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There are four basic approaches to VBID:

1. Design by service. Waive or reduce copayments or coinsurance for
select drugs or services, such as statins or cholesterol tests, no matter
which patients are utilizing them. This is the strategy employed by
Pitney Bowes, which in 2002 reduced the copayments for drugs that
treat asthma, diabetes and hypertension.’ Marriott International, Inc.,
adopted a similar approach for drug classes used to treat diabetes,
asthma and heart disease.

2. Design by condition. Waive or reduce copayments or coinsurance
for medications or services, based on the specific clinical conditions
with which patients have been diagnosed. This approach is illustrated
by the University of Michigan Focus on Diabetes Program, which
lowered copayments for selected evidence-based medications and
services for all employees with diabetes.™

3. Design by condition severity. Waive or reduce copayments
or coinsurance for high-risk members who would be eligible for
engagement in a disease management program.

4. Design by disease management participation. An extension

of the third design approach, this VBID solution provides reduced

or waived copayments or coinsurance to high-risk members who

actively participate in a disease management program. The City of

Asheville Project highlighted this approach through offering free

medications and testing equipment only for diabetics who attended

educational seminars. Wisconsin-based QuadMed, a subsidiary of

QuadGraphics, sponsors eight worksite clinics and three pharmacies

that play an integral role in its value-based insurance design. Jennifer Boehm,
Employees who utilize an onsite clinic have a lower copayment than Principal,
that for alternative care sites. Moreover, if they choose a preferred Henit Associates
PPO network, employees pay a lower coinsurance rate for an

office visit than for non-preferred network physicians. In addition,

employees earn financial incentives if healthy behaviors are achieved,

such as exercising three times a week or reaching certain clinical

benchmarks, like improvement in diabetes management measured

by reductions in HbA1c levels.



The financial impact of VBID programs on health care spending depends on
the level and precision of clinical targeting and the extent of the changes in
copayments. Since many clinical services provide higher value for a select
subset of patients, the better the system is at identifying those patients,

the greater the likelihood of achieving a high financial return. More careful
targeting of interventions results in lower program costs, because fewer
individuals are eligible for copayment reductions.

Offsetting the added costs of collecting lower copayments and the related
increased use of high-value services are the savings incurred by reductions

in future adverse events, which are avoided by achievement of better clinical
outcomes. For example, the increased direct costs of lower patient cost sharing
for asthma control medications would be at least partially offset by savings
resulting from fewer emergency room visits for acute asthma.

The net financial benefit of the VBID program improves if:
» the underlying risk of an adverse outcome is high;
= the cost of that adverse outcome is high;
= consumers are responsive to lower copayments; and,
» the service is effective at preventing the adverse outcome.

Additional return on investment accrues if the non-medical benefits of
improved health are considered, such as reduced disability and absenteeism,
and enhanced productivity.

A recent Medical Care editorial reviewed the literature on the financial impact
of changes in patient copayments, and found that cost offsets do occur,
particularly among those with chronic diseases. Several studies evaluated
how decreases in prescription drug spending that resulted from higher
patient copayments led to increases in utilization of non-drug services such as
hospitalizations, emergency room visits, etc. Offsets tended to be higher in the
more targeted populations with chronic medical diagnoses.!®



Several private and public sector employers, health plans, and pharmacy
benefit managers have implemented VBID programs providing incentives to
increase the use of high-value services. Notable early adopters include the
City of Asheville, North Carolina; Pitney Bowes; Marriott International, Inc.; the
State of Maine and the University of Michigan. In most cases, VBID programs
simply lowered copayments on classes of medications identified as high value,
typically those used for managing diabetes or heart disease, as in Approach

1, above. In other cases, such as the Asheville Project, the Focus on Diabetes
program at the University of Michigan, and the UnitedHealthcare Diabetes
Health Plan, the VBID program targets patients with a particular clinical
condition.

From the experience of these early programs and efforts that followed, it is
clear that to be successful, VBID programs need to adhere to the “clinically
sensitive” principle, recognizing that the value of various services differs and
the value of any specific intervention likely varies among patients. Allocation
of resources is more efficient when the amount of patient cost sharing is
based on the value of the specific health care service to a targeted patient
group. The archaic “one-size-fits-all”
exclusively on reducing costs by increasing copayments across the board,

approach, in which employers focus

fails to acknowledge the unique differences in clinical value among medical
interventions and among patients.



Although there is growing interest from employer groups and health plans in
VBID programs, their uptake is gradual, indicating that there are some barriers
to implementation. Recognition of these possible obstacles is part of the
solution to overcoming them.®

Lowering
costs for targeted drugs will increase short-term pharmacy spending
and utilization. Yet, the expectation is that better adherence will result
in better health and fewer adverse complications in chronic conditions.
There is a concern, however, that when copayments are reduced and
costs rise, clinical status may not improve for enough of the targeted
population to offset the costs associated with increased use of benéefits.

Broader data
are the key to understanding opportunities and integrating VBID
into existing and emerging health information systems and disease
management programs.

VBID programs that target specific diagnoses or high-risk
patients may encounter this problem, but clear communication of VBID
objectives can engender a positive response from employees.

The transfer of data and communications efforts
must comply with the Health Insurance Portability and Accountability
Act (HIPAA), the same compliance issue that arises with disease
management programs.

Although there is an ongoing debate about whether VBID strategies
produce a short-term positive ROI, expanded use of VBID and improved
adherence to beneficial therapy hold the prospect of improved health
outcomes, lower costs, and healthier, more productive employees.



There are few studies on the impact of
decreased copayments on utilization of and adherence to clinically
sensitive health care services. It is critical, however, to measure
outcomes, specifically increased utilization and adherence, with the
appropriate clinical outcome metrics associated with targeted therapy.

If copayments are lowered for all products
to treat the conditions targeted by the VBID program, use of some
products for other conditions that would otherwise provide high value
for the health care plan may, in effect, be discouraged.

