{’} Wf: reaiiy knew what rs best what it eﬁsts and do we care?

willis




Pointing Fingers

- Wha 1s ta blame for ali tius‘?

: ' {Pmmdﬁrs (n"ﬁrses, dactcrs & hﬁspztajs)*?

' -.?'_'-:Insuranca Cﬁmpamgs‘?'.: :

S Lawyers‘) i

. ﬁmpl{)yerg?

_- __--;_-_-_I’hamiacy CemPamggq-_'_ _ :

“Willis

Who Is To Blame?

| e Ev&ryﬁne needs te i:ake a laok' i’hemll‘l‘or !

fa o Fademi and State (;‘rmfemmﬁn _' o
: ._? '.Empioyers
. ?hysmans
o e Haspltais
|+ Patients
. . ' Everyene in the mem S
WAl »:mzmbu!e 3 fwtr mmwg pmazem Fzm‘ kezz!:h vare iy Essfk vast mm” extw:m:iy ﬁ'@mented

Lo Yhonsonds of healih care orgahizations con mke decisions o behal if of their own inierests
. dependent of ther mporist o e whold! szd theré re not ghierprisewide mmagemen!
capabilities that aflow the System o dmp it on'cosis o forée %ﬁiczzznczes i wir thot other
- industries 1ake for gramed. Third, webave an mrzrﬂefy ditigios souiety that exacerbotes all the
inherent mgﬁ?ﬁr&ﬂ;fﬁs il errorg that re.mft Fourth, we don 't tuke ms:vms’ré»z!zty far aurm‘ ves,
= 5‘”31 tiree mﬂ&s}a sfﬁr;fm X?qsper eniter fnm mewf Hmftk Czn Ra:{m B

Willis




What Can Be done?

f:thMteb tw e
Maybe fmi t{} sztcceed ...... i:' R
. : We need m understa,nd what drwes cest stczp pomtmg
. fingers, take I‘ES}}O}.’}Sibihty for what we can change, live with
© '+ what we can’tand participate in giobai pmcesses to: change
S tlhose factors beyand our: local camtroi :
' There _is:h{; -_siis'r_é_:?Eﬁi’l_é_tifa%f_é-;‘ﬁgl_ﬁf@ted';s_fmém'{ |

Willis

What Causes Medical Cost Increases

S '_].f-“Gmrzt rfze the sergmty tg ac&epz‘ wizat I

- cannot ﬁfiﬁfigﬁ, the courage to change
S wkat 1 can and the wzsdfim m kﬁﬁw tke
R dgfferm{,‘e.t”_d; i




What Causes Medical Cost Increases
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Predicting The Future

5 .':-:__?:'_What éeterm;nes total' health care eost‘?

> 'Pﬁce p@r umt X Volame,;'x Veiﬁmez x ’%J::311:133:1:&3 X Volume4 s

_ " B Vclum:: b= Determmed by nhyszczan pract;ce and bﬂimg paﬁ:em's .
Ll Veiumg: 2= Dzmrmmed by patxem prefarences and axpectamms
B -Ve%amg 3= Det@rmmed by paueni haaith status and izfestyie B
. fVeiume 4 ﬁetemameé by payer STPEEE 3

| :_.:_'Wi“ls




Predicting The Future

‘What defiaes casi: in the"kealth . ;are enwmnment‘?

5 .{}utﬁeme Bﬁmﬁt te the paﬁent as deteﬁmned by

za, E}fﬁcacy i -W%uﬁh tream;mt yrmiucx:s 3:1&:: bﬁ:si r&sulz f{;r tlrze: paﬁeﬂt?_

g Eﬁ‘ﬁ;:tayenes_s. }Z’wes the tream:em resultmsupﬂnﬁz auteamz wixen .
R SRS apphed inthe ﬁzlwsry system?.
S B %ypfgpﬁaééﬁg_ss_:_ o sthe i:rﬁatmsat nseﬁ appmprmtei}f a’z ths ﬂght tlrna in ﬂ;e
B e _-_rtgiliplm:f:‘? - '_ : L
S H&)W well does ﬂzz-: pmvadﬁr ;}arfann ihe ;arocadum’?

e :I%éﬁéﬁ't.{lémp:i'iaagé Daes the ;:sai:ieni mderstaﬁd a;ad cmmpiy wuh tha

willis

Predicting The Future

. '-Mest hxsterical efferts t{) ccmtml cost
ffscus ona smgle issues, either price per
. unit or administrative cost and i 1gn0re the
o prmcxpal 1551165 that drlve cest

'Walihs

10



How Do I Do Something?

