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THCE totaled $60.9 billion in
2018, or $8,827 per capita; this
represents an increase of 3.1%
from 2017, equal to the health

care cost growth benchmark.

The proportion of commercial
members enrolled in high
deductible health plans (31.5%)
continued to increase across most

market sectors in 2018.

Hospital services, physician,
and pharmacy expenditures
continued to be the largest
service categories of THCE

spending.

Commercial member cost-
sharing and premiums continued
to increase at a faster rate than

wages and inflation.

Pharmacy spending totaled $9.9
billion in 2018, a 5.8% increase
from 2017. Net of prescription
drug rebates, pharmacy spending
was $8.1 billion, an increase of

3.6% from the prior year.

Adoption of APMs increased
within MassHealth in 2018 with
the rollout of ACOs.



Each year, pursuant to M.G.L. ¢. 12C, the Center for
Health Information and Analysis (CHIA) examines the

performance of the Massachusetts health care system and

reports on trends in coverage, cost, and quality indicators
to inform policymaking.

Total Health Care Expenditures

In 2018, Total Health Care Expenditures (THCE) in
Massachusetts were $60.9 billion. THCE per capita grew
3.1%, to $8,827 per resident, matching the benchmark
set by the Health Policy Commission for 2018. The
benchmark for previous years had been 3.6%.

Spending growth accelerated in 2018 for the largest
service categories, with the exception of hospital
outpatient expenditures, which slowed from 5.1% growth
in 2017 to a 3.8% increase in 2018. As in prior years,
gross prescription drug spending accounted for the
majority of the growth in THCE.

Annual Report on the Performance of the Massachusetts Health Care System | October 2019

—Xecutive Summary

Commercial Insurance

Total expenditures for private commercial health plans,
which comprised nearly 40% of THCE, grew 3.3% in
2018, matching the trend for 2017. Out-of-pocket costs
and premiums for fully-insured plans, however, have
grown substantially faster during the past two years—
approximately twice the rate of inflation and wages.

Consistent with prior years, spending for physician
services accounted for the largest share of total
commercial expenditures in 2018. Total expenditures
grew fastest for physician services and prescription
drugs, while growth in hospital outpatient expenditures
moderated following rapid increases in prior years.

Increased enroliment in high deductible health plans
(HDHPs) continued across the commercial market, with
over 1.2 million members covered by such plans in 2018.

HDHP adoption continued to be disproportionately

center for health information and analysis m
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prevalent among members covered by smaller company
employer-sponsored insurance (ESI) plans as well as
unsubsidized individual purchasers. In 2018, over 60% of
small- and mid-size ESI plan members had an HDHP, as
did over 80% of unsubsidized individual purchasers. These
segments of the market also experienced the highest out-

of-pocket costs as well as growth rates in excess of 7%.

Premiums for fully-insured plans grew at a faster rate in
2018 (+5.6%) than 2017. For ConnectorCare plans, the
Commonwealth adopted an approach known as premium
“silver loading” in 2018 due to the elimination of federal
cost-sharing reduction (CSR) subsidies. This resulted

in significantly elevated gross premiums that, in turn,
increased premium tax credits and offset the loss of these
federal subsidies. This approach ultimately helped hold the
portion of premiums owed by ConnectorCare members,

as well as their cost-sharing obligations, stable.

Public Insurance Programs

Trends in Medicare spending—which encompassed nearly
30% of THCE—diverged from previous years, growing
5.7%. This was faster than the 2.3% growth in 2017 as
well as the national trend (4.4%) in 2018, even as the
Commonwealth saw slightly slower growth in Medicare

beneficiaries than the rest of the nation.

Among Medicare beneficiaries, hospital inpatient services
accounted for the largest service category in 2018,

and increased by 4.5% in 2018. Total expenditures

rose fastest, however, for hospital outpatient services
and prescription drugs, both of which grew by more

than 8.5%.

Total MassHealth expenditures, which represented

one quarter of THCE, were flat in 2018; MassHealth
membership declined during this period. In March 2018,
MassHealth launched its Accountable Care Organization
(ACO) program and shifted more than 60% of its members

with primary medical coverage to an ACO.

Coordination and Quality

Global budget arrangements are intended to incentivize
primary care providers to manage their patients’ health
care across the continuum while controlling costs and
meeting quality targets. Alternative payment methods
(APMs) between payers and provider organizations
promote these objectives; however, in 2018, APM
adoption continued to decline slightly among commercial
health plans, particularly among smaller plans. In
addition, over half of the global budget arrangements

in the commercial market (the predominant type of

APM) limited provider accountability for certain services,

Annual Report on the Performance of the Massachusetts Health Care System | October 2019
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such as prescription drugs and behavioral health. The
number of members covered under an APM within the
Commonwealth’s Medicaid population approximately

doubled due to the implementation of MassHealth’s

ACO program.

Overall, adults in Massachusetts reported positive
experiences with their primary care providers in 2018,
rating providers highly on measures of communication
and knowledge about their patients, consistent with
prior years. Notably, patients scored their primary care
experiences in the behavioral health domain 10 points
higher in 2018 than in 2017, though this domain
remained substantially lower than scores for all but

one other category. e

Annual Report on the Performance of the Massachusetts Health Care System | October 2019

center for health information and analysis m



Total Health Care

Expenditures

KEY FINDINGS

Total health care expenditures
grew 3.1% to $8,827 per capita
from 2017 to 2018.

Total commercial and Medicare
spending grew from 2017
to 2018, while MassHealth

spending was flat.

Hospital services, physician,
and pharmacy expenditures
continued to be the largest
service categories of

THCE spending.

Prescription drug rebates are
estimated to have grown over the

past three years.



Total Health Care

Expenditures

A key provision of the Massachusetts health care cost
containment law, Chapter 224 of the Acts of 2012, was the
establishment of a benchmark against which the annual

change in health care spending growth is evaluated.

The Center for Health Information and Analysis (CHIA) is
charged with calculating Total Health Care Expenditures
(THCE) and comparing its per capita growth with the
health care cost growth benchmark, as determined by the

Health Policy Commission.

From 2013 to 2017, the health care cost growth
benchmark was set at 3.6%. For the 2017 to 2018

performance period, the benchmark was set at 3.1%.!

THCE encompasses health care expenditures for
Massachusetts residents from public and private sources,
including all categories of medical expenses and all non-

claims related payments to providers; all patient cost-sharing

10  Annual Report on the Performance of the Massachusetts Health Care System | October 2019

amounts, such as deductibles and copayments; and the cost
of administering private health insurance (called the net cost

of private health insurance or NCPHI).2

It does not include out-of-pocket payments for goods
and services not covered by insurance, such as over-the-
counter medicines, and it also excludes other categories

of expenditures such as vision and dental care.

Each year, CHIA publishes an initial assessment of THCE
based on data with at least 60 days of claims run-out

for the previous calendar year, which includes payers’
estimates for claims completion and for quality and
performance settlements. Final THCE is published the
following year, based on final data which is submitted 17

months after the end of the performance year.

This report provides final results for the calendar year

2017 performance period and initial results for 2018. e

center for health information and analysis m



Total Health Care
Expenditures Components of Total Health Care Expenditures, 2017-2018

Massachusetts THCE totaled $60.9

N
Annual Change in

billion in 2018. This represents an Total Spending
increase of $2.1 billion from 2017, $1 GB g $1 7B $

i i i . Other Public
during which the state’s population Other Public \ y
grew by 0.6%. THCE spending per $2 4B / $2 7B THCE per capita
resident grew 3.1% to $8,827 per NCPHI NCPHI
capita, matching the 3.1% cost $1 51B $1 5.1B
growth benchmark set by the Health Massll-|ealth MassH(::aIth
Policy Commission. 3 _1

%
(0]
| ]
Total commercial health care ;
Per capita trend
spending, which comprised 38.2% 2017-2018
of THCE, grew 3.3% to $23.3 billion. $1 7 1 B $1 8 1 B
Commercial membership remained Viedicare Medicare
generally flat during this period.
Medicare spending (29.7% of total
spending) increased by 5.7% to $18.1
billion, accompanied by enroliment
growth, particularly among Medicare
Advantage plans. MassHealth (24.8%
of total spending) expenditures were $22 SB T . @ ****** I $2338
flat, increasing by 0.4% to $15.1 billion Commercial Commercial
in 2018. Members with MassHealth
coverage also declined from 2017
9 Total Overall Spending Total Overall Spending

to 2018. 2017 $5888 $6098 2018
NCPHI, which measures the private
administrative costs of providing The initial estimate of Total Health Care Expenditures per capita growth is 3.1% for 2018, equal to the

health insurance, comprised 4.5% of health care cost growth benchmark.
THCE, with total expenses growing by

11.3% from 2017 to 2018.
Source: Payer-reported data to CHIA and other public sources.

Notes: Percent changes are calculated based on non-rounded expenditure amounts. Please see databook for detailed information.
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Total Health Care Components of Total Health Care Expenditures:
Expenditures Private Commercial Insurance by Product Type, 2017-2018

Within the commercial insurance market,

private payers offer a variety of insurance THCE COMPONENTS
product types. Product types vary $1.0B $1.1B Detailed View
by the provider networks offered, the Other Other

accessibility of in-network providers, and $
cost-sharing levels, among other factors. 3 ' ? (?S

$3.6B

POS

The most common commercial

insurance products in Massachusetts are $8 . OB
Health Maintenance Organization (HMO)
plans. These plans typically require that

a member select a primary care provider
(PCP) to manage the member’s care.

In 2018, HMO plans accounted for
43.3% of commercial spending. Overall
spending on HMO products increased by
4.2% to $10.1 billion in 2018, despite a

slight decline in membership (-0.3%). $9 .7B
HMO

$8.4B

PPO PPO

$10.1B

HMO

Spending for Preferred Provider

Organization (PPO) plans, which allow

members to schedule visits without

areferral, increased by 6.2% to $8.4

billion in 2018, accompanied by a 2.4% Total Overall Spending
increase in membership. 2017

Total Overall Spending
2018

Point-of-Service (POS) plans share

characteristics of HMOs (requiring a PCP
selection) and PPOs (allowing members Spending increased for HMO, PPO, and other plans but decreased for POS plans between 2017 and 2018.
to see out-of-network providers). POS

plans were the only commercial product

to experience a decrease in spending Source: Payer-reported data to CHIA and other public sources.
(-6.7%) in 2018, as enrolliment in POS Notes: For commercial partial-claim data, CHIA estimates spending by product type by multiplying the share of member months reported in TME data by the estimated total commercial
pI ans declined (_1 1.1% ) partial-claim expenditures. Percent changes are calculated based on non-rounded expenditure amounts. Please see databook for detailed information. These expenditures and trends

reflect payments to providers, and are gross of prescription drug rebates received after the point of sale.

12  Annual Report on the Performance of the Massachusetts Health Care System | October 2019 center for health information and analysis m


http://www.chiamass.gov/assets/2019-annual-report/2019-Annual-Report-THCE-TME-Coverage-Databook.xlsx

Total Health Care
Expenditures

In 2018, approximately 1.1 million
Massachusetts residents were
enrolled in Medicare, the federal health
insurance program for people ages 65
and over, as well as for individuals with
long-term disabilities.

Within the Medicare program, eligible
individuals choose between traditional
Medicare coverage administered by
the federal government (“traditional
Medicare”), and Medicare Advantage
products which are managed by
private insurers. In the Commonwealth,
most beneficiaries receive coverage
through traditional Medicare (78.5%

in 2018), though a growing share are
enrolling in Medicare Advantage plans
(21.5% in 2018—an uptick from 20.7%
in 2017).

Total Medicare expenditures increased
by 5.7% from $17.1 billion in 2017

to $18.1 billion in 2018. Growth was
faster within Medicare Advantage
(8.6%) than traditional Medicare
(5.2%), in part due to faster enroliment
growth in Medicare Advantage.

Total Medicare spending nationally,

across both traditional and Medicare
Advantage, grew more slowly than in
Massachusetts, estimated at 4.4%.°

m center for health information and analysis

Components of Total Health Care Expenditures:

Medicare Programs, 2017-2018

THCE COMPONENTS
$2.8B Detailed View

Medicare Advantage

$2.5B

Medicare Advantage

$15.4B

Traditional Medicare

$14.6B

Traditional Medicare

Total Overall Spending
2018

Total Overall Spending
2017

Medicare Advantage expenditures increased by 8.6% while traditional Medicare spending increased
by 5.2%.

Source: Payer-reported data to CHIA and other public sources.

Notes: For additional information on enroliment in Medicare programs, see CHIA's Enroliment Trends reporting. Traditional Medicare includes Part D expenditures for traditional Medicare
enrollees. In THCE, beneficiaries that are dually eligible for Medicare and Medicaid and enroll in plans specifically designed to better coordinate their care (e.g., Senior Care Options) are
included in MassHealth spending. As a result, the share of spending attributable to Medicare may not be comparable to figures published by other sources. Percent changes are based on
non-rounded expenditure amounts. Please see databook for detailed information. These expenditures and trends reflect payments to providers, and are gross of prescription drug rebates
received after the point of sale.
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Total Health Care Components of Total Health Care Expenditures:

Expenditures MassHealth by Program Type, 2017-2018

In 2018, approximately 1.8 million
Massachusetts residents relied on

$1 1B THCE COMPONENTS
MassHealth for either primary or partial/ . $1.1B Detailed View
Supplemental Payments Supplemental Payments
secondary medical coverage. From -
2017 to 2018, the MassHealth program $1.7B $2.0B

Programs for Dually

Programs for Dually e
Eligible Members

underwent substantial changes, Eliaiblo Memb,
Igible Miembers

shifting more than 60% of members

1
]
1
1
|
1
with primary medical coverage to .: $2.9B glﬁgre Clinician
Accountable Care Organizations (ACOs). ! Primary Care Clinician (PCC) Plan
! (PCC) Plan $1.9B
. Managed -{ Primary Care ACO (ACO-B)
MassHealth ACOs consist of Care Plans )
Accountable Care Partnership Plans l:
(ACO-A) and Primary Care ACOs g
(ACO-B). Members may also be enrolled i $4.8B $4.5B
in Managed Care Organizations (MCOs). E Meo MCOACO-A
1
Overall MassHealth spending remained :\_
flat, growing 0.4%, though membership
declined (-4.4% among members with
primary medical coverage, and -5.5% $4.5B $4.3B
among members with secondary or Fee-For-Service (FFS) Fee-For-Service (FFS)

partial coverage).

With members enrolling in the new

A Total Overall Spending
ACO plans, membership in the PCC 2017
Plan, MCOs, and FFS declined in
2018. In December 2018, 29.3% of
MassHealth members were enrolled in
an ACO-A plan,19.3% in an ACO-B,
and 8.5% were members of an MCO.

i 0

FFS members comprised 31.5% of all Notes: Members of MCO-Administered ACOs (ACO-C) are counted within the MCO population. Enrollment numbers are sourced from CHIA's enrollment trends reporting; for additional
MassHealth members, most of whom information please see CHIA's August 2019 Enroliment Trends report. MassHealth programs for dually eligible members include Senior Care Options (SCO), for members ages 65 and
received partial or secondary coverage older; the Program of All-inclusive Care for the Elderly (PACE) for members 55 and older; and One Care, for members ages 21 to 64. Percent changes are calculated based on non-

rounded expenditure amounts. Please see databook for detailed information. These expenditures and trends reflect payments to providers, and are gross of prescription drug rebates
from MassHealth. received after the point of sale.

Total Overall Spending
2018

Overall MassHealth spending was flat in 2018, rising 0.4%, as enrollment declined.

Source: Payer-reported data to CHIA and other public sources.
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Components of Total Health Care Expenditures:
Total Health Care Net Cost of Private Health Insurance by Market Sector,
Expenditures 2017-2018

NCPHI captures the private

administrative costs of health ) $0.29B THCE COMPONENTS

insurance for Massachusetts MassHealth MCO/AGO-A Detailed View
residents, and is broadly defined as $O 288
the difference between the premiums MassHea.Ith VCOo $0_ 39B
that health plans receive on behalf Medicare Advantage/
of Massachusetts residents and the $0.33B SCOPAGE
. 9 Medicare Advantage/
expenditures for covered benefits SCO/PACE $0.54B
incurred for those same members. Self—l-nsured
$0.51B
In 2018, total spending for NCPHI Self-Insured
increased by 11.3% to $2.7 billion. -
This is the second consecutive year $0.53B $0.65B

NCPHI increased, following a 10.5% Merged Market

increase in 2017. Expenses grew
across all market sectors in 2018; the

Merged Market

e mm e e e e = N oo

) ) Commercial
largest increase was in the merged Fully-Insured
market where spending increased by
23.1% between 2017 and 2018. $0-798 $0'858

Large Group Large Group

NCPHI balances retained by insurers
are used to pay general administrative -
expenses, broker commissions, as Total Ovtezlfg:l73pending Total Overall Spending

2018

well as taxes and fees. Additional
remaining balances result in surpluses
that may be used to build reserves for
future claims.

NCPHI increased by 11.3% to $2.7 billion in 2018, primarily driven by increases in the merged market

tate and federal medical loss rati -
SiEioEeliSe Hiel el el =S fEe and Medicare managed care programs.

regulations limit the share of retained
premiums that can be used for
non-medical expenses. For more

) ) Source: Massachusetts Medical Loss Ratio Reports from Massachusetts Division of Insurance. Federal Medical Loss Ratio Reports from Center for Consumer Information and Insurance
information on payer use of funds, Oversight. Annual Statutory Financial Statement and Supplemental Health Care Exhibit from National Association of Insurance Commissioners.

see page 73. Notes: NCPHI Large Group combines the fully-insured mid-size, large, and jumbo groups. The self-insured category reflects fees collected by payers for administrative services only.
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Total Health Care
Expenditures

The U.S. Department of Veterans
Affairs, through its Veterans Health
Administration division, provides
health care for certain eligible U.S.
military veterans. Medical spending
for Massachusetts veterans increased
6.6% to $1.3 billion in 2018.

The Health Safety Net (HSN) pays
acute care hospitals and community
health centers for medically necessary
health care services provided to
eligible low-income uninsured and
underinsured Massachusetts residents
up to a predetermined amount of
available funding. HSN provider
payments increased 2.0% in 2018,
after declines in spending last year.

16  Annual Report on the Performance of the Massachusetts Health Care System | October 2019

Components of Total Health Care Expenditures:

Other Public Programs, 2017-2018

$0.3B

Health Safety Net
(HSN)

$1.2B

Veterans Affairs

(VA)

Total Overall Spending

2017

THCE COMPONENTS
Detailed View

$0.3B

Health Safety Net
(HSN)

$1.3B

Veterans Affairs

(VA)

Total Overall Spending

2018

Health care spending for the Veterans Health Administration grew by 6.6% in 2018; Health Safety Net

expenditures increased by 2.0%.

Source: Payer-reported data to CHIA and other public sources.

Notes: Veterans Affairs data sourcing updated, see technical appendix for details. Percent changes are calculated based on non-rounded expenditure amounts. Please see databook

for detailed information.
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Total Health Care
Expenditures

Hospital services accounted for

the largest share of overall THCE
spending in 2018, with inpatient

and outpatient expenses together
totaling $22.7 billion. Hospital
outpatient spending increased 3.8%
to $11.0 billion between 2017 and
2018 while hospital inpatient increased
3.7% to $11.7 billion.

Pharmacy expenditures represent
spending under a payer’s prescription
drug benefit; other service categories
may include additional spending
associated with drugs that are
administered in other care settings
such as a hospital or physician’s office.
Gross pharmacy spending totaled
$9.9 billion in 2018, a 5.8% increase
from 2017. Net of prescription drug
rebates, pharmacy spending was $8.1
billion, an increase of 3.6% from the
prior year.

Spending for physician services
increased slightly, from $9.3 billion
in 2017 to $9.5 billion in 2018, an
increase of 2.8%. Spending for
other professional services, which
includes care provided by a licensed
practitioner other than a physician
(such as a nurse practitioner or
psychologist), increased by 8.4%,
to $4.4 billion in 2018.

Total Health Care Expenditures by Service Category, 2017-2018

$2.78

Non-Claims

$4.1B

Other Professional

$8.5B

Other Medical

$9.3B

Physician

$9.4B

Pharmacy
(Gross of Rebates)

$10.68

Hospital Outpatient

$11.3B

Hospital Inpatient

2017

(Net of Rebates)

$8.1B
(Net of Rebates)

- $2.8B

Non-Claims

—— $4.4B

Other Professional

—— $8.5B

Other Medical

—— $9.5B

Physician

|

|

\

- $9.98
Pharmacy

/ (Gross of Rebates)

— $11.0B

Hospital Outpatient

—— $11.7B

Hospital Inpatient

2018

Spending increased for the four largest service categories between 2017 and 2018, with the highest
growth in gross pharmacy expenses.

Source: Payer-reported TME data to CHIA and other public sources.

Notes: This chart excludes data from Celticare Health and Minuteman Health, both of which ceased operations in 2017 and did not provide service category level data to CHIA. Service

category data was also not available for the Health Safety Net. For detailed information about how expenses were grouped into service categories, see technical appendix.

m center for health information and analysis

Annual Report on the Performance of the Massachusetts Health Care System | October 2019


http://www.chiamass.gov/assets/2019-annual-report/2019-Annual-Report-THCE-TME-APM-Technical-Appendix.pdf

Total Health Care
Expenditures

From 2017 to 2018, THCE in
Massachusetts increased by
$2.1 billion.

Gross pharmacy spending was

the largest component of medical
expenditure growth, accounting for
26.4% of the increased spending. Net
of prescription drug rebates received
after the point of sale, pharmacy
expenses increased $285.5 million
from 2017 to 2018.

Spending on hospital inpatient services
surpassed hospital outpatient as the
second largest contributor to growth

in spending, increasing $418.2 million
between 2017 and 2018 and accounting
for 20.4% of THCE growth. Hospital
outpatient increased at a similar rate,
growing $405.9 million in 2018.

Increases in other professional,
physician, and non-claims spending
also contributed to overall THCE
growth, accounting for 16.7 %,
12.8%, and 4.1% of overall

growth, respectively.

Other medical expenses (e.qg., skilled
nursing facility and home health
services, durable medical equipment,
among others) experienced a decrease
in spending, declining by $18.0 million
from 2017 to 2018.
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Change in Total Health Care Expenditures by Service Category,
2017-2018

Share of 2017-2018

THCE Growth
$285.5 (Net of Rebates) |
Pharmacy $540.9 26.4%
Hospital Inpatient 20.4%
Hospital Outpatient 19.8%
Other Professional 16.7%
Physician 12.8%
Non-Claims 4.1%
Other Medical -$18.0 N/A
T
-$200 $0 $200 $400 $600

Millions

KEY
[l Four largest service categories

Increases in gross pharmacy and hospital inpatient spending were the largest drivers of THCE growth
between 2017 and 2018.

Source: Payer-reported TME data to CHIA and other public sources.

Notes: This chart excludes data from Celticare Health and Minuteman Health, both of which ceased operations in 2017 and did not provide service category level data to CHIA. Service
category data was also not available for the Health Safety Net. For detailed information about how expenses were grouped into service categories, see technical appendix.
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Total Health Care
Expenditures

THCE reflects gross prescription
drug expenditures, which represent
payer payments to pharmacies, along
with member cost-sharing. However,
both public and private payers,
commonly through pharmacy benefit
managers (PBMs), negotiate with
drug manufacturers to receive rebates
on their members’ prescription drug
utilization. Additionally, federal law
dictates minimum requirements for
rebates to state Medicaid programs,
and allows private payers that offer
MassHealth plans to negotiate
supplemental rebates as well. These
rebates reduce payer total expenses
for prescription drugs.

In 2018, gross prescription drug
expenditures totaled $9.9 billion, a
5.8% increase from $9.4 billion in
2017. This growth was slightly higher
than the prior year, when spending
grew by 5.4%. Prescription drug
rebates are estimated to have grown
over the last three years, from $1.4
billion in 2016 to $1.8 billion in 2018.
Net of rebates, expenditures for
prescription drugs grew 3.6% in 2018,
similar to the 2017 trend (3.7 %).

Estimated Impact of Rebates on Pharmacy Spending and Growth,
2016-2018

TN
Percent

Change from ----»
|

A
$10.0 Prior Year

$8.0 |
® |
C I
) 1
E $6-0 T
o |
$4.0 |
$2.0
$0.0 1
2016 2017 2018 2016 2017 2018
Pharmacy Spending (THCE) Estimated Pharmacy Spending Net

of Rebates Received by Payers

From 2017 to 2018, prescription drugs expenditures grew by 5.8%; expenditures net of rebates
increased by 3.6%.

Source: Payer-reported data to CHIA.

Notes: Total pharmacy payments reported by payers in THCE may include prescription drug price concessions, discounts, or rebates transmitted at the point-of-sale, including coverage
gap discounts. Pharmacy spending net of rebates estimates the impact of reducing the total pharmacy costs to payers by retrospective rebates, in addition to any price discounts included
in THCE.
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Total Health Care
Expenditures

Overall, commercial payers received
15.6% of pharmacy spending back
from manufacturers in the form of
rebates in 2018. This percentage
reflects the amount payers received
from PBMs. This percentage is an
increase of 2.7 percentage points
from 2017.

Variation in payer-reported

rebate shares may be driven by
several factors, including member
demographics, utilization trends,
coverage decisions, and market
power. In addition, variation may
be driven by the complexity and
variability of payer-PBM contracts.
Variation in rebate percentages among
commercial payers narrowed from
2016 to 2018.

In 2018, seven reported rebate
proportions were within two
percentage points of the overall
commercial rebate proportion,
consistent with the prior year.

Rebate percentages vary across
insurance categories. For Medicare,
rebates comprised 10.3% of gross
prescription drug spending in 2018;
for MassHealth, the rebate percentage
was 58.5%, including supplemental
rebates received by MCOs and ACOs.
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Range of Payer-Reported Commercial Rebates as a Percentage
of Gross Pharmacy Expenditures, 2016-2018

@)

2016 00 0O—0T)—-a—0

Commercial Overall
10.7%

2017 O— 00— 0D+ ODO O
Commercial Overall
12.9%
2018 O OO0 @O OO0 O
Commercial Overall
15.6%
0% 2% 4% 6% 8% 10% 12% 14% 16% 18% 20% 22% 24% 26%
Rebate as Percent of Total Pharmacy Expenditures
KEY

O 2016 Payer O 2017 Payer O 2018 Payer

Across the commercial market in 2018, 15.6% of pharmacy expenditures were returned to payers in the
form of rebates.

Source: Payer-reported data to CHIA.

Notes: Overall rebate percentages determined by comparing the reported rebate amounts from all commercial payers by the reported pharmacy expenditures in Total Medical
Expenditures by commercial payers. See technical appendix for more information.
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Total Health Care
Expenditures Per Capita Total Health Care Expenditure Trends, 2013-2018

Over the six years that CHIA has

published the per capita THCE 5.0%
trend, growth has exceeded the ® 4.8%
benchmark only in 2014 and 2015. / \
These overarching trends generally 4.5%
match those seen more broadly at /

42% @

the national level: accelerated rates

0,
of growth between 2013 and 2015 4.0%
with more moderate spending growth Benchmark 2013-2017 (3.6%)
during the past three years. 35% | N i

% . Health Care Cost Growth
However, per capita growth in % *«_ Benchmark 2018 (3.1%)
Massachusetts has consistently fallen 5 3.0% ° ==
below national per capita growth, as S 3.0% ®-
estimated by the Centers for Medicare g 2.8%
and Medicaid Services’ (CMS) National o 2.5% 24% @
. (]

Health Expenditure Accounts, which
were projected to grow 4.4% in 2018.

2.0%

1.5%

1.0%

0.0%

2013 Final 2014 Final 2015 Final 2016 Final 2017 Final 2018 Initial

THCE growth per capita equaled the health care cost growth benchmark in 2018, after two years of
trending below.

Source: Total Health Care Expenditures from payer-reported data to CHIA and other public sources.

CHIA center for health information and analysis Annual Report on the Performance of the Massachusetts Health Care System | October 2019 21




Understanding the Differences: Comparing Initial and Final 2017 THCE

In order to meet statutory deadlines, data used to calculate
initial THCE is reported to CHIA with only 60-90 days of
claims run-out after the close of the calendar year. As such,
the initial assessment of THCE includes payer estimates for
claims that have been incurred but not reported, as well as
projections of quality and financial performance settlements
for providers.

Generally, differences between preliminary and final
submission are attributable to variation in the degree of
accuracy with which payers predict finalized member
eligibility, claims payments, and performance-based
settlements. These estimates are often based on historical
or market trends, which may or may not accurately reflect
the current Massachusetts market. Final data, which allows
for a 15-month claims run-out period updates the initial
estimates with the actual claims and non-claims experience
for the performance period. Non-claims based settlements,
in particular, are often settled later than claims; as a result,
payers with more non-claims may have more variation in
preliminary and final TME/APM data.
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The final assessment of 2016-2017 THCE per capita
growth was 2.8%, below the 3.6% benchmark. The initial
assessment of per capita growth, reported in CHIA’'s 2018
Annual Report, was 1.6%.

This difference in preliminary and final THCE per capita
growth was driven primarily by two payers identifying
and removing payments made by third-parties that were
reflected elsewhere in THCE.

Payers were required to update 2017 spending with more
complete claims and non-claims based payments. In
addition, several payers updated data to reflect minor data
adjustments, corrections, or to reflect updates in the health
status adjustment tools.

For more detailed information on 2017 final data and the
health status adjustment tools used in this reporting period,
please see the databook.
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Total Health Care Expenditures Notes

1 Pursuant to M.G.L. c.6D §9, the benchmark for 2017 is tied to the annual
rate of growth in potential gross state product (PGSP). The benchmark
for 2018 is equal to the PGSP minus 0.5% (or 3.1%). Detailed information
available at https://www.mass.gov/info-details/health-care-cost-growth-
benchmark.

2 NCPHI includes administrative expenses attributable to private health
insurers, which may be for commercial or publicly funded plans.

3 National trends in Medicare spending are estimated based on data reported
to CHIA by CMS.
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Total Medical Expenses &
Alternative Payment Methods

KEY FINDINGS

The three largest commercial
payers reported low or negative
preliminary HSA TME trends

in 2018.

Final HSA TME growth for the
10 largest physician groups was
predominantly below the 2017

cost growth benchmark.

APM adoption increased within
MassHealth in 2018 with the
rollout of ACOs.

Commercial APM adoption

declined in 2018.



Total Medical Expenses &
Alternative Payment Methods

In addition to measuring the Commonwealth’s THCE,
CHIA also monitors health care spending by private
commercial and privately administered Medicaid and
Medicare plans and their members. The Total Medical
Expense (TME) data included in this chapter enables a
more detailed examination of spending drivers within
health plans and among provider organizations that

manage patients’ care.

TME represents the total amount paid to providers for
health care services delivered to a payer’s member
population, expressed on a per member per month
(PMPM) basis. TME includes the amounts paid by the
payer as well as member cost-sharing, and covers all
categories of medical expenses and all non-claims-related
payments to providers, including provider performance

payments. TME is reported for Massachusetts residents.
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In addition to spending levels and trends, CHIA collects
information about the payment arrangements between
payers and providers. Historically, the majority of health
care services have been paid using a fee-for-service (FFS)
method. Chapter 224 of the Acts of 2012 set goals to
increase the adoption of alternative payment methods
(APMs) which are methods of payment in which some of
the financial risk associated with the delivery of medical
care as well as the management of health conditions is

shifted from payers to providers.

Generally, APMs are intended to give providers
new incentives to control overall costs (e.g., reduce
unnecessary services and provide services in the most

appropriate setting) while maintaining or improving quality.

This chapter focuses on 2017 final and 2018 preliminary’

TME and APMs using the following metrics:
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TME: Total expenditures for health care services in a given
year, divided by the number of member months in the

payer’s population.

Health Status Adjusted (HSA) TME: TME
adjusted to reflect differences in the health status
of member populations.

Managing physician group TME: TME for members
required by their insurance plan to select a PCP, as well
as for members who are attributed to a PCP as part of a
contract between the payer and provider.

APM adoption: The share of member months associated
with a primary care provider engaged in an alternative
payment contract with the reporting payer.

In order to meet statutory deadlines, this report includes
information using both preliminary and final TME and
APM data. Preliminary TME/APM data is reported to
CHIA with only 60-90 days run-out after the close of the
calendar year. Preliminary TME includes payer estimates
for claims that have been incurred but not reported, as

well as projections of quality and financial performance

settlements for providers. Final data, which allows for a
15-month claims run-out period, updates the preliminary
estimates with the actual claims and non-claims
experience for the performance period. This chapter
highlights health status adjusted TME using preliminary

data for payers, and final data for physician groups.

Generally, differences between preliminary and final TME/
APM submissions are attributable to variation in the
degree of accuracy with which payers predict finalized
member eligibility, claims payments, and performance-
based settlements. Non-claims based settlements, in
particular, are often settled later than claims; as a result,
payers with more non-claims may have more variation in
preliminary and final TME/APM data.

All TME expenditures and trends reflect payments to
providers, and are gross of prescription drug rebates

received by health plans after the point of sale.

For more detailed information on 2017 final data, please

see the databook. e
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Total Medical

Expenses & Alternative
Payment Methods

CHIA examines TME on a health status
adjusted (HSA) basis for each payer’s
member population, which adjusts for
differences in member illness burden
and medical costs.

Nine of the 12 commercial payers,
accounting for 87.8% of the commercial
full-claim population, reported
preliminary HSA TME growth below the
3.1% benchmark from 2017 to 20182

The three largest Massachusetts-based
commercial payers, Blue Cross Blue
Shield of Massachusetts (BCBSMA),
Harvard Pilgrim Health Care (HPHC),
and Tufts Health Plan (THP), accounted
for 62.6% of member months in 2018.
HPHC reported a 0.5% decline in HSA
TME. BCBSMA and THP both

reported increases in HSA TME

below the benchmark, at 1.7% and
2.3%, respectively.

Four of the other five Massachusetts-
based commercial payers also reported
growth of HSA TME from 2017 to

2018 below the 3.1% benchmark. Two
national payers, Aetna and Cigna-West,
reported HSA TME growth below the
3.1% benchmark. United and Cigna-
East® reported HSA TME growth over
the 3.1% benchmark, at 4.8% and
12.1%, respectively.
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Change in Preliminary Commercial HSA TME by Payer, 2017-2018

HSA TME Trend 2017-2018
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The three largest commercial payers reported low or negative preliminary health status adjusted TME
trends in 2018.

Source: Payer-reported TME data to CHIA.

Notes: Cigna-East (12.1%) and Cigna-West (-12.9%) are not displayed above. Data presented here should be considered preliminary, incorporating only 60 days of claims run-out and
payers’ estimates for quality and other performance settlements. Commercial full-claims data represents members for whom the payer has access to and is able to report all claims
expense, and represented 71% of total commercial member months in 2018. The tools used for adjusting TME for health status of a payer’s covered members vary among payers, and
therefore adjustments are not directly comparable across payers. See the databook for a list of health status adjustment tools used for the data presented in this report. These trends are
based on expenditures that reflect payments to providers, and are gross of prescription drug rebates received by health plans after the point of sale.
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Total Medical

Expenses & Alternative Change in Preliminary MassHealth MCO and ACO-A HSA TME by
Payment Methods Payer, 2017-2018

In 2018, BMC HealthNet Plan 10%
(BMCHP) and Tufts Health Public Plans O
(THPP) began offering ACO-A plans to HNE

their MassHealth members in addition
to their MCO plans. Fallon, Health New
England (HNE) and AllWays Health 5% O
Partners (formerly Neighborhood Fallon
Health Plan) discontinued their MCO
plans and offered only ACO-A plans to
their MassHealth members.

Health Care Cost Growth Benchmark (3.1%)

The majority of MassHealth MCO/ 0%
ACO-A members (86.0%) were enrolled
with THPP, BMCHP, and Fallon.

All three of these payers reported
membership increases over 30.0%

in 2018. BMCHP and THPP reported
negative trends in preliminary HSA
TME from 2017 to 2018, while Fallon

reported an increase of 5.6%.

HSA TME Trend 2017-2018

O O

-5% THPP BMCHP

The remaining two payers, AllWays O
Health Partners and HNE, accounted -10% AllWays
for 14.0% of member months in 2018. Circles are scaled to reflect full-claim member months. Member Months

AllWays reported negative preliminary
HSA TME growth of -9.1%, while HNE

reported a 9.4% increase in HSA . .
TME. Both payers reported decreases Two of the three largest MassHealth MCO/ACO-A payers reported negative preliminary health status

in membership. adjusted TME trends in 2018.

KEY (O MA Payer

Source: Payer-reported TME data to CHIA.

Notes: Data presented here should be considered preliminary, incorporating only 60 days of claims run-out and payers’ estimates for quality and other performance settlements. The
tools used for adjusting TME for health status of a payer’s covered members vary among payers, and therefore adjustments are not uniform or directly comparable across payers. See the
databook for a list of health status adjustment tools used for the data presented in this report. These trends are based on expenditures that reflect payments to providers, and are gross of
prescription drug rebates received by health plans after the point of sale.
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Total Medical

Expenses & Alternative
Payment Methods

Managing physician groups, often
multi-specialty practices that include
PCPs, are responsible for coordinating
the care of their members. Managing
physician group HSA TME measures
the total medical spending for
commercial members attributed to a
PCP, adjusted to reflect differences in
physician groups’ patient populations.

Commercial members managed by
Steward Network Services (Steward),
New England Quality Care Alliance
(NEQCA), UMass Memorial Health
Care (UMass), Reliant Medical
Group (Reliant), and Mount Auburn
Cambridge IPA (MACIPA) experienced
increases in HSA TME in two of the
three payers networks depicted here.
However, most increases fell below
the 2017 health care cost growth
benchmark of 3.6%.

Five of the 10 largest physician groups
experienced decreases in HSA TME in
the networks of two of the three largest
payers between 2016 and 2017. Atrius
Health experienced a decline in HSA
TME in all three payer networks.

Change in Final Managing Physician Group Commercial HSA TME,
2016-2017
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Group’s Managed
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Total Managed
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HSA TME growth was predominantly below the 2017 cost growth benchmark for the 10 largest physician groups.

Source: Payer-reported TME data to CHIA.

Notes: Data reported here is based on final 2016-2017 commercial full-claim TME data, both for members whose plan requires the selection of a PCP, as well as for members who were
attributed to a PCP pursuant to a contract between the payer and the physician group. The tools used for adjusting TME for health status of a payer’s covered members vary among pay-
ers, and therefore HSA TME is not comparable across payers. See the databook for more information. Health New England represented the largest share of member months for Baycare.
Fallon was the largest payer for Reliant. These trends are based on expenditures that reflect payments to providers, and are gross of prescription drug rebates received by health plans after
the point of sale.
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Total Medical

e iEnaeee  Adoption of Alternative Payment Methods by Insurance Category,
Payment Methods 2016-2018

Over the past several years, payers

Key
and providers have been using APMs B Global Budget (Full)
to promote coordinated care while B Global Budget (Partial)
also providing incentives to control W Limited Budget

B Bundled Payments

overall costs while maintaining or Other. Non-FFS Based
improving quality. Fee-for-Service

In the Massachusetts commercial
market, the share of members with
PCPs engaged in an APM has
declined in each of the past two
years. APM adoption was 40.4%
in 2018, a 1.1 percentage point
decrease from 2017.

MassHealth MCOs and ACOs reported
APM use for 67.7% of members in
2018, an increase of 29.9 percentage
points from 2017, driven by the
implementation of the MassHealth
ACO program in March 2018.

7.5%

20.0% 51.1% Total

|
|
|
l
.~ APM Adoption
' in2018
- 40.4% :
|

29.6%

Just over half (51.1%) of Medicare 19.9%

Advantage members had their care
paid for under APMs in 2018.

7

2016 2017 2018 2016 2017 2018 2016 2017 2018
Global payment arrangements Commercial MassHealth MCO/ACO‘A Medicare Advantage

continued to be the dominant APM
employed by payers, accounting

for 98.8% of commercial APM
arrangements, 96.2% of Medicare
Advantage arrangements, and 100%
of MassHealth MCO and ACO APM
arrangements in 2018.

APM adoption continued to decline for commercial payers, while adoption nearly doubled for MassHealth
as ACOs were implemented.

Source: Payer-reported APM data to CHIA.

Notes: Membership under APMs is measured by the share of member months associated with a primary care provider engaged in an alternative payment contract with the reporting payer.
Global partial APMs reflect arrangements in which the physician group is not held accountable for certain services, often pharmacy and behavioral health expenses.
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Total Medical

Expenses & Alternative
Payment Methods

The 40.4% of commercial members
whose care was paid for using
APMs in 2018 equated to 17.9 millon
member months, a decline of 0.6
million member months from 2017.
The majority of these members were
enrolled in HMO or PPO products.
The proportion of HMO, PPO, and
POS members covered under an
APM decreased, while APM adoption
increased for individuals with
Indemnity plans.

APM adoption for HMO members
decreased from 65.3% to 63.6%
between 2017 and 2018, while overall
HMO membership remained largely
consistent during this period.

The proportion of total PPO member
months covered under an APM
decreased between 2017 and 2018,
largely due to an increase in new PPO
members not assigned to APMs.

Among HMO and PPO products,
global arrangements that held PCPs
accountable for all services (global
full) were most common, whereas
contracts with services carved out
from the global budget (global partial)
were more prevalent among POS and
Indemnity plans.
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Alternative Payment Methods by Commercial Product Type,
2017-2018

Member Months under APMs
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Global budgets inclusive of all services were the predominant APM among HMO and PPO products.

Source: Payer-reported APM data to CHIA.

Notes: Membership under APMs is measured by the share of member months associated with a primary care provider engaged in an alternative payment contract with the reporting payer.
The data displayed above includes both full-claim and partial-claim members, and total 40.4% of total commercial member months in 2018.
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Total Medical

Expenses & Alternative
Payment Methods

HMO and PPO plans represented over
80% of commercial membership and
$18.4 billion in spending in 2018.

Eight payers reported APM use for
their commercial HMO populations.
Five of these payers, Aetna, BCBSMA,
HNE, HPHC, and THP, reported over
70% of their HMO members under
APM arrangements in 2018, with Aetna
reporting nearly 100%. BMCHP was
the only other payer who offered HMO
products in 2018, and reported no
commercial APM arrangements.

PPO products had lower APM
adoption use than HMOs, with three
payers reporting APM use for PPO
members in 2018. Aetna reported
less than 1.0% of their PPO members
in APMs. BCBSMA and THP had
higher APM adoption, at 31.0% and
13.2%, respectively. AllWays, Cigna,
Fallon, HNE, HPHC, Health Plans, Inc.
(HPI), and United reported all of their
PPO membership in fee-for-service

in 2018.

m center for health information and analysis

HMO and PPO Alternative Payment Method Adoption by
Commercial Payer, 2018
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Aetna  AllWays BCBSMA Fallon HNE HPHC THP THPP Aetna BCBSMA THP
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Product Share
of Payer's Total 0.5% 99.0% 45.0% 97.5% 81.1% 71.9% 45.3% 100.0% 86.0% 51.4% 14.5%

Member Months

Eight of nine commercial payers with HMO products in 2018 utilized APMs.

Source: Payer-reported APM data to CHIA.

Notes: Cigna, HPI, and United Healthcare reported the use of no APMs. Membership under APMs is measured by the share of member months associated with a primary care
provider engaged in an alternative payment contract with the reporting payer. The data displayed above includes both full-claim and partial-claim members, and represent 35.1% of
total commercial member months in 2018.
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Nine of 13 commercial payers reported
APM contract arrangements in 2018.
HPHC, UniCare, THP, BCBSMA,

and HNE had the majority of their
members’ care paid for through an
APM arrangement, consistent with
prior years.

Five payers, HPHC, THP, THPP,
BCBSMA, and UniCare, reported
increases in the proportion of
members whose PCP was engaged
in an APM contract.

Cigna and United Healthcare reported
no APMs in 2018, consistent with prior
years. One payer, BMCHP, reported
no commercial members under APMs
in 2018 after reporting 12.0% APM
adoption in the prior year.

APM Adoption Trends by Commercial Payers, 2016-2018
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Under APMs
70% (millions)
(]
° ® HPHC

.// //0 UniCare

°
60% *—

HNE

® o o BCBSMA

50% ° THP

 /.
E )
0,
< 40%
5
8 ® AllWays
m .
o 30% \
@ ® Fallon
THPP
20%
¢ °
10%
P o Aetna
0% BMCHP
2016 2017 2018

In 2018, nine of 13 commercial payers reported APM contract arrangements, one fewer than the previous year.

Source: Payer-reported APM data to CHIA.

Notes: Cigna, HPI, and United Healthcare reported no use of APMs. Membership under APMs is measured by the share of member months associated with a primary care provider
engaged in an alternative payment contract with the reporting payer. The data displayed above includes both full-claim and partial-claim members, and represent 40.4% of total
commercial member months in 2018.
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APMs are implemented as a shared 100%
initiative between payers and the

physician groups that manage

patients’ care.

The 10 largest physician groups 80%
managed care for 45.9% of adult HMO
and PPO members in 2018.

Nine of these 10 largest managing
physician groups had more than half of
their member months under an APM.

60%

Partners Community Physicians
Organization and Atrius Health

had the highest share of member
months under APMs, at 95.1% and
94.7%, respectively.

40%

Percent of Total Member Months

20%
Global full and global partial budget
arrangements comprised the majority
of APM use. One provider, Reliant
Medical, utilized limited budget

0%
arrangements for 12.0% of overall Partners  Atrius  Steward BIDCO NEQCA  Lahey  UMass Baycare Reliant MACIPA
member months.

Key M Global Budget (Full) B Global Budget (Partial) ¥ Limited Budget Fee-for-Service
UMass Memorial Medical Group had
the lowest APM adoption among the
top 10 physician groups, with 19.0%
of total member months under a global
partial arrangement in 2018.

The 10 largest managing physician groups all utilized APMs to varying degrees in 2018.

Source: Payer-reported APM data to CHIA.

Notes: Membership under APMs is measured by the share of member months associated with a primary care provider engaged in an alternative payment contract with the reporting payer.
The data displayed above includes both full-claim and partial-claim adult HMO and PPO members whose care was managed by one of the 10 largest physician groups, and represent
39.6% of total commercial member months in 2018.
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In 2018, all five MassHealth MCO and
ACO payers reported APM contract
arrangements, covering 67.7% of
total members, compared to 37.8%
in 2017, which was before the
implementation of the ACO program.

One payer, HNE, reported all
members under an APM during the
three-year period.

Three payers, Fal