VBID may attract a disproportionate number of
patients with chronic conditions by specifically targeting those patients
or the services they use. Adverse selection will be less of an issue when
the health plan population is relatively stable.

Measuring
value requires using a blend of clinical judgment, health economics,
and actuarial techniques. Setting copayments appropriately takes robust
actuarial analysis. VBID programs become easier to create as we learn
more about high-value services through comparative effectiveness
research.

VBID programs may have difficulty in differentiating
between patients who qualify for lower copayments and those who do
not, encouraging some providers and patients to misreport information
in order to qualify for the reduced copayment. Information that
identifies and classifies patients could prevent this type of fraud.
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As VBID matures, a variety of organizations — business coalitions, health
insurers, employers, managed care organizations, and labor unions — have
created programs that reflect the ideals of value-based design: clinically
sensitive to the variation in benefits both across medical services and among
patients, and yielding the most value out of each health care dollar spent.
Some of the case studies presented here describe programs that are in their
development stages; other examples have a longer track record.

WellPoint, Inc.

BUSINESS DESCRIPTION: Headquartered in Indianapolis, Indiana, WellPoint is a health
benefits company serving the needs of approximately 35 million medical members
nationwide.

INITIATION OF VBID PROGRAM/STRATEGY: Late 2002.

PROGRAM OBJECTIVE: To determine the effect toward improving member health care of
increased member education and waived or reduced copayments for drugs used to treat
chronic disease states.

VBID PROGRAM COMPONENTS: WellPoint developed four similar pilot programs testing the
benefits of a VBID model: the State of Maine, with 40,000 employees, targeting diabetes;

a large retailer, with 24,000 employees, addressing diabetes and transplant medications; a
large laboratory company, with 25,000 employees, targeting diabetes; and a midwestern
city, with 5,000 employees, targeting diabetes and hypertension. WellPoint waived or
reduced copayments for all four pilots. In the case of the retailer, WellPoint waived the
copayment for transplant drugs for the first year, with a 10 percent coinsurance during
subsequent years. The rationale, says Brian Sweet, WellPoint's chief pharmacy officer,

is based on the expense and quality-of-care consequences of organ rejection without
appropriate medications.

In addition, for 2009, WellPoint is offering four value-based benefit designs that correspond
to the four basic VBID models: 1) design by service, 2) design by condition, 3) design by
condition severity, and 4) design by disease management participation. Four groups have
adopted model #1, and one group is using model #4, with other clients exploring various
models expected to be available in 2010.

PROGRAM RESULTS: Preliminary results for the City of Maine pilot, the Telephonic Diabetes
Education and Support program, show an improvement in medication possession rate
(MPR), jumping from 77 percent to 86 percent after the program. In addition, compared

to a randomly matched control group, members who participate in this program have an
adjusted average cost of $1,300 less over 12 months of follow-up, according to HealthCore,
WellPoint’s outcomes research subsidiary.



Caterpillar, Inc.

BUSINESS DESCRIPTION: Based in Peoria, lllinois, Caterpillar is a Fortune 50 company
specializing in forestry, construction and mining equipment, and energy solutions, with
80,000 employees and 120,000 covered lives.

INITIATION OF VBID PROGRAM/STRATEGY: January, 2005.

PROGRAM OBIJECTIVE: To develop a risk management strategy to identify those at highest
risk for coronary, diabetes or stroke events. These conditions were not only contributing to
claims costs, but also to disability and unscheduled absences. Direct health care costs had
increased 20 percent over four years.

PROGRAM COMPONENTS: According to Michael Taylor, M.D., medical director for health
promotion at Caterpillar, the program, although not yet entirely founded on value,
encompasses:

* One hundred percent coverage for well-women and well-baby care; zero
copayments for drugs for diabetes and its associated co-morbidities, and free
colorectal screenings for those at high-risk for colon cancer.

= Tracking of both financial and clinical outcomes over time.

» Health Risk Assessment (HRA), which earns employees, spouses and retirees under
65 a $900 reduction on their yearly insurance premium. Disease management
programs to reflect HRA information.

» Risk stratification by cardio-metabolic indicators for diabetes, such as blood
pressure, lipids, triglycerides and fasting glucose, in order to target members most
at-risk for an adverse event.

= A Healthy Lifestyle index to encourage employees to make behavioral changes.

* Onsite nurse coaches who schedule one-on-one meetings with program
participants, offer classes, and coordinate awareness and screening campaigns.

PROGRAM RESULTS: Caterpillar's diabetes program has rendered positive results:

» Fifty percent of enrollees experience HbA1c reduction, from 8.7 to 7.2, on average,
over the course of a year;

» Ninety-six percent of enrollees measure their HbA1c levels.

» Seventy-two percent meet activity recommendations promoted by the Surgeon
General.
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Dania Palanker, Deputy
Administrator, SEIU
Health Care Access Trust

Service Employees International Union (SEIU)
Health Care Access Trust

BUSINESS DESCRIPTION: Headquartered in Washington, D.C., the two million-member
union represents workers in three sectors: health care, including hospitals, nursing homes,
and home care; property services, including building cleaning and security; and public
services.

INITIATION OF VBID PROGRAM/STRATEGY: Spring, 2009.
PROGRAM OBIJECTIVES:
= Expand first-dollar coverage for building cleaning and security personnel.
= Provide insurance for all union members.
= Improve quality of health care.
= Help members better manage health.

PROGRAM COMPONENTS: SEIU introduced a pilot program in Minneapolis, Minnesota,

and Milwaukee, Wisconsin, addressing janitorial and security employees. The program
established a zero copayment tier for drugs for asthma, hypertension and diabetes, based
on information gleaned from health risk assessments. In addition, if employees participated
in a disease management program, they were reimbursed for their doctor visit copayment
or received a free debit card to cover copayments. Those without a chronic disease but who
participated in telephonic coaching for weight loss or smoking cessation received the same
debit card or reimbursement benefits. The benefits will be expanded to other conditions.

PROGRAM RESULTS: Although results for the program are not yet available, Dania Palanker,
deputy administrator of the SEIU Health Care Access Trust, expects the program to be cost-
neutral, while improving the health of members.



Mid-America Coalition on Health Care (MACHC)

BUSINESS DESCRIPTION: MACHC is an employer-driven, non-profit collaboration of
stakeholders in the bi-state Kansas City region, including 465,000 covered lives.

INITIATION OF VBID PROGRAM/STRATEGY: November, 2008.

PROGRAM OBIJECTIVES: Use value-based design principles to develop data-driven tools and
resources to:

» Help employers improve the health of employees and their families.
» Promote employee wellness.
» Manage longer-term health care costs.

PROGRAM COMPONENTS: Called the Kansas City Collaborative (KC2), this two year
collaborative, employer-based national pilot program is not simply an insurance program,
but also one that encompasses health and wellness. “KC2 aims to educate employers

on the value of aligning incentives for desired health behaviors and removing health

care barriers for their employees. It also seeks to build data-driven resources and tools to
demonstrate how Value Based Benefits concepts can be implemented across a broad range
of workforces and corporate cultures to improve employee health and manage health care
costs. Key learnings from Kansas City employers will be shared so that Value Based Benefits
concepts can be replicated by other employers across the country.” The National Business
Coalition on Health (NBCH) will disseminate the strategies; Pfizer Inc. is providing technical
and financial assistance.'®

Prior to launch, KC2 offered a series of educational sessions to support employers in
implementing value-based benefit initiatives, which will be introduced during the second
year of the project. The collaboration also is developing an Employer Guide, which will track
informational content gathered during the project and highlight the experience of coalition
members in applying the value-based strategies to their organizations.

PROGRAM RESULTS: Results are not yet available.

15

Bill Bruning, President and
CEO, MACHC
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Health Alliance Medical Plans, Inc. (HAMP)

BUSINESS DESCRIPTION: Health Alliance Medical Plans, based in Urbana, lllinois, is a
provider-sponsored health insurer providing health care coverage to more than 310,000
members in Illinois and lowa.”

INITIATION OF VBID PROGRAM/STRATEGY: October, 2008.
PROGRAM OBIJECTIVES:

* Increase medication compliance.

» Reduce cost barriers to accessing drugs.

= Achieve better health outcomes.

= Manage disease states more effectively.

Reduce medical costs for asthma and diabetes.

PROGRAM COMPONENTS: Available to 86,000 fully insured members and dependents,
the HAMP program has developed a fourth copayment tier called the Value Based Benefit
tier, which addresses members with diabetes, hypertension and asthma. The new benefit
makes specific drugs related to the three conditions available for a 10 percent copayment
(10 percent of the retail cost), a copayment less than HAMP's second tier $22 copayment.
All statins are available for $10 or less. Health Alliance expects to expand the program to
include drugs for multiple sclerosis, rheumatoid arthritis and other rare diseases, using
incentives based on compliance, both to encourage compliance and to reward it. It also
moved lower value drugs to higher tiers and chose not to cover over-the-counter non-
sedating antihistamines, the latter decision saving $2 million.

PROGRAM RESULTS: A pilot group demonstrated increased compliance due to the new
fourth tier; better blood sugar control; a move from rescue to control drugs for asthma;
and fewer heart attacks, strokes, and kidney failures. Although utilization and monthly
prescription drug costs increased for diabetes and asthma, medication adherence
(medication possession rates) for diabetics and asthmatics increased 10.6 percent and
32.7 percent, respectively. Christina Barrington, HAMP's director of pharmacy, anticipates
that the program will generate long-term medical savings.
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Hannaford Brothers Company

BUSINESS DESCRIPTION: Founded in 1883 and based in Maine, Hannaford Brothers
Company operates 167 supermarkets in the northeastern United States, employing more
than 27,000 associates. Hannaford is a part of the Brussels-based Delhaize Group, a global
food retailer with $27.8 billion in annual sales.'®

INITIATION OF VBID PROGRAM/STRATEGY: January, 2004, for the VBID program addressing
incentives for selecting top-quality providers; January, 2008, for the non-invasive surgery
program.

PROGRAM OBJECTIVES:
» Improve quality of care for employees.
» Provide safer care by promoting the use of minimally invasive surgery.
» Deliver care more efficiently.
» Reward employees for using higher performing providers.

PROGRAM COMPONENTS: Hannaford has promoted richer benefits for individuals using
top-tier providers; reduced copayments for certain disease states; offered healthy behavior
credits; maintained real-time data on biometric outcomes for patients and providers and
offered incentives for using certain providers for minimally invasive procedures. Hannaford
has pushed for changes in surgical standard practice in Maine hospitals toward less-invasive
techniques. Because minimally invasive surgery for hysterectomies, appendectomies and
gastric bypass can shorten the length of hospital stay, reduce complications and speed up

return to work, Hannaford wanted to make these procedures more available to its workers. ,
Peter Hayes, Director of

Associate Health and Wellness,

Hannaford worked with Eastern Maine Healthcare Systems on the project. Surgeons at
Hannaford Brothers Company

the system’s 337-bed Eastern Maine Medical Center in Bangor now use minimally invasive
surgery as the default for hysterectomies and a number of other procedures.

PROGRAM RESULTS: According Peter Hayes, Hannaford’s director of associate health and
wellness, Hannaford has realized improvements in diabetes biometrics and decreased
the risk of heart attacks, and has saved both employees and the company money through
incentives for choosing top-tier providers.
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City of Springfield, Oregon

BUSINESS DESCRIPTION: Springfield is a municipality with 241 employees, excluding fire
and police, and 1,140 covered lives with a fully insured benefit plan.

INITIATION OF VBID PROGRAM/STRATEGY: December, 2005.
PROGRAM OBIJECTIVES:

» Promote a value-based benefit design similar to the successful one embraced by the
City of Asheuville.

» Produce evidence that the model, which waives copayments and provides
pharmacist counseling for diabetics, could positively affect business.

PROGRAM COMPONENTS: Based on the Asheville model, the city conducted a study called
EMPOWER for patients with both type 1 and type 2 diabetes. Patients were enrolled from
December, 2005, through February, 2006. Copayments and coinsurance were waived for
drugs and physician office visits related to diabetes control, and the intervention group also
received referrals to a participating pharmacist for individualized consultation. The program
focused on improvement in HbA1c and cholesterol levels, medication adherence, and sick
leave.

PROGRAM RESULTS: Upon entry into the program, the mean HbA1c levels were

7.25 percent and 7.32 percent for those in the control and intervention groups, respectively.
After the waived copayment for both groups and additional counseling for the intervention
patients, HbA1c levels decreased 30 percent and 50 percent for control and intervention
groups, respectively.

The study also looked at the percentage of patients at an HbA1c target level of less than or
equal to 7 percent, as recommended by the American Diabetes Association. Data showed
that in the control group the percentage that achieved the target level decreased from

50 percent to 48 percent before and after the program, but for the intervention patients the
percentage rose from 46 percent to 63 percent.

Mean serum cholesterol dropped by 8.7 mg/dL for the control group and 13.5 mg/dL

for the intervention group, while LDL decreased by 1.6 mg/dL and 5.8 mg/dL for the

two groups, respectively. On the other hand, HDL decreased in both groups. Sick leave
decreased dramatically for those in the intervention group, from 83.7 hours to 68.4 hours,
but rose for the control group, from 87.7 hours to 90.4 hours. Although the average cost
per intervention patient was $950, compared to $500 per patient in the control group,
intervention patients showed better glycemic control and took fewer days off work.

Ardis Belknap, human resources manager for the City of Springfield, Oregon, is optimistic
that the program may translate into improved health for those with diabetes — not
immediately, but in the future — and remove barriers to access to care. She says that the
value-based design has been adopted by other employers and organizations and is slated
to include more diseases, such as depression. Because of the success of the program, the
benefit became a regular offering available to all covered lives with diabetes in early 2008.



Midwest Business Group on Health (VBGH)

BUSINESS DESCRIPTION: Based in Chicago, the Midwest Business Group on Health is a
not-for-profit coalition of 90-plus private and public employers that promotes collaboration
to improve the cost and quality of health care.

INITIATION OF VBID PROGRAM/STRATEGY: Summer, 2007.
PROGRAM OBIJECTIVES:
» Adopt a VBID program.
» Improve diabetes chronic disease management.
» Balance quality and costs.
» Demonstrate clinical improvements in employees with diabetes.

PROGRAM COMPONENTS: MBGH?’s VBID program, “Taking Control of Your Health,” is part
of the Diabetes Ten City Challenge in which employers provide employees, dependents
and retirees who have diabetes with a voluntary health benefit, waive the copayments for
diabetes medications and supplies, and help people manage their diabetes with the help
of a specially-trained pharmacist “coach.” “Taking Control of Your Health” is a multi-year
effort to address diabetes and other conditions that represent a significant health issue

in the seven-county Chicago metropolitan area and in North Carolina. About 200 people
are participating in the program, representing employees from Hospira, Inc., the Jewish
Federation of Metropolitan Chicago, and Pactiv Corporation. Jessica Westhoff, director of
projects and communications at MBGH, says the consultations with pharmacists have been
a positive addition to the waived copayments. MBGH is actively recruiting other employers
to participate.

PROGRAM RESULTS: Although statistics on adherence to medications and costs associated
with the program are not yet available, MBGH does indicate positive process measures after
a year in the program: on average, patients’ HbA1c levels dropped from 7.1 percent to

6.9 percent; systolic and diastolic blood pressure decreased from 129 and 78 to 125 and
76, respectively; LDL cholesterol fell from 92 to 87; and body mass index (BMI) fell from
32.3 to 31.

19
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UnitedHealthcare

BUSINESS DESCRIPTION: UnitedHealthcare, part of the UnitedHealthcare Group, provides
benefit plans and service solutions on a dedicated basis to large, multi-site employers, and
coordinates network-based health care benefits and services on behalf of small to mid-sized
employers, as well as individuals and families. UnitedHealthcare offers a full spectrum of
consumer-oriented health benefit plans and services to 26 million covered lives.'

INITIATION OF VBID PROGRAM/STRATEGY: January, 2009.

PROGRAM OBIJECTIVES:
= Help diabetics and pre-diabetics manage their conditions more effectively.
= Control employers’ escalating costs in insuring this diabetes population.
= Delay the progression of the disease in people with diabetes.

PROGRAM COMPONENTS: The Diabetes Health Plan, a first-of-its-kind program, rewards
diabetics and pre-diabetics who routinely follow medically proven steps to help manage
their condition, including regular blood sugar checks, routine exams, preventive screenings
and wellness coaching. The benefit incentives include some diabetes-related supplies

and prescription drugs at no charge (insulin, oral anti-glycemics, anti-depressants,

statins, angiotensin receptor blockers and ACE inhibitors), lower copayments for related
doctor visits, and a voluntary screening model to help members determine if they have
undiagnosed diabetes or suffer from pre-diabetes conditions. Participants also have access
to online monitoring and education tools at no cost, and they must comply with diabetes
and preventive care evidence-based guidelines to remain in the plan.

PROGRAM RESULTS: UnitedHealthcare anticipates that the Diabetes Health Plan will result
in a savings of $500 a year per member. According to UnitedHealthcare data, treating pre-
diabetic patients costs $5,000, while the average annual cost of diagnosed diabetics with
complications, such as heart disease or kidney failure, can be as high as $30,000.2°

Sam Ho, M.D.,
Executive

Vice President and
Chief Medical Officer,
UnitedHealthcare
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As employers seek to become more prudent purchasers of health care, they
need value-based measurement tools to help assess the benefits of their
expenditures. Avalere Health and its research partners — the Center for Value-
Based Insurance Design, the National Business Coalition on Health and Pfizer
Inc. — concluded in an analysis published in November, 2007, that employers
lacked reliable ways to evaluate the value of the pharmacy benefits they
purchase. Of the more than 175 existing pharmacy benefit-related measures
identified in the analysis, only 4 percent focused on value. The researchers’
white paper, “Assessing Value in Pharmacy Benefits/Do Employers Have the
Right Tools?” studied the landscape of measures used to evaluate the U.S.
health care system. The paper classified the measures according to whether
they assess cost, quality or value, the latter defined as taking into account both
cost and quality.?' In light of the current lack of value measures, the report
recommends five areas for employers to consider:

» Acknowledge the tension between cost constraint and quality
improvement by encouraging the development of measures of value.

» Acknowledge that health care services differ in the value they
provide; thus, treat high-value services differently.

= Attain information on value across the health care system by
investing in information technology and linking all claims data.

» Acknowledge that patients respond to both financial and non-financial
incentives when it comes to medication adherence.

= Understand the value of benefits offered in terms of the entire health
care spectrum.
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Thomas Parry, PhD,
President, Integrated
Benefits Institute

An essential yet underestimated component of the VBID agenda is the
requirement for rigorous evaluations of both the clinical and economic aspects
of these innovative programs. An ideal evaluation should:

= Measure patient-reported clinical outcomes in addition to process
measures that predict high-quality care.

= Use appropriate control groups. Controls make it possible to
determine the extent to which observed clinical and economic
changes are the result of the VBID design.

» Incorporate long-term follow-up to more effectively reveal the clinical
gains of high-value services.

= Measure the non-medical benefits of health improvement, such as
effects on productivity and disability.

The reported clinical and economic effects of VBID programs — from studies
with marked variation in scientific rigor and often published in non-peer
reviewed sources — shed some preliminary light on the impact of different cost
sharing arrangements on health outcomes and utilization of services. These
studies, for the most part, use a “pre-post” research design without a control
group, are of short duration, and focus on process measures. One study, the
“Impact of Decreasing Copayments on Medication Adherence Within a Disease
Management Environment,” did use an appropriate control group to assess
the effects of reducing copayments for five chronic medication classes in

the context of a disease management program.'2 This study found increased
adherence in four of the five classes and a decrease in non-adherence by

7 percent to 14 percent. It also concluded that the full financial and clinical
consequences were difficult to assess because health gains and financial
offsets associated with better adherence may accrue over time.
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San Francisco-based Integrated Benefits Institute (IBI) offers a variety of

tools to help employers benchmark their benefits programs and assess the
health and productivity of their workforces. IBI President Thomas Parry, PhD,
is concerned about conditions that may not incur high medical costs but do
have a huge impact on productivity, such as depression, which is a large driver
of presenteeism (working at impaired levels). IBI's models can measure a
medical condition’s contribution to lost productivity and identify interventions
to increase productivity. Parry supports the use of valid employee self-reported
data, such as health risk assessments, as a means of uncovering medical
conditions that affect productivity. With this information in hand, he believes
that employers can align benefits with employee needs.

Based on data from 10 corporations, a 2009 study reported in the Journal of
Occupational and Environmental Medicine indicates that health-related lost
productivity costs are 2 to 3 times greater than measures of direct spending
alone. Researchers found that, when full costs are measured rather than
medical costs alone, health conditions such as depression, obesity, arthritis,
and other musculoskeletal problems have a stronger influence on driving up
health care costs. To fully gauge health-related productivity costs, researchers
measured direct medical and pharmaceutical spending along with calculations
of the monetary value of lost productivity when employees were absent or
working at impaired levels known as “presenteeism.” The study notes that
employers have not historically assessed costs in this way, preferring instead a
“siloed” approach that seeks to manage single health-cost categories, such as
medical visits or pharmaceuticals, through benefit-package design.?2

Additionally, Hewitt Associates has developed a real-time Value-Based Design
Model that analyzes the effect of reducing employee cost sharing for specific
health care services and increasing employee cost sharing for others. The
consulting group is helping companies develop evidence-based VBID programs
that reduce or remove financial barriers for health care services proven to be
effective for treating certain conditions, while potentially increasing cost sharing
for services that have proven to be less effective. The model’s objective is to
create value-based designs that enable employers to minimize costs while
ensuring that their employees receive the highest quality health care. Hewitt
creates ROI scenarios for employers based on specific diseases, employee
participation in disease management programs, and focus on target audiences.
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Prime Therapeutics, a pharmacy benefits manager owned by 10 Blue Cross and
Blue Shield plans, and subsidiaries and affiliates of those plans, has developed
its Efficiency Program. The program stratifies members by risk for a future
adverse medical event, provides a metric to understand how well pharmacy
dollars are being spent, and allows for the implementation of targeted clinical
programs and benefit designs based on member needs. The program focuses
on therapeutic categories in which there are proven health outcomes, using
predictive modeling and medical claims data to identify the high-risk members,
and pharmacy claims data to determine who is adherent to their medications.
An efficiency report documents utilization and spending; an efficiency ratio
displays how effective an employer is in spending pharmacy dollars. Prime
Therapeutics designs value-based benefits and clinical intervention programs
aligned with certain conditions. They include exemption from step therapy

and prior authorization for high-risk members, a lower cost share for drugs

and services for those at high-risk, and inclusion of disease management and
compliance programs.

Aetna is in the midst of a multi-year prospective study that is looking at a group
of heart attack patients who have no copayments for their cardiac drugs versus
a control group that has a normal copayment for the drugs. The objective is to
measure the effect of the copayment on compliance and on the incidence of
second heart attacks.

If an immediate monetary return on investment (ROI) on direct medical
expenditures is a major objective of a value-based insurance design, then

the program sponsors may be disappointed. The VBID proposition implies

that all benefits that come from improvement in health are to be considered,
encompassing benefits beyond those in expenditure on health care. Value
implies cost effectiveness, not cost savings, although VBID offers a set of
principles that can help guide the inevitable increased reliance on demand-
side containment initiatives. The goal of the health care system is to improve
health, not save money.’

In the long run, VBID will guarantee more health per dollar spent by increasing
the use of highly valued services and decreasing use of those of lesser value.
The economic impact of a VBID program, however, largely depends on the
details of each program. The likelihood of lowering medical expenditures

is directly related to the decreased use of medical interventions that do not
produce value.?®



Assuming that high-value and low-value services can be adequately
distinguished, it is possible to achieve any cost target by financing the costs

of lower copayments for high-value services through higher copayments for
those services of lesser value. Distributing costs over a wide list of services
helps minimize the copayment increase for any one service. However, because
health and financial outcomes are dependent not only on benefit structure, but
also on such elements as care management initiatives, pricing, and provider
reimbursement and incentives, it is difficult to determine ROI exclusively as a
result of VBID.

VBID will not necessarily save money by reducing the use of expensive
services; however, there is a possibility that it could succeed if services are
well targeted to those patients at high risk for expensive adverse outcomes.
Employers with more targeted programs incur lower costs because only a
limited number of services are eligible for lower copayments. Most of the
financial and clinical gains are still realized because patients who benefit most
from the services pay the lower copayment.

One concern is whether or not health status from extra health services will
improve enough in the targeted population to offset the costs associated with
lower copayments and more use. Measuring adherence to therapy and clinical
outcomes against baseline measures for the therapy would help quantify and
qualify ROL. Other savings may be accrued through improved productivity and
lower disability resulting from increased utilization of highly valued services.

The following financial scenarios are likely to occur, depending on the goals
of the VBID program and the willingness to raise copayments on low-value
services:

» Targeted copayment reductions only. Result: higher value for each
market basket of services because of incentives to use services that
produce high levels of health benefit. Uncertain effect on total health
care cost trend.

» Targeted copayment reductions and targeted copayment increases to
offset short-term costs of increased utilization of high-value services
(actuarial equivalence). Result: higher value for each market basket of
services because of incentives to use services that produce high levels
of health benefit. Equal or lower costs, depending on the extent of
savings arising from offsets from improved health and lower utilization
of low-value services because of higher copayments.
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The Pacific Business Group on Health, a San Francisco-based

employer coalition, and the California HealthCare Foundation engaged
PricewaterhouseCoopers (PwC) to assess the state of research evidence
regarding quality-based benefit design, which they define as, “a process of
designing a health plan that explicitly takes into account the effect that a
design element will have on the delivery of health care and health outcomes
of covered individuals.” PwC reviewed about 100 articles published since

the year 2000, both from health services research (HSR), or academic, peer-
reviewed literature, and from applied health benefits research (AHBR), or what
is called “gray literature.” In general, PwC concluded that the HSR literature
yielded few studies that were specific to benefit design tactics, while the AHBR
literature lacked sufficient disclosure for employers to judge the quality and
strength of the evidence.?*

The study focused on six elements of quality-based tactics/benefit design
strategies that seek to increase the net value of health care spending: 1) health
plan options, eligibility and premium contributions; 2) provider selection and
differentiation of provider performance; 3) inpatient/outpatient benefit design;
4) pharmacy benefit design; 5) health promotion/risk reduction and chronic
care management; and 6) provision of price and quality information to health
care consumers. In general, the study found that for four of the six tactics —
excluding pharmacy benefit design and health promotion programs — there
was only partial evidence that they improved the quality of care and limited

or reduced costs. The study also found that there was little good evidence

in the reviewed literature indicating a positive ROI, a factor that is one of

the challenges facing employers who are determining whether they should
implement value-based insurance designs.

Other findings include:

= Employees’ share of premium costs is still the most important factor
in their choice of a health plan.

= Consumers are generally willing to accept less choice of providers if
their share of costs is lower, which can lead to short-term savings. In
turn, employers are less interested in offering benefits plans that have
high-quality providers but cost more.

» Case studies suggest that high-deductible plans can lead to lower
claims in the short term, over a two- or three-year period.
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» Some evidence indicates that greater cost sharing reduces spending,
but none demonstrates maintenance of, or improvement in, quality of
care.

» Health promotion programs can improve workers’ health and
productivity, but only over many years.

= Evidence that consumers’ use of health care information has an
impact on their health or their health care purchasing decisions is
limited.

It may be safe to say that, although there is no conclusive evidence as to ROI
accrued through VBID programs, a plan design that aligns incentives to
encourage use of high-value services and discourage use of services of
marginal value will improve the effectiveness and efficiency of utilization
of health care resources.

Balancing cost growth and quality gaps in health care is no easy task, but there
are several tools being tried to address quality improvement while containing
costs on regional and national levels. Frequently mentioned reform platforms
include: health information technology (HIT), consumer-directed health plans
(CDHPs), pay-for-performance (P4P), comparative effectiveness research
(CER), and patient centered medical homes (PCMH).

Ultimately, sophisticated
information systems will tie together electronic medical records, clinical
information (e.g., comparative effectiveness research, evidence-based
guidelines, etc.), and financial data to create “personalized benefits” that
encourage value and discourage waste. An IT infrastructure is not yet
established that will allow consumers better access to unbiased information
on quality and cost of care, a situation that causes unwanted clinical effects
that are directly related to misaligned financial incentives. Access to more
information in and of itself doesn't produce value, but combining an HIT
infrastructure with VBID principles should facilitate attainment of this goal.
Such health information technology, which the Obama administration and
the U.S. Congress have deemed crucial to an economic recovery, is clearly
consistent with the objectives of VBID and other health care reform initiatives.



28

In a 2007 Health Affairs article, Troyen Brennan, M.D., executive vice president
and chief medical officer of CVS Caremark, and Lonny Reisman, M.D., chief
medical officer of Aetna, wrote that information technology should be “fused”
into benefit design and used to identify by reported claims which patients
have suffered a medical event or what medications patients are taking. Then it
would be possible to change the benéefits to reflect individual needs.?

Consumer-directed health plans
and VBID complement each other by aligning clinical and financial incentives
to encourage the use of high-value services and discourage services of lesser
value. Similar to VBID programs, some CDHPs offer no deductible, first-
dollar coverage for certain medications, preventive care, and services that are
critical for chronic disease patients. Both models promote greater consumer
responsibility and use evidence-based information to induce consumers to
be more cost-conscious and purchase clinically appropriate, high-value care.
The next generation of consumer-driven care will require more attention
to value-based insurance design so as to ensure that patients have access
to appropriate and high-quality care. This can be accomplished so long as
insurers carefully integrate financial incentives into benefit design, build advice
about evidence-based medicine into their plans and thoroughly use the
increased facility of information technology in their efforts. 26

One primary principle behind P4P and PCMH is
to reward providers for achieving quality measures, increase preventive care,
and decrease overuse of services, all based on evidence-based medicine.

For the health care system to become efficient, it must achieve an alignment
of incentives, both non-financial and financial, for all stakeholders. Patients
should have minimal or no barriers to accessing those services for which
providers receive incentives; if they do, this constitutes a direct conflict with the
fundamental tenets of these initiatives.

Patient centered medical homes, an idea which has been in formation for
several decades, also shares many of the same features as VBID: evidence-
based support for clinical decisions, information systems, provider incentives
and quality improvement along with cost effectiveness. The medical home
concept endorses the delivery of primary care that is accessible, continuous,
comprehensive, family-centered, coordinated, compassionate and culturally
effective. It emphasizes collaboration between patients and personal
physicians. Several organizations have put forth basic principles for medical
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homes that focus on practice redesign that is delivered in response to
patients’ needs and preferences; adoption of health information technology to
facilitate evidence-based integrated care; structuring of payment to align with
measurable improvement in care; and accountability.

Comparative effectiveness research
assesses how various procedures or interventions compare with each other for a
given medical condition for a specific group of patients, and thus contributes to
maximizing the value realized from those procedures or interventions. In 2007,
the Institute of Medicine published “Learning What Works Best: The Nation’s Need
for Evidence on Comparative Effectiveness in Health Care.” The report states:

“Within the overall umbrella of clinical effectiveness research, the most
practical need is for studies of comparative effectiveness, the comparison
of one diagnostic or treatment option to one or more others. In this
respect, CER involves the direct generation of clinical information on the
relative merits or outcomes of one intervention in comparison to one or
more others.”

Without a strong investment in CER, patients and providers are more likely to
face unintended “across-the-board” restrictions on the provision of valuable
care. Although some have argued that CER should include cost-effectiveness
analysis, recent legislative efforts to expand the national capacity for CER have
focused on outcomes and effectiveness, and not cost.?”

VBID’s synergism with key reform initiatives — health information technology,

CDHPs, P4P, comparative effectiveness and medical homes - is indicative of Leaning What Works Best:

the new role that value is playing in the utilization and purchase of health . ,dThe Natiocn's Needt_for
. . . . . vidence on Lomparative
care. It also is indicative of a trend toward integrated health care, away from Effectiveness in Health Care,

the siloed perspective of traditional health care and an emphasis on individual e 2 B EAERE, 205

consumers and their responsibility for their own well being.'
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Payers desiring to optimize health gains per dollar spent should adopt a
“clinically sensitive” design that removes barriers and provides incentives to
encourage desired behaviors. VBID programs become easier to create as
more is learned about high-value services through comparative effectiveness
research, and easier to implement with the wider dissemination of health
information technology.

While barriers to VBID implementation certainly exist, such as concern

over beneficiary reaction to the program and implementation costs, private
purchasers are increasingly adopting VBID programs as they acknowledge
that efforts to control health spending through patient cost sharing should
not produce preventable reductions in quality of care. This realization also
has spread to the Medicare program; legislation entitled, “Seniors’ Medication
Copayment Reduction Act of 2009,” was introduced in Congress (S.1040) to
require Medicare to test the impact of reduced cost sharing for medications
used to treat 15 common clinical conditions in the Medicare population.?®
Moreover, the June, 2009, MedPAC Commissioners Report acknowledges VBID
as an important part of a more efficient Medicare system.?

Experience in the field indicates that VBID programs are feasible, acceptable
by all vested stakeholders, and have been very well received by beneficiaries.
VBID can address several important inconsistencies in the current system and
work synergistically with other initiatives such as HDHP, DM, PCMH, and P4P
programs. By allowing different cost sharing provisions for different services,
value can be enhanced without removing the role of cost sharing in the system
overall. Targeted efforts to reduce utilization of low-value services are more
likely to contain cost growth while maintaining quality of care.

We do not expect VBID to solve our health care crisis. Technological advances
will continue to generate upward pressure on costs, and the ability of
individuals and their employers to afford such coverage will be increasingly
strained. However, the inability to construct the perfect benefit design should
not lead to abandonment of key VBID principles that explicitly aim for more
efficient allocation of health care resources. The alignment of financial
incentives - for patients and providers — would encourage the use of
high-value care, while discouraging the use of low-value or unproven
services, and ultimately produce more health at any level of health care
expenditure. The cost of maintaining the status quo, in terms of higher
spending and worse health outcomes, is undesirable.



31

REFERENCES:

1.

10.

11.

12.

13.

14.

Gibson TB, Ozminkowski RJ, Goetzel RZ. The Effects of Prescription Drug Cost Sharing: A
Review of the Evidence. American Journal of Managed Care 11, no. 11 (2005), 730-740.

Rice T, Matsuoka KY. The Impact of Cost-Sharing on Appropriate Utilization and Health
Status: A Review of the Literature on Seniors. Medical Care Research & Review 61,
no. 4 (2004), 415-452.

Trivedi AN, Rakowski W, Ayanian JZ. Effect of Cost Sharing on Screening Mammography
in Medicare Health Plans. New England Journal of Medicine 358, no. 4 (2008), 375-
383.

Manning WG, Newhouse JP, Duan N, Keeler EB, Leibowitz A. Health Insurance and
the Demand for Medical Care: Evidence From a Randomized Experiment. American
Economic Review 77, no. 3 (1987), 251-277.

Dormuth, CR, Neumann P, Maclure M, Glynn RJ, Schneeweiss S. Effects of Prescription
Co-insurance and Income-Based Deductibles on Net Health Plan Spending for Older
Users of Inhaled Medications. Medical Care 47, no. 5 (2009), 508-516.

Goldman DP, Joyce GF, Zheng Y. Prescription Drug Cost Sharing. JAMA 298, no. 1
(2007), 61-67.

Fendrick AM, Chernew ME. Value-based Insurance Design: A “Clinically Sensitive”
Approach to Preserve Quality of Care and Contain Costs. American Journal of
Managed Care 12, no. 1 (2006), 18-20.

Fendrick AM, Chernew ME. Value-based Insurance Design: Aligning Incentives to
Bridge the Divide Between Quality Improvement and Cost Containment. American
Journal of Managed Care 12, no. 12 (2006), SP5-SP10.

Chernew ME, Rosen AB, Fendrick AM. Value-Based Insurance Design. Health Affairs 26,
no. 2 (2007), W195-W203

Fendrick AM, Chernew ME. Value Based Insurance Design: Maintaining a Focus on
Health in an Era of Cost Containment. American Journal of Managed Care 15, no. 6
(2009), 338-339.

http://www.vbidcenter.org, accessed July 17, 2009.

Chernew ME, Shah MR, Wegh A, Rosenberg SN, Juster IA, Rosen AB, Sokol MC, Yu-
Isenberg K, Fendrick AM. Impact of Decreasing Copayments on Medication Adherence
Within a Disease Management Environment. Health Affairs 27, no. 1 (2008), 103-112.

Mahoney JJ. Reducing Patient Drug Acquisition Costs Can Lower Diabetes Health
Claims. American Journal of Managed Care 11, no. 5 Suppl (2005), S170-S176.

Spaulding A, Fendrick AM, Herman WH, Stevenson JG, Smith DG, Chernew ME,
Parsons DM, Bruhnsen K, Rosen AB. A Controlled Trial of Value-Based Insurance
Design — The MHealthy: Focus on Diabetes (FOD) Trial. Implementation Science 4,
no. 1 (2009), 19.



32

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

Chernew ME, Fendrick AM. Clinically Sensitive Cost-Sharing for Prescription Drugs:
Thinking Beyond the Silos. Medical Care 47, no. 5 (2009), 505-507.

http://www.machc.org/documents/Program_Overview_11-06-08_Final.pdf, accessed
July 17, 2009.

https://healthalliance.org/news_20081023.asp, accessed July 17, 2009.

http://www.hannaford.com/Contents/Our_Company/About/index.shtmI?lid=mb,
accessed July 17, 2009.

http://www.uhc.com/live/uhc_com/Assets/Documents/UHG%20Fact%20Sheet.pdf,
accessed July 17, 2009.

http://www.uhc.com/news_room/2009_news_release_archive/unitedhealthcare_
launches_diabetes_plan_with_incentives_for_preventive_care.htm,
accessed July 17, 2009.

Heaton E, Fendrick AM, Chernew ME, White D, Perfetto E. Assessing Value in Pharmacy
Benefits/Do Employers Have the Right Tools? Avalere Health, LLC., (2007).

Loeppke R, MD, Taitel M, Hayfke V, Parry T, Kessler RC, Jinnett K. Health and
Productivity as a Business Strategy: A Multiemployer Study. Journal of Occupational
and Environmental Medicine 51, no. 4 (2009), 411-428.

Chernew M, Fendrick AM. Value and Increased Cost Sharing in the American Health
Care System. Health Services Research 43, no. 2 (2008), 451-457.

Assessing Quality-Based Benefit Design. California HealthCare Foundation, April 2006.

Brennan T, Reisman, L. Value-Based Insurance Design and the Next Generation of
Consumer-Driven Health Care. Health Affairs 26, no. 2 (2007), w204-w207.

Fendrick AM, Chernew, ME. Value-Based Insurance Design: A “Clinically Sensitive,
Fiscally Responsible” Approach to Mitigate The Adverse Clinical Effects of High-
Deductible Consumer-Directed Health Plans. Journal of General Internal Medicine 22,
no. 6 (2007), 890-891.

Chernew ME, Fendrick AM. The Business Case for Comparative Effectiveness
Research. “Learning What Works Best. The Nation’s Need for Evidence on Comparative
Effectiveness in Health Care.” Institute of Medicine, (2007), Appendix Seven: 1-13.

http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi’dbname=111_cong_
bills&docid=f:s1040is.txt.pdf, accessed July 17, 2009.

http://www.medpac.gov/documents/Jun09_EntireReport.pdf, accessed July 17, 2009.

Uncited quotations in this paper are from interviews conducted by Mari Edlin.



1894 Preston White Drive
Reston, VA 20191-5433

1501 M Street, NW
Suite 650
Washington, DC 20005

Phone: 703.620.6390
Fax: 703.476.0904

WWW.NnpCnow.org





