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National Operating Environment

e Volume to Value

- Unsustainable escalation of healthcare costs and public demand for increased
qguality and safety driving value based payment incentives

- Aging of the U.S. population increasing chronic disease prevalence

* Increased Employer and Consumer Engagement

- Employers pushing much of the cost burden to consumers (average employee
now pays 40% of healthcare cost)

- Increased pricing and quality transparency empowers consumers and motivates
providers

* New Set of Core Competencies is Required For Provider Success
Going Forward in Healthcare’s New Era



Transformational Change

A Burning Platform

Healthcare



Healthcare Costs Threatening to Bankrupt the Nation
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Core Problem that Needs to

be Addressed

@ National health expenditures
accounted for 18% of the GDP
qﬁf[ in 2015, and are expected to
increase to 20% by 2025. This
is a crippling problem to the
U.S. economy and presents a
major spotlight in the political
environment.
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Healthcare Costs are Unsustainable

Costs by Age

The U.S. is spending
much more for older
adults

Annual per capita healthcare costs
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GENETICS
(20%)

What Determines Health?

SOCIAL,
ENVIRONMENTAL,
and BEHAVIORAL

FACTORS

(60%)

HEALTH CARE

(20%)




Social Services

job training supportive nutritional other social
and housing support & services that
employment & rent family exclude health

programs subsidies assistance benefits



United Way ALICE report
highlights state and local
residents’ ability to meet
basic food and housing
needs as a community-
wide issue.

How many households are struggling?

In Connecticut, more than 1 in 4 households have earnings above the Federal Poverty Level but below a
basic cost-of-living threshold. Despite working hard, these households struggle to make ends meet. United
Way calls this demographic ALICE, an acronym for Asset Limited, Income Constrained, Employed.

The updated 2016 United Way ALICE Report documents the challenges facing ALICE families throughout our
state, shining a light on this hidden population.

rty ALICE
21%

RAAM
() (n) () () ()

Combined, ALICE and Poverty households comprise 38% of all households in the state, revealing that more
than 1 in 3 Connecticut households cannot afford basic needs such as housing, child care, food, health care
and transportation.

38%
Households
in Financial

Hardship

ALICE HOUSEHOLDS WORK HARD BUT STRUGGLE TO PAY THE BILLS

Connecticut has a higher percentage of affluent individuals and families than most other states which often
overshadows the fact that too many of our residents face a very different reality. The 2016 ALICE Update
takes a closer look at ALICE households across demographic lines. ALICE is our neighbor, friend and family
member.

Connecticut United Ways LIVE UNITED

http://alice.ctunitedway.org

Limited, Income Constrained,

% ALICE
Town Total HH )
Poverty

Ansonia 7,240 58%

more than the U.S. poverty level, but Tty P s

r the area (the ALICE Threshold). Oxtord G 20%

and ALICE households equals the SeymOr 5.090 %

basic needs. Shelton 15186 | 21%
y United Way Connecticut

rvice area

: 3,251 HH, 9%
10,488 HH, 28%
ICE: 24,160 HH, 63%

Poverty: 143,172 HH, 11%
W ALICE: 361,521 HH, 27%
B Above ALICE: 851,124 HH, 62%

averages, s not available for the smallest towns that don't report income, and may overiap with Census

AD A
PR 0OLER
$1,214 - $1,576
$1,654 - $1,777
$612
$120 - $738
$573
$558

What does it cost to afford the
hasic necessities?

This bare-minimum Household Survival Budget
does not include any savings, leaving a household
vulnerable to unexpected expenses. ALICE
households typically earn above the U.S. poverty
level of $11,670 for a single adult and $23,850

for a family of four, but less than the Household
Survival Budget.

Sources: U.S. Department of Housing and Urban Development (HUD),

U.S. Department of Agriculture (USDA), Bureau of Labor Statistics (BLS),
State of C D of Revenue Services, and Connecticut

$794

$5,941 - $6,143
$71,292 - $73,716
$35.65 - $36.86

e?

e in every town in
st percentage of
shold are shaded in
est percentage of
shold are shaded in

211Childcare, 2014; American Community Survey, 5-year estimate.

Percent of HH below ALICE Threshold
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Total Investment in Health as of % of GDP
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The Massachusetts Experience

Significant healthcare spending at the state level has come at the expense of other public needs

($USD in BN)
$ -
" B Frio
+
$5.4Bn ($3.6)BN =
12 +37% (17%) % change
A
° (12%) R
6
(11%)
3 (13%)
(51%)
(22%) (31%)
: =
GIC,
MassHealth & Infrastructure Law &
other coverage Mental Health  Public Health Education Human Services & Housing Public Safety Local Aid

Source: Massachusetts Budget and Policy Center; figures adjusted for GDP growth.



Rising private health insurance
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Insurance Premiums

505
~+—Health insurance Premiums
=+~ Workers' Contribution 10 Premiuns
- Workers' Eamings
200% 196%
Upward trend:
. . . 1m
Cumulative increases in
health insurance premiums
and worker’s contribution -
outpace increases in worker’s
earnings and inflation 1999-
2013 -
m - B - - - - - - - - - — —

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000 2011 2012 2013

Average of Arrual Inflation (Apri to Apell], 1953-2013; Bureau of Lador Statist'cs, Seasonaly Adusted Data from the Current Emooyment

SOURCE: Kaiser/HRET Survey cf Employer-Sponsorec Health Berefits, 1993-2013. Boreau of Lador Statistics, Consumer Price Index, U.S. City
Statisties Survey, 1999-2013 (Apeil to Agril).



Healthcare Continues to Consume a Larger Percentage of an

Individual’s Paycheck

Wage stagnation, coupled with escalating healthcare costs has led individuals and families to spend a
greater proportion of take-home income on healthcare

> Millennials entering the workforce now can expect to > Middle-class families’ spending on healthcare
spend roughly half their lifetime earnings on healthcare. increased 25% from 2007 through 2015 as other basic

needs fell by the wayside.

Healthcare 24.8%

MEDICARE TAXES & PREMUMS

DEDUCTIBLES 4 OUT-GFPOCKET EPENSES VISIBLE $ oM Food atHome (3.6%)

INSURANCE PREMIUMS PAYMENTS '

+ Housing (6.0%)

EMPLOYER PREMIUMS HIDDEN

EMPLOYER MEDICAID TAXES $ 1.3M

FEDERAL & STATE TAXES PAYMENTS ) Total (6.3%)
.,,y‘.mmu GRAND TOTAL $1 'gM Transportation (6.4%)

TOTAL LIFETIME EARNINGS $3.8M foralFood (7.6%)
| Food Away from Home (13.4%)
Clothing(18.8%)

(25%) (20%) (15%) (10%) (5%) 0% 5% 10% 15% 20% 25% 30%
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Volume Based Incentives, Lack of Effectiveness and Inefficiency

Sourci

Resulting in Tremendous Waste

¢ $210BN

Unnecessary Services

N
3&.

$$1058N $75BN

Inflated Prices
Fraud

e: Institute of Medicine (2009 data); The World Bank (2009 data).

$130BN

Inefficient

Delivery of Care

$190BN

Administrative Costs

2E8E

$55BN

Prevention
Failures

$765BN

in wasted spending

= GDP of
The Netherlands

—
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Additional Forces Driving Change

e Demographics

e Rush for greater provider accountability for cost and quality of care

e Concerns about care fragmentation

e Rush to eliminate care variation

e Demand for transparency of cost, quality and community benefit data

e Employer and consumer resistance to increased premiums and higher
deductibles

e Difficulty in raising capital
e Federal and state reform & legislation
e Reimbursement decline

18



Transformational Change

 Demographics

Aging of the population increasing
chronic disease prevalence



Our Population is Aging and Becoming Sicker

As the baby boomer generation ages, the country has become older and sicker, creating a greater need for a strong
healthcare system to manage the shifting demographics

> The U.S. population aged 50+ is expected to grow > Chronic disease is an epidemic that
to 132MM... is expected to worsen...

~ 2010 2030
. . ..and the TOTAL(MM) 149MM 171MM

numbe.r aged 65- RGN 48% 499,
74 will nearly

2010 double
109MM
$0.75 of
[ ] 2030 m_l
>, 39mm —
2010 eve 1 spent
Y, ' 22mm Y S P
Age 50+ Age 65-74 ...and account for the vast majority

of healthcare expenditures
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Connecticut Population Growth Projections

Growth will come in the 60+ demographic

L
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Connecticut
and the Valley
aging faster
than the U.S.

-

35,260

20,000
-21% -7,478 people
0
199:0- 2025 change
&0.000
£0,000
+3?"i: +16,094 people
0 -
Age 35-64 1990 2000 2010 2025 199:)- 2025 change
40,000

+92% +12,233 people

e B5-79 1350 2000 2010 2025 1990-2025 change

+140% +4,806 people

Age B0+ 1990 2000 2010 2025 1990-2025 change
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Growth Area: Chronic Disease

Chronic Disease Growth Outpacing Population Growth

Projected Increases in Chronic Disease Cases

2003 - 2023

53.0%

54.0%

62.0% MNational 19% Projected
Population Growth,
2003 - 2023

CT: 4.8% Projected
Population Growth,
2000 -2025
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A Sedentary Lifestyle and Unhealthy Diet are Fueling the Growth

in Chronic Disease

Americans consume too much sugar and high calorie foods, creating a toxic environment of cheap, unhealthy options

which has led to a steep climb in obesity
1.5hrs

r =45 -l

S B 3 s o

c— Q&

# of foodservice Soda consumption has 7 . 5 h rs
# of TVsin homes establishments has DOUBLED in girls and DAILY SCREEN.TIME
has QUADRUPLED DOUBLED TRIPLED in boys

for children ages 8-10 (2009)

Obesity in children aged 6-11 Soft drink consumption has spiked

1978 2002

g 900 n A
> For every additional
. . = serving above the USDA’s

sugar per day, a child is

60% more likely to become
1980 2008 2010 e
6.5% 19.6% 1.3 65 obese.

children are 12tsp sugar 22tsp HFCS _/
overweight or

obese

Source: CDC; Whitehouse.gov.



Current spending Not Targeted at Improving Outcomes

The average consumer spends less
than 0.01% of their life in clinics, yet
healthcare spending accounts for
nearly 20% of the GDP. In an era of
shifting care models, providers can no
longer be successful by simply
providing paid services; rather, they
must also achieve outcome success.

Source: Rock Health, StartUp Health, Accenture, Markets and Markets, CMS.gov, Forbes.

What Drives Outcomes?

10%
Physical
Environment
40% Social &
Economic
Factors
30%
Health
Behaviors
20%

Clinical Care

Where Do We Spend Money?

Collateral Damage Chronic Disease

Wasted Spending Unhealthy Workforce

Obesity 88% Overtreatment

Medical
Services

8%

4%
Other

Health Behaviors
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Growth Area: Medicare & Medicaid

Growth in Enrollment by Payer Source,
2006 - 2022
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Medicare: Changing Provider Incentives to Bend the

Cost Curve

THERE'S MORE IN STORE
CMS' QUALITY-EASED PAYMENT INITIATIVES WILL PUT MORE THAN 7% OF PAYMENT AT RISK

2010 2011 2012 2013 2014 2015 2016 2017

REPORTING HOSPITAL QUALITY DATA FOR ANNUAL PAYMENT UPDATE 2% 0OF APU
Payments At

Ris k VALUE-BASED PURCHASING

READMISSIONS

HOSPITAL-ACQUIRED CONDITIONS 1%

*Medicare payments are reduced 1% starting in 2075 with an increasing percentage point each year thareaftar up to 5% in 2018,
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2017 value based purchasing domains




Medicare readmission reduction program

Acute Myocardial Infarction 17.8%
Chronic Obstructive Pulmonary Disease 20.7%
Heart Failure 22.7%
Hip/knee Arthroplasty 5.2%

Pneumonia 17.3%
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Hospital-Acquired Condition (HAC) Reduction Program

CMS has categorized HAC measurements in two domains:

Domain 1 includes the AHRQ PSI-90 composite measure consisting of these indicators:

PSI 3
PSI 6
PSI7
PSI 8
PSI 12
PSI13
PSI 14
PSI15

Pressure ulcer rate

Latrogenic pneumothorax rate

Central venous catheter-related blood stream infection rate

Postoperative hip fracture rate

Postoperative pulmonary embolism (PE) or deep vein thrombosis rate (DVT)
Postoperative sepsis rate

Wound dehiscence rate

Accidental puncture and laceration rate

Domain 2 consists of the Center for Disease Control and Prevention’s NHSN (National
Healthcare Safety Network) CAUTI and CLABSI measures. CAUTI is catheter-associated

urinary tract infection and CLABSI is central-line associated blood stream infection.

For CMS scoring Domain 1 weights 35% and Domain 2 weights 65%

30



Hospital Acquired Conditions Score

Payment e

Bristol Hospital 2.85 John Dempsey Hospital . .
Sharon Hospital
il e Hospital of Central CT 6.77 Yes
Griffin Hospital 4.26 No '
Backus Hospital 4.91 No Lawrence + Memorial 7.02 Yes
Rockville Hospital 5.54 No St. Francis Hospital 215 Yes
St. Vincent’s Medical Center 562 No Day Kimball Hospital 745 Yes
Midstate Medical Center 5.74 No Hartford Hospital 7.45 Yes
Waterbury Hospital 577 N
' © Johnson Memorial Hospital 755 v

Milford Hospital 6.06 No : =
Middlesex Hospital 20 - Yale-New Haven Hospital 762 Yes
Greenwich Hospital 6.11 No Windham Hospital 3.06 Yes
Norwalk Hospital

P 6.26 No Bridgeport Hospital e Yes
Manchester Hospital 6.26 No '

Charlotte Hungerford

Danbury Hospital 6.26 No g 8.44 Yes
Stamford Hospital 6.3 No St. Mary’s Hospital 8.7 Yes



Less than 1 in 3 hospitals being rewarded for

value/quality

After Accounting for Penalties’, W

Few Receive VBPZ Bonuses
Estimated Net Impact of

P4P3 Programs, FY 2015

28%

Hospitals receiving a net
bonus or breaking even
No
20%
Hospitals receiving net
penalties between
3,087 , 1,700 | 792 0% and 1%
hospitals in hospitals hospitals
VBP program  received received net
bonus payment 6 5%
payment increases
Hospltals receiving net

ies of 2% or greater

Hospital-Acquired Condition Reduction Program, Hospitsl Readmissions Reduction Program.
Vaue-Based Purchasing.

Source: Rau J, *1,700 Hospitals Win Quailty Bonuses From Medicare, But Maost Wik Never Collect,” Kafser Health
2015 The Agvisory Board Company - advisory.com « 314594 News, January 22, 2015, avaliable at kalserheaithnaws.org; Health Care Advisony Board Intenviews and andysis. 32



Changing Provider Incentives to Bend the Cost Curve

Medicare Shared Savings Program

Rewarding Lower Total Cost of Care
and Increased Quality

33



480 ACOs in MSSP for 2017, but few generating

shared savings so far

Financial Performance of MSSP ACOs

Held Spending Below
Benchmark, Eamed —— Rh:$A
Shared Savings

— Reduced Spending, ___
Did Not Qualify 21%
for Shared Savings

Did Not Hold Spending A0
Below Benchmark Hagid

2012-2013 2014
Performance Period’ Performance Period?
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Most Providers Opting for
“Up-Side Only”

ACOs Percent

Track 1 (one-sided) 438 91%

Track 2 (two-sided) 6 1%

Track 3 (two-sided) 36 8%
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Medicare Shared Savings Program ACO Assigned Beneficiary
Population by ACO by County

(counties with more than 1 percent of an ACO’s assigned beneficiaries)

[ No Assigned Benceficiarics

— 1 aco

12 acos

=3 acos

3 4 10 5 ACOs 33
Il 6 or more ACOs




2013 Connecticut Medicare ACO Performance

2013 ACO
States where 2013 earned
beneficiaries Shared shared
reside Start date Savings savings
Accountable Care Clinical Services IA, PA, CT, MA, PA Multi State 1/1/2013 $10.53 M $5.16 M
Accountable Care Coalition of Mount Kisco NY, CT Multi State 4/1/2013 0 0
Accountable Care Organization of New England MA, CT Multi State 1/1/2013 0 0
Hartford Healthcare Accountable Care Organization CT Single State 1/1/2013 0 0
Lahey Clinical Performance Accountable Care Org MA, NH, CT Multi State 1/1/2013 0 0
MPS ACO Physicians CcT Single State 7/1/2012 0 0
Pioneer Valley Accountable Care MA, CT Multi State 1/1/2013 0 0
PriMed CcT Single State 7/1/2012 0 0
ProHealth Physicians ACO CcT Single State 1/1/2013 0 0
Saint Francis HealthCare Partners ACO CcT Single State 1/1/2013 0 0
WESTMED Medical Group NY, CT Multi State 7/1/2012 0 0
Family Health ACO, LLC CT, NY Multi State 1/1/2014 0 0
CMG ACOQ, LLC CT, NY Multi State 1/1/2015 0 0
Northeast Medical Group ACO, LLC CT, NY Multi State 1/1/2015 0 0
Physicians Accountable Care Solutions, LLC CA, MA, PA, TX, UT, Multi State 1/1/2015 0 0
WV, CT, 10
WCHN ACO CT, NY Multi State 1/1/2015 0 0
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National Inpatient Use Rates

Milliman Projections for National Inpatient Use Rates

140 -

- 118
g"‘lzo _ 104

c
ﬁ 2 100 - ==| 0osely managed / High
E g 30 96 admitting
a o e=Moderately managed /
,.:_. g' 60 - Medium admitting
,5 S 40 - ==Well managed / Low
g~ 42 admittin
- &

0
2011 2016 2021

*2009 National Inpatient use Rate = 116

Source: Milliman, Kaiser State Health Facts, AHA 38



Current 2017 Aetna Commercial

Favorable Efficiency Trend in Most Categories

Efficiency Metrics - Mature Months only

Measure Name

Impactable Medical Bed Days per 1,000
Impactable Surgical Bed Days per 1,000
Impactable Medical Admits per 1,000
Impactable Surgical Admits per 1,000
Impactable Admits per 1,000

30 Day Readmission Rate

Avoidable ER Visits per 1,000

Generic Dispensing Rate - Top 4 Drug Groups

Generic Dispensing Rate - All Drugs
High-Tech Radiology Visits per 1,000
CT Scans and MRIs per 1,000
Outpatient Surgery Steerage
Outpatient Laboratory Steerage

Outpatient High-Tech Radiology Steerage

Actual
Trend
-45%
-74%
-45%
-47%
-46%
-49%
-37%
42%
12%
-12%
-2%

6%
-11%

Diffrntl
vs. Target
-30.6
-56.8
-12.8
-11.0
-23.8
-3.09
-31.1
2.4
0.3
-9.5
12.7
0.2
2.8
-5.1

Observations
Improvement and favorable to target
Improvement and favorable to target
Improvement from baseline {no contracted target)
Improvement from baseline {no contracted target)
Improvement from baseline (no contracted target)
Improvement and favorable to target
Improvement and favorable to target
Improvement and favorable to target
Improvement and favorable to target
Improvement and favorable to target
Improvement, but unfavorable to target
No significant trend
Improvement from baseline (no contracted target)
Deterioration from baseline (no contracted target)
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Current 2017 Aetna Commercial

PMPM Summary

Medical Cost Category

Ambulatory Facility
Capitation
Emergency Room
Home Health
Inpatient Facility
Lab

Medical Pharmacy
Mental Health
Pharmacy

Primary Physician
Radiology
Specialist Physician
State Assessments
Grand Total

Favorable PMPM Trend in Most Expense Categories

Trends
PMPM Units per Paid per
% Diffrntl  PMPM 1,000 Unit
($9.12)

so.00 [N
($3.83) [ Saage 1 00% |

($5.05) T4
($69.20)
($7.77)
($8.59)
(s10.56) IETE 1%
$1000 | 6% 5%
($a.68) (208 -18%
($5.12) 2% a%

($15.41)

$0.00
($135.01)
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Aetna Commercial Utilization

(2017 v. 2015 - Units per 1,000)

350
Emergency Rm

2017 v. 2015

300
-16%
250
200
M Emergency Room
150 M Inpatient Facility
100
Inpatient Adm
50 2017 v. 2015
-19%

2015 2016 2017
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Interventions are Showing Signs of Success

Spending growth has slowed.

This is the lowest rate on record
for any three-year period and
less than one-third the long-
term historical average
stretching back to 1965

On a per capita basis,
healthcare spending has grown
at an average annual rate of
1.3% since 2010.

Average Annual Percent Change in National
Health Expenditures, 1960-2012

3.8% 3.9% 3.9% 3 794 3.8%

L] T L] T T ) L T Ll L] T L] T L] T L] T L] T L] 1
1970 1980 1990 93 97 98 99 2000 1 2 8 9 10 2011 2012 2013

Source: Kaiser Family Foundation calculations using NHE data from Centers for Medicare and Medicaid Services, Office of the Actuary,
MNational Health Statistics Group, at (see Historical; National Health Expenditures by K ]L.:j:-.{
type of service and source of funds, CY 1960-2010; file nhe2010.zip). ]___-.:‘M'“]-



Medicare program leading the transformation

Aggressive Targets for Transition to Risk FFS1Increasingly Tied to Value
Percent of Medicare Payments Tied to Risk Models  Percent of Medicare Payments Tied to Quality
90%
85%

50%

30% e
(x]
20%

2015 2016 2018 2015 2016 2018
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MACRA

Changing the Payment Model
To Make Physicians Change Agents

<€ Medicare
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What is “MACRA”?

The Medicare Access and CHIP Reauthorization Act of 2015 (MACRA) is
a bipartisan legislation signed into law on April 16, 2015.

What does Title [ of MACRA do?

* Repeals the Sustainable Growth Rate (SGR) Formula

« Changes the way that Medicare rewards clinicians for value
over volume

» Streamlines multiple quality programs under the new Merit-
Based Incentive Payments System (MIPS)

» Provides bonus payments for participation in eligible
alternative payment models (APMs)

45



Quality Payment Program

The Merit-based Advanced
Incentive or Alternative
Payment System Payment Models

(MIPS) (APMs)

46



Note: Most clinicians will be subject to MIPS.

In non-Advanced QP in Advanced
APM APM

TR
TR

In Advanced APM, but Some people may be in
nota QP Advanced APMs but not
have enough payments

or patients through the
Advanced APM to bea

Note: Figure not to scale.
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MIPS changes how Medicare links
performance to payment

There are currently multiple individual quality and value programs for
Medicare physicians and practitioners:

MACRA streamlines those programs into MIPS:

48



How will physicians and practitioners be scored
under MIPS>

A single MIPS composite performance score will factor in performance in 4
weighted performance categories:

" . :
d - Nl =
o=y - Composite

Performance

Clinical Meaningful Score

practice use of
improvement certified EHR
activities technology

Resource

ualit
Q y use
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How much can MIPS adjust payments-?

« Based on the MIPS composite performance score, physicians and practitioners

will receive positive, negative, or neutral adjustments up to the percentages below.

« MIPS adjustments are budget neutral. A scaling factor may be applied to
upward adjustments to make total upward and downward adjustments equal.
9%
7%

49% °%

MAXIMUM Adjustments

‘ 4% _594
-9%

2019 2020 2021 2022 onward

-7%
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Potential value-based financial rewards

» APMs—and eligible APMs in particular—offer greater potential risks and rewards than MIPS.
+ Inaddition to those potential rewards, MACRA provides a bonus payment to providers committed
to operating under the most advanced APMes.

eligible
APM-
APM-specific specific
rewards rewards
+ +
MIPS adjustments MIPS adjustments 5% Iump sum

bonus
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Putting it all together:

s e B o | s o e | e
, —_—

Fee

\

Schedule +0.5% each year No change +0.25% :
_ﬁ or

0-75% /

adanced 9% bonus M
APM (excluded from MIPS)

MIPS Max Adjustment
(+/-)
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To be Effective in an Accountable Care Environment Hospitals Must

Take on New Roles
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Locally Integrated System of Care with the Patient

at the Center

Administrative
Partners Hospital

|

Non-Clinical Activity
Family / ‘\\k
1

/ . O Primary Physician
\ /
\ 7
\ /
o \ , v
\ 1/
) \ ; 2% \
~ \ / 4
\\\ \ / _- \
\\\ A/”
e > :+ Consulting
@ Physician
*

Post-Acute and
Home Care

}f{
o
>
3
T
2
v
5

Population
Management
Partners

Insurance Lab

Provider Partners

Payer
Partners
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New Era Economic Reality

Value-Based Care

e Payment rewards population value: quality and efficiency
e Quality impacts reimbursement
e Partnerships with shared risk

o IT utilization essential for population health management
e Realigned incentives, encourage coordination
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Questions?