__-"3-'K3iiﬁw1e_dgé.'is_i'p.aw:e'}r;-.‘ oo

_' ;_ '-.'_Understandmg ﬂ'lﬁ facts (ccsmmg to gnps w1th What we just
o _;'-'_dlsx:ussed) T : SRR

. Uﬂdﬁrstandmg ﬁae past (whai: is drmng our cests)

o * - Predmtl "_'-'the fm"ure (where are we headeé) e

e -'.'_-Dcsmg semeﬁnng about it (beycmd repeatmg the faﬁures of
_:;.thﬂp&St) o . .

Willis

Understanding The Past

Where m ﬁ;e memy gamg what a;:e ﬂw
i ﬁi’i‘mﬁipai ﬁﬁst dl’iVﬁl‘s" S _

'  8 ~ -_'Tﬁp 25 dmgs ganeraily statm;s, PPis, mnmssdamg
: ant;%usimes and anﬁdepregsants

. T &p 25 dlag,zmses - g&neraliy heart reiated dzgestwe,
' ':!cﬁaeﬂr,gﬁmt and renal .

e Top 25 pmfsedums gﬁnaraliy @fﬁse wsﬁs pap t&sts
gty _psychothﬁrapys e}tnmpraatac and therapmmc prec&duws

- Willis
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Understanding The Past

A smali mzmbax‘ {}f “thmgs” dmes a 31gmﬁcant portmn of
thf: cest ' ot o

25 drugs eqna’i 3{}%-49% i:}f i:etal dmg QGSi

25 dlagnesas énve _35%-45% of tﬂtai h{}spitai cast -

25 pmcedums dnve 3(3%«3 5% zr:i:’ tsiai professaonal cest

"W{}l;s

What Is The Benefit Of Doing Something?

Even small changes can produce large savings

Actuat City and Employee Health Plans Cost increases

$120,000.900 »
$100,000,000
$89,000,000
T
$80,000,000 ey
Gty ]
$40,000,008
$20,000,000
. -
2283338858328z 8823
mmm@mmmmmmmmoocoa
222223222220 88 0&®




What Is The Benefit Of Doing Something?

The benefits of small changes can produce
large savings

From 2000 through 2004, the cost of the
medical coverage increased a little over 10%

per year.

What would have happened had the City been
able to hold the rate of increase to 8% a year
from 2000 through 20047

Willis

What Is The Benefit Of Doing Something?|

Even small changes can produce large savings

Health Plan Cost incresses I Trend Since 2000 was 8%/Year versus 10%

$120,000,000

$100,000,000

$80.0802350

$60,600,800

40,000,000

$20,005.000

-8

FFPESE IS F IS ELEFSS
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What Is The Benefit Of Doing Something?
Bringing it Closer to Home f

Had the rate of increase been 8% versus 10% over the
last 4 years, the savings would have been significant to
both the City and Employees.

Year : City Employees . Totail
120002001  $1,647,402 $532,774 - $2,180,176

20012002 < $6,480,804  §$1,742465  $8,223,260

20022003 $6,229,407  $2088,979  $8326,386

20032004 6867534 S$2074337  $8.941E71.

Total  $21225147  $5,448565  $27.673,702

willis

Bringing it Closer to Home... |

Can you really reduce trend?

Yes — provided you are willing to
understand what factors drive cost
and take active collaborative steps
with all stakeholders to address them.

willis
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Bringing it Closer to Home...

It doesn’t need to be cost transfer —
we need to get smart - can we afford
not to do the right things?

The result of inaction will be
defacto rationing.....

Understanding The Future

Hedical s»‘anagemem '
Dottty Based Luee ’\éaﬁagamera‘ 1EZ'BCM

B e B3 e

e 250 s

© B0% = 18%

U glephoic Case Managbment:
Uuiszamm#anagemsnt Sl
ny:tsﬁafaagerrem

Catastrophic

'géted ?ax&sm Fa::cused Daseasa
Aanagement,

requiring service infegration

: 'M@di&éifﬁa‘zagemenf -
CERCE S

| Telesanaies

CEAP :
Doy ugaﬁarﬂiheaﬁh -
Lsilation’ Mamgcman‘ :

Idividuels move up and dowa mvramid over timg,

'f»éeai{h gk Agsessmgrft B
Emgiyee Health (87, {?cc Healt)
CTelasenioed |

wWeliness Bervioes isi:raenms nesth
erueaion, srnoking cassstinal.

Behﬂ\isami ﬁaai"ﬁ Mamgemerz

willis
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i .-_-I{ays tﬂ Success | 2
‘. The. Czty has dene bettar ﬁlan the natiﬁnal average;s Howzvera iﬁ '

- succeed § in'the ﬁzmm, tha f{}(;ns needs to'beon mtegtated global
'appmaches whm’n rec:ﬁgnme the conmbuimas tbat all parties make te t‘ne
o pmhiam, m;t gust t‘ne sﬁ)iumn dn Jeur The ﬁ‘}wﬁ must be on:

Succeeding In The Future

s Knewmg what is éxwmg cnsts and get smart abem the so’iutmns

'demaimg all ’stai;ﬁholders T
Expec ng both City'; and Empiaysss m&st spend w;seiy

- Keep g;-?ﬁ?b_i@-w&’.d;

e Effactweiy treatmg apzsociw and chmmc ﬂine$ses

"_* Sele::img appmpriate pmmdsrs ; : :
e _* Managmg penpies movamﬁnt up and dﬁwn the pyram& _' l

o __'.::Keys to Saccess

REa _-Pmﬁr with Vﬁndars

Succeeding In The Future

B .-Remﬁvmg bamzrs te cemumcazmn

' _’Resmct chmce yﬁu can’ t hava acceumabihty w;th a ﬁ*es far al‘i

e *Fﬁster kamwiﬁdge and ac::ountabmty

_*Monitor progress and resilts

i Lahﬁr and Mazaagemzm must partner mﬁ ﬁg};ﬁ; :

B '-ﬁm we qﬁ‘ard :}w cest ﬂf ma&tim md tfte sms quz:f’ zi;e ;mzm:z 5 }tmitft

e carebillis: a/imst 15% 3}‘“ {;’EI}P and# increasing, can we afcmf this? ’I?zere zs

o '_':'mz slwzr bullet jast may smail apportuaiﬁes tkaf add up to btg dalim

hs
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' The Concise Guide To Economics, by Jim Cox Page 1 of 3

The Concise Guide To Economics

by Jim Cox

Home
7. Price Controls

Introduction

Price controls are t poiltical sclution enacted to stop price
Basics and Applications inflation. [See L for an expianation of the cause of
inflaticn.] The controls do not work. Prices are determined by
supply (willingness and ability te sell) and demand (willingness
and abillity to buy). The price resulting from supply and demand
which clears the market 1s not changed by a price control {a legal
limit on price). The legzl price is merely a misstatement of the
actual conditions and is comparable to plugging a thermometer so0
that it never can read greater than 72 degrees even though the
actual temperature may be higher., The law of supply and demand
cannot be repealed.

2

Ml B2

People will call for price controls as a way to make goods
available cheaper than they otherwise would be. The price controls
do not make the goods cheaper and in fact cause a shortage of
those goods as the demand guantity will be greater than the supply
guantity. Not only do price controls cause shortages but they in
fact make goods MORE expensive!

por)

LT N B IR ¢ B B e SRR ¥

et et b

How can this be? The shortage resulting from the price controls
causes consumers to pay for the good in guestion in ways other
than a price payment to the seller. To take an example from the
experience in the U.S.: the price of gasoline was legally limited
between August 1971 and February 1981. At a time when gasoline
could not be legally sold for more than 40 cents a galleon, the
estimated free market -- supply and demand -- clearing price was
80 cents a galion. Using a ten-gallon fill-up it would appear that
the consumer is saving $4.00 per tank full {10 gallons x 80 cents
versus 40 centg). While consumers are not paying as much toc the
seller for the gasocline directly, they are in fact paying dearly
for the gasoline in other ways.

Probably the greatest expense is in the form of the consumer's
time., The shortage results in extensive time spent waiting in line
for the purchase. Time is money; a consumer's time has value.

Using & minimum figure of the consumer's time being worth $2.00
per hour, a two-hour wail in line per fill-up wipss out any

alleged saving from the price controls. But the consumar is not
through payving. The idled gasoline used waiting in line 1s ancother

form of consumer payment, say 10 cents per £ill-up. Now we have
the price controls actually costing the consumer an extra 10 cents

g; per tank full. And there are vet more costs to the consumer. There

24 ig & difficulty in buyving gascline when thers Iis a snortage in

30, that it takes exira mental senergy and planning which is an
aggravation (that is, a cost) for the consumer he would much

31 rather avolid. {Doubt this last point? Check your own Dehavior: Do
vou oall around to the gas stations in youy aresa befors stopping

42 for a fili~up, or do you avold that aggravation althnough you know

33 that not checking will often result in paying a higher price than

34

http://www .conciseguidetoeconomics.com/book/priceControls/ 6/28/2005




A Chronclogy

About the Author

Praisa for the Book

Page 2 of 3

necessary?)

These extra expenses contince in the form of the violence and the
fear of such violence that can result from tensicns mounting while
waiting in leong lines for gasoline {shootings did occur in this
situation during the 1970's price controls}. Other expenses might
inciude the purchase of a siphon hose for legitimate or even
illegitimate gascline transfers fyrom one vehicle To another. Also,
siphoning gascline carries 1ts own severe health and safesty costs
when poorly execubed!

The fact that there is more demand than supply cf gasoline
generates a further consumer cost in reversing the normal buysr-
seller relationship. The normal buyer-seller relationship is one
of the seller courting the consumer, attempting to please the
consumer as a means to the seller's financial success. But with
the price control-induced shortage it is the buyer who must please
the seller to be among the favored whom the seller blesses with
hi=z limited stock of goods! In the 1870's this reversal was played
out as sellers dropped services from their roufine -- no more tire
pressure checks, oil checks, windshield cleaning, estc.

AlLl of these further consumer ©osts only make the expense of
gasoline that much greater than the free market price. Consumers
have the choice of paying the free market price for gasoline in
doliars directly to the seller or paving an even higher controlled
price in a combination of dollars and other costs. But there is a
difference in these two forms of payment for gasoline. The
gifference is that the dirsct dollar payment to the seller is an
inducement to supply gascline. The payment by the consumer in
other costs encourages no such supply.

editor
5 &

Srirish Columbiaz: The Fraser Institute, 1981

¢ Relisman, George

1y
Publiishers, Inc., 1979;
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Center tor Pm;:;iam Health Reform

G LPMA Mome

" Resolution for Change Interview with Brian Kiepper

Sign the Resoiution A Framework for Reform: An Interview with Brian Klepper, PhD, Founder
e and President of the Center for Practical Health Reform, Jacksonville,
Saving American Florida
Health Care {powerpoint}
Brian Kiepper Interview Interviewed by Richard Reece, MD
The Crisis

Interviewer: Dr. Klepper, five years ago you founded The Center for Practical
Brincipies of Beform Health Reform. Why did you do it?
. Key Points ADOUt Approacl ganper: For 12 years I had a heaith care consulting practice that worked around
Yisibility the country and internationally with physician groups, hospitals, health plans and
other health care organizations, Our focuses were the strategies and operations
Inin the TOME Effort associated with business repair and development. I continually monitored health
care market dynamics as a way of defining strategic imperatives: how my clients
should anticipate the marketplace, given the opportunities and threats that were
coming down the pike.

L center for Practical Health Reform

P.0. Box 87080 . , :
k Baton Rouge, LA 70879 About October 1999, I realized that the American health system was edging toward

a financial cliff. Health costs were crossing thresholds of affordability for
mainstream Americans. Unrestrained cost growth throughout the highly fragmented
health care industry would ultimately price increasing numbers of individual,
corporate and governmental purchasers out of the health coverage market. That,
in turn, would reduce revenues available to the health care industry. Because health
care is the largest economic sector - one of 7 dollars and one of 11 jobs - a
downturn would have ramifications for the economy as a whole. As I thought it
through, I became very alarmed.

Interviewer: And that was the genesis of your reform effort? What action did you
take?

Klepper: I visited my mentor, Dr. Brooks Brown, a retired surgeon and a great
human being, who had founded not one, but two, regional health systems. He
challenged me to figure out what to do next. We held a meeting of prominent heaith
care practitioners throughout Florida, and we asked two guestions: Could the
system actually fail, and what would you do to fix the system?

The answer to the first question was a unanimous “Yes.” That gave everyone pause.
And then, after a lot of bickering, the group developed and unanimously agreed on
seven principles for change. We thought it was profound that, when pressed, these
adversaries couid transcend their special interests to come to consensus on the
things that mattered most. That evening we debriefed in my living room and Nick
Gieschen, one of the original group behind the effort, suggested that we should
replicate this eisewhere and forge a national reform effort.

I wrote a conceptual framework and sent it out to the most prominent people |
could get to, inviting them to a follow-up meeting. It has occurred to me since that
because I was unknown, the people who responded -

| .ﬁttp://www.cphr.com/klepperinterview.html 6/28/2005



z=phr.com | Interview with Brian Klepper Page 2 of 8

Harris Berman, CEQ of Tufts Health Plan; George Lundberg, Editor-In-Chief of
Medscape; Jerry Reeves, CEQ of WorldDoc and Human's former national Medical
Director, Joe Spiak, Bank of America’s SVP of Healthcare Public Finance, Norbert
Goldfietd, VP of 3Ms Health Care Informatics Division - were very open-minded.

That group, about 20 or so individuals, came to a meeting that fall in Jacksonville
They revised and clarified the principles, making ten where there had been seven
before. They argued about everything; the wording of the principles and what we
shouid be about, but it was the right start. We pushed out from there.

Interviewer: You have reduced those initial seven and the subsequent ten
pringiples to three overarching principles. Why was that?

Klepper: Someone pointed out that ten is too complicated, and that we should
make it three, And I thought, "How am I going to do that?” But we realized the
principles morphed naturally into three sensible categories. The first two,
Management Capability Standards and Basic Coverage, are connected at the core.
The third, Rebalancing Health Care Liability, is important and has a lot of political
profile, but at a practical level pales in significance to the others.

Interviewer: Talk about the two core principles.

Kiepper: The first principle focuses on our ability to get cost and quality under
control, which are the issues at the heart of the crisis. The problem is that, despite
its many successes, American health care has never developed standardized
management infrastructure at the enterprise level,

S0 we urge changes in five areas: 1) standardized performance measures at every
level of the system, 2) compatible {or interoperable) information technology
platforms for easy exchange of information and for data aggregation so that we can
identify problems and opportunities, 3) evidence-based medicine and management,
4} pre-market technology assessment and post-market technology surveillance, and
5) paying for outcomes rather than services.

The second principle is equally important and is focused both on social justice and
our health system’s financial stability. America must establish a floor of coverage
for basic care for everyone in the country. Rapid increases in the nation's
uninsureds and underinsureds are overwheiming many safety net hospitals and
clinics. If we don't find a way to associate basic care funds for every patient that
presents, our safety net infrastructure will collapse and we'll literally lose tens of
billions of dollars that we've invested over decades. A natipnal program that
provides coverage for basic care would protect our safety net hospitals and clinics
as well as our market-based coverage system. It would also make it easier for
people with fewer rescurces to get access o health care coverage. It would be a
win for everyone.

Interviewer: You continuously stress that high costs cause rapid erosion of private
coverage with subsequent revenue shrinkage for the health industry. This may then
lead to economic chaos in the economy as a whole. As you try to recruit troops to
your reform effort, does that message resonate with audiences and decision-
makers? Do they believe you?

Klepper: It depends. Most decision makers believe me while I'm talking with them,
but then they go back to their organizations, which are making money and doing
fine at the moment. They arent in pain, and this is abstract, so the message
becomes less compelling.

http://www.cphr.com/klepperinterview.hitml 6/28/2005



“sphr.com | Interview with Brian Klepper Page 3 of 8

Other groups get it immediately and take it to heart. Health care finance people -
actuaries, finance officers, those types ~ are the most responsive, because every
day they watch the numbers and the underlying trends..

I find that building the argument on solid data moves the focus away from me,
objectifies the problem, and clarifies the gravity of the situation. So for example |
point out the magnitude and unsustainability of health care cost growth. The Kaiser
Family Foundation and the Health Research and Educational Trust track the growth
in premium costs and then compares that to general inflation. In 2002-2004
premiums increased 8, 6, and 5 times as fast as everything else in the economy.

And then I try to show documentation of the slippage that’s already occurred. Last
May, the US Bureau of Labor Statistics published an analysis that tracked private
sector jobs with health benefits over the last 13 years. During that time, jobs with
penefits eroded by 32 percent. Startling enough. But when you look more closely,
the decline accelerated as cost priced purchasers out of the market. Between 1991
and 2000, the percentage of private sector jobs with coverage eroded at an average
annuai rate of 2.4 percent, but in the last three years it nearly doubled to 4.5
percent. And though premium growth has slowed somewhat recently - it's about 4
times general inflation now - there's every reason to believe that the erosion rate is
accelerating. Many small businesses are dumping coverage, and mid-sized to large
businesses are cutting back. Many more people are becoming uninsured and
underinsured.

There are other dynamics here. The under-insurance problem bears discussion.
With the new trend toward “consumer-directed,” high deductibie plans, people who
still have coverage have higher contributions, higher out-of-pocket expenses and
narrower benefit structures. If you look at this from a cost-per-unit-benefit basis,
then premium growth has risen much faster than the 5-8 times inflation rates we've
been considering, because we're comparing last year's more robust coverage with
this year's pared-down coverage.

There is also a Jot of talk in the industry and the media about personal responsibiiity
and skin in the game, but there are two harsh truths here. The first is that, given
the current scale of health care costs, high deductible plans are perhaps the only
financial vehicles that can ailow employers to continue offering coverage. The
second is that cost now has exceeded the ability of many mainstream Americans to
cope with a significant portion of it without assistance.

Perhaps the most worrisome issue, though, is that, so far, the less agile public
sector has simply absorbed these explosive costs. Public dollars have propped up
the system, and they have conveyed the message that the system is stable. But the
health system is anything but. As legislators begin to talk now about cutting
Medicaid and Medicare allocations, the ramifications could prove dire for many
provider organizations and other health care firms that feed off them.

Consider, for example, that hospitals nationally now are running a 1-1/2 percent
margin and that half the hospitals in the country are in the red. The combination of
flight from private coverage and reductions in public heaith care programming
allocations will hit the heaith care industry very hard. Because health care is such a
big part of the economy, it's difficuit to not believe that the disruptions couid
cascade {0 every economic sector.

Interviewer: And who is going to lead us out of the morass and save us?

Kiepper: Most peopie look to Congress for leadership. But health care is too
complicated and the cost explosion is seemingly intractable. Congress has
continuously avoided trying to deal meaningfully with it. And moreover, let's be
frank. Who's in charge? It would be hard for any reasonable observer to take issue
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with the fact that vested interests drive Congress. Look at Medicare drug reform. An
additional $700 billion over 10 years was driven into the system, buf the primary
heneficiaries were health care corporations and large employers. Senjors were way
down that list.

Interviewer: What is the nub of what we're facing?

Klepper: The nub is the health care cost crisis that will impact everyone, and that
we need leadership from the power players to bring us to health care's next phase.
Corporate leaders will have to be convinced that the problem threatens them, and
that meaningful solutions will accrue to their benefit. If they provide leadership,
then Congress will follow their cue and take the necessary steps toward workable
solutions,

Interviewer: That, of course, leads to the next question. What are workable
solutions?

Klepper: Answering that requires framing the real roots of the problem. There is, of
course, a very long list of problems in health care. But there are two very deep
roots that underlie most of those.

The first is high fragmentation in the health care industry. Millions of professionals
and tens of thousands of organizations make self-interested decisions every day,
independent of their impacts on the system as a whole. In that environment, every
proposal - no matter how reasonable - threatens someone in the system with the
influence to kill it. So we're gridiocked. Getting meaningful heaith care reform done
will require overcoming that gridlock.

Self-interest and gridlock are exacerbated by a second different, inter-related
problem: the lack of an enterprise-wide management infrastructure. Because we
still lack standards and a way of monitoring performance information, we can't see
the outcomes of most processes throughout health care. We can't identify problems
and opportunities, or cultivate optimal performance. Results remain invisible, so we
can't manage very well.

Worse, this opacity keeps the market from working. Because we don't have
information, companies can take advantage of their positions and we can't hold
them accountable.

Together, these two problems create a health care marketplace that lacks the tools
to work properly. This is an important point. Some health care corporations would
argue we should leave everything alone and let the health care market work. But as
the economist Adam Smith pointed out, markets require what he called “perfect
information.” In heaith care, we have virtuailly no information.

Rather than point fingers and say “It's the fault of - pick one: the heaith plans, the
drug companies, the device companies, the docs - the better solution, at the leve!
of policy, is to shine the bright Hght of transparency and standards into the health
care marketplace and allow the market to work, This would impact all the
stakeholders in the same way. Only then will we get the kind of efficiencies and
econornies that are possible. That would be the best, and the most American, of all
possible solutions.

Interviewer: You've painted the picture of the health system as an uncoordinated
giant without a central or peripheral nervous system.

KIepper: That's really true. Pat Salber, CPHR's Medical Director, and 1 were
visiting the AMA Health Care Reform Task Force the other day, and one panelist
commented that there's no feadership in health care and that there’s no one group
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at the helm. That echoed the remarks in last month's Health Affairs by Dr. Bon
Berwick of the Healthcare Improvement Institute and Dr. Bob Galvin, GE's health
leader, that health care’s leaders have demonstrated “a deficiency in will and
ambition” in getting things to work.

pat and 1 said, “Yes, but these leaders haven't yet been convinced that it's in their
interest to change.” We think we have to first establish the reason why everyone
should want health care reform. People buy into self-interest, not ideals. We think
the threat of economic collapse is the commeoen threat, and it creates a common
goal. To our knowledge, this is a key point that has not been clearly articulated by
any other group.

Interviewer: You said earlier that corporate America generally shapes the health
care system. This brings up the subject of the so-calted supply chain - those
corporations that supply the goods, services, technologies for hospitals and doctors.
These are large corporate interests that are feeding at the health care trough.

Klepper: They also supply the miracles that we all expect.

Interviewer: These companies are a pivotal part of the cost crisis, yet their roles
have been largely invisible to reformers.

Klepper: They keep a low profile. When [ look at the pharmaceutical and device
manufacturers, I think, “What wonderful stuff they make. What they've developed
has become the basis for the greater part of medicine. These drugs and devices -
they've changed everything.”

The rub comes when the firms push out beyond the level of appropriateness: selling
more than we need or selling to peopie who shouldn’t be using their products in the
first place,

Interviewer; This brings up to me the image of Pfizer, who has been hit recently
by the COx-2 inhibitor/heart risk safety fiasco. Pfizer last year had revenues of $52
billion and profits of $18 billion. Wall Street is portraying their reiative business
slowdown as a crisis. Is 7

Klepper: Well, we see the world from where we live. A lever in the reform process
is that the market typically interprets a 3 percent revenue decline as slippage, even
when it occurs to due to broad environmental conditions and to an immensely
wealthy company. For Pfizer and other firms, the stockholder ramifications of a
market disrupted by declining resources and increasing demand are enormous, The
threat of absolute and relative loss is also an opportunity to galvanize support for
change.

Similarly, it's ineffective to be moral outraged when companies behave
inappropriately. A better strategy is to call for transparency in industry so that it
hecomes more difficult to behave inappropriately. We recently had occasion to see
the power of this,

We heid a meeting of senior executives in the heaith care supply chain, During the
discussion, one participant acknowledged that the supply chain’s lack of
transparency had resulted in perceptions of conflict of interest inside and outside
the sector. The group agreed to develop more comprehensive operating standards
and performance measures.

The GPOs, who are under Congressional scrutiny now, are putting their best foot.
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But these principles - standards and transparency ~ would apply would throughout
the sector. This doesn’t seem like a big deal until you consider that supply chain
products account for 35 percent to 40 percent of acute care costs, and it's growing
at around 14 percent a year. it's a huge part of overall health care cost growth.

Interviewer: An example of what you're describing is the Styrker Corporation is
Kalamazoo, Michigan. It supplies hip, knee, and spinal implants for aging pages
and the tools to instali them. Its earnings per share are growing at 20 percent per
year, and its shares are worth $18.6 billlon - roughly the same as corporate
heavyweights like International Paper, Volkswagen, and General Mills.

Klepper: Self-interested inappropriateness is one of health care’s most pernicious
devils. Dr. David Soffa, the Chief Medical Officer at American Imaging Management
points out that, currently, 10 to 12 percent of all commercial health plan
expenditures result from ambulatory imaging. Manufacturers of PET scanners and
other imaging devices appear to have no protocols that govern who they seil to.
Doctors that buy them have financial stakes in the devices, and there are no
protocols governing their application. Health plans have been asleep at the switch,
but now they've identified this problem. So the case is made for distribution and
application protocols.

Interviewer: There’s another aspect to the imaging explosion, and that is that the
public has come to expect routine imaging as representing the standard of care. I
was speaking to a friend of mine, and he said, “You know, I have had four MRIs in
the last six months, and I feel a lot better.” He thinks of MRIs as not only a
diagnostic but a therapeutic device.

Klepper: Not surprising, but ironic. In an environment that lacks professional
guidelines, doctors appear to be more susceptible to defauiting to patient
expectations, even when they’'re inappropriate. We have excess on one side, and a
failure address other, larger problems.

For example, twelve percent of the national health care expenditure—~ something like
$220 billion - goes to diabetes, We know that there are twice as many diabetics as
we can identify. Of the onas we do know about, only half of those are getting the
minimum protocol, a HbAlc every six months. So three quarter of the diabetics in
the country have exacerbated conditions and care.

If we managed that population, just paying attention to who they are and what they
need, we should be able to save $50 to $75 billion. That should make a dent toward
replacing our entire national health care information technology infrastructure,
which we desperately need, because it's the predicate fo really turning things
around. We've done an exquisitely poor job of managing resources. And the crazy
part is, its not like we're not already spending adequate dollars.

Interviewer: That's a manifestation of the highly fragmented doctor population
and the highly fragmented industry. Given the current structure, you can't get
everybody on the same page simuitaneously and you have little transparency and
accountability.

Let's switch the subject. Over the last five years, you have traveled all over this
vast continental nation, talking to groups of hospitals, doctors, health plans,
actuaries, associations, health resources experts, chambers of commerce, and
supnly chain executives. What have you learned from this tortuous and tortured
journey through the hinterlands and backrooms of the American health care
industry? ‘
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Kiepper: I've learned that when you live in a dugout, the world looks like a
baseball diamond. Even though healthcare decision makers are in it and of it, [ have
come to believe the health care market dynamics are more dire and grave than
most people in senior positions appreciate. I see the threat as more grave than they
do. That could mean I'm wrong, or theyre wrong. I am not convinced that I have
convinced others of what I see. I worry that I'm a Cassandra.

Second, there many efforts for reform going on out there, and I worry that pride of
ownership and a desire for control keeps people from objectively evaluating the
design capability of certain organizational vehicles to accomplish the goals.

Some efforts hare highly focused, and are highly authoritative on various specific
parts of the larger problem. For example, the information technology initiatives
orchestrated through the Healthcare Information Management Systems Society
(HIMSS), the E-Health Initiative, and HealthTech. Or Common Good, a neutral
effort on medical liability reform. These efforts are charged with informing neutral,
structurat solutions in certain areas, so more power to them.

8ut then there are others, partisan efforts by hospitals, health plans, employers or
whomever that seek to drive reform from a particular perspective, accruing, of
course, an advantage to the drivers. These efforts cannot uitimately be effective,
because other influential groups will do everything possible to neutralize their
efforts.

And others still that are focused on surrogates of the solutions - for example,
addressing the uninsured, personal responsibility. These issues may have an
important role in a larger reform context but don't get at the deeper issues that are
plaguing us.

The problem is that this second set of groups distract precious attention and
resources from the critically impertant mission of coming together to get things
done. They may be used to winning in a lobbying environment, but the solutions
needed by health care reform must be derived through consensus, not by winning.
They're not properly constituted to effect major societal change, or they're not
focused on the real problem.

Interviewer: So the doctor lobby, or the hospital lobby, or the health plan lobby,
or the supplier iobby, or the drug company lobby - powerful interest groups by
themselves - cannot solve the problem.

Klepper: Health care is now experiencing a diminishing resource pool and an
increasing demand for services., We can see this most clearly in the private sector
right now, but it wili soon happen in the public sector as well. When the reckoning
with cost growth occurs, neither the state nor federai government will be able to
stand the increase. The reductions in allocations ~ the correction, if you will - wili
be felt hard at the doctor and hospital levels, and downstream.

When it hits, every special interest will develop an agenda. And that agenda will
say, all we need is for the government to give me more money. If that is allowed to
happen, we will have a political free-for-all where the strongest group - like the
health plans or the drug companies - will win. But in that scenario, everybody else
loses, and we don't fix the problem. We will just pay a lot more to try to stave off
disaster.

What we need is neutral coalition platform, undergirded by a narrow set of change
- principles that everyone can utimately accept as an alternative to continued market
l erosion and financial disaster. That platform shouid be built by early adopters, but it
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should be available as a refuge to the traditionally intransigent who, once they
realize that the market is turning hostile to their interests too, will have a place to
go rather than simply waging war on the rest of us. Properly constructed, the
platform would not only guide appropriate change (once it had enough heft), but
would serve as a governor on rogue behaviors by the intransigents,

Interviewer: Are we nearing Gladwell's Tipping Point, in which events - e.g.,
uncontrollable costs, masses of uninsured, and fraying of the safety net - converge
to create a social epidemic and widespread calis for massive reform? Could the
current health care cost crisis at the Autos trigger the Tipping Point?

Kiepper: I don't think the Autos will trigger our crisis. But, yes, they’re in a serious
box. They made commitments years ago that are difficult to live with. They have a
population that uses health care excessively. The unions enforce and prop up that
paradigm. There's terrible dynamic tension between the companies and the unions,
and while they each say the right things, neither appears to be genuinely moved by
the severity or immediacy of their dilemma,

But I do think we're at a Tipping Point. Next year's premiums are going to come
out in September and October. If we get another significant jump, you'll see
another bite taken out of the insured, and you'll see those remaining with less
affordable insurance.

Interviewer: So a universal single payer system superimposed on the existing
infrastructure will not get at the root causes of the problem?

Kiepper: That would only be a financing fix. The health systems in all developed
countries have the same problem. Most of the cost explosion - and that's where we
started - occurs because of the ways that health care is supplied and delivered.
Personal responsibility matters, particularly when you realize that 65 percent of
costs come from the 15 percent of people with life-style related iliness. But the
more immedlate and pressing issue is how we care for people. And we don't have
mechanisms to see and manage how heaith care is deliverad.

Until we get that management capability in place, the financing system is just how
we get the money to pay for all of that. Single payer systems — remember that
Medicare is one -~ are highly susceptible to political influence. That ‘s part of the
reason Medicare is in the mess it's in. Medicare is administratively efficient because
it just pays everything independent of whether it's appropriate or not. It's an ideal
mine for money. No, I don’t think single payer solves our biggest problems.

Interviewer: We're nearing the end of this interview. Any concluding remarks?

Klepper: A long time ago, someone toid me I would become very disappointed as a
result of this effort. That hasn't happened. it's a grand problem and, in working on
it, I've learned a great deal, not just about how the world works but about the
human condition. And I would say the people I've met, almost to the one, have
been fabulous. The role that ['ve had, as an emissary and sometimes, an adversary,
to the various minions, has been possible because I've had the trust of a lot of
people. So it's been a great privilege and honor to do this.

I'm optimistic precisely because [ think we're close to the Tipping Point, and I
believe that we'll leverage the crisis to get where we need to go. My job has been to
smooth the transition, to try to make the spinoff chaos easier on the innocent
bystanders. The timing is very hard to nail down, but there’s no question that we're
about to deal with heaith care in a new way, and that after some very significant
turmoil, we’'ll have a better health care on the other side. It's not if, it's when.
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