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Current context for health reform

AThe U.S. economy is weakd recession since 12/07
Unemployment at 8.9%: highest since 1939
Banking industry solvency: 19 major banks stress tested
" TARP program underway: results unknown
AContaining health costsd key element in economic recovery

Fastest growing expense in households, companies and
government

Only industry with employment increase since 12/07 downturn

AThe new administrationd nc hangeéyes we ca
Health care, energy, education priorities

AAccess to health insuranced campaign 2008 focus
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Budget director pick sounds alarm
(Orszag confirmation Jan. 13, 2009)

NThe princi
of the nat.|
term budget

problems is rising
health costs."




Actions: reduce health costs, cover
everyone

President Obama
speaking to Joint
Session of Congress
February 24, 20009:

AReform energy, education
and health care

ALeverage technology, focus
on preventive, reform
insurance, cover everyone

AHealth reform bill in 2009
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nNHeal th costs are t he
that's why President Obama is making
heal th care reform a

A'Health-c ar e costs are the key to our
hospitals agree that substantial efficiency improvements are possible."

A"If costs per enrollee in Medicare and Medicaid grow at the same rate
over the next four decades as they have over the past four, those two
programs wi | | l ncrease from 5% of

A"Over the long run, the deficit impact of every other fiscal policy variable
Is swamped by the impact of health-c ar e cost s. O

A"There are four key steps [to move toward a high-quality, low cost
system] (1) health information technology, (2) more resarch into what
works and what doesn't, (3) prevention and wellness, and (4) changes in

financial incentives to providers."

Source: Peter R. Orszag, Wall Street Journal, May 15, 2009
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Polling question #1.

What level of change do you believe Americans want to
see in the U.S. health care system?

A Major reform

A Moderate improvements
A Marginal change

A No change
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Impact of rising health care costs: fastest
growing expenditure for average household

Also fastest growing
expense for state and
federal governments
and employers

Ehe New YJork Eimes May 4, 2008

The Mounting Burden for Health Care

Spending on health care, which takes up more of consumers'
income than housing, food or clothing, has risen siginificantly since
2000. As the economy slows and medical costs continue to rise,
millions of people may be unable to afford care.
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Sowrces: Bueau of Economic Analysis;
Deigitte Conter for Heailth Solutions Analysis THE NEW YORK TIMES

Copyright © 2009 Deloitte Development LLC. All rights reserved.



Growing state health cost burden is a campaign
Issue: 36 governors up for election in 2010

Example: FL Public Health Expenditures as a % of Total State Revenue
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Source: Deloitte Center for Health Solutions analytics
16 open seats:

A are currently Democratic: Kansas, Maine, Michigan, New Mexico, Oklahoma, Oregon, Pennsylvania,
Tennessee, Wyoming

A are currently Republican: Alabama, California, Georgia, Hawaii, Rhode Island, South Carolina, South
Dakota

20 incumbents eligible to seek reelection:

Ans many as 10 Democrats will seek reelection: Arkansas, Colorado, lllinois, lowa, Maryland, Massachusetts,
New Hampshire, New York, Ohio, Wisconsin

Ans many as 10 Republicans will seek reelection: Alaska, Arizona, Connecticut, Florida, ldaho, Minnesota,
6Nebraska, Nevada, Texas, Vermont
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Delayed care, increased bad debt, lapsed

premiums increase

An Unusual Decline

The number of doctor visits and filled

prescriptions in the U5, has fallen in recent
quarters, not just slowed In growth.

Year-to-year change in prescriptions filled,
guarterly data

12%

"o a8 2000 o2 g 0& 'S
Source: IMS Health

Monthly U.5. physician
office visits,

12-moanth ralling avg.,
im millions
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While 5.7M jobs lost, health care increased
176,000

Health Care Starts to Look a Bit Pale

Job gains in health care and social assistance But hospitals and a few other sectors
have outpaced those of the broader job market show signs of weaker job growth
since 1990 and during the recession... Percentage change in total jobs,
Percentage change since 1990 in total jobs in: Decemnber 2007-March 2009
Annual figures Muonthly figures
BO% B e
Health care and e .
60 social assistance jobs | ¢ Home health-care
services
T G P_I‘u','z.i{i.:nlﬁ' offices
Hospitals
Eu ..................................... {:I_Utl:latie S
0 CEMEETS
Mursing-care
Total nonfarm jobs J ralzniltig; r
_Eul I e A A O B O R R R R RN -2||||||| i i [ i
1991 95 2000 ‘05  Jan, 2008-March 09 2008 09

Hokes: Menthly figures are seasonally adjusted; sector data are for anly thase sectors that have reported March figures
Source: Labor Department

Copyright © 2009 Deloitte Development LLC. All rights reserved.



Consumers say Nnthe syste

well éo

Only 1 in 5 consumers give the U.S. health care system an
above-average report card grade,;
outnumber those giving 1t an n

How Would You Grade the Overall
Performance of the U.S. Health Care System?

43%

A B C D F

Excellent Failing

Source: 2009 Survey of U.S. Health Consumers
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neand 1t wast es

a | ot

52% of Americans feel that at least half of health costs
are wasted.

10

What Percentage of All U.S. Health Care

Dollars Spent Are Wasted?
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19% 29% 39% 49% 59% 69% 79%

Source: 2009 Survey of U.S. Health Consumers
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The U.S. health system: complex, fragmented,
costly

Administrators/Watchdogs

Media Regulators

Professional

Insurers Societies/
Innovators Special Interests

Academic BigTech

Medicine Accrediting
Employers Agencies

4
Disruptors
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Polling question #2:

Based on what we know today, which stakeholder do you
anticipate will be most significantly impacted as a result
of health care reform?

A Pharmaceutical/biotechnology companies
A Medical device manufacturers

A Health insurance companies/other payors
A Health care providers/medical professionals
A Information technology companies

A Health care consumers/patients



Fundingi follow the money

AJanuary 23: President Obama signs SCHIP legislation, increasing eligibility
to 4,000,000 children and pregnant women; $32.3B funded through increase
of 62 cent federal tax on each pack of cigarettes

AFebruary 17:Pr esi dent Obama signs $787B si
Recovery and Reconstruction Act) that includes $145B for health care

AFebruary 26:Pr esi dent announces fAdowndapay:
$634B 10-year fund to pay for long-term health reforms; cuts to
pharmaceutical companies and Medicare Advantage plans plus increased
taxes for those earning more than $250,000

AMarch 11: Congress approves $410B appropriation to operate government
through September 2009, including modest increases in a few areas of
health cared primary care, NIH, National Service Corps

AApril 29: Passage of FY10 budget; targeted investments in health reforms
(FDA, bundled payments); 8% overall growth in federal spending for
Medicaid and Medicare but effective rate increase of 0.1%; insurance reform
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February 17: The American Recovery and
Reinvestment Act (the stimulus package): $787B

Increase
Access

Reduce
Costs

Improve
Quality

Improve
Infrastructure

$87B Medicaid
$27B COBRA (6.5M)
$32.3B SCHIP expansion (4M)*

$1.1B Comparative effectiveness
$10.2B Biomedical research
$19B Health care IT

$1.0B Prevention & wellness

$1.2B VA facilities

*SCHIP expansion via other legislation; not in stimulus package
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$3B National Science Foundation
$0. 8B Nat &l Ocec
Atmospheric Assoc.

$19.9B Food stamp increase
$4.1B Child care services

$7.2B Broadband access
$38.7B Energy and electricity
$2.8B Homeland Security
$3.1B Indian facilities

$2.3B DOD facilities

$19.4B Clean environment
$27.5B Highway

$20.5B Public transportation
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Breakdown of the HIT Stimulus Fund

The CBO has already revised initial estimates for EHR Incentives. Current estimates exceed $36B.

Agenc Funding
gency (M) Description

Division A

HHS: HRSA 1,500 AFund_s _fpr the construction, renovation and e_qument and for the
acquisition of health IT systems for community health centers

HHS: Office of the National AFunds for the establishment of the National Coordinator for Health

Coordinator for Health 2,000 Information Technology, a policy committee, a standards committee, the

Information Technology development of HIT, etc. (See Title XIlII of Division A of ARRA)

HHS: Office of the Secretary 50 Almprove information technology security

AFunds may be used for telehealth services deployment and related
HHS: IHS 85 infrastructure requirements. Funds to be allocated at the discretion of the
Director of the Indian Health Service

AFor Health IT research and activities to facilitate adoption of EHR in

SSA 40 disability claims

AA portion of this amount may be used to encourage the development and
HHS: Agency for Healthcare 400 use of clinical registries, clinical data networks, and other forms of
Research and Quality electronic health data that can be used to generate or obtain outcomes
data

Part A Total 4,075

AThe Congressional Budget Office estimates the total outlays of over $36B
for incentive payments. They also estimate that these costs will be
offset by over $15B in reductions in health expenditures and in penalties
resulting in the net costs of around $20B

Division B - Incentives
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HITECH Act: EHR adoption and
Nmeani ngf ul

$36B in payment

incentives for
adoption and

Ameani ngf ul

of EHRs

Who Distributes
the Funds

Recipients
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useo I

Center for Medicare
and Medicaid

useo

Services

States through
Medicaid Claims
Processing
Contractors

Acute Care Hospitals
and
Hospitals;
Physicians, Dentists,
Nurse practitioners,
Midwives, FQHCs

Medicare
Administrative
Contractors

Acute Care Hospitals
and Critical Access
Hospitals; Physicians

N C en
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HITECH incentive estimator tool

EHR Adoption Incentive Values by Year
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Sample HITECH model findings

Based on the data provided, a sample 13-hospital system has a total adoption value of
$151MM over the next 10 years through a combination of incentive payments and penalty
avoidance.

Medicare $26,336,084 $ 19,752,063 $ 13,168,042 $ 6,584,021 $ -3 - % - $ - 8 - 38 - % - $ 65,840,210
Medicaid $ 7,207,594 $ 5,766,075 $ 1,441,519 $ - $ - % - % - 3% - 8 - % - $ - $ 14,415,189
Penalty $ -3 - 3% - 3% - $ 3,948,766 $ 7,897,532 $ 11,846,298 $ 11,846,298 $ 11,846,298 $ 11,846,298 $ 11,846,298 $ 71,077,790

Totals $33,543,678 $ 25,518,138 $ 14,609,561 $ 6,584,021 $ 3,948,766 $ 7,897,532 $ 11,846,298 $ 11,846,298 $ 11,846,298 $ 11,846,298 $ 11,846,298 $151,333,188

w» $40,000 Syears - $84.20 MM 10 years - $151 MM
% I
2 $35,000 | !
o
£ I
$30,000
$25,000
$20,000
$15,000
$10,000
. a B |
2 2 < 2 2 2 < 2 2 < 2
% i 079 Z > % 4 076‘ 076’ A 0’8’ 0{9 0‘30 0‘37
® Medicare Incentives Medicaid Incentives m Penalty Value

17 Copyright © 2009 Deloitte Development LLC. All rights reserved.



February 26: FY10 reserve fund proposal

$634B, 10 year health care fund to pay for health reforms

Funding fromé

A$318B tax increases (mortgage deduction decrease,
Medicare premium increases for wealthy enrollees,
$250K HH tax cuts eliminated 2011)

A$177B from Medicare Part D competitive bidding

A$139B lower payments, including $24B hospital
bundled payments - ($17B) and substandard care ($8B)
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March 11: FY09 budget continuation ($410B)
(funding for government operations through 9/09)

Alncrease of $938M for NIH bringing budget to $30.3 (+3.2%)

" Includes funding for 10,600 research grants
" In ARRA, $10.2 B for NIH including $1.3B for university research
facility upgrades

Alncrease of $125M for community health centers (CHCs) to

$2.2B
" In ARRA, additional $2B for CHCs ($1.5B for construction)

A$222M for physician training

A$300M for immunizations
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April 7: FY10 budgetd 8% increase in federal
spending for Medicaid, Medicare; major cuts

A19% increase in Medicare prescription drug benefit - $53.2B in 2010
compared to a 27 percent increase in FY2009 spending

AElimination of the sustainable growth rate model for adjusting physician
payments; the budget proposes to hold payments flat at a cost of $11.7B

Alncrease of 17% for Medicare Fraud Detection to $1.7B

ANo increase for the CDC: its FY10 budget is $6.8B vs. $7.1B in FY09
(offset by $300M targeted in the stimulus package)

ANIH's budget of $34.1Bd increase from FY09 $30.2B (plus NIH additional
$10.4B in ARRA stimulus package)

A19% increase to $3.2B for FDA to expand food inspection, oversight of
biologic generics. (The FDA did not receive funding under the stimulus
package February 17)

AElimination of or changes in a number of health-related human services
programs including abstinence education, child welfare, Head Start,
Children and Family Service

ACuts in rate of Medicare growth, prescription drug costs, savings from
bundled payments to hospitals and fraud detection

20 Copyright © 2009 Deloitte Development LLC. All rights reserved.



Polling question #3:

How quickly do you believe a return on health reform
Investments will be seen?

A 1-2 years

A 3-4 years

A 5-7 years

A 8-10 years

A More than 10 years
A Maybe never
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Looking ahead at the Health Reform Bill

Phase one: Legislative Committee Hearings (April-June)
AHouse Ways and Means (Rangel)

AHouse Energy and Commerce (Waxman)

AHouse Education and Labor (Miller)

ASenate Finance (Baucus)

ASenate Health, Education, Labor and Pensions (Kennedy)

ASenate Budget (Conrad)

Phase two: Joint Conference Committee produces bill (July-August)
AResolve major differences

AEvaluate offsets, funding
ADetermine voting mechanism (reconciliation)

Phase three: vote on bill in each house (by October 15)
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Key players

Max Baucus:

Senior Senator from
Montana

Roy Blunt:

Member of the U.S. House
of Representatives from
Missouri's 7th District
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Chuck Grassley:

Senior Senator from
lowa

Mike Ross:

Member of the U.S. House
of Representatives

from Arkansas's 4th district

Ted Kennedy:

Senior Senator from
Massachusetts

Pete Stark:
Member of the U.S. House

of Representatives from
California's 13th district
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Arlen Specter:

Senior Senator from
Pennsylvania

Henry Waxman:
Member of the U.S. House
of Representatives from
California's 30th district
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Key playersd Administration officials

Kathleen Sebelius: Nancy-Ann DeParle:
United States Secretary of Director of the White House
Health and Human Services Office on Health Reform
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