


 

HCA Market Assessment 

August 11, 2017  2 

HCA Market Assessment: 
A Snapshot of U.S. Health Care Costs, Health System Trends, 
and Washington State Public Purchasing Health Care Strategies 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

P.O. Box 45502 

Olympia, WA 98504-5502 
www.hca.wa.gov 



 

HCA Market Assessment 

August 11, 2017  1 

 

Table of Contents 
Executive Summary ................................................................................................................................................................ 2 

Background and Overview .................................................................................................................................................. 3 

Market Level Trends in Health Care Spending ............................................................................................................ 5 

National................................................................................................................................................................................ 5 

Washington State ............................................................................................................................................................. 8 

National and State Health Expenditure Predictions ....................................................................................... 13 

Spotlight on Consumer-Level Health Care Costs ...................................................................................................... 15 

Consumer Health Care Costs ..................................................................................................................................... 15 

Consumers with Employer-Sponsored Insurance ........................................................................................... 16 

Rise in Health Savings Accounts .............................................................................................................................. 17 

Individual Health Insurance National Trends ................................................................................................... 19 

Impact of Exchanges on Health Insurance Reform .......................................................................................... 23 

Value-based Payment and Purchasing, and Delivery System Reform Strategies ....................................... 24 

Value-based Payment Adoption, Nationally and in Washington State .................................................... 24 

Federal Value-based Payment Strategies ............................................................................................................ 25 

Washington State Value-Based Purchasing Strategies .................................................................................. 26 

Drug Cost Solutions ...................................................................................................................................................... 28 

Other States and Initiatives ....................................................................................................................................... 28 

Other Relevant Heath Care Market Updates and News ......................................................................................... 29 

Washington State Health Care System Performance ...................................................................................... 29 

Appendix A: Monthly Silver Premiums and Financial Assistance for a 40-Year-Old Male ..................... 31 

 

  



 

HCA Market Assessment 

August 11, 2017  2 

Executive Summary 
The purpose of this market assessment is to provide a high-level view of relevant Washington State 

health care trends to complement monthly finance and utilization reports for state-purchased 

healthcare programs. Published semi-annually, each market assessment presents an overview of 

the latest trends in health care expenditures nationally and for Washington’s state-financed health 

care programs, Apple Health and Public Employees Benefit Program. Additionally, it includes 

purchasing strategies implemented nationally and in Washington to incentivize smarter spending 

and increase the quality of care delivered. Each market assessment also features health care market 

and health system-related news released since the last market assessment, as well as a “deep dive” 

on a pertinent health care issue. This report explores the impact of health care costs patients face 

nationally and in Washington State. 

In 2015, total health care costs in the United States grew 5.8 percent as more individuals gained 

coverage, utilization of services increased, and spending on pharmaceuticals grew. The Centers for 

Medicare & Medicaid Services (CMS) projects health expenditures will increase 5.6 percent 

annually from 2016-2025, eventually representing 19.9 percent of the Gross Domestic Product 

(GDP) in 2025; this increase is mainly attributable to rising medical prices, including 

pharmaceutical costs.  

Washington State-financed programs—Public Employee Benefits Board (PEBB) and Apple Health—

mirrored national trends, albeit with slower increases in health care expenditures and cost growth 

trends. Total PEBB non-Medicare health expenditures were $1.4 billion in Fiscal Year (FY) 2015 

and $1.5 billion in FY 2016—a spending increase of 5 percent. PEBB non-Medicare per capita 

expenditures increased 4.4 percent, from $5,129 in FY 2015 to $5,356 in FY 2016. Medicaid (Apple 

Health) covered 1.8 million lives in Washington; total Medicaid spending by the Health Care 

Authority (HCA) increased 9.3 percent, from $6.3 billion in FY 2015 to $6.8 billion in FY 2016.1 By 

comparison, national Medicaid spending increased 9.6 percent from Calendar Year (CY) 2014 to CY 

2015. HCA’s Medicaid per capita annual expenditures increased 2.4 percent from $3,634 to $3,772. 

Federal funds supported 69 percent of HCA’s Medicaid spending in FY 2016.2 

Increasing health care expenditures represent a growing burden on the federal government, states, 

and, especially, families. A middle-income family spends 25 percent more on health care in 2014 

than they did in 2007. Roughly 29 percent of workers in 2016 were enrolled in a high-deductible 

plan that contains a deductible of $1,000 or more, up from 20 percent in 2014. In 2015, Washington 

families with employer coverage faced a deductible of $2,785 on average compared to the national 

average of $2,915. Individuals purchasing coverage on the individual market experienced highly 

                                                             

1 Note that Medicaid expenditure figures do not include non-forecasted expenditures such as 
disproportionate share hospital payments, hospital safety net assessment payments, provider access 
payments, and services paid for by DSHS. 

2 Apple Health spending data includes medical costs only; administrative costs and Medicaid disproportionate 
share payments (made to hospitals that serve a large number of individuals who are covered by Medicaid or 
are uninsured) are excluded.  
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variable premiums, though the Washington market was more stable than in other states. The 

Washington State Health Benefit Exchange (HBE) saw a premium increase of 13 percent from 2016 

to 2017. 

To control and reduce expenditures, Washington State, the federal government, and other states 

continue to develop and implement innovative value-based payment and purchasing strategies to 

increase the quality and value of health care and slow health care spending. 

In addition to actively pursuing strategies to manage health care costs and expenditures, 

Washington State’s health care system is among the best performing in the nation, making the 

biggest jump in the Commonwealth Fund rankings, according to a national study released in 2017.3 

Indicators of health care system performance include health care access, quality, avoidable hospital 

use and costs, health outcomes, and health care equity.  

A Note on Efforts to Repeal and Replace the ACA 

Information regarding the efforts to Repeal and Replace the Affordable Care Act (ACA) have been 

intentionally excluded from this report. Any descriptions or analysis of legislation would be difficult 

to capture and present timely information in a semi-annual report. However, HCA continues to 

closely monitor national developments with the Governor’s Office and other Washington agencies.  

A Note on Data 

Given the nature of health care claims and billing, available data—especially aggregated 

expenditure data—can have a one to two year lag. This report contains the most recent data 

possible, however, in reviewing this information, readers should note the year and also how the 

year is defined (calendar year versus fiscal year). CMS will release National Health Expenditure 

2016 data in December 2017.  

Background and Overview 
The purpose of this market assessment is to provide a high-level view of relevant Washington State 

health care trends to complement monthly finance and utilization reports on state-purchased 

healthcare programs. Published semi-annually, each market assessment presents an overview of 

the latest trends in health care expenditures nationally and for state-financed health care programs 

(Apple Health and Public Employee Benefit Program) and purchasing strategies implemented 

nationally and in Washington to incentivize smarter spending and increase the quality of care and 

value delivered. Each market assessment also features health care market and health system-

related news (e.g., relevant information about health insurance, health care quality, and other 

topics) released since the last market assessment (within the last six months), as well as a “deep 

                                                             

3 Radley, David C., Douglas McCarthy, and Susan L. Hayes. (2017). Aiming Higher: Results from the 
Commonwealth Fund Scorecard on State Health System Performance, 2017 Edition. The Commonwealth 
Fund. 
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dive” on a pertinent health care issue. This report explores the impact of health care costs patients 

face nationally and in Washington State. 

The goal of these market assessments is to present the newest and latest information on different 

health care topics and influencers in the national and Washington State health care markets, rather 

than a compendium on all health care market topics and related news. 
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To put this in context, large public and private employers reported that their spending per 

employee on health care benefits grew 2.6 percent from 2015 to 2016 after adjusting for annual 

plan changes, and rose from $11,973 per employee to $12,288.10 Not taking into account annual 

plan changes, employee spending on health care increased 6.3 percent. Studies have shown that 

public employees are, on average, older and are more likely to have chronic health conditions 

compared to their private sector counterparts.11 

Chart 5: Annual Spending – PEBB vs. All Large Employers 

 

PEBB data is calculated for fiscal year (July to June); national data on large employers is calculated for calendar year 
(January to June). The PEBB increase is based on expenditures only and has not been adjusted for plan changes.  

Data sources: Mercer Survey: Health Benefit Cost Growth Slows to 2.4% in 2016 As Enrollment in High-Deductible Plans 
Climbs. Retrieved on March 22, 2017 from: https://www.mercer.com/newsroom/national-survey-of-employer-
sponsored-health-plans-2016.html and: Washington State Health Care Authority (2017, February 14). Financial 
Projection Model: Exhibit 3a: PEBB Expenditures and Revenue by Risk Pool, Scenario 6.0 FY2017 2nd Quarter Projection.  

In February 2017, PEBB had approximately 370,000 members; 280,000 were not eligible for 

Medicare. Approximately 161,000, or 58 percent, of those members enrolled in Uniform Medical 

Plan (UMP) Classic, which has the largest enrollment of any PEBB plan.12  

                                                             

10 Note: This figure is for employers with 500+ employees. PEBB data is calculated for fiscal year, while 
national survey data is calculated for calendar year. Source: Mercer (2016, October 2016). Mercer Survey: 
Health Benefit Cost Growth Slows to 2.4% in 2016 As Enrollment in High-Deductible Plans Climbs. Retrieved 
on March 22, 2017 from: https://www.mercer.com/newsroom/national-survey-of-employer-sponsored-
health-plans-2016.html. 

11 Pew Charitable Trusts and MacArthur Foundation. (2014, August). State Employee Health Plan Spending: 
An Examination of Premiums, Cost Drivers, and Policy Approaches. Retrieved March 17, 2017 from: 
http://www.pewtrusts.org/~/media/assets/2014/08/stateemployeehealthcarereportseptemberupdate.pdf. 

12 Health Care Authority (2017, March 3). ACP Strategy Data Set.xls.  
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Chart 10: Factors Accounting for Growth in Personal Health Care Expenditures, 

Calendar Years 1990–2025 

 
 

Source: Keehan, S.P. et al. (2017, Feb 2014). National Expenditure Projections 2016-25, Price Increases, Aging Push Sector 
to 20 Percent of Economy. Health Affairs. 

Private health insurance expenditures are projected to grow at a consistent 5.7 percent annual rate 

from 2017-2019 because fewer drugs have patents expiring, which means less generic lower-cost 

alternatives will be available. After 2019, private health insurance expenditures slow to 4.8 percent 

as disposable income for health care costs falls and the proposed tax on high cost health plans (e.g. 

“Cadillac Tax”) is implemented.  

From 2016 to 2025, Medicare costs are projected to increase 7.1 percent annually because, as the 

U.S. population ages, more individuals are likely to have complex health needs that require a 

greater quantity and intensity of services. Analysts anticipate Medicaid spending will increase 6 

percent annually from 2018-2025 as Medicaid enrollees grow older and develop disabilities.  

HCA forecasting data show similar increases. HCA projects PEBB’s FY 2017 non-Medicare medical 

expenditures will be $1.6 billion and Apple Health FY 2017 expenditures will be $7.4 billion.22 

  

                                                             

22 Figure does not include Disproportionate Share Hospital Programs (DSH), Safety Net Assessment Fund 
(SNAF), or DSHS Medicaid expenditures.  
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Consumers with Employer-Sponsored Insurance 

Roughly half of Washington State residents received employer-sponsored health insurance 

coverage in 2015; this aligns with national statistics.24 Individuals with employer-sponsored 

insurance experienced a 3 percent increase in premiums from 2015 to 2016 with an average 

premium (employer share plus individual share) that totals $18,142 per family. The average 

employee with employee-sponsored insurance in the U.S. spent $5,277 for their portion of the 

family premium contribution in 2016, which is in line with their contribution from the previous 

year but 20 percent higher than what they paid in 2011.25 In the West, the average family premium 

in 2016 totaled $18,145, with employees paying, on average, $5,372 for their portion of the 

premiums.26  

The largest burden, however, is the steep rise in cost sharing and deductibles for individuals with 

employer-sponsored coverage. Among the 83 percent of workers with employer-sponsored 

coverage who have a health plan with a deductible, the average deductible individuals paid for 

subscriber-only coverage in 2016 was $1,478. This is a 12 percent increase from 2015.27 In 2015, 

Washington families faced a deductible of $2,785 on average compared to the national average of 

$2,915.28  

The increase from 2015 to 2016 represents part of a larger historical trend: employees are facing 

growing deductibles as employers respond to rising health care costs by shifting costs to their 

employees (see chart on following page).29 

  

                                                             

24 Kaiser Family Foundation (2016). State Health Facts: Health Insurance Coverage of the Total Population. 
Timeframe: 2015. Retrieved On February 6, 2017 from: http://kff.org/other/state-indicator/total-
population/?currentTimeframe=0&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%
22%7D. 

25Kaiser Family Foundation and Health Research and Educational Trust (2016). Employer Health Benefits 
2016 Annual Survey Retrieved February 6, 2017 from: http://files.kff.org/attachment/Report-Employer-
Health-Benefits-2016-Annual-Survey. 

26 Ibid. Note that the West is defined as: AZ, CO, ID, MT, NV, NM, UT, WY, AK, CA, HI, OR, and WA in this survey.  
27Kaiser Family Foundation. (2016, September 14). Average Annual Workplace Family Health Premiums Rise 
Modest 3% to $18,142 in 2016; More Workers Enroll in High-Deductible Health Plans with Savings Option 
over Past Two Years. Retrieved on February 6, 2017 from: http://kff.org/health-costs/press-
release/average-annual-workplace-family-health-premiums-rise-modest-3-to-18142-in-2016-more-
workers-enroll-in-high-deductible-plans-with-savings-option-over-past-two-years/.  

28This is the most recent data available for Washington State averages. Source: Agency for Healthcare 
Research and Quality (2016). Table II.F.3. Average Family Deductible (in dollars) per employee enrolled with 
family coverage in a health insurance plan that had a deductible at private sector establishments by firm size 
and state: United States, 2015. Retrieved February 6, 2017 from: 
https://meps.ahrq.gov/data stats/summ tables/insr/state/series 2/2015/tiif3.pdf. Note 2015 is the most 
recently published data broken down at the state level.  

29 The Advisory Board (2017). Health Care Industry Trends 2017 Ready-to-Use Presentation Slides.  
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(FPL), which is $47,080 for an individual and $97,000 for a family of four.36 Any changes in family 

size, age, income, tobacco use, and place of residence could lead to premium changes for an 

individual purchasing insurance on the individual market.37 

The individual health care market varies significantly based on geography, both in terms of the 

number of available plans by county and average premium costs in an area. One benchmark 

analysts use to assess average healthcare costs on the individual market is to calculate the monthly 

premium for a 40-year old non-smoker with no dependents and an income of $30,000 seeking the 

second lowest silver plan. As an example, individuals matching this description had a $229 

pre-subsidy premium in Louisville, Kentucky compared to $904 in Anchorage, Alaska for the same 

coverage. The percentage increase in premiums from 2016 to 2017 also varied significantly by 

geography. An extreme case is that monthly premiums for the Benchmark plan in Phoenix, Arizona 

grew by 145 percent ($207 to $507) from 2016 to 2017.38 

A number of factors influence rate-setting in the individual health insurance market. Insurers set 

premiums using informed predictions of the health needs of those who enroll. Below are a few 

explanations for the fluctuations in insurance premiums different individuals may have 

experienced that do not directly relate to changes in their household: 

 Insurers over- or under-estimated the cost of care for the risk pool of individuals and have 

to adjust premiums accordingly the next year. Changes in underlying prices (for example, 

the cost for a particular medical procedure) and the utilization mix (the types of services 

people are seeking) also affect the accuracy of insurers’ estimates.39  

 The ACA included risk adjustment, reinsurance, and risk corridors programs meant to 

minimize destabilizing impacts of adverse selection and risk selection in the expanded 

individual market. The federal reinsurance and risk corridors programs were temporary 

and ended in 2016; the risk adjustment program is ongoing. All three programs were 

funded by payments from certain insurers and paid out to other insurers with the intent of 

spreading financial risk across the individual market and stabilizing premiums. Accuracy of 

insurers’ expectations about the impact of these programs on their risk and the temporary 

                                                             

36 Internal Revenue Service. (2017, March 15). Eligibility for the Premium Tax Credit. Retrieved on February 
6, 2017 from: https://www.irs.gov/affordable-care-act/individuals-and-families/eligibility-for-the-premium-
tax-credit and Centers for Medicare & Medicaid Services (2016). How Health Insurance Companies Set Health 
Premiums. Retrieved February 6, 2017 from: https://www.healthcare.gov/how-plans-set-your-premiums/. 

37 American Academy of Actuaries (2016, May). Issue Brief: Drivers of 2017 Health Insurance Premium 
Changes (1-9). Retrieved February 6, 2017 from: 
http://www.actuary.org/files/publications/IB.Drivers5.15.pdf. 

38Cox, Cynthia et.al. (2016, November 1) 2017 Premium Changes and Insurer Participation in the Affordable 
Care Act’s Health Insurance Marketplaces. Kaiser Family Foundation. Retrieved February 6, 2017 from: 
http://kff.org/health-reform/issue-brief/2017-premium-changes-and-insurer-participation-in-the-
affordable-care-acts-health-insurance-marketplaces/.  

39 American Academy of Actuaries. (June 2016). Issue Brief Drivers of 2017 Health Insurance Premiums.  
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nature of two of the three programs have affected premium growth trends in the individual 

market.40 

 The number of enrollees who select an individual plan has an impact on pricing because a 

greater number of enrollees helps to spread risk in the insurance pool. If the uptake rate of 

people is higher, then more healthy individuals likely are entering the insurance risk pool 

and can help bring down per capita costs of care. About 46 percent of people who were 

eligible for an individual plan selected one in 2016.41 

In 2016, approximately 6 percent of people in Washington received coverage by purchasing an 

individual plan. By metal level, 6 percent of enrollees selected a Gold plan, 62 percent of enrollees 

selected a Silver plan, 30 percent selected a Bronze plan, and the remainder selected a catastrophic 

plan.42 The Washington State Health Benefit Exchange found an average premium increase of 13 

percent from 2016 to 2017.43 The benchmark example, a 40-year-old non-smoker who selected the 

second lowest-cost silver plan, experienced an average premium increase of $9 per month from 

2016 to 2017. Individuals purchasing insurance on the Washington State Health Benefit Exchange 

faced a 5 percent increase in average deductibles for bronze plans and an 8 percent increase in 

average annual deductibles when they purchased a silver plan.44 

  

                                                             

40 Cox, Cynthia et. al. (2016, August 17). Explaining Health Care Reform: Risk Adjustment, Reinsurance, and 
Risk Corridors. Kaiser Family Foundation. Retrieved on February 6, 2017 from: http://www.kff.org/health-
reform/issue-brief/explaining-health-care-reform-risk-adjustment-reinsurance-and-risk-corridors/. 

41 American Academy of Actuaries. (June 2016), Issue Brief: Drivers of 2017 Health Insurance Premiums. 

42Wakely Consulting Group. (2016, November). Washington State Benefit Exchange: Washington State Health 
Insurance Market Analysis. Retrieved on February 6, 2017 from: http://www.wahbexchange.org/wp-
content/uploads/2013/05/HBE LEG 161201 Wakely Market Analysis.pdf http://kff.org/other/state-
indicator/total-population/?currentTimeframe=0. 

43 Washington Health Benefit Exchange. (2016, October 21). Washington Healthplanfinder Bucks National 
Rate Trends; Customers Will See Changes in Costs, Savings and Coverage Options in 2017. Retrieved on June 
19, 2017 from: https://www.wahbexchange.org/washington-healthplanfinder-bucks-national-rate-trends-
customers-will-see-changes-costs-savings-coverage-options-2017/. 

44 Washington Health Benefit Exchange. (2017, January 16). Senate Health Care Committee. Retrieved on 
February 6, 2017 from: https://www.wahbexchange.org/wp-
content/uploads/2013/05/HBE LEG 170116 Exchange Overview SHC.pdf. 
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provider practice patterns and how payers finance health care—still largely an FFS system where 

the quality of a service is unrelated to outcomes. 

As patients become responsible for a growing proportion of health care costs, it is important 

to support and reward delivery system efforts that improve quality of care as a way to lower 

overall costs.  

Value-based Payment and Purchasing, 
and Delivery System Reform Strategies  
Under the fee-for-service (FFS) reimbursement system, providers are rewarded for more care 

(volume) rather than high quality, high value care. There is no incentive for coordinated and 

efficient care; this often leads to duplicative tests and procedures, and more costly care. The basic 

goals of value-based payment are to reward quality and value in the health care system and 

incentivize delivery system reform strategies that promote quality and value in our health care 

system such as primary care, team-based care, care coordination, patient engagement in care 

decisions, and care that adheres to best practices or what evidence shows works. Care delivery 

cannot be reformed or transformed without re-aligning payment incentives with better patient 

outcomes and higher value.  

Value-based Payment Adoption, Nationally and in Washington State 
Several national surveys administered in 2016 show that more healthcare providers and payers are 

implementing value-based care reimbursement contracts and moving away from traditional fee-

for-service payment models. An ORC International and McKesson survey found that, by the end of 

2015, 58 percent of payers and hospitals were incorporating value-based care reimbursement 

protocols in their practice or moving toward that goal.51 Additionally, according to the Health Care 

Transformation Task Force (HCTTF), of which HCA is an active member, as many as 42 percent of 

member providers used value-based care reimbursement arrangements and 38 percent of payers 

used an alternative, value-based payment model in 2015.52  

In May 2016 HCA surveyed Washington State providers and payers on value-based payment (VBP) 

adoption status as of the end of 2015. According to survey responses, approximately 25 percent of 

payers and 20 percent of providers self-reported they were in engaged in VBP arrangements.  

HCA is administering its annual VBP survey to providers and payers to gauge VBP adoption again 

in June 2017. 

                                                             

51 Health Payer Intelligence. (2016, September 27). 58% of Payers, Providers Adapt Value-Based Care 
Reimbursement. Retrieved on June 26, 2017 from https://healthpayerintelligence.com/news/58-of-payers-
providers-adapt-value-based-care-reimbursement. 

52 Williamson, Jennifer. (2016 April 12). Health Care Transformation Task Force Reports Increase in Value-
Based Payments. Retrieved on May 15, 2017 from: http://hcttf.org/releases/2016/4/12/healthcare-
transformation-task-force-reports-increase-in-value-based-payments. 
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Federal Value-Based Payment Strategies 
The federal government has set ambitious VBP goals: By 2018, 50 percent of Medicare FFS 

payments are to be in Alternative Payment Models (APMs).53 In 2016, the federal government 

announced that 30 percent of their payments were in APMs.54 (The federal government uses the 

LAN Framework [http://hcp-lan.org/workproducts/apm-whitepaper-onepager.pdf] to categorize 

different types of health care payment arrangements starting with fee-for-service and moving to 

advance value-based models.) 

 

The Medicare Access and CHIP Reauthorization Act of 2015 (MACRA), Medicare’s most significant 

VBP legislation, ends the Medicare Sustainable Growth Rate (SGR) formula payment method which 

adjusted Medicare reimbursement rates based on GDP growth, and creates the Quality Payment 

Program (QPP), a new framework for rewarding providers for delivering high quality care. Starting 

in 2017, physicians and others providing care for at least 100 Medicare Part B recipients 

(outpatient physician services) can choose to enroll in one of two tracks for payment under the 

QPP:  

 Merit-based Incentive Payment System (MIPS), or 

 Advanced Alternative Payment Models (AAPMs).55 

                                                             

53 Centers for Medicare and Medicaid Services. Health Care Payment Learning and Action Network. Retrieved 
on May 15, 2017 from: https://innovation.cms.gov/initiatives/Health-Care-Payment-Learning-and-Action-
Network/. 

54 Shatto, John D. (2016 March 3). Center for Medicare and Medicaid Innovation’s Methodology and 
Calculations for the 2016 Estimate of Fee-for-Service Payments to Alternative Payment Models. Retrieved on 
May 15, 2017 from: https://innovation.cms.gov/Files/x/ffs-apm-goalmemo.pdf. 

55 Centers for Medicare and Medicaid Services. Innovation Formula. (2017). Retrieved on April 29, 2017 from: 
https://innovation.cms.gov/initiatives/index.html#views=models. Advisory Board, (2017 April) Medicare 
Risk Strategy. Retrieved on April 29, 2017 from: https://www.advisory.com/-/media/Advisory-
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The MIPS program consolidates three existing quality reporting programs: Physician Quality 

Reporting (PQRS), Value-based Payment Modifier (VBPM) and meaningful use (MU). Under MIPS, 

providers will earn a performance-based payment adjustment based on their quality and cost 

performance/metrics, implementation of care improvement activities (e.g., care coordination 

strategies), and adoption of health information technology.  

Providers that choose to participate in the advanced APM track are eligible to earn incentive 

payments. Qualifying alternative payment models (APMs) are defined as any of the following: 

 An innovative payment model expanded under the Center for Medicare & Medicaid 

Innovation (CMMI), with the exception of Health Care Innovation Award recipients; 

 A Medicare Shared Savings Program (MSSP) accountable care organization (ACO); 

 A Medicare Health Care Quality Demonstration Program or Medicare Acute Care Episode 

Demonstration Program; or 

 Another demonstration program initiated by CMS. 

The amount that providers receive in 2019 Medicare payments will be determined according to 

their 2017 QPP performance, with providers receiving incentive payments for good performance or 

withholds for poor performance. In 2021, providers will also receive incentives for their 

participations in risk-based contracts with other payers including private health insurers and 

Medicaid.  

Washington State Value-Based Purchasing Strategies 
To achieve HCA’s goal of having 90 percent of state-financed health care in VBP arrangements by 

2021, HCA is already using several VBP strategies in Medicaid and PEB, and plans to continue to 

design new models.  

New VBP arrangements and activities that are currently being designed or implemented in 2017 

include:                                                                                                                                                                                                                                                                                                                                                                                                                                                    

 Tying Medicaid Transformation Demonstration incentive payments to Accountable 

Communities of Health (ACHs) and MCOs to attainment of VBP arrangements. Under 

Initiative 1 of the Medicaid Transformation Demonstration, funds are available to reward 

MCO and ACH partnering providers for attainment of annual VBP targets. The VBP 

incentives are based on the LAN framework, with progressive targets throughout the 

demonstration.56 

                                                             

com/Microsite/Research/2016/2016-HCAB-National-Meeting/Presentation%20PDFs/DC-APRIL/B-
Final.pdf. 
56Centers for Medicare and Medicaid Services. (2017, January 9). Washington State Medicaid Transformation 
Project. Retrieved on June 20, 2017 from: https://www.hca.wa.gov/assets/program/Medicaid-
demonstration-terms-conditions.pdf. 
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 Apple Health 1 percent VBP Withhold. Starting in January 2017, HCA instituted a major 

change in Apple Health contracts. As part of HCA’s Value Based Purchasing strategies to 

drive transformation in the marketplace, 1 percent of the capitation payments to Medicaid 

MCOs have been withheld. To receive the 1 percent withhold, MCOs must show that 0.75 

percent of overall payments are paid out to providers to improve the quality of care 

delivered: 30 percent of their payment arrangements are in 2c-4b of the LAN Framework 

(http://hcp-lan.org/workproducts/apm-whitepaper-onepager.pdf); and attain quality 

improvement across seven different quality measures.57 

 Payment Model 2: Encounter to Value. HCA has been working with the federal 

government, Federally Qualified Health Centers (FQHCs), Rural Health Clinics (RHCs), the 

Washington Hospital Association, and other stakeholders to reform FQHC and RHC 

payments by linking payment to quality. In April, 16 FQHCs and one RHC agreed to 

participate in an innovative new payment model, Payment Model 2: Encounter to Value. 

Payment Model 2 will reward clinics that deliver high quality care to patients by linking 

payment to improvement and attainment against quality measures. Payment Model 2 

promotes greater access to care through increased flexibility by allowing providers to 

deliver care in new and innovative ways that improve patient care, incentivize care 

coordination, and encourage robust primary care teams.58 Payment Model 2 is regarded as a 

national value-based model for FQHCs, receiving the attention of other states seeking to 

transform FQHC payments. 

 Payment Model 4: Multi-Payer. Under Heathier Washington’s Payment Model 4, aimed at 

fostering VBP approaches in commercial markets, two provider organizations have agreed 

to participate in regional multi-payer demonstrations where they are incentivized to spread 

and scale value-based payment adoption and reform activities. This includes reporting on a 

subset of quality measures (similar to the set used in HCA contracts), accelerating value-

based payment implementation, and recruiting additional payers to participate in the 

demonstration each year. HCA is providing financial assistance and data extracts on 

attributable UMP members and Apple Health clients to assist these providers in managing 

their patient populations. The two participating provider organizations are Northwest 

Physicians Network (NPN) in Tacoma and Summit Pacific Medical Center in Elma.59  

 Bundled Episodes of Care Request for Information. In late April, HCA issued a Request 

for Information (RFI) to gather information on providers’ experience and feedback on 

bundled payment episodes of care. The results of the RFI will inform HCA’s future episodes 

                                                             

57The LAN Framework categorizes different types of health care payment arrangements starting with fee-for-
service and moving to advance value-based models.  

58 Health Care Authority, (2016, November 21) Request for Letter of Intent, FQHC and RHC APM4 and Health 
Care Authority, (2017 May 12). Clinics agree to new Medicaid payment model to expand access, improve care.   

59 Health Care Authority, Greater Washington Multi-Payer and Request for Letter of Intent. 
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of care bundle strategies for PEB and Medicaid. Bundle strategies will be designed in 2018 

and implemented in 2019. 

 Application for Certification of HCA’s payment models as advanced Alternative 

Payment Models. HCA intends to apply to the federal government for its VBP payment 

models to be certified as advanced alternative payment models. By applying for advanced 

APM certification, participating providers who use HCA’s models would quality for extra 

incentive payments under the APM track starting in 2019. HCA is waiting for the federal 

government to release more information on the certification process. 

Drug Cost Solutions 
Most of the models listed above are total-cost-of-care models, meaning the plan and/or provider is 

accountable for both medical and drug costs. HCA is exploring additional strategies to curb drug 

growth in PEBB and Medicaid, many of which were identified at the two HCA-convened drug-

purchasing summits held in 2016. These include:  

 Alternative payment models connecting state drug purchasing payments to patient clinical 

outcomes and insurance plan financial results; 

 An expanded preferred drug list (PDL) to increase supplemental drug rebates from 

manufacturers and a single PDL that includes both FFS and the Medicaid MCOs (now 

required through legislative direction in the 2017-19 biennial appropriations act); and 

 Having Washington Medicaid join the NW Prescription Drug Consortium, a group of 

Washington and Oregon state entities that negotiate drug pricing contracts and services.60 

Other States and Initiatives 
Like Washington, other states are actively implementing value-based payment models in their 

Medicaid and other state-purchased programs, aided by federal support like the State Innovation 

Models (SIM) grant, aimed at assisting states in implementing value-based purchasing and APMs 

across a variety of healthcare payers.  

SIM launched in April 2013 and six states (Arkansas, Massachusetts, Maine, Minnesota, Oregon, and 

Vermont) initially received test grants. Seven additional states, including Washington, received test 

grant funds in 2015. Of the six states participating in the first phase of the SIM Initiative, two have 

been able to link more than half of their population to a value-based care model.61 

                                                             

60 Health Care Authority. (2016, November 15). Review of Prescription Drug Costs and Summary of Potential 
Purchasing Strategies: A Report to Washington Legislators. Retrieved February 16, 2017 from: 
http://www.hca.wa.gov/assets/drug-price-and-purchasing.pdf. 

61 RevCycle Intelligence. (2016, September 8). CMS Touts Progress of State-Led Alternative Payment Model. 
Retrieved on June 26, 2017 from: http://revcycleintelligence.com/news/cms-touts-progress-of-state-led-
alternative-payment-model. 
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Medicaid Delivery System Reform Incentive Payment (DSRIP) programs also provide federal 

support to states to reinvest savings to test innovative value-based payment and delivery system 

strategies. In addition to Washington, eight states currently have approved DSRIP initiatives: 

California, Texas, Massachusetts, New Jersey, New Mexico, New York, New Hampshire, and Kansas – 

and other states are in the process of negotiating their DSRIP program with federal partners.62  

Other Relevant Heath Care Market Updates 
and News 
Changing the way health care is paid for is critical to incentivizing the right care and improving 

population health. At the same time, health insurance coverage is also key to improving population 

health, as health insurance directly influences a person’s access to care and, consequently, their 

health. 

Washington State Health Care System Performance63 
Washington State’s health care system is among the strongest in the nation, making the biggest 

jump in the rankings, according to a Commonwealth Fund national study released in spring 2017. 

The latest Commonwealth Scorecard on State Health System Performance ranked Washington 

tenth out of 50 states, making it the highest–ranked state in the West. Washington had one of the 

largest improvements in the rankings from the prior year, moving from a ranking of 16 to 10. The 

areas where Washington scored favorably include: 

 Vaccination rates among children/adults,  

 Numbers of adults who went without care,  

 The uninsured rate for adults/children,  

 The proportion of adults with a usual source of care,  

 Infant mortality,  

 The number of colorectal cancer deaths, and  

 Multiple long term care (LTC) quality measures.  

Washington State scores declined in two areas: breast cancer deaths for females and risk-adjusted 

30-day mortality among Medicare beneficiaