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Executive Summary

The Health Care Transformation Task Force is charged with developing an action plan to
improve affordability, access, and quality of health care, and the health status of
Minnesotans. The Task Force has 13 members appointed by the Governor, four members
appointed by the Legidature, and one ex officio member.

Fundamental reformsto the health care system in Minnesota are necessary to achieve
these goals. In recent years, health care costs have been rising unsustainably, and
Minnesota' s historically strong private health insurance market has eroded while the rate
of uninsurance has risen. The quality of health careis uneven, and it iswell below the
levels that Minnesotans should expect for the money we are spending. In addition,
unhealthy behaviors such as tobacco use, poor diet, and physical inactivity are driving
health care costs up. Minnesota’ s future success depends on its ability to address these
important issues that affect the health and economic well-being of al its citizens.

The Task Force's plan for transforming health care in Minnesota is based on five core
principles:

e The health of Minnesota’s population must be improved. The Task Force
recommends that Minnesota adopt aggressive goals for reducing the rates of
overweight and obesity, tobacco use, and the use of alcohol and other drugs. The
active involvement and support of communities, schools, employers, health care
providers, and government will be needed to achieve these goals.

e We need dramatic improvements in the quality, cost, and patient-centeredness of
health care in Minnesota, and we should use a combination of collaboration and
competition to achieve these improvements. The Task Force' s recommendationsin
this area build on Minnesota s strong foundation of community collaboration to
define and measure quality health care. Increased transparency of health care prices
and quality, combined with more patient-centered decision-making and incentives for
providers to innovate on ways to improve quality and reduce cost, will help
Minnesota achieve this goal.

e Health care payment systems must be restructured to support and encourage
evidence-based, high-value health care. The Task Force recognizes that current
payment systems do not support innovation that improves quality and reduces cost —
in fact, sometimes current systems penalize providers that do a good job of managing
care. The way we pay for health care must be fundamentally changed in ways that
support improvements in quality and establish accountability for the total cost of care.

e The overall size and cost of the health care system should be reduced. In this area,
the Task Force recommendations include strategies to reduce overuse of health care
services, reduce administrative costs, and to ensure that new technologies are only
used and paid for when they provide good value.



Executive Summary

e All Minnesotans should be able to obtain necessary health care at an affordable
cost. The Task Force' s proposals in this area would establish affordability standards
for health insurance coverage, and an expectation that individuals maintain a
minimum level of health insurance coverage (with subsidies when the cost of
coverage exceeds affordability standards). It would change the way that Minnesota’' s
individual and small group health insurance markets function, and establish a health
insurance exchange to help employers and individuals navigate the market. It does
not require employers to pay for health insurance coverage, but does require
employersto facilitate employees ability to pay for health insurance with pre-tax
dollars.

Successful transformation of Minnesota s health care system will require active
participation and engagement from consumers, employers, health care providers, health
plans, and government. The recommendations in this report focus on areas that the Task
Force believes to have the greatest potential impact on health care cost while putting
Minnesota on the right track for creating a health care system that provides high quality
carein away that isfinancially sustainable over the long term. Although the process of
changeislikely to be difficult, it is necessary in order to make progress toward the goals
of ahealth care system that is more sustainable, efficient, and equitable.

Vi



Legislature’s Charge to the Task Force

The 2007 Legidature required the Governor to convene a Health Care Transformation
Task Force to develop an action plan for transforming the health care systemin
Minnesota in ways that improve affordability, access, quality of health care, and the
health status of Minnesotans.

The Task Force's plan must include:

e Actionsthat will reduce health care expenditures by 20 percent by January 2011, and
limit the rate of growth in health care spending to no greater than the percentage
increase in the Consumer Price Index for all urban consumers plus two percentage
points each year thereafter;

e Actionsthat will increase the affordable health coverage options for all Minnesotans
and other strategies that will ensure all Minnesotans will have health coverage by
January 2011,

e Actionsto improve the quality and safety of health care and reduce racial and ethnic
disparitiesin access and quality;

e Actionsthat will improve the health status of Minnesotans and reduce the rate of
preventable chronic illness;

e Proposed changes to state health care purchasing and payment strategies that will
promote higher quality, lower cost health care;

e Actionsthat will promote the appropriate and cost-effective investment in new
facilities, technologies, and drugs;

e Optionsfor serving small employers and their employees, and self-employed
individuals; and

e Actionsto reduce administrative costs.



Vision for a Transformed Health Care System

The Health Care Transformation Task Force envisions a health care system in Minnesota
that substantially improves upon the quality, cost, and access that we experience today.
To reach the goal of ensuring that all Minnesotans have access to affordable health
insurance coverage, we must transform the health care system so that it provides high
guality care at a sustainable cost. Fundamental changes to the system will be necessary to
achieve these goals, and all Minnesotans must play arolein creating this change.

The essentia building blocks of the Task Force's plan for reform include:

e Putting a higher priority on preventing and managing chronic disease, by using
proven health promotion strategies to reduce the levels of overweight and obesity,
smoking, and other lifestyle-related factors that contribute to higher health care costs;

e Making cost and quality more transparent and easily understandable, to empower
individuals with the information they need to make good decisions about their health
care;

e Changing the way we pay for health care, to increase the quality and safety of care
and to reduce health care costs;

e Minimizing the administrative costs of the health care system by making sure that
information technology is used to the fullest extent possible and by reducing other
administrative costs of health plans and health care providers; and

e Making health insurance more affordable, understandable, and accessible to all
Minnesotans and creating an expectation that all Minnesotans obtain coverage.

The success of each of these reform strategies is dependent on all of the other reforms. In
other words, the Task Force believes that a comprehensive package of reformsis
necessary to achieve the goal of improved health care quality, cost, and access for all
Minnesotans.



Why is Reform Needed?

Minnesota has one of the nation’ s healthiest populations and has the lowest uninsurance
rate in the nation. Our state has a reputation for a health care system that provides high
quality care at relatively low cost compared to other states. Y et costs are rising
unsustainably, the rate of employer-based health insurance has fallen, and even the
highest quality providers have along way to go in ensuring that everyone gets the care
they need to stay healthy. In addition, unhealthy behaviors are driving up health care
costs by increasing the number of people with preventable chronic diseases.

The burden of rising health care costs is unsustainable:

Health care spending in Minnesotaincreased from $19.3 billion in 2000 to $29.4
billion in 2005, a52% increase in just five years.*

Private health insurance premiums are becoming less affordable. Between 2000 and
2006, average premiums rose from about $2,060 per person annually to $3,460 — an
increase of 68%. During this period, health insurance premiums rose over 3 times
faster than wages and per capitaincome, and over 4 times faster than inflation.?

In addition to the burden of higher premiums, consumers' out of pocket health care
costs arerising as well. Between 2000 and 2006, the average out of pocket cost for
Minnesotans with private health insurance increased from $221 to $562 — an increase
of over 150%.>

National research shows that an increasing percentage of families— even families
with employer-based health insurance — are spending more than 10% of their incomes
on health care.*

Like the cost of private insurance, the cost per enrollee for people with public
insurance isrising. Over the past severa years, public programs have faced the
additional cost pressure of rising enrollment. In total, spending for Minnesota' s
Medical Assistance, MinnesotaCare, and General Assistance Medical Care programs
increased by 74% from 2000 to 2006.°

Minnesota’s historically strong private health insurance market has eroded, and
uninsurance has risen:

Between 2001 and 2004, the percentage of Minnesotans with health insurance
through an employer fell from 68.4% to 62.9%. Although enrollment in public
insurance programs rose from 21.2% of the population to 25.1%, the uninsurance rate
also increased (from 5.7% to 7.4%).°

Most of the decline in employer health insurance has been the result of declining
access. asmaller share of Minnesotans have a connection to an employer that offers
coverage, and those who do are less likely to be eligible to sign up for coverage.
About 20% of the uninsured in Minnesota could sign up for employer coverage but
do not do so, mainly because of cost.



Why is Reform Needed?

The quality of health care is uneven, and it is well below the levels that we should
expect for the money we are spending:

National research shows that only about half of adults receive recommended care for
their conditions, and the same is true for children.”

In Minnesota, there are wide variations in quality across provider groups. For
example, the percentage of 2-year olds who are up to date on their immunizations
ranges from 28% to 91%, and the percentage of adults who received appropriate
cancer screening services ranges from 25% to 69%.2

Quality varieswidely and is unacceptably low for chronic disease. For example, the
percentage of diabetics receiving optimal care ranges from 1% to 20% across
Minnesota clinics.?

Higher health care spending is not necessarily associated with better quality — more
care is not the same as better care. Research has shown that regions with high
Medicare spending do not have better quality, access to care, health outcomes, or
patient satisfaction.™®

Unhealthy behaviors drive health care costs up:

The cost of overweight and obesity accounted for over 25% of national growth in per
capita health care spending between 1987 and 2001, due to both rising rates of
overweight and obesity and an increasing gap between the cost of caring for
overweight and obese patients compared to patients who have a healthy weight. One
research study found that on average, health care spending for a person who is obese
is 37% higher than spending for a person with normal weight.

In Minnesota, the percentage of adults who are obese rose from 15% in 1995 to 25%
in 2006, while the percentage of adults with normal weight fell from 49% to 37%.%
Medical costs associated with smoking, alcohol use, and other drugs are also high.
The amount of health care spending in Minnesota attributable just to smoking was
nearly $2 billion in 2002.%3

Minnesota’s future success depends on its ability to address these important issues
that affect the health and economic well-being of all its citizens.



Principles for Health Care Transformation in Minnesota

The Transformation Task Force's plan for comprehensive health reform in Minnesotais
based on five core principles:

The health of Minnesota’s population must be improved.

One of the best ways to contain health care costs is to keep people healthy, especially
to prevent chronic disease that results from unhealthy behaviors. If current trends
continue, more and more Minnesotans will be at risk of preventable chronic disease,
especially conditions associated with tobacco use and overweight/obesity. If we want
to control costs, we need to stop adding more people with preventable chronic disease
to the health care system.

We need dramatic improvements in the quality, cost, and patient-centeredness of
health care in Minnesota, and we should use a combination of collaboration and
competition to achieve these improvements.

The variation in quality that we see in our health care system today is unacceptable,
and there is room for quality improvement almost everywhere. We need to come
together as a community to agree on what constitutes high quality care and encourage
competition among providers on how best to achieve the highest possible quality at
the lowest cost.

Health care payment systems must be restructured to support and encourage
evidence-based, high-value health care.

The way that we pay for health care today does not promote accountability for either
cost or quality. In the current system, common sense approaches that have significant
potential to improve health and lower cost are not supported — for example, health
care providers are not paid to prevent expensive complications of chronic diseaseg;
some providers that have chosen to invest in chronic care management on their own
have lost money by doing a better job of keeping people out of the hospital. We need
to create incentives for providersto innovate on ways that improve quality and lower
cost, and alow health care providersto share in the savings. We also need to establish
accountability for both the quality and cost of care, and do a better job of helping
consumers understand differencesin quality and cost.

The overall size and cost of the health care system should be reduced.

Reducing health care spending in Minnesota by 20 percent will require significant
changes in the way that the health care system in Minnesota operates today. Helping
consumers understand that more health care is not always better care will be a key
step in this process, as will helping people understand the true variation in health care
cost and quality that existsin Minnesota today. We also need to lower health care
providers and health plans' costs of doing business, and encourage greater



Principles for Health Care Transformation in Minnesota

competition among providers and among health plans on cost and quality. We need to

make sure that we are getting better value out of the money we spend on health care,
particularly with regard to determining how we pay for new technologies and
treatments.

e All Minnesotans should be able to obtain necessary health care at an affordable
cost.

In today’ s health care system, people who don’t have the option of getting health

insurance through an employer are at a disadvantage compared to those who do. They

have to navigate a confusing array of health plans and products on their own, without

good sources of comparative information on what they are buying. They usualy have

to pay with after-tax dollars, which makes health insurance much more expensive for
them than for people who buy through an employer and pay with pre-tax money

withheld from their paychecks. We need to make sure that everyone has access to
affordable coverage, make sure that everyone has access to the advantages of paying
for health insurance with pre-tax dollars, make it easier to navigate the market, and

create an expectation that all Minnesotans will have and maintain a minimum level of

health insurance coverage.

The remainder of this report provides a summary of the strategies that the Task Force
recommends for transforming health care in Minnesota. Additional details, along with
recommended timelines for implementation and steps to be taken by specific
organizations, are included in Appendix A.



Improving Population Health

The Task Force recommends adopting aggressive goals for reducing unhealthy behaviors
that put Minnesotans at higher risk for chronic disease and increase health care costs.
These goals should be considered statewide priorities, and we need active engagement
from employers, schools, communities, and the health care system to achieve them. The
Task Force recommends the following goals (detailed annual targets and additional
details of the recommendations are included in Appendix A):

Increase the share of Minnesota adults who have a healthy weight to at least 50% by
2020 (up from its current level of 37%). Reduce the percentage who are obese to 15%
or lower, and reduce the percentage who are overweight to 35% or lower;

Increase the share of Minnesota adults who are tobacco-free to at least 91.6% by 2013
(up from the current level of 81.7%);

Reduce the percentage of Minnesotans who are binge drinkers, from 17.6% for adults
to 12.7% by 2013, from 30.1% to 25% for 12" graders, and from 15.3% to 10.9% for
9™ graders by 2013; and

Reduce the percentage of Minnesotans who are dependent on illicit drugs from 1.8%
in 2005 to 1.5% or lower by 2013.

Recommended strategies for achieving these goals include:

Publish and disseminate goals by age and demographic group, and measure and
report progress toward the goals separately for these groups,

Adopt, fund, and implement the Minnesota Department of Health’s Comprehensive
Statewide Promotion Plan, based on the “ Steps to a Healthier Minnesota” program;
Evaluate interventions to determine “what works’ and provide technical assistance to
schools, employers, communities, and health care providers to disseminate successful
strategies and encourage collaboration;

Establish additional goals by 2011 for reductions in other preventable health
conditions and improvements in environmental factors;

Encourage Minnesotans to complete a health risk assessment annually and establish
individual goals for health improvement;

Enact statewide standards for physical activity in schools;

Require that nutritional standards used in schools exceed the standards established by
the U.S. Department of Agriculture;

Require that health insurance cover preventive services designated by the Institute for
Clinical Systems Improvement (ICSl) with no cost sharing or at low levels of cost
sharing that will not be a barrier to low-income people;

Increase the price of tobacco products by raising the health impact fee; and
Encourage health plans and employers to charge higher premiums to individuals who
use tobacco products and/or maintain a healthy weight.



Improving the Quality, Cost, and Patient-Centeredness of the
Health Care System

The Task Force recommends using a combination of collaboration and competition to
achieve dramatic improvement in health care quality, cost, and patient-centeredness in
Minnesota. Its recommendations in this area are intended to build upon the strong
foundation of collaborative efforts to measure and improve health care quality that has
been built by organizations such as Minnesota Community Measurement and the Institute
for Clinical Systems Improvement (ICSl):

e Health care providers should collaborate to determine community standards for
optimal care. Health plans, patients and purchasers should participate in this process,
but it should be led by providers,

e Health care providers should compete to achieve the highest levels of care quality;
and

e Health care purchasers should encourage and support the transition to improved
delivery of care.

Recommended strategies for achieving these goals include:

e Encourage providers to participate in collaboratives for improving patient outcomes
through evidence-based processes. Funding for these collaborative processes should
come from health plans, purchasers, and providers,

e Continue and expand measurement and reporting of quality through Minnesota
Community Measurement. Measures should include evidence-based care processes,
patient outcomes, patient-centeredness, and patient satisfaction. Funding for quality
measurement and reporting efforts should come from health plans, health care
providers, and purchasers;

e Encourage providersto innovate in finding ways to deliver evidence-based care that
improves quality and/or reduces cost;

e Require providers to use electronic health record systems and systems for follow-up
as a condition of payment;

e Stop paying for care that does not meet minimum standards;

e Develop standards for patient involvement in decision-making about care; and

e Involve patients in decision-making and ensure that care is patient-centered and
culturally appropriate.



Restructuring the Payment System

The ways that we pay for health care today do not reward quality and value. Under the
current system, common sense approaches to delivering health care that would lower cost
and improve quality are not paid for or supported —in fact, providers who do a better job
of managing care and keeping people out of the hospital may lose money compared to
those that don’t manage care well. For health care providers, there are limited financial
incentives for prevention, care coordination, quality, innovation, or value. Consumers
have few incentives to choose providers based on quality or cost, and they have little
information on cost and quality. We need a system that pays for and encourages value,
not volume of services.

A reformed payment system would change financia incentives in ways that improve
health care quality, reduce health care cost, engage consumers in decision-making, and
encourage more market competition among health care providers and health plans. The
Task Force' s recommendations for restructuring the payment system include five specific
goals:

e Establish provider accountability for the total cost and quality of care;

e Empower individuals with information and give them choices with responsibility;

e Improve coordination and management of care, especially for people with chronic
disease;

e Increase transparency and provider competition on price and quality; and

e Achieve and sustain the “critical mass’ that will create powerful incentives for
providers to devote the necessary investment and effort needed to fundamentally
redesign the ways they provide health care.

Specific steps that the Task Force recommends for achieving these goalsinclude:

¢ Recognize that some health care providers are much farther along than othersin
having systemsin place that would enable them to coordinate care and ultimately take
responsibility for the total cost of care by moving toward payment reform in three
stages:

0 Leve 1 would explicitly tie payment to quality of care;

0 Level 2 would establish explicit care management payments to providers that
demonstrate they have the infrastructure and systems needed to function as an
effective medical or health care home, capable of coordinating care. Asin
Level 1, providersreceiving Level 2 payments would need to achieve specific
quality standards;

0 Level 3 would establish a system of accountability for the total cost of care.
Provider groups and care systems would compete for patients by submitting
bids on the total cost of care for agiven population. Patients would choose
provider groups and care systems based on cost and quality, and payments to
providers would be risk-adjusted based on the health of the population they
manage. Level 3 providers would also be accountable for quality. Because
providers would share in any savings they achieve, providers would have



Restructuring the Payment System

incentives to innovate and compete on ways to better manage population
health.

e Create an expectation that al health care providers will participate in Level 3 by
2012;

e Promote greater use of primary care by increasing relative payment levels for primary
care and care management;

e Establish financial incentives for consumers to choose and use a medical or health
care home that coordinates their care;

e Simplify pricing of health care servicesto make it easier for consumers to understand
and use cost information. For people with private insurance, providers would no
longer receive different prices for services depending on what health insurance plan a
patient has. Health plans and providers would no longer negotiate over price
discounts, and health plans would structure benefits so that consumers would pay
more out of pocket for using higher-cost providers,

e Within thetotal cost of care model, establish transparent prices for “baskets’ of
services (e.g., maternity care) to help consumers make better choices based on cost.
Establish community-wide definitions of the “baskets’ to enable apples-to-apples
comparisons,

e Continue to expand quality measurement and reporting;

e Develop user-friendly interfaces for consumers to make comparisons based on cost
and quality;

e To achieve the critical mass necessary for payment reform to succeed, consider a
range of options for increasing the number of people who purchase health care under
the new system — for example, make participation in the new system a condition of
receiving payment for any person whose health care is paid for with state funds, or
who receives health insurance through alocal government or school district; and

e Establish a new, non-profit organization to implement and administer the new
payment system.

The transition to a payment system that rewards, rather than penalizes, providers who
innovate in finding ways to deliver health care that result in higher quality and/or lower
cost will involve major shiftsin the ways that most health plans, health care providers,
purchasers, and patients are used to doing business. It isimportant to note that the Task
Force' s proposed approach to payment reform is not untested. For example, the Buyers
Health Care Action Group (BHCAG) implemented a similar model in the 1990s; while
initially very successful in attracting the participation of health care providers and large
employer groups, the BHCAG experience also demonstrates the importance of achieving
and sustaining the critical mass needed to provide long-term incentives for providersto
redesign the way they deliver care.

This proposal is different in important ways from previous efforts to reduce health care

cost growth and improve quality. For example, under the managed care model that was
popular in the 1990s, health planstried to contain cost by restricting the services that

10



Restructuring the Payment System

providers could order without prior approval. Under the Task Force' s proposal for
providersto set their own prices and assume responsibility for cost and quality, there are
no similar restrictions. Providers, in consultation with patients, will be in charge of
deciding what care is provided. Providers will also have control over setting their own fee
levels, and comparative information on price and quality will be available to help
consumers make choices based on cost and quality. Providers who are successful at
finding innovative ways to provide high quality care at lower cost will benefit financially,
rather than being penalized as they are in the current system.

Therole of health planswill aso change fundamentally from what it is today — instead of
competing on which plan can negotiate the biggest discounts from provider fees, plans
will compete based on how well they can help consumers effectively navigate the system
and on how well they help consumers to stay healthy. Even though providers will be
accountable for the total cost of care that they promise to the market, they will not be held
responsible for catastrophic costs of unexpected high claims — health plans will continue
to bear that risk just as they do now.

While the transition to a system that pays for what we want the health care system to do

(and stops paying for what we don’t want) may be difficult, we know that continuing to
pay for health care the way that we do today is unsustainable.

11



Reduce the Overall Size and Cost of the Health Care System

In the absence of any other changes, health care spending in Minnesotais expected to
reach about $43.9 billion in 2011 and $57.4 billion in 2015. Reducing health care
spending in Minnesota by 20 percent will require significant changes in the way that the
health care system in Minnesota operates today. Key goals that the Task Force
established for reducing the overall size and cost of the health care system include:

e Help consumers understand that more health care is not always better care, and help
people understand the true variation in health care cost and quality that existsin
Minnesota today;

e Reduce health care providers and health plans’ costs of doing business;

e Encourage greater competition among providers and among health plans on cost and
quality; and

e Establish community standards for evaluating new technologies and treatments to
ensure that they provide good value.

The Task Force recommends the following actions for achieving these goals:

e Expand the availability of consumer-friendly information on quality and price, and
educate people on how to use it to make wise choices;

e Conduct an extensive consumer education campaign to educate people on how the
reformed payment system will work, and why more (or more expensive) care is not
necessarily better care;

e Educate consumers about the rel ative effectiveness and cost of treatment options for
their condition;

e Establish financial incentives for consumersto carefully consider cost and quality
when choosing a provider;

e Reduce administrative costs incurred by providers (e.g., standardize the quality
information that health plans require from providers, reduce the cost of debt
collection);

e Establish collaborative efforts to measure and decrease waste;

e Reduce health plans' and providers' cost of regulatory compliance;

e Eliminate health plan activities that are duplicative of provider activities, and
eliminate health plan functions that are no longer necessary under atransformed
system;

e Improve public reporting of health plan administrative costs, and encourage
purchasers to consider administrative efficiency when choosing a health plan;

e Create transparency in fees paid to health insurance brokers, and allow lower
premiums to be charged when insurance is not purchased through a broker;

e Toincrease market competition, encourage new providers to enter areas where there
are shortages;

e Consider modifying licensure of some health professionals to expand their scope of
practice in ways that address shortages of providers and allow higher-level
professionals to “ practice at the top of their license’;

12



Reduce the Overall Size and Cost of the Health Care System

e Establish a collaborative, non-regulatory body to review the evidence for new
technol ogies and determine whether they should be covered by health insurance; and

e Limit payment for new technology to those patients and conditions for which
effectiveness has been proven by randomized controlled trials or other strong

evidence.
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Health Insurance Access and Affordability

Health care reform will not be successful unless the reformed system ensures that health
careis affordable and accessible for all Minnesotans. The Task Force recognizes that this
goal cannot be achieved in a sustainable way unless the cost containment efforts detailed
in previous sections of this report are successful. In addition to containing cost, the Task
Force has established several other goals related to health insurance access and
affordability:

Ensure that all Minnesotans have access to affordable health insurance, regardless of
whether they have coverage available through their job and regardless of whether
they have health problems;

Make sure that everyone has access to the same tax advantages for buying health
insurance;

Make it easier for people to navigate health insurance markets and understand choices
among competing health plans; and

Create an expectation that all Minnesotans maintain a minimum level of health
insurance coverage.

The Task Force recommends the following actions for achieving these goals:

Improve the way that the individual and small employer group health insurance
markets in Minnesota function by:

o0 Establishing guaranteed issue in the individual market so that no Minnesotan
will be denied health insurance due to a pre-existing condition, and phase out
the Minnesota Comprehensive Health Association (MCHA, the state' s high-
risk insurance pool);

0 Merging theindividual and small group markets, unless the results of a
forthcoming modeling analysis indicate that this would cause serious
problems in the market;

0 Continueto allow variation in health insurance premiums based on age, health
behaviors (e.g., smoking), and geography, but eliminate other differencesin
premiums based on health status. This change will result in less difference
between the highest and lowest premium rates on the market, and will reduce
volatility in premiums that can cause large spikes in premiums for small
businessesiif just one employee has a serious illness; and

0 Implementing a system of risk equalization payments across health plans that
will eliminate incentives for health plans to avoid high risk customers and
reward plans that do a good job of managing care for sicker populations.

In order to avoid potentially disruptive impacts on Minnesota s health insurance
markets, these changes should not be implemented without also implementing a
requirement that all Minnesotans obtain and maintain health insurance coverage.
Require that all Minnesota employers with more than 10 employees establish a
Section 125 plan that, at a minimum, allows employees to pay for health insurance
coverage with pre-tax dollars;

14



Health Insurance Access and Affordability

Establish a non-profit health insurance exchange with public oversight to:

0 Provide technical assistance to small employers in establishing and operating
Section 125 plans, and minimize the administrative burden for employers that
choose to purchase health insurance through the exchange;

0 Serve asaconvenient source of standardized information to consumers
comparing the cost and quality of different health insurance products,

e Encourage individuals and small groups to purchase coverage through the exchange,
but allow coverage to be purchased outside the exchange as long as pricing is the
same inside and outside of the exchange;

e Establish an independent board to define an essential benefit set that:

0 Includes necessary, evidence-based care;
0 Excludes care that has been demonstrated to be ineffective; and
o0 Coversother services that produce good outcomes at a reasonable cost.
o Define*affordability” of health insurance coverage and provide subsidies to people
who cannot afford a minimum level of health insurance under the following standard:
0 Minnesotans with gross household income at or below 300% of federal
poverty guidelines should not be expected to contribute more than 7% of gross
income for health care coverage;
0 Minnesotans with income at or below 400% of poverty guidelines (but above
300% of poverty) should not be expected to contribute more than 10% of
gross income for health care coverage.

e Avoid creating incentives for employers that currently offer health insurance to drop
coverage; and

e Requirethat al Minnesotans obtain health coverage by January 1, 2011, unless:

0 Noinsurance that meets affordability standardsis available; and

0 Nosubsidy is available to make available insurance policies affordable.
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Expected Impact of the Transformation Plan

Successful transformation of Minnesota s health care system will require active
participation and engagement from consumers, employers, health care providers, health
plans, and government.

Consumers will need to:

Be more actively engaged in decision making about their own health care and
understanding the options available to them;
Make lifestyle changes to reduce their risk of preventable chronic disease;

Use information on price and quality to select health plans, health care providers, and
services with the most value;

Pay more for services and providers that are higher cost compared to others of
comparable quality; and

Obtain and maintain health insurance coverage.

Employers will need to:

Support and encourage employees to engage in healthy behaviors;

Enable employees to take advantage of the ability to pay for health insurance with
pre-tax dollars;

Actively support and participate in changing the way that health careis paid for so
that health care providers have incentives to re-design systems of care in ways that
improve quality and reduce cost; and

Support and participate in community-wide efforts to improve the quality of care,
increase price and quality transparency, and evaluate new technologies to ensure that
they are only used when they add value.

Health care providers will need to:

Participate in collaborative efforts to develop evidence-based guidelines for treatment
and increase price and quality transparency;

Find innovative ways to deliver care that improve quality and reduce cost, including
broader implementation of information technology to increase the efficiency and
quality of care;

Accept responsibility for quality and care coordination, and ultimately for the total
cost of care; and

Ensure that they provide care that is patient-centered and culturally appropriate.

Health plans will need to:

Support and contribute to communitywide efforts to establish evidence-based
guidelines for care and increase price and quality transparency;
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Expected Impact of the Transformation Plan

e Actively support and participate in changing the way that health care is paid for so
that health care providers have incentives to re-design systems of care in ways that
improve quality and reduce cost;

e Establish financia incentives for consumers to choose and use a medical or health
care home that coordinates care, and establish incentives for consumers to make
decisions based on cost and quality;

e Educate consumers about how to use cost and quality information, and about how to
make wise health care choices,

e Eliminate unnecessary or duplicative administrative activities, and

e Shift from amodel of market competition based on negotiated discounts with
providers and to competition based on activities that encourage consumers and health
care providers to make decisions that improve quality and contain cost.

Government will need to:

e Enact the necessary changes to law to implement the transformation plan, including
funding where necessary;

e Implement programs that support improvement in the health of the population;

e Actively support and participate in community-wide processes to develop evidence-
based guidelines for care and increase price and quality transparency; and

e Actively support and participate in changing the way that health careis paid for so
that health care providers have incentives to re-design systems of care in ways that
improve quality and reduce cost.

The Task Force' s plan for health care transformation in Minnesota focuses on issues that
the Task Force believes to have the greatest potential impact on health care cost while
putting Minnesota on the right track for creating a health care system that provides high
quality carein away that is financially sustainable over the long term. However,
achieving the potential savings associated with some of these initiatives will take time. In
addition, because of the complexity of the health care system and the fact that many of
the changes that are being proposed involve such fundamental change, there is substantial
uncertainty about the size and timing of the potential savings.

The table below summarizes the potential savings associated with major elements of the
Task Force' s plan. Intotal, the Task Force' s plan is estimated to result in potential
savings of approximately 16.1% in 2011 compared to baseline projections, and 21.4% by
2015. Taking account of the estimated net cost to cover the uninsured, the net savingsis
estimated at 14.1% in 2011 and 19.4% in 2015. Not all potential savings associated with
the Task Force' s proposals could be quantified — for example, there is an unknown
potential for savingsin long-term care costs associated with lower rates of preventable
chronic disease.
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Expected Impact of the Transformation Plan

Although the figures in the table represent best estimates of the order of magnitude of
potential savings, there are no mechanismsin the Task Force's plan that guarantee that
this level of savingswill be achieved. Additional detail about the basis for these savings

estimates is provided in Appendix B.

Finally, it isimportant to note that the Transformation Plan is expected to have impacts
on Minnesota that go beyond its impacts on the health care system. For example,
employers will experience lower absenteeism and higher productivity from a healthier
workforce. As aresult, Minnesota businesses will be more competitive both nationally

and globally.

Potential Health Care Cost Savings

2011 2015
$ % of total % of total
millions | spending: | $ millions | spending
Base: Projected Spending $43,933.8 $57,400.0
Potential cost savings:
Payment reform $4,393.4 10.0% | $5,740.0 10.0%
Prevention and health improvement:
Overweight/obesity $332.0 0.8% | $1,236.3 2.2%
Smoking $841.9 19% | $1,684.3 2.9%
Alcohol and drugs $189.6 0.4% $417.8 0.7%
Cost of interventions* ($57.1) (0.1%) ($57.1) (0.1%)
$1,306.4 3.0% | $3,281.3 5.7%
Patient shared decision making $43.9 0.1% $57.4 0.1%
Technology assessment $439.3 1.0% $746.2 1.3%
Administrative efficiency $878.7 2.0% | $2,468.2 4.3%
Subtotal: cost savings $7,061.7 16.1% | $12,293.1 21.4%
Net cost to cover uninsured** ($866.0) (2.0%) | ($1,155.0) (2.0%)
Net savings $6,195.7 14.1% | $11,138.1 19.4%

*Does not include potential additional costs borne by private and public insurance
** System-wide increase in cost due to increased use of health care services. See

Appendix B for information on potential cost to state government.
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Recommendations for Implementing the Transformation Plan

Many different organizations will be involved in achieving the fundamental changes that
are needed throughout the health care system in Minnesota, and these efforts will require
coordination. The Task Force recommends creating a Health Care Transformation
Organization (HCTO) to coordinate the transformation efforts and ensure that the planis
fully implemented by 2011.

The Headlth Care Transformation Organization would be created as a private, non-profit
organization with a board appointed by the Governor and the Legidature. Its
responsibilities would include:

e Designating a Health Care Value Reporting Organization to collect and report on
health care quality, including outcomes, processes of care, and patient satisfaction;

e Implementing and evaluating the payment system reforms that call for pricing
transparency, pricing for “baskets’ of services, and accountability for the total cost of
care;

e Reporting on progress toward containing health care cost growth and improving
health care quality; and

e Making recommendations to the Governor and the L egislature about additional
actions that may be necessary to achieve success.

The HCTO would be charged with utilizing expertise that already exists in organizations
such asthe Institute for Clinical Systems Improvement, Minnesota Community

M easurement, the Health Information Exchange, the Smart Buy Alliance, health plans,
health care providers, and others to avoid duplicating functions that these organizations
already perform. A “sunset” review would be conducted in 2013 to evaluate the
continued need for the HCTO.

The Task Force also recommends creating a mechanism to capture a portion of the cost
savings that result from the transformation plan, in order to fund the subsidies needed to
ensure that all Minnesotans have access to affordable health insurance and other costs of
implementing the plan.
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Minnesota Health Care Transformation Task Force
STATEWIDE ACTION PLAN FOR THE
TRANSFORMATION OF HEALTH CARE
IN MINNESOTA

As approved by the Task Force, January 24, 2008
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TRANSFORMATION PRINCIPLE I: IMPROVE HEALTH.

The Health of Minnesotans Must Be Significantly Improved and All
Stakeholders in the State Should Accept Responsibility for Helping
Achieve Aggressive Health Improvement Goals

What the Transformed Health |mprovement System Should Look Like:

A. Aggressive Goals for Reduction in Obesity, Tobacco Use, Alcohol Abuse,
and Drug Addiction Should Be Priorities for the State as a Whole and for
Employers, Schools, Communities, and the Health Care System in Order
to Prevent Minnesotans from Developing Chronic Disease and Other
Health Problems

I-Al.

[-A2.

[-AS.

[-A4.

The percentages of Minnesotans who are overweight and obese
should be reduced as follows:

a. Haveno increases in the percentages of Minnesotans who are
obese or overweight in 2008 and 2009; and

b. Reducethetotal percentage of Minnesotans who are obese and
overweight by at least 1 percentage point per year beginning in
2010, so that by 2020, no more than 15% of Minnesotans are
obese, and no more than 35% are overweight (i.e., at least 50% of
Minnesotans have a healthy weight).

The percentage of Minnesotans who use tobacco should be reduced as
follows:

a. Reduce the percentage of Minnesotans who use tobacco by at
least 0.7 percentage points in 2008;

b. Reduce the percentage of Minnesotans who use tobacco by at
least 1.0 percentage point in 2009,;

c. Reduce the percentage of Minnesotans who smoke by 2
percentage points per year beginning in 2010, so that the
percentage who use tobacco is cut to 8.4% by 2013; and

d. Continue reducing the percentage of Minnesotans who use
tobacco each year after 2013 to agoal of less than 5%.

The percentage of Minnesotans who abuse alcohol (through binge
drinking) should be reduced, as follows:

a. Continue reductionsin binge drinking rates by 0.3 percentage
pointsin both 2008 and 2009; and

b. Reduce the binge drinking rate by 1.0 percentage point per year
from 2010 through 2013.

The percentage of Minnesotans who are dependent onillicit drugs
should be reduced, as follows:
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a. Maintainillicit drug dependency levels at 1.9% in both 2008 and
2009; and

b. Reduceillicit drug dependency by 0.1 percentage point in 2010
and each year theresfter, to 1.5% by 2013.

[-A5. The Minnesota Department of Health should make recommendations
regarding the frequency with which Minnesotans should complete a
confidential health risk assessment in order to help in establishing
individual goalsfor health improvement. The recommendations
should be based on considerations of the costs of health risk
assessments and their likely benefits for different subpopulations.
Minnesotans should complete health risk assessments in accordance
with the recommendations and establish-individual goals for health
improvement.

[-A6. The Minnesota Departments of Education and Health should establish
a cost-effective system for measuring the Body Mass Index of
children, in order to measure progress in reducing the percentage of
children who are overweight and obese.

I-A7. The Legislature and state agencies should encourage and/or require
employers, schools, communities, and health care organizations
throughout the state to adopt similar, age-specific goals for each of
these priority health conditions and diseases by December 31, 2008.
Wherever possible, goals should be disaggregated by demographic
group, particularly racial and ethnic minorities, in order to enable
better targeting of interventions and measurement of progress. The
Minnesota Department of Health should publish these goals.
Achievement of these goals should be a high priority for each of these
organizations and groups. In particular,

a. The State of Minnesota should be accountable for achieving the
goals for its employees.

b. The Minnesota Department of Education should be engaged to
determine the best way to ensure that schools are held accountable
for making progress on health improvement goals, particularly
those with a close relationship to learning, consistent with
available resources.

B. By 2011, Additional Goals Should Be Established for Reductions in
Other Health Conditions, for Improvements in Environmental Factors,
and for Prevention of Other Diseases That Will Reduce Health Care
Costs

I-B1. The additional goals should be based on an analysis by the Minnesota
Department of Health of:

a. Themagnitude of the impact of the health condition,
environmental factor, or disease on health care costs and quality
of life;
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C.

I-B2.

b. The potential changein the incidence or prevalence of the
condition/factor/disease based on interventions with demonstrated
effectiveness; and

c. Thestrength of the scientific evidence connecting the condition or
factor to disease and costs.

In al cases, goals should be (a) ambitious enough to achieve
significant reductions in health care costs and/or reductions in the
growth in health care costs, but (b) realistic based on what has been
achieved in the past, what has been achieved in other communities,
and what analysesindicate is achievable in the future. In addition to
aggregate goals, wherever possible, goals should be disaggregated by
demographic group, particularly racial and ethnic minorities, and by
sector (employers, schools, etc.) in order to enable better targeting of
interventions and measurement of progress.

The Minnesota Department of Health’s Comprehensive Statewide Health
Improvement Plan for Achieving the Goals Should Be Adopted and
Implemented by the Legislature and All Key Stakeholders

[-C1.

[-C2.

By December 31, 2008, each community, school district, workplace,
and health care setting should develop and implement its own plan for
achieving the goals, consistent with the Steps to a Healthier
Minnesota program and the Minnesota Department of Health’'s
Statewide Health Improvement Plan. (See the Recommendations
under |-E for additional detail.) These plans should include waysto
achieve the goals through prevention (e.g., by preventing smoking,
overweight, and alcohol and drug abuse), as well as by reducing the
number of people who already engage in an unhealthy behavior,
preventing further deterioration in health status, or reversing a
reversible environmental condition. The plans should consider the
special needs of diverse populationsin order to reduce the disparities
in health status that currently exist. The plans should seek to use
existing resources more effectively before proposing actions that
increase costs or require additional funding. Whereit is clear that
additional resources are essential in order to carry out a plan and
whereit is clear that there will be a positive return on investment
from use of those resources, these resources should be provided.
Communities and other organizations seeking financial support from
the state for health improvement programs should be held accountable
for achieving the goals. The Minnesota Department of Health should
encourage and support the development of innovative approaches to
achieving the goal's which minimize the need for communities, school
districts, employers, and health care providers to incur additional
costs.

The Legidature should enact standards for physical activity in schools
in order to help achieve the goals for reducing the percentage of
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[-C3.

[-C5.

[-C6.

I-C7.

children who are overweight and obese. School districts should have
flexibility asto how to most cost-effectively achieve these standards
within avail able resources, and the Minnesota Department of Health
should provide information and technical assistance to school districts
on successful approaches for achieving the standards.

The Legidature should encourage community land use and
comprehensive plans to incorporate places for physical activity by
citizens, e.g., creating more walkable communities, in order to help
achieve the goals for reducing the percentage of Minnesotans who are
overweight and obese. Communities should have the responsibility to
pay for improvements needed to implement the plans.

The Legislature should require that food provided to children by
school districts should meet or exceed U.S. Department of
Agriculture nutritional standards, and that compliance with the
standards should be achieved in the healthiest, cost-effective manner,
in order to help achieve the goals for reducing the percentage of
children who are overweight and obese. School districts should have
flexibility asto how to most cost-effectively achieve these standards
within available resources. The Minnesota Department of Health
should establish guidelines and provide technical assistance to school
districts on how to best meet or exceed the standards.

The Legislature should enact legisation to help reduce the percentage
of Minnesotans using tobacco by:

a. Increasing enforcement of prohibitions on tobacco access by
minors;

Providing funding for anti-tobacco mass media campaigns; and

c. Imposing a health impact fee on tobacco products so that the price
of tobacco productsis high enough to substantially reduce
initiation of tobacco use, increase cessation of tobacco use, and
allow achievement of statewide goals for reducing tobacco use,
with the revenues used to pay for health improvement programs
and other actions needed to implement the Transformation
recommendations.

The Legidature should maintain the current limitations on smoking in
public places that are included in the Freedom to Breathe Act.
Communities wishing to impose additional limitations on smoking as
part of their local plansfor achieving the health improvement goals
should be encouraged to do so using the powers available to them
under existing law.

The Legidature should require that health insurance cover all
evidence-based clinical preventive services designated by the Institute
for Clinical Systems Improvement (e.g., immunizations, screening
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E.

[-C8.

[-CoO.

[-C10.

[-C11.

tests, counseling and preventive medications, etc.) without cost-
sharing requirements.

Health plans and employers should be encouraged to offer incentive-
based cost differentialsin health insurance plans for individuals who
are tobacco-free and who maintain a healthy weight, in compliance
with federal law. To the extent that state law prevents such
differentials, the Legisature should rescind those restrictions.

The Minnesota Department of Health should reassessiits existing
programs and where possible, redirect resources to programs that will
help achieve the health improvement goals.

Sufficient additional resources should be provided to implement the
Statewide Health Improvement Plan.

Employers, schools, communities, and health care providers should
provide the resources needed by their employees to implement the
plan.

Progress in Achieving Health Improvement Goals Should be Publicly
Reported

I-D1.

I-D2.

[-D3.

The Minnesota Department of Health should report annually on
progress toward achieving the goals. To the maximum extent
possible, progress measures should be disaggregated by community,
organization, demographic group, etc. in order to identify where
shortfalls are occurring and enable technical assistance efforts to be
appropriately targeted. Shortfallsin achieving goals for racial and
ethnic minorities should be highlighted so that they can be addressed.

Organizations that implement priority intervention programs and/or
achieve significant progress toward priority goals should receive
certifications and awards and be publicly recognized. Organizations
which fail to achieve progress might also be publicly reported.

The cost savings (or increases) in each goal area and from each
intervention should be reported, along with an analysis of who
benefited from the savings (e.g., purchasers, health plans, providers,
etc.).

The Comprehensive Statewide Health Improvement Plan Should Be
Updated Annually

I-E1.

The Minnesota Department of Health should work with other
appropriate organizations to identify the known effective
interventions for addressing the health improvement goals.
Interventions that are directed at individuals, at populations, and at
environmental factors should be included.

A-8



Appendix A

I-E2.

I-E3.

I-E4.

I-ES.

I-E6.

I-E7.

Representatives of key stakeholders (employers, schools,
communities, and health care organizations) should work together to
identify the barriers to replication of effective interventions, e.g.:

o Cost
e Accessibility
e Acceptability

The key stakeholders should develop strategies for overcoming the
barriers for different populationsin each of the settings. Where
research aready exists identifying successful interventions, these
interventions should be incorporated into the strategies. Where there
is not sufficient evidence about what approaches would work,
research and demonstration projects should be undertaken. For
example, research could be conducted to determine whether rewards
or penalties are more effective, and whether it is more effective to
change the supply side (e.g., the availability of unhealthy foods) or
the demand side (i.e., the willingness of individualsto eat unhealthy
foods). An evaluation should be conducted of the potential cost and
effectiveness of tax incentives and insurance premium reductions or
rebates for weight reduction and health promotion, including tax
deductibility for the costs of health clubs and other health promotion
behavior.

The Minnesota Department of Health should encourage the delivery
of public health servicesin the settings and methods which are most
cost-effective.

Where legal or regulatory barriers prevent implementation of
effective programs, changes should be made (or advocated for). For
example, the state could help employers overcome regulatory barriers
to health improvement and incentive programs.

Wherever possible, organizations that have successfully implemented
health improvement interventions should document the business case
for health improvement interventions in order to encourage other
organizations to implement them and/or to determine what resources
are needed to offset costs. The business case should include the
contribution that success would make to lowering direct health care
costs and to reducing indirect costs to each stakeholder, such as lower
employee absenteeism, better performance in school, etc.

Programs should be evaluated by the Minnesota Department of
Health or the organizations that undertake them, based on the extent
to which they cost-effectively make progress toward the goals
established under Recommendations I-A and I-B, and successful
interventions should be rapidly disseminated to, and implemented by,
additional appropriate organizations, with adequate resources to
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achieve success. Unsuccessful interventions should be promptly
eliminated.

I mplementation Steps and Responsible Organi zations

F. Actions by the State Legislature

G.

H.

I-F1.

I-F2.

By June 30, 2008, the Governor should recommend and the
Legislature should enact legislation implementing the policy
initiatives described in Recommendations I-C2, I-C3, I-C4, |-C5, and
I-C7.

The Governor’s Budget Proposal for the 2010-2011 biennium should
include proposals to fully implement the Statewide Health
Improvement Plan, including funding mechanisms and other
strategies to fully implement the programmatic initiatives devel oped
under Recommendation I-C in order to achieve the goals defined
under Recommendation I-A and Recommendation |-B.

Actions by the State Executive Branch

[-G1.

I-G2.

I-GS.

The State of Minnesota should continue encouraging each of its
employees to complete an annual health risk assessment, and it should
establish annual goals for improvement of employee health consistent
with the statewide goals.

By June 30, 2008, the Minnesota Departments of Education and
Health should recommend away to ensure that schools are held
accountable for making progress on health improvement goals,
particularly those with a close correlation to learning, consistent with
available resources.

By July 1, 2009, the Minnesota Departments of Education and Health
should establish a cost-effective system for measuring the Body Mass
Index of children.

Actions by Other Organizations

I-H1.

[-H2.

Every employer, school, community, and health provider should
encourage its employees to complete health risk assessments, to
discuss the results with their physician, medical home, or health care
home and to establish and achieve annual health improvement goals,
consistent with the recommendations devel oped by the Minnesota
Department of Health (see Recommendation [-A5). Employers,
schools, communities, and health providers should implement cost-
effective health improvement programs that will help employees
achieve their goals.

Every Minnesota family should complete health risk assessments
consistent with the recommendations devel oped by the Minnesota
Department of Health (see Recommendation [-A5), discuss the results
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with their physician, medical home, or health care home, establish
annual health improvement goals, and participate in health
improvement programs to achieve their goals.
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TRANSFORMATION PRINCIPLE I1: INCREASE QUALITY.

Dramatic Improvements Must Be Made in the Quality, Costs, and
Patient-Centeredness of Health Care in Minnesota Through a
Combination of Collaboration and Competition by Providers

» Health care providers, with the participation of health plans, patients,
and purchasers, must collaborate to determine the necessary, quality
care that should be delivered in order to achieve good outcomes;

> Health care providers must compete to achieve the most efficient and
effective execution in delivering necessary, quality care;

> Health care purchasers must encourage and support the transition to
improved delivery of health care; and

> Consumers must have reliable, understandable information about the
quality of care in order to utilize the highest-quality, most efficient health
care providers.

What the Transformed Health Care Delivery System Should Look Like:

A. Health Care Providers Should Deliver the Highest Quality, Most
Efficient Care Possible

I1-Al.

[1-A2.

[1-A3.

Providers should be encouraged to participate in collaboratives for
improving patient outcomes through evidence-based processes (e.g.,
the processes sponsored by the Institute for Clinical Systems
Improvement).

Providers should deliver care to patients consistent with evidence-
based guidelines, where such guidelines exist. However, providers
should aso be expected and encouraged to develop innovationsin
care delivery that will increase value (i.e., higher quality and lower
costs), and to demonstrate the effectiveness of the innovations
through a collaborative.

Providers should be required to implement and use electronic medical
record systems and systematic patient tracking systems as a condition
of payment. Statewide standards for electronic medical record
systems and patient registries should be established, using existing
national registry standards and linking to national_systems where
possible. (A “systematic tracking system” isalist of patientsall of
whom have a common condition or group of conditions, along with
information about the care they receive and the outcomes they
experience. It would be used for evaluating the effectiveness of care
programs across a large group of patients and also to help providers
ensure adherence with clinical guidelines by identifying individua
patients who need specific procedures or services consistent with
guidelines.)
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[1-A4.

[1-A5.

[1-AG.

[1-A7.

Collaboratives should define the minimum standards/expectations for
outcomes of care, and both purchasers and payers should refuse to
pay for care that does not meet the standards. The process of defining
standards/expectations for care should not exclude consideration of
complementary and alternative medicine, and standards should not
exclude complementary and alternative medicine where thereis
evidence of its effectiveness. Standards for a provider serving asa
“medical home” or “health care home” should be included.

Health plans and providers should contribute financially to cover the
cost of the collaborative processes for improving the quality of care.
Self-insured companies should also be encouraged to contribute, to
the extent that contributions are not being made on their behal f
through health plans serving as third-party administrators.

Providers should involve patients in decision-making about care, and
ensure that information about treatment options is provided by
someone without a financial interest in the patient’ s choice. If
needed, |legidlation should be considered to provide appropriate
liability protections for providers using shared decision-making with
patients.

Health care providers should provide patient-centered, culturally
appropriate care to all of their patients, including racial and ethnic
minorities. Interpreter services will be needed to enable non-English
speaking patients to communicate effectively with health care
providers. Communities and employers with large numbers of racial
and ethnic minorities should take responsibility for helping ensure
that culturally appropriate health care can be provided. Medical
associations should ensure that education and training programs are
available for providers regarding ways to provide culturally
appropriate care.

B. Information on Provider Quality Should Be Publicly Available

I1-B1.

All providers should be required to submit standardized electronic
information on the outcomes and processes associated with patient
care (with protections for patient confidentiality) to a Health Care
Vaue Reporting Organization designated by the Health Care
Transformation Organization (see Recommendation VI-A) for the
purposes of public reporting. Thiswould include any reports
currently submitted to specialty societies and other regional or
national quality improvement organizations. (See also
Recommendation 111-C1.) To the maximum extent possible, the
Health Care Vaue Reporting Organization should attempt to utilize
data that providers are aready submitting to other quality
measurement organizations, professional societies, etc. in order to
minimize the need for providers to assemble and submit duplicate or
conflicting information.
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1-B2.

[1-B3.

[1-B4.

[1-B5.

[1-B6.

The measures of outcomes and processes to be collected should be
defined by the Health Care Vaue Reporting Organization, with input
from providers, payers, and consumers. The priority should be on
reporting the outcomes a provider achieves for similar patients, where
good measures of outcomes and good methods of risk adjustment
exist. Where good outcome measures and/or good complexity/risk
adjustment methods do not exist, reporting should focus on the extent
to which the provider complies with evidence-based guidelines for
care, if there is strong evidence supporting the relationship between
process measures and outcomes. To the maximum extent possible,
the Health Care Value Reporting Organization should utilize
measures of outcomes and processes that providers are already
submitting to other quality measurement organizations, professiona
societies, etc. in order to minimize the need for providers to assemble
and submit duplicate or conflicting information.

The Health Care Vaue Reporting Organization should also collect
information from patients on the extent to which providers act as true
agents for patient decision-making and the extent to which they
provide culturally appropriate care to racial and ethnic minorities,
either using the results of patient satisfaction surveys currently
collected by providers or others, and/or using newly-devel oped
patient satisfaction surveys.

The Health Care Vaue Reporting Organization should publish
audited information on the quality of care systems, providers, and
servicesin order to help consumers find the highest-value providers
and services. Reports should specifically identify any disparitiesin
the quality of services delivered to racial and ethnic minorities.

The Health Care Transformation Organization should solicit
proposals from existing organizations and collaborations of
organizations, such as Minnesota Community Measurement or the
Chartered Value Exchange for Minnesota, to serve as the Health Care
Value Reporting Organization or to carry out functions of the Health
Care Vaue Reporting Organization. The Health Care Transformation
Organization should contract with the organization or organizations
best qualified to carry out these functions, including consideration of
the extent to which the organization is governed by individuals who
do not have adirect financial interest in health care services,
equipment, or facilities.

Health plans and providers should be required to contribute to cover
the costs of the Health Care Vaue Reporting Organization in
collecting, analyzing, and disseminating data on quality. Self-insured
companies should also be encouraged to contribute, to the extent that
contributions are not being made on their behalf through health plans
serving as third-party administrators.
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I mplementation Steps and Responsible Organi zations
C. Actions by the State Legislature

[1-C1. By June 30, 2008, the Governor should recommend and the
Legidature should enact legidation requiring all health care providers
to, no later than December 31, 2009, submit standardized electronic
information on the outcomes and processes associated with patient
care which will be publicly reported by the Health Care Value
Reporting Organization, and requiring the Health Care Vaue
Reporting Organization to publish annual reports on the risk-adjusted
quality of care delivered by individual providers no later than June 30,
2010.

[1-C2. By June 30, 2008, the Governor should recommend and the
Legislature should enact legislation requiring health plans and health
providers to annually contribute funding to cover the costs of quality
improvement processes through the Institute for Clinical Systems
Improvement beginning in 2009. The Governor and Legislature
should aso encourage self-insured companies to contribute, to the
extent that contributions are not being made on their behalf through
health plans serving as third-party administrators.

[1-C3. By June 30, 2008, the Governor should recommend and the
Legidature should enact legislation requiring health plans and health
providers to annually contribute funding to cover the costs of quality
reporting by the Health Care Vaue Reporting Organization beginning
in 2009. The Governor and Legislature should also encourage self-
insured companies to contribute, to the extent that contributions are
not being made on their behalf through health plans serving as third-
party administrators.

[1-C4. By June 30, 2009, the Governor should recommend and the
Legidature should enact legidation, if needed, to provide appropriate
liability protections for providers using shared decision-making with
patients.

D. Actions by the State Executive Branch

[1-D1. The Minnesota Department of Health should establish statewide
standards for electronic medical record systems and systematic patient
tracking systems, consistent with existing national registry standards
and linking to national systems where possible, and in accordance
with existing state law.

[1-D2. By January 1, 2009, the Department of Employee Relations and the
Department of Human Services should encourage that providers
participate in appropriate quality improvement collaboratives,
including collaboratives established by the Institute for Clinical
Systems Improvement.

A-15



Appendix A

E. Actions by Other Organizations

I1-E1.

[1-E2.

I-E3.

I1-E4.

[1-E5.

[1-E6.

I-E7.

[1-E8.

[1-E9.

By December 31, 2008, the Institute for Clinical Systems
Improvement should establish or continue quality improvement
collaboratives for conditions and treatments where significant savings
in health care costs are possible, including for al major chronic
diseases. These collaboratives should define the minimum
standards/expectations for outcomes of care.

By June 30, 2009, the Institute for Clinical Systems Improvement
should develop standards for involvement of patientsin decision-
making about care.

By June 30, 2009, all health care providers should establish processes
for involving patients in decision-making about care, and ensure that
information about treatment optionsis provided by someone without
afinancia interest in the patient’ s choice.

By June 30, 2009, the Health Care Vaue Reporting Organization
should establish a system for providers to report outcomes and
processes associated with patient care. Other organizations that are
developing quality measurement and reporting systems, including
Minnesota Community Measurement, Stratis, and the Minnesota
Hospital Association, should work with the Health Care Value
Reporting Organization to establish a single system for collection and
reporting of data on provider quality.

By December 31, 2009, al health care providers should begin
submitting standardized electronic information on the outcomes and
processes associated with patient care to the Health Care Vaue
Reporting Organization.

By December 31, 2009, the Health Care Vaue Reporting
Organization should establish a system for complexity/risk -adjusting
the measures reported by providers on outcomes and processes
associated with patient care.

By June 30, 2010, the Health Care Value Reporting Organization
should begin issuing public reports on provider quality using the data
submitted by providers, adjusted for patient complexity/risk.

By December 31, 2009, the Health Care Vaue Reporting
Organization should begin collecting information from patients on the
extent to which their health care providers are appropriately involving
them in decisions about care.

By June 30, 2010, the Health Care Vaue Reporting Organization
should begin issuing reports on the extent to which health care
providers are appropriately involving patients in decisions about care.

A-16



Appendix A

TRANSFORMATION PRINCIPLE I1l1: REFORM PAYMENT.

Health Care Payment Systems Should Be Restructured to Support
and Encourage Evidence-Based, High-Value Health Care

>

>

>

>

>

Providers should be accountable for and compete based on the cost and
quality of care they deliver for the population they care for;

Individuals should be empowered with information on the quality and
cost of care and should be responsible for choosing providers and
services based on value, with minimal restrictions on switching
providers;

Payment systems should support improved coordination of care (medical
home/health care home concept);

There should be full transparency and vigorous provider competition on
price and quality; and

A sufficient number of purchasers and payers should support the
restructured payment system in order to achieve and sustain the “critical
mass” needed to make the reform successful.

Wheat the Transformed Health Care Payment System Should Look Like:

A

Payment Systems Should Hold Health Care Providers Accountable for
Quality, Efficiency, Care Coordination, and the Total Cost of Care

I11-A1. Payment reforms to achieve greater provider accountability for
quality, efficiency, care coordination, and the total cost of care should
be achieved in 3 stages. Some providers, such aslarge integrated care
systems, may be ready immediately to participate in Level 3; others
may only be ready for Level 1. At aminimum, all primary care
physicians, specialty care physicians, clinics, hospitals, and other
providers who provide the services defined in the standardized benefit
set for bidding (see Recommendation I11-A4b) should move to Level
3 by January 1, 2012.

[11-A2. Level 1 of payment reform will involve making payments to
providers explicitly depend on the quality and efficiency of care they
provide:

a. Providers meeting specific targets (or who show a significant
amount of improvement over time) will be eligible for these
quality/efficiency-based payments. These payments will be
incorporated into existing payment systems in a budget neutral
way, most likely as withholds.

b. The quality/efficiency measureswill be based on the measures
defined in Recommendation I1-B2, with a priority on measures of
outcomes, rather than processes, wherever possible.
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[1-A3.

For primary care providers, the quality measures will focus on
preventive services, coronary artery and heart disease, diabetes,
asthma, chronic obstructive pulmonary disease, and depression.

For specialty care, where the availability of quality measuresis
more limited, specialty societies have developed quality indicators
that can be measured and reported publicly, and specialists should
be encouraged to rapidly develop additional quality indicators.

Hospital payments will also be adjusted for quality and efficiency
using existing measures where available.

Other indicators of care quality and efficiency should be
incorporated where appropriate, such as the existence of care
infrastructure (e.g., electronic record systems), collection and
internal/external reporting of results, measures of efficiency on
specifically defined procedures, and measures of the overall cost
of carefor individuals.

Level 2 of payment reform will involve providers assuming greater
responsibility for coordinating care for patients, particularly those
with chronic conditions.

a

Providers at level 2, including those serving as “medical homes’
or “health care homes’ (see Recommendation 111-C4), will
receive “care management fees’ for monitoring and managing
care. The amount of the care management fee should be adjusted
for the complexity/risk of the patients served; e.g., higher fees
would be paid for patients with multiple, complex chronic
illnesses, and lower fees would be paid for healthy patients who
require only preventive care.

Providers will need to meet specific standards, including having
specific types of care management systemsin place, to be eligible
to receive the care management fees. Initialy, the standards
likely will be based on processes, but they should quickly evolve
to be based on cost and quality results.

Although the care management fee creates an additional payment
to providers, it is expected that increased use of care management
will result in less use of acute care services and overall cost
savings.

The quality/efficiency-based paymentsin Level 1 would aso be
included in Level 2, and could be modified to ensure that there are
adequate financial incentives for providers receiving the care
management fee to reduce the total cost of care. Providers whose
quality or efficiency do not enable them to qualify for the
quality/efficiency-based payments under Level 1 would not be
eligible to receive the care management fee.

The complexity/risk adjustment system for the care management
fees should consider the additional time and resources needed by
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patients with limited English-language skills, cultural differences,
or other barriers to health care.

Care management fees could be phased in, focusing first on the
chronic disease populations where the largest financial savings
could be achieved relatively quickly (e.g., by reducing hospita
admissions and readmissions for patients with chronic illnesses).

[11-A4. Level 3 of payment reform will involve providers and care systems
assuming responsibility for the total cost of care for the patients they
carefor, aswell asthe quality of the care they provide. However,
providers will not be responsible for higher costs of care that are
solely due to caring for sicker patients, aslong as the illnesses were
not preventable through actions by the provider.

a

Providers and care systems will submit bids to health insurance
plans, other health care purchasers, or consortiums of plans and
purchasers, on the total cost to provide care under a standardized
benefit set for a population with a standard complexity/risk
profile. (“Total cost” would include the costs of al services under
the standardized benefit set, but not costs for services outside of
that benefit set.) Ultimately, provider bids should be based on
value (i.e., quality and cost), rather than simply cost.

The Health Care Transformation Organization (see
Recommendation VI-A) will work with purchasersto establish a
standardized benefit set on which al bids will be based. This
benefit set should include, but not necessarily be limited to, the
essential value-based benefit set established under
Recommendation V-A8, and should not include coverage for
technologies, services, and medications that are determined not to
provide value based on Recommendation IV-D.

In order to be éligible to bid, providers and care systems will need
to meet minimum standards for quality of care established by
guality improvement collaboratives (see Recommendation I1-A4).
However, the minimum quality standards should not be set so
high as to excessively limit the number or capacity of providers
available to provide care for consumers, particularly during the
transition period to the new payment system.

The bids from providers and care systems may be rejected by
health insurance plans or other health care purchasersif they do
not decrease costs over current levels.

The Health Care Transformation Organization will establish a
mechanism for soliciting and accepting bids from providers and
care systems. This mechanism should ensure that bids from
different providers and care systems can be compared by
consumers based on relative value (i.e., quality and cost).
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f.

Consistent with Recommendations I11-C2 and 1V-A4, consumers
should pay less for health insurance coverage if they select a
provider or care system of higher value (i.e., lower cost and
higher quality) than if they select a provider of lower value. The
differential in cost to the consumer should be sufficient to provide
afinancial incentive for consumers to select higher-value
providers.

Even after selecting a care system, consumers should still be able
to select a specific health care provider to provide a particular
service based on the relative value of that particular provider, as
determined by the provider’s price (which would be reported
publicly, consistent with Recommendation I11-B2, and wherever
possible in “basket” form, consistent with Recommendation I11-
B3), and by the provider’ s quality (which would be reported
publicly, consistent with Recommendation 11-B). Consistent with
Recommendation 111-C2, consumers should expect to pay more
for selecting higher-cost providers for a specific service, both as
an incentive to use lower-cost/higher-value providers and to
enable the care system to keep the costs of care withinits bid
price.

The payments to providers for care of the consumers who select
them will be complexity/risk -adjusted based on the health and
special needs of the population they manage, to avoid penalizing
providersfor caring for aless heathy population or a population
with language or cultural barriers. Complexity/risk adjustment
will be focused on things that providers cannot control or
materially influence, and will be combined with quality incentives
to reward providers (or not penalize them) for keeping their
patients healthy (i.e., to lower the patients’ complexity/risk).
Factors used in the complexity/risk adjustment system should
include, but not be limited to:

» the health status of the individual in the year the individual
enters the provider’s care;

» worsening of apatient’s health conditions that were not
reasonably preventable by actions the provider could have
taken. In addition, the provider should not be penalized for
improvement in the health condition of individuals within the
care of the provider for more than ayear;

> the English-language skills and other characteristics (such as
socioeconomic status) that bear directly on the cost of care;
and

» the percentage of individuals served by the provider or care
system whose care is paid for by public health insurance
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programs that pay below the single price set for the
commercial market.

(The Level 3 payment system will be significantly different from
traditional capitation systems, since under most capitation
systems, providers have to bear “insurance risk” for differencesin
the health of their patients, which in turn gives them an incentive
to avoid accepting sicker patients. Under Level 3 payment,
providers will be responsible for managing the cost of care for a
patient who has a particular combination of health and special
needs, but the provider will be paid more for caring for a patient
who is sicker or has more complex needs.)

Because this mechanism holds providers accountable for the total
cost of care of the population they manage (other than differences
in cost due to differencesin the health of patients that were not
preventable through actions by the provider), providers will have
incentives to innovate and redesign systems and make
investments to provide care more effectively and efficiently.

The quality/efficiency-based paymentsin Level 1 will be included
initially in Level 3, but they are intended to be temporary and
phased out when, under Level 3, patient choice and competition
result in improved quality and increased efficiency. However, the
quality/efficiency-based payments may continue in non-
competitive markets as needed to ensure high quality and low
cost.

. The Health Care Transformation Organization should develop a

detailed design and implementation plan for Level 3, including
the mechanisms by which providers will be paid. One optionis
for the actual payments to providers to continue to be based on the
current fee-for-service and episode-of-care payment system (as an
administrative mechanism for tracking delivery of services and
resource use, and as a cash flow mechanism for reimbursing
providers), with the levels of fee payments adjusted to match the
bids made by the provider. Other potential options would be for a
provider to be paid through newly-defined “baskets of care” (see
Recommendation 111-B3) or for amedical home or health care
home to be paid a single amount on a per-patient basis (e.g.,
covering the full range of servicesinvolved in appropriate care
management), if an aternative mechanism (other than fee for
service codes) can be established for adjusting the amount based
on the complexity/risk of the patient and for services that the
patient receives from other providers. However, in no event
should the total payment to the provider in agiven bid period
exceed the amount of the bid (after adjustment for complexity/risk
of the population cared for). If the option chosen as the
underlying administrative mechanism for tracking services and
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for determining the specific amount of payment in any period
includes the use of the explicit care management fees under Level
2, then the quality standards required for providersto receive
these care management fees would remain in place. Also, other
modifications to the fee structure, such as creation of fee codes for
the use of allied health professionals (such as nurse practitioners
and physician assistants) and for patient contacts made by phone
and email, may be needed to enable providers to be appropriately
compensated for more efficient and effective systems of
delivering care. However, servicesthat fail to meet the standards
defined in Recommendation I11-B4 should not be eligible for
payment under this fee-based, bid-adjusted mechanism.

At aminimum, all primary care physicians, specialty care
physicians, clinics, hospitals, and other providers who provide the
services defined in the standardized benefit set for bidding (see
Recommendation I11-A4b) should be encouraged to participate in
Level 3 as soon as possible, but no later than 2012. Providers that
do not have the size or capability to directly bid to provide care
may either (a) join with other providersin alarger system of care
that can submit a bid, (b) provide services under contract to
providers who do submit abid, or (c) be paid based on their costs
of carerelative to other providers who do bid, after adjusting for
differences in the complexity/risk of the patients they serve. The
Health Care Transformation Organization will establish
procedures for providersto participate in Level 3, and may, if
necessary, facilitate the provision of technical assistanceto
providers who need it to assemble bids, to contract with other
providers who are submitting bids, or to otherwise participate in
the Level 3 payment system. The Level 3 bidding and payment
structure should be designed in away that does not encourage
consolidation of providers; the term “system of care” is intended
to include virtual networks of providers, not just formally
integrated care systems.

[11-A5. A method should be established by the Health Care Transformation

Organization for measuring the effectiveness of the new payment
system and making adjustmentsto it if needed.

I11-A6. When implementing the new payment systems and the concepts of

“care management services and payments’ and “medical homes” or
“health care homes,” every effort should be made to learn from and
avoid repeating problems that existed with the managed care systems
used in the past to control health care costs.

B. The Basic Structures of Payment and Pricing Must Also Be Reformed

I11-B1. Feelevelsfor primary care, care management, and other cognitive

services should be increased relative to other services, in a cost-
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[1-B2.

1-B3.

neutral way. Current payment systems are believed to underpay for
these types of services compared to procedures. Thisreform would
promote greater use of primary care, and paying more for primary
care would address some of the financial incentives that have resulted
in fewer medical students choosing primary care careers. (Thiswould
not require a complete reweighting of all fee levelsfor all services;
however, it is expected that some fees would drop, offsetting in part
or in whole the increases in payments for primary care, care
management, and cognitive services.)

In order to ensure transparency of costs, al providers should establish
and make publicly available asingle price for each service billed on a
fee for service basis or offered under a“basket of care” as defined in
Recommendation 111-B3. That price would be offered to consumers
and would be accepted as payment in full by the provider from all
private payers (and by public programs such as Medicare and
Medicaid to the extent possible) for the service provided. Providers
will no longer negotiate prices with numerous third party payers, and
payment rates for a service to a particular provider will no longer vary
based on the type of insurance a person has. Instead, providers will
set prices that are visible throughout the community and easy to
understand. This changeisintended to promote greater competition
by providers, as well as reduce health plan and provider
administrative costs. (Providers and health plans could continue to
negotiate on network participation by providers.) However,
consistent with Recommendations I11-A4h and 111-A4k, if services
rendered to consumers covered under a Level 3 contract are paid
administratively based on the fee-for-service system, those fees would
be adjusted periodically based on the provider’s overal bid to ensure
that the total cost of care provided matches the bid amount, which
means that the actual payment for a particular service for these
consumers might be different than the established price.

Payers and providers should establish mechanisms to enable
consumers to select and pay asingle price for “baskets’ of health care
services, particularly for mgjor, high-volume services (both acute care
and chronic care management), to better enable providers to compete
on both quality and cost for those services. (A “basket” meansa
collection of individua servicesthat are currently paid separately
under the fee-for-service system, but which are ordinarily combined
by aprovider in delivering afull diagnostic or treatment procedure to
apatient. For example, a*“hip replacement basket” would include all
of the charges for the hospital stay, the surgeon’ s fees, the medication
costs, and post-surgical rehabilitation, and a*“ heart disease
management basket” would include all of the charges by a primary
care physician or cardiologist for testing, evaluation, and care
management for a patient with heart disease during a specific period
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[11-B4.

[11-BS.

of time.) This change would improve price transparency for
consumers, and would also explicitly create incentives for providers
to improve efficiency and quality. In addition, it would provide
additional points of provider competition beyond just health plan/care
system choice, as described in Recommendation 111-A4g. Core
components of the baskets would be defined by a community-wide
process, to enable “ apples to apples’ comparisons by consumers.
Providers would be free to innovate on care design, extra services,
and efficiency within the baskets. The Health Care Transformation
Organization (see Recommendation VI-A) will develop and
implement the process for defining the baskets and their core
components, utilizing the expertise of and coordinating with the
programs of the Institute for Clinical Improvement, the Health Care
Vaue Reporting Organization, and other relevant organizations.

Providers should not be paid for services that fail to meet minimum
quality standards (see Recommendation 11-A4) or for the costs
associated with “never events,” hospital-acquired infections, medical
errors, etc. Consumers should only be required to pay for a service
which fails to meet minimum quality standards if they choose to use
the service after being notified by the provider in advance that the
service will not be covered under their health insurance because it
fails to meet minimum quality standards.

Providers with medical education programs should continue to
receive separate payments through the state’s Medical Education and
Research Costs (MERC) Fund so the providers do not need to
increase their prices for health services to cover the costs of medical
education.

C. Individuals Should Be Given Information and Incentives to Choose More
Cost-Effective, Higher-Quality Providers

I1-C1.

-C2.

All providers should be required to submit information on the prices
they are paid for care to the Health Care Value Reporting
Organization established in Recommendation 11-B, which would
publish thisinformation in conjunction with quality information in
order to help consumers find the highest-value providers. Reporting
on prices would be done in away that is understandable for
consumers.

Consumers should incur lower costs for using more cost-effective,
higher-quality providers. Health plans should set allowed
reimbursement based on the level of payments to high-quality, cost-
effective providers, and enrollees who seek care from higher-
cost/lower-value providers should be required to pay the differencein
cost. (Reimbursement levels and consumer differentials would be
based on the provider’ s price for services and baskets of services
under payment reform Levels 1 and 2, and would be based on the
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-C3.

[1-C4.

I1-C5.

I1-C6.

-Cv.

provider’s bid under payment reform Level 3.) To the extent that
state legislation limiting cost-sharing in insurance products precludes
these changes, it should be amended.

The differentials in costs to consumers of using higher-priced
providers (see Recommendation 111-C2) should be set at levels that
are sufficient to incent significant movement of consumers to
providers with lower prices and equivalent-or-higher quality, in
geographic areas where there are choices among providers (see
Recommendation IV-C). However, consumers should not be forced
to pay more to use lower-value providers if there is strong evidence
that higher-value providers do not have sufficient capacity to care for
them.

For those consumers where there is evidence that a medical home or
health care home provides value, they should be given incentives to
choose and use a medical home or health care home. Thisgoal could
be accomplished through lower premiums, lower cost-sharing, or
other incentives. “Virtual” medical homes or health care homes
should be permitted for consumers who wish greater flexibility in
managing their care, and specialized medical homes or health care
homes should be permitted for persons with highly specialized
medical conditions or chronic diseases, as long as these specialized
medical homes or health care homes provide coordination of the full
range of care for these individuals, not just the care for a particular
condition or group of conditions. Medical homes and health care
homes should be expected to meet minimum standards of quality and
value, consistent with Recommendation I1-A4.

Consumers should not be restricted from switching providers.
However, health insurance plans might require consumers to pay
more if they choose to switch medical homes or health care homes
frequently.

In order for price and quality transparency initiatives to have the
greatest effect, consumers need access to easy-to-use information on
both price and quality. Internet-based tools and other mechanisms
should be devel oped to help consumers make comparisons and to
understand differences in out-of-pocket costs based on their own
specific health plan benefits. (See aso Recommendation 1V-A.)

During the initial implementation of the system, consumers should
not be forced to pay more to use lower-value providersif thereis
strong evidence that higher-value providers do not have sufficient
capacity to care for them.
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D. A Critical Mass of Purchasers and Payers Must Support the New
Payment System on a Sustained Basis

11-D1.

-D2.

In order to make it worthwhile for providers and care systems to
participate in this new payment system, it needsto involve a
significant percentage of their patients. Similarly, in order to make it
cost-effective for payers to change their payment systems, a
significant number of providers need to participate. Therefore, in
order to be successful, payment reform must include as many
providers and payers as possible. Potential mechanisms for achieving
and sustaining “critical mass’ include:

a. Making participation a condition of receiving payment for any
patient paid for with state funds (i.e., state employees and public
program enrollees) — this requirement would apply to both health
plans and health care providers;

b. Requiring participation by all state and local units of government,
including school districts,

¢. Requiring participation by the small group and individual
markets;

d. Requiring participation by the entire fully-insured market;

e. Encouraging voluntary participation by other market players (e.g.,
self-insured employer plans); and/or
f. Creating economic incentives for plan and provider participation.

The Health Care Transformation Organization (see Recommendation
V1-A) should make recommendations for how Medicare should
participate in the new payment system and otherwise support the
transformation of Minnesota s health care system, and the Health
Care Transformation Organization should work with the Centers for
Medicare and Medicaid Services and the Minnesota Congressional
Delegation to gain approval for any demonstration programs or
changes in Medicare policy to enable this to happen.

E. The Health Care Transformation Organization (See Recommendation
VI1-A) Should Plan the Details of the New Payment System, Evaluate Its
Effectiveness, and Make Modifications Necessary for Success

I-E1.

The Health Care Transformation Organization should develop a
detailed design and implementation plan for payment reform that
incorporates the elements of Recommendations I11-B and I11-C into
the overall structure in Recommendation I11-A in away that can work
logically and effectively, attract the critical mass of payers envisioned
in Recommendation I11-D, and achieve or exceed the goals defined in
Recommendation I11-F. Asthe payment reform systemis
implemented, the Health Care Transformation Organization should
monitor it closely, identify any barriers to implementation and
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-E2.

I-E3.

[1-E4.

unintended consequences, and develop plans and proposals for
improving the system to address those problems.

The Health Care Transformation Organization may contract with
other organizations, including the Health Insurance Exchange
established by Recommendation V-E, to carry out all or part of its
responsibility to plan the details of the new payment system, and to
evaluate the effectiveness of the new payment system.

In addition to the requirements under Recommendation VI-A1l, the
Board of Directors of the Health Care Transformation Organization
should include individuals with expertise in health care payment but
without conflicts of interest.

The Health Care Transformation Organization should work
collaboratively with the Centers for Medicare and Medicaid Services
(CMYS), both to utilize the expertise of CM'S and to encourage CM S to
implement similar payment reforms for Medicare and Medicaid.

F. Minnesotans Should Call on Health Care Providers to Reduce Their
Costs and Prices As Much As Possible, So That Total Health Care Costs
Will Be at Least 20% Lower in 2011 Than They Would Be Under
Current Trends, and to Maintain or Further Reduce Costs and Cost
Growth in Future Years.

I1-F1.

I-F2.

-F3.

Health care providers should use the evidence available regarding
significant waste and inefficiency in most aspects of health care
delivery to reduce their costs and prices for services and the
overutilization of services by patients.

The Health Care Transformation Organization should issue and
widely publicize annual reports on the extent to which health care
providers have reduced their costs and prices, on the extent to which
total health care costs each year are lower than they would have been
under previous trends, on the extent to which total costs are on track
to be at least 20% lower in 2011 than they would have been under
previous trends, and on the extent to which costs and cost growth are
maintained or reduced in future years.

If total costs are not at least 20% lower by 2011, the Health Care
Transformation Organization should conduct and publicly issue a
detailed analysis of the reasons why costs have not been reduced by
this amount, including identifying any practices by health care
providers, health insurance plans, or others that have prevented or
restrained the functioning of a competitive market that improves
health care value for consumers. If the Health Care Transformation
Organization determines in 2009 or 2010 that total costs are not on
track to be at least 20% lower in 2011, it should issue asimilar report
prior to 2011.
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I mplementation Steps and Responsible Organi zations

G. Actions by the State Legislature

-G1.

-G2.

-G3.

1-GA4.

By June 30, 2008, the Governor should recommend and the
Legidature should enact legidation charging the Health Care
Transformation Organization with the responsibility for developing a
detailed implementation plan for the new payment system.

By June 30, 2009, the Governor should recommend and the
Legislature should enact legislation requiring that participation by
providers and health plansin the new payment system is a condition
for receiving payment for any patient paid for with state funds (state
employees and persons whose health care is paid for through state
programs).

By June 30, 2009, the Governor should recommend and the
Legidature should enact legidation requiring that al local
governments, including school districts, use only health plans and
providers participating in the new payment system.

By June 30, 2009, the Governor should recommend and the
Legislature should enact legislation requiring that all health plans sold
to the individual and small group markets participate in the new
payment system.

H. Actions by the State Executive Branch

1-H1.

-H2.

By October 1, 2010, the Minnesota Department of Human Services
should implement the new payment system for all participantsin the
state’ s public health care programs, including MinnesotaCare and the
Medicaid program. The Department should seek any necessary
approvals from the Centers for Medicare and Medicaid Services
(CMS) for implementation of the payment system in Minnesota’' s
Medicaid program.

By January 1, 2011, the Minnesota Department of Employee
Relations should implement the new payment system for all state
employees.

. Actions by Other Organizations

[-11.

By December 31, 2008, the Health Care Transformation Organization
should develop a detailed implementation plan for the new payment
system with involvement from purchasers, payers, and patients. The
plan should provide for initial implementation of the new payment
system no later than January 1, 2010. The Health Care
Transformation Organization should begin working to facilitate
implementation of the new system upon completion of the plan, and
should continue to revise and enhance the plan on an ongoing basis
until it has been successfully implemented.
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[-12.

-13.

[1-14.

[1-15.

[1-16.

By June 30, 2009, business groups such as the Buyers Health Care
Action Group, the Chamber of Commerce, and the Minnesota
Business Partnership should encourage their self-insured employer
members to support and participate in the new payment system.

By June 30, 2009, each of the largest health care providersin the state
should commit to participate in the new payment system.

By June 30, 2009, each of the major health plansin the state should
commit to participate in the new payment system.

Purchasers and payers should adjust their existing pay-for-
performance systems to align with the structure of the new payment
system.

By June 30, 2009, the Health Care Transformation Organization
should make recommendations for how Medicare should participate
in the new payment system and otherwise support the transformation
of Minnesota s health care system, and the Health Care
Transformation Organization should begin working with the Centers
for Medicare and Medicaid Services and the Minnesota Congressional
Delegation to gain approval for any demonstration programs or
changes in Medicare policy to enable this to happen.
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TRANSFORMATION PRINCIPLE IV: REDUCE COSTS.

The Overall Size and Cost of the Health Care System Should Be

Reduced

How the Costs of Health Care Providers Should Be Reduced:

A. To The Maximum Extent Possible, Minnesota Should Rely on Market
Forces to Encourage Providers to Reduce the Cost of Care Per Patient
While Maintaining or Improving Quality

IV-Al. Expanded consumer-friendly information on the quality and prices of
health care providers (see Recommendations 11-B4 and I11-C1) should
be implemented as quickly as possible.

IV-A2. An extensive consumer education campaign should be undertaken to
explain:

a

b.

how the new system of patient choice and provider payment will
work; and

why higher-cost providers and services do not necessarily provide
higher quality health care.

IV-A3. Hedlth plans, entrepreneurial businesses, and others should be
encouraged to develop highly effective information-sharing tools, and
to undertake extensive and innovative consumer education efforts
about:

a

b.

how consumers can utilize information on quality and price to
choose a hedlth care provider or service;

the benefits for consumers of using a medical home and the
options for choosing a medical home or health care home;

the full costs (prices) of health care services,

why higher-cost providers and services do not necessarily provide
higher quality health care; and

how improvements in a consumer’s health status can also lower
their expenditures for health care.

IV-A4. Providers should be required to show consumers the full price of each
health care service they use (i.e., the amount charged to their health
plan), not just their copayment/co-insurance cost.

B. Efforts By Providers to Reduce Costs and Improve Efficiencies Should
be Encouraged and Facilitated

IV-B1. Administrative requirements imposed on providers by health plans
should be streamlined and coordinated; in particular, requirements to
report information on quality should be standardized across health
plans.
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IV-B2. Administrative requirements imposed on providers by licensing
organizations, both in the state and nationally (e.g., the Joint
Commission), should be streamlined and coordinated.

IV-B3. Simpler, lower-cost methods of collecting payments from consumers
should be developed in order to reduce provider administrative and
bad debt collection costs.

C. Inthe Short Run, Additional Actions Should be Pursued to Increase
Competition and Cost Reduction, Particularly in Consolidated Markets

IV-C1. New providers, particularly primary care providers, should be
encouraged through training programs and incentives to enter
geographic areas where a shortage of health care providersis
projected. Providers located out of the state should not be precluded
from providing high-value services in Minnesota.

IV-C2. In geographic areas where there are a small number of providers of a
particular service (but not inadequate capacity to provide service to all
consumers), quality and price comparisons provided to consumers
(see Recommendations I1-B4 and 111-C1) should include comparable
providers from other geographic areas and states, so that the relative
cost of care and quality in Minnesota can be determined.

IV-C3. State legidation should be enacted or amended to reduce barriers
faced by providers from entering markets or from providing lower-
cost, higher-value services, particularly where other states have taken
similar actions successfully. Potential opportunities include:

a. modifying state licensure requirements prohibiting health
professionals from providing services they can capably provide at
lower costs, e.g., nurse practitioners, telemedicine techniquesin
rural areas, etc. can often provide high-quality services that meet a
patient’ s needs,

b. modifying state prohibitions on the corporate practice of
medicine.

IV-C4. The attorney genera should review all mergers and acquisitions of
health care providers and health insurance plans to ensure that over-
consolidation does not occur to such an extent or in such away asto
meaningfully undercut competition and/or the competitive
marketplace needed to ensure the successful transformation of
Minnesota s health care system.

D. Health Care Technologies, Services, and Medications Should Only Be
Used When They Improve Value

IV-D1. A collaborative, non-regulatory body (such as the Institute for
Clinical Systems Improvement) should be designated or established to
review new technologies, services, and medications, including
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IV-D2.

IV-D3.

IV-DA4.

IV-D5.

IV-D6.

complementary and alternative medicine, and to recommend whether
these technol ogies, services, and medications should be covered by
health insurance plans. The methods used by NICE in Britain or by
other technology assessment entities could serve as models.
Determination of eligibility for coverage should:

a. be based on the strength of scientific evidence for effectiveness,

b. takeinto account a Quality-Adjusted Life Years (QALY) or cost-
effectiveness calculation; and

c. requirethat the new technology, service, or medication be no
more expensive than existing technology, services, and
medi cations unless there are substantial improvementsin patient
outcomes.

The necessary relief from anti-trust restrictions should be obtained to
allow all health plans to accept the collaborative organization's
decision regarding payment, thus allowing individual health plansto
discontinue their technology assessment committees.

Payment for new technologies, services, and medications should be
limited to those patients and conditions for which effectiveness has
been proven by randomized controlled trials, or by other strong
evidence-based science when randomized controlled trials do not
exist.

For technologies, services, and medications that have not been proven
to be effective or ineffective, consumers should be told that evidence
of effectiveness does not exist, and should be informed about
alternative options for care, including lower-cost options.

For new technologies, services, and medications that have been
proven to be effective, but which do not provide substantially
different benefits to patients than existing, lower-cost technologies,
services, and medications, consumers should be told about the relative
value of the alternatives and should be required to pay al or part of
the differencein cost if they choose to use the higher-cost technology,
service or medication.

The Institute for Clinical Systems Improvement should convene
providers, purchasers, and payers to develop and implement
recommendations for reducing overutilization of services, similar to
what was done with diagnostic imaging.

The determination of which services should be included in the
essential benefit set (see Recommendation V-A8) and in the
standardized benefit set used for bidding in Level 3 (see
Recommendation I111-A4b) should be based on the value (i.e., the
quality and cost) provided by each service.

A-32



Appendix A

IV-D7.

Health insurance plans should only pay for care that is known to be
effective and should not pay for the direct costs of new technologies,
services, or medications being evaluated during aclinical trial or
other research study; these latter costs should be paid for through
existing funding streams for clinical trials or by a private firm if it has
developed the new technology, service, or medication. However,
health insurance may be used to cover those portions of the health
care services provided to a patient participating in the trial or study
that would have been provided if the patient had been receiving a
non-experimental treatment.

How the Costs of Health Insurance Plans Should Be Reduced:

E. Public Reporting Regarding the Administrative Costs of and
Performance of Health Insurance Plans Should be Strengthened In
Order to Encourage Competition and Cost Reduction

IV-E1.

IV-E2.

IV-E3.

Uniform standards should be established for definitions of health plan
administrative costs, and health plans should be required to itemize
their services and costs in a consumer-friendly manner.

Similar uniform standards should be established for care delivery
system administrative costs to eliminate confusion about what is a
health plan administrative cost and what is adelivery system
administrative cost.

Purchasers of health insurance should continue to request a uniform
set of information on costs and performance from health plans,
including their administrative efficiency, to enable comparisons to be
made easily while minimizing the administrative costs imposed on the
plans.

F. Health Plan Administrative Functions That Are No Longer Needed In
The Transformed Health Care System Should be Eliminated

IV-F1.

IV-F2.

Health plans should identify potentially duplicative health care
improvement processes implemented by both health plans and
providers (e.g., disease management systems), and work with
providers and health plans to eliminate the duplication.

Health plans should eliminate the functions that are no longer
necessary under the transformed system, and reduce their
administrative costs accordingly.

IV-F3.The state should work with the health plans to seek waivers of any

IV-F4.

federal requirements that preclude the elimination of unnecessary
Costs.

State agencies should work with health plans to reduce regulatory
compliance costs as much as possible.
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IV-F5.

IV-F6.

Health plans should identify administrative costs that are incurred in
order to administer unigque benefit designs required by individual
purchasers, and purchasers and plans should jointly work to modify
these requirementsin order to reduce administrative costs.

The use of health insurance brokers to purchase insurance should be
voluntary for individuals and organizations, and any fees charged by
health insurance brokers should be clearly reported separately from
the cost of the health insurance plan itself.

G. Health Insurance Coverage For Health Care Services That Have Been
Proven To Be Ineffective Should Be Eliminated

IV-G1.

To the extent that state legislation exists that mandates coverage for
ineffective services, it should be repeal ed.

I mplementation Steps and Responsi ble Organi zations

H. Actions by the State Legislature

IV-H1.

IV-H2.

IV-H3.

IV-H4.

IV-H5.

IV-H6.

By June 30, 2008, the Governor should recommend, and if necessary,
the Legislature should enact |legislation establishing a method of
funding for a consumer education campaign about the new payment
system.

By June 30, 2008, the Governor should recommend and the
Legidlature should enact legislation which requires health care
providers to show consumers the full price of each health care service
they use.

By June 30, 2008, the Governor should recommend and the
Legidature should enact legisation requiring health plansto
standardize quality information collected from health care providers.

By June 30, 2009, the Governor should recommend and the

L egislature should enact legislation establishing incentives to increase
the number of health care providersin shortage areas identified by the
Minnesota Department of Health.

By June 30, 2009, the Governor should recommend and the
Legidlature should enact legislation modifying state licensure
requirements and other statutes and regulations which inappropriately
serve as barriers to providers entering markets or providing lower-
cost, higher value services.

By June 30, 2008, the Governor should recommend and the
Legidature should enact legidlation establishing a mechanism for
reviewing new technologies and reporting on their relative value.
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. Actions by the State Executive Branch

IV-11.

IV-12.

IV-13.

IV-14.

IV-15.

IV-16.

IV-17.

By December 31, 2008, the Minnesota Department of Health should
implement an extensive consumer education campaign regarding the
new payment system and the advantages of choosing higher-value
providers. The campaign will evolve as providers transition from
Level 1to Level 3 of the payment system.

By June 30, 2009, the Minnesota Department of Health should work
with the Joint Commission (previously known as the Joint
Commission on Accreditation of Healthcare Organizations or
JCAHO) and other entities to standardize licensing and accreditation
procedures for health care providers and to modify or eliminate
requirements that increase costs without providing corresponding
benefits.

By December 31, 2008, the Minnesota Department of Health should
complete a study of additional actions that could reduce provider
costs and make recommendations to the Governor and Legislature on
any actions which should be taken.

By December 31, 2008, the Minnesota Department of Health should
identify areas of the state where a shortage of health care providers
existsor is likely to exist, work with other state agencies and
professional associations to establish training programs to reduce the
shortage, and recommend incentives that could help to eliminate the
shortage.

By December 31, 2008, the Minnesota Department of Health should
complete a study of state licensure requirements and other statutes
and regulations to determine which inappropriately serve as barriers
to providers entering markets or providing lower-cost, higher value
Services.

By December 31, 2008, the Minnesota Department of Health should
establish improved, uniform definitions and standards for

administrative costs of health plans, and should begin disseminating
more consumer-friendly reports on health plan administrative costs.

By June 30, 2009, the Minnesota Department of Health and other
state agencies should work with health plans to reduce regulatory
compliance costs as much as possible.

J. Actions by Other Organizations

(AVENIN

IV-J2.

By June 30, 2009, all health care plans should identify and eliminate
or modify unnecessary or overly expensive administrative
reguirements imposed on health care providers.

By June 30, 2009, the mechanism for reviewing new technologies
established under Recommendation I'VV-D1 should begin issuing
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IV-J33.

V-34.

IV-J5.

reports on the relative value of new technologies, and health plans
should adopt those recommendations indicating that the new
technologies should not be covered.

By December 31, 2008, the Institute for Clinical Systems
Improvement should begin convening providers, purchasers, and
payers to devel op and implement recommendations for reducing
overutilization of services, similar to what was done with diagnostic
imaging.

By December 31, 2008, the Institute for Clinical Systems
Improvement should convene health plans and providers to identify
potentially duplicative health care improvement processes
implemented by both health plans and providers and develop
recommendations for eliminating the duplication.

By June 30, 2009, health plans and providers should implement the
recommendations for eliminating duplicative functions as
recommended by the collaborative process established by ICSI.
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TRANSFORMATION PRINCIPLE V: INSURE EVERYONE.
All Minnesotans Should Be Able to Obtain Necessary Health Care at
An Affordable Cost

What the Transformed Health Insurance System Should Look Like:

A. Insurers Who Offer Individual Health Insurance Policies Should Be
Required to Sell Policies to Anyone Who Wishes to Buy One, and All
Citizens, Including Current Minnesota Comprehensive Health
Association (MCHA) Enrollees, Should Be Required to Obtain and
Retain Health Insurance Coverage That is Affordable (Guaranteed Issue
and Individual Mandate)

V-ALl. It should bethe responsibility of all citizens to obtain health insurance
coverage unless (a) no insurance is available that meets the
affordability standards established by the state, and (b) no subsidy is
available to make available insurance policies affordable.

V-A2. The affordability of a health insurance plan should be defined based
on the combined cost to an individual or family of:

a premiums;
b. deductibles; and
C. copaysand coinsurance.

V-A3. The affordability standard under Recommendation V-A1 should be
established based on a dliding scale up to 400% of the federal poverty
guideline (FPG). A Minnesotan with a gross household income at or
below 300% of FPG should not be expected to contribute more than
7% of their gross income for health care coverage and a Minnesotan
with a gross household income at or below 400% of FPG should not
be expected to contribute more than 10% of their gross income for
health care coverage.

V-A4. For thefirst biennium corresponding to the effective date of the
requirement set forth in Recommendation VV-A1, the Governor should
recommend and the Legislature should enact legislation providing a
subsidy sufficient to allow all citizens to obtain health insurance
coverage consistent with the affordability standard.

V-Ab. Subsidies should be provided to individuals and families who cannot
afford approved benefit plans based on the essential benefit set
defined in Recommendation V-A8 to enable them to purchase such
plans within the affordability limits under Recommendation V-AS.
To the maximum extent possible consistent with the goal of reaching
affordable coverage for al Minnesotans, the subsidy program should
be designed and administered so that it does not encourage either
employers or individuals to drop employer-based insurance. To the
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V-AG.

V-AT.

V-A8.

V-A9.

maximum extent possible, subsidies should be funded through the
savings from reductions in health care costs achieved through
Transformation Principles|-V.

At the same time that the requirement under Recommendation V-A1l
takes effect, insurers who offer individual policies should be required
to sell policiesto anyone who wishes to buy one. To the extent that
insurers can expand access to coverage sooner than this, they should
be encouraged to do so.

MCHA as a mechanism for providing coverage should be phased out
over time. (The funding currently raised through the MCHA
assessment may need to be replaced or rechanneled in some fashion
to help cover the costs of subsidies.)

The Governor should recommend and the L egislature should enact
legislation establishing an independent board to define an essential
value-based benefit set for health insurance. The members of the
Board should be appointed by the Governor and the Legislature, and
should not be in aposition to directly benefit from their decisions. A
significant proportion of the board members should have expertisein
benefit design. The board should contract with the Institute for
Clinical Systems Improvement (ICSl) to assemble existing
scientifically-grounded evidence-based standards, and develop new
standards where necessary, for purposes of benefit design. The board
should seek public input, including input from the Legislature, before
finalizing the essential value-based benefit set. The essential value-
based benefit set will serve as the standard for determining subsidies
to meet the affordability standard, as the minimum benefit set needed
to satisfy the requirement that al citizens obtain health insurance
coverage, and as a minimum benefit set for purposes of the Health
Insurance Exchange established under Recommendation V-E. The
benefit set should include | CSl-designated evidence-based preventive
services without cost-sharing requirements. The benefit set should
include ICSl-designated evidence-based outpatient care for asthma,
heart disease, diabetes and depression with no cost sharing
requirements or cost sharing requirements that do not impose an
economic barrier to access to that care. The essentia value-based
benefit set should be reviewed on an ongoing, periodic basis and the
benefit set should be adjusted to ensure a benefit design that is
current, safe, effective, and scientifically-based. Following
completion of the board’ s work, the Governor should recommend and
the Legislature should enact appropriate amendments to current
benefit standards to align them with the essential value-based benefit
Set.

The Health Insurance Exchange should utilize, and expand where
appropriate, programs for public education and outreach to ensure that
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all citizens are aware of their responsibility to obtain health insurance
coverage and the resources avail able to enable them to do so
affordably.

V-A10.The Health Insurance Exchange should assembl e existing research,
and conduct additional research if necessary, on the reasons why
individuals are not obtaining health insurance coverage, and
implement or make recommendations for changes needed to address
barriers or disincentivesto achieving health insurance coverage for all
Minnesotans.

B. The Same Health Insurance Policies Offered to Small Groups Should Be
Available to Individuals, Unless Subsequent Analysis Indicates That This
Would Cause Serious Problems (Merger of Small Group and Individual
Markets)

C. The Variation in Premiums Across Population Groups Should Be
Reduced. At Most, Premiums Should Only Vary Based On Age,
Individual Health Behaviors (e.g., Smoking), and Geography (Modified
Community Rating)

D. Risk Equalization Payments Should Be Made to Health Plans Based on
the Relative Health of Their Enrolled Population

V-D1. Payments should be designed to eliminate incentives for “cherry
picking” low risk patients and to reward plans that do a good job of
managing care for sicker populations

E. A Health Insurance Exchange Should Be Established Through Which
Individual and Small Group Insurance Products Would Be Sold

V-E1. Individuals and businesses should be encouraged to purchase
insurance through the Exchange. An individual and small group
insurance product may be purchased outside the Exchange, aslong as
the insurance product has the same premiums both inside and outside
of the Exchange (not including any brokerage fees). If voluntary use
of the Exchange fails to support an adequate individual and small
group insurance market, use of the Exchange may need to be
mandated.

V-E2. Atleastinitidly, there should be alimited selection of plans through
the Exchange (e.g., 3 products per health insurance carrier at each
benefit level; allowing variations on plan design that are actuarially
equivalent).

V-E3. Policies should be offered with an essential benefit set as defined in
Recommendation V-A8 that:

a. Covers necessary, evidence-based care;

b. Does not cover care that has been demonstrated to be ineffective;
and
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V-E4.

V-E5.
V-E6.

V-E7.

c. Covers other services that produce good outcomes at a reasonable
cost.

Small employers should be encouraged to offer insurance through the
Exchange by making it easier and more efficient for employers to use
than purchasing health insurance outside the Exchange.

Large group policies would not be sold through the Exchange.

The governance structure for the Health Insurance Exchange should
have public oversight.

The premiums for health insurance policies offered for purchase by
individuals should be published in a consumer-friendly format by the
Health Insurance Exchange.

F. All Employers With More Than 10 Employees Should Be Required to
Offer Section 125 Plans to Enable Pre-Tax Payment of Premiums

G. Incentives Should Be Provided to Encourage Employers That Currently
Offer Group Coverage to Continue Doing So (Erosion Control)

| mplementation Steps and Responsible Organizations

H. Actions by the State Legislature

V-H1.

V-H2.

By June 30, 2008, the Governor should recommend and the
Legislature should enact legidlation that:

a. establishes an affordability standard for the purchase of health
insurance as described in Recommendations V-Al and V-A2;

b. establishes an independent board to define an essential value-
based benefit set for health insurance and providesit with the
resources necessary to carry out its responsibilities effectively;

c. directsthe Department of Health to analyze and recommend
options for providing subsidies to individuals and families to
bridge the gap between the cost of insurance with the essential
benefit set and the affordability standard. The options should
include, but need not be limited to, direct subsidiesto individuals;
expansion of current programs such as MinnesotaCare; and
advanceable and refundable tax credits. The Department of
Health should report its recommendations to the Governor and the
Legislature by January 15, 2009.

By January 15, 2009, the independent board described in
Recommendation V-A8 should establish an essential value-based
benefit set for health insurance after obtaining input from the public
and the Legidature. The independent board should review the
essential value-based benefit set on a periodic basis and adjust the
benefit set to ensure a benefit design that is safe, effective, and
scientifically-based.
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V-13.

V-H4.

By June 30, 2008, the Governor should recommend and the
Legislature should enact legislation that:

a. establishes the Health Insurance Exchange, and which requires
that by January 1, 2011, all insurers offering small group and
individual health insurance policies will do so in compliance with
guaranteed issue and modified community rating requirements.

c. requiresal employerswith more than a minimum number of
employees to offer Section 125 plans to their employees by
January 1, 2010.

d. requiresal Minnesotans to have health insurance by January 1,
2011, unless no policy is available which, with subsidies available
from the state, meets the affordability standards established by the
state.

By June 30, 2009, the Governor should recommend and the
Legislature should enact legislation that establishes a mechanism for
providing subsidies to make health insurance coverage that meets
essential benefit standards affordable for individuals and families with
incomes up to the limits established in Recommendation V-A3.

I.  Actions by the State Executive Branch

V-11.

By January 31, 2008, the Minnesota Department of Health should:

a. Estimatethe likely cost to a household of current "minimum
benefit set" insurance policies, with the cost including premiums,
deductibles, and copays and coinsurance.

b. Estimate the impact of having lower costsin the health care
system and healthier consumers on the cost of abasic plan.

c. Compare that cost to (current and projected) distributions of
household income for (projected) uninsured households to
determine how many households would experience a cost that
exceeded various percentages of income.

d. Caculate the subsidy needed to bring the cost to households
within different potential ceilings of affordability (defined in
terms of percentage of income).

J. Actions by Other Organizations

V-J1.

V-12.

By June 30, 2009, the Health Insurance Exchange should establish a
system for making risk equalization payments to health plans selling
insurance through the Exchange.

By September 30, 2008, the Institute for Clinical Systems
Improvement should assemble available scientifically-grounded
evidence-based standards and provide them to the independent board
for its use in establishing the essential value-based benefit set under
Recommendation V-A8.
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TRANSFORMATION PRINCIPLE VI: IMPLEMENT RAPIDLY AND

COMPREHENSIVELY. All of the Recommended Transformations

— Health Improvements in the Population, Improved Quality and
Reduced Cost of Health Care Systems, Restructuring of Payment
Systems, and Health Insurance Reform — Are Essential to Each of
the Others’ Success, and All Should Be Implemented No Later Than

2011

A. A New Private, Non-Profit, and Publicly Accountable Health Care
Transformation Organization Should Be Established to Plan,
Coordinate, and Report on Implementation of All of the Recommended
Transformations

VI-Al

VI-A2.

VI-AS.

The Health Care Transformation Organization should be a quasi-
public body. The board should be appointed by the Governor and
Legidature, and the mgjority of members should be individuals who
do not have adirect financial interest in health care services,
equipment, facilities, products, or medications. Board members
should also include purchasers from state and local government and
private employers; citizens; health care providers; health insurance
plans; expertsin health care practice and policy, and representatives
of existing organizations responsible for improvement of health and
health care systems. Consistent with Recommendation 111-E3, the
Board should include some individuals with expertise in health care
payment but without conflicts of interest.

The Health Care Transformation Organization should, to the
maximum extent possible, utilize existing expertise and
organizational capacity in Minnesota, including the capabilities of the
Institute for Clinical Systems Improvement, Minnesota Community
Measurement, the Health Information Exchange, the Smart Buy
Alliance, health insurance plans, health care providers, and other
organizations, and should avoid duplication of functions with these
organizations.

The Health Care Transformation Organization should issue annual
reports on the extent to which health care costs have been reduced by
20%, the extent to which annual increases in health care costs have
been reduced, the extent to which the quality of health care services
has improved, and the extent to which all Minnesotans have access to
quality, affordable health care. These reports should also specifically
identify (a) the savings that have accrued and are likely to accrueto
state government as aresult of the transformation in the health care
system and (b) the costs that the state has incurred or will need to
incur in order to implement changes necessary to implementing and
maintaining the transformation.
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C.

VI-A4. To the extent that these goals have not been achieved, the Health Care
Transformation Organization should make recommendations to the
Governor and Legislature as to what additional actions should be
taken to achieve success, and whether any deadlines for action should
be modified in order to maintain a consistent schedule for all aspects
of the transformation.

VI1-A5. A sunset review should be conducted no later than December 31,
2013 to evaluate the continued need for the Health Care
Transformation Organization.

All Health Care Providers, Health Insurance Companies, Private and
Public Employers, and Citizens Must Commit to Making, and to Hold
Each Other Accountable for Making, Significant Changes in Order to
Implement All of the Transformations by 2011

VI1-B1. The recommended plans and policiesin Transformation Principles|,
I, 111, 1V, and V are necessary but not sufficient to ensure successin
reducing health care costs by 20%, limiting annual increasesin health
care costs, improving the health of Minnesotans, improving the
quality of health care services, and providing al Minnesotans with
access to quality, affordable health care.

V1-B2. Health care providers must commit themselves to significantly
reducing their costs and improving the quality of the services they
provide.

V1-B3. Health insurance companies must commit themselves to supporting
the new payment system, reducing administrative costs, and providing
health insurance to al citizens at an affordable cost.

V1-B4. Private and public employers must commit themselves to supporting
the new payment system, continuing to provide health insurance to
their employees, and encouraging and supporting their employeesto
improve their health.

VI1-B5. All citizens of Minnesota must commit themselves to reducing and
eliminating unhealthy behaviors, utilizing appropriate health
prevention services, obtaining and retaining health insurance, and
choosing and using high-value health providers and services.

A Portion of the Savings From Health Care Transformation Should Be
Used to Cover the Costs of Activities Needed to Support Transformation

VI-C1. With adequate commitment from all of the stakeholders described in
Recommendation VI-B, the savings from reduced health care costs
should be sufficient to cover the costs of the subsidies needed to
implement the individual responsibility requirement in
Recommendation V-A and the administrative and programmatic costs
of other recommendations.
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VI-C2.

VI-C3.

VI-C4.

A mechanism needs to be established that will capture a portion of the
savings from reduced health care costsin order to cover the costs of
the subsidies needed to implement Recommendation V-Ab5, the costs
of expanded health improvement programs as defined under
Recommendation 1-C10, and the administrative and other costs
associated with other new programs and agencies established under
Transformation Principles1-VI1. The savings-capture mechanism
should account for the reduction/elimination of the MCHA
assessment consistent with Recommendation V-A7. Any savings-
capture method will have to be based on projected costs and savings,
and adjusted if necessary after the actual costs and savingsin the
system can be determined. All of the revenues from any method for
capturing savings should be dedicated to offsetting costs that the state
incurs for implementation of the actions needed for transformation,
and the revenues and their use should be accounted for separately and
publicly reported. One option for savings-capture would be for the
MinnesotaCare tax (which is based on a percentage of health care
providers' revenue) to be increased by an amount that will generate
revenues equivalent to the state' s net costs from the transformation of
the health care system (i.e., the additional costs the state incurs for
subsidies, for expanded health improvement programs, and for
administrative costs associated with other new programs and
agencies, less the savings the state achieves through lower costsin its
employee health plan and public health care coverage programs), but
with the increase in the tax rate set in such away that the increased
revenues from the tax are less than the total savings achieved system-
wide, so that payers would still achieve net savings in health care
costs after application of the increased MinnesotaCare tax to provider
bills.

A mechanism should be established to account for the savings which
accrue to the state through lower costs in its employee health plan and
public health care coverage programs, so that those savings can be re-
dedicated to covering the costs of implementing the transformation
recommendations.

Since many of the costs needed to support transformation activities
will occur before the savings are realized, creative financing
mechanisms may need to be established.

Implementation Steps and Responsible Organizations

D. Actions by the State Legislature

VI-D1.

By June 30, 2008, the Governor should recommend and the
Legidlature should enact legisation that establishes the Health Care
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F.

VI-D2.

VI-D3.

VI-DA4.

Transformation Organization and investsit with all of the powers
needed to carry out its responsibilities.

The Health Care Transformation Organization should utilize every
means possible to get organized quickly and begin planning and
implementing the actions needed to successfully implement all of the
transformations no later than 2011.

By June 30, 2010, the Governor should recommend and the
Legislature should enact legislation establishing a mechanism that
will capture a portion of the savings to cover the additional costs
involved in implementing the transformation, consistent with
Recommendation VI-C2.

By June 30, 2008, the Governor should recommend and the

L egislature should enact legislation establishing a mechanism to
account for the savings which accrue to the state through lower costs
in its employee health plan and public health care coverage programs.

Actions by the State Executive Branch

VI-E1.

The Minnesota Departments of Health, Human Services, and
Employee Relations should begin immediately to plan and begin
implementing the changes in their policies, procedures, and behaviors
needed to implement al of the transformations by 2011.

Actions by Other Organizations

VI-FL.

Health care providers, health insurance companies, private employers,
and citizens should begin immediately to plan and begin
implementing the changesin their policies, procedures, and behaviors
needed to implement all of the transformations by 2011.
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Appendix B: Basis of Savings Estimates

The table on page 18 shows baseline projected spending (i.e., the projected level of spending
in the absence of any policy changes) in 2011 and 2015. In the absence of any other changes,
health care spending in Minnesota is expected to reach about $43.9 billion in 2011 and $57.4
billion in 2015. Potential savings from the Task Force' s recommendations are cal cul ated
against these baseline levels of spending. The estimates in this table represent system-wide
savings or costs—it islikely that these will vary by payer.

The largest estimated savings come from payment reform. The fundamental restructuring of
the payment system that the Task Force has proposed is expected to result in savings from
several different sources:

First, consumers will likely switch to lower-cost providers when they have financial
incentives to do so. The experience of Minnesota’ s state employee group when atiered
insurance product with cost sharing that varies based on provider cost was introduced
provides evidence that consumers are in fact responsive to these incentives.

Second, providers will have incentives to lower pricesin order to be more competitivein
the market. Again, the experience of the state employee group indicates that when
consumers have information on cost and financial incentives to choose lower cost
providers, providers are willing to negotiate lower pricesin order to avoid being placed in
higher cost tiers and risk losing patients. Although the state employee group is one of the
largest health care purchasersin the state (covering about 115,000 lives), itis still a
relatively small share of the overall population. Implementing patient financial incentives
based on price and quality transparency on a much larger scale is expected to result in
much more powerful incentives for providers to lower pricesin order to remain
competitive.

Additional savings are expected to result as the health care system shifts away from a
system that rewards volume of services toward a system that rewards providers for
managing care well. The Task Force' s proposals to explicitly reward providers for quality
and to pay for care management services are expected to have some impact on cost and
quality, but the largest impact is expected to result from transforming the payment system
in ways that establish accountability for the total cost of care. It is difficult to predict the
size of the savings that may result, but evidence about current variation in costs across
providers indicates that the potential is significant:

0 For example, there is over a 60% difference in the cost of care provided to
members of the state employee group by the highest cost providers compared to
the lowest-cost providers, even after adjusting for differencesin health.

o Inaddition, one national study estimated the potential savingsto Medicare from
reducing variation in practice patterns at 30 percent of total spending.’®

0 A recent report from the Commonwealth Fund estimated the potential savings to
Medicare from implementing payment based on “episodes of care” for itsfeefor
service beneficiaries at about 5 to 6% of projected annual Medicare spending.*®
The concept of paying for episodes of care, like the Level 3 payment reforms
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recommended by the Task Force, envisions changing financial incentivesin ways
that encourage higher quality and more efficient use of health care resources.

Improving population health also represents a significant opportunity to achieve health care
cost savings. The savings estimates from reducing overweight and obesity, smoking, alcohol,
and use of illicit drugs are based on an assumption that the Task Force' s targets are achieved,
combined with information from various sources on the average excess health care costs per
person that are associated with these behaviors. The estimates also include a cost of $57.1
million per year to implement the programs that are necessary to support achieving these
goals. In total, the net potential savings associated with prevention and health promotion is
estimated at about 3.0% in 2011, rising to 5.7% in 2015 as more aggressive targets are
achieved.

The Task Force has also recommended specific strategies to reduce the amount of
unnecessary or unproven care, such as patient-centered decision-making and technology
assessment. The table on page 18 includes an estimated 0.1% savings associated with
implementing patient-centered decision-making, and potential savings of 1.0% and 1.3%
associated with technology assessment in 2011 and 2015, respectively. These figures are
based on savings estimates published by the Commonwealth Fund.'’

The largest potential savings associated with administrative efficiency come from making
greater use of information technology. A recent report prepared for the State of Oregon
estimated the potential net long-term savings from implementing a fully interoperable
electronic health records system at 4.3 percent of total health care spending in the state.
About one-third of the savings would be from reduced medical costs (e.g., fewer duplicative
tests and fewer adverse drug interactions), and two-thirds from increased productivity of
health care professionals and lower costs of administrative functions. Other sources of
potential administrative cost savings include lower costs of underwriting for health plans,
lower cost of contracting for both health plans and providers, and lower costs of debt
collection. Based on currently available data, these savings do not appear to be large; in
addition, they would be offset by increases in some administrative costs, such as the costs
associated with more extensive quality measurement and reporting.

The table on page 18 also includes the estimated cost to expand health insurance coverage to
all Minnesotans. From the perspective of the health care system as a whole, the net cost of
expanding coverage is the cost of the increased use of health care services that is expected to
occur when all Minnesotans have health coverage. The net annual cost to the system in 2011
is estimated at about $866 million, rising to over $1.1 billion by 2015.

In addition to the aggregate system-wide cost to cover the uninsured, it isimportant for
policymakersto consider the likely impacts on individual payers, particularly theincrease in
state government spending that would be necessary. The cost to the state will depend on what
specific policy changes are made to cover the uninsured, such as changesin the rules of
eligibility for public insurance programs. About 60% of Minnesota s uninsured are believed
to be currently eligible for public programs but not enrolled —if all of these people enrolled
in existing state programs the estimated total cost in 2011 would be over $1.3 billion (with
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state government cost of about $816 million after enrollee premiums and federal
contributions). More precise estimates of the cost of various coverage and affordability
proposals, including the thresholds of 7% of income and 10% of income at 300 and 400

percent of federal poverty guidelines, are currently under development; potential costs of the
subsidies could exceed $100 million.
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Appendix C: Legislative Charge to the Task Force

Health Care Transformation Task Force
(2007 Minnesota Laws Chapter 147, Article 15, Section 21)

Sec. 21 HEALTH CARE TRANSFORMATION TASK FORCE.

Subdivision 1. Task force. (a) The governor shall convene a Health Care Transformation
Task Force to advise and assist the governor regarding activities to transform the health care
system, and to develop a statewide action plan as provided under subdivision 3. The task
force shall consist of:

(1) two legislators from the house of representatives appointed by the speaker, and
two legislators from the senate appointed by the Subcommittee on Committees of
the Committee on Rules and Administration;

(2) two representatives of the governor and state agencies, appointed by the
governor;

(3) three persons appointed by the governor who have demonstrated leadership in
health care organizations, health improvement initiatives, health care trade or
professional associations, or other collaborative health system improvement
activities,;

(4) three persons appointed by the governor who have demonstrated leadership in
employer and group purchaser activities related to health system improvement, at
least two of which must be from alabor organization; and

(5) five persons appointed by the governor who have demonstrated public or private
leadership and innovation.

The governor is exempt from the requirements of the open appointments process for purposes
of appointing task force members.

(b) The Department of Health shall provide staff support to the task force. The task force may
accept outside resources to help support its efforts.

Subd. 2. Public and stakeholder engagement. The commissioner of health shall review
available research to determine Minnesotans' values, preferences, opinions, and perceptions
related to health care and to the issues confronting the task force, and shall report the findings
to the task force.

Subd. 3. Duties. (a) By February 1, 2008, the task force shall develop and present to the
legislature and the governor a statewide action plan for transforming the health care system to
improve affordability, quality, access, and the health status of Minnesotans. The plan may
consist of legidlative actions, administrative actions of governmental entities, collaborative
actions, and actions of individuals and individual organizations. Among other things, the
action plan must include the following, with specific and measurable goals and deadlines for
each:
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(1) actionsthat will reduce health care expenditures by 20 percent by January 2011,
and limit the rate of growth in health care spending to no greater than the
percentage increase in the Consumer Price Index for all urban consumers plus
two percentage points each year thereafter;

(2) actionsthat will increase the affordable health coverage options for all
Minnesotans and other strategies that will ensure all Minnesotans will have health
coverage by January 2011;

(3) actions to improve the quality and safety of health care and reduce racial and
ethnic disparities in access and quality;

(4) actionsthat will improve the health status of Minnesotans and reduce the rate of
preventable chronic illness;

(5) proposed changes to state health care purchasing and payment strategies that will
promote higher quality, lower cost health care;

(6) actionsthat will promote the appropriate and cost-effective investment in new
facilities, technologies, and drugs,

(7) optionsfor serving small employers and their employees, and self-employed
individuals; and

(8) actionsto reduce administrative costs
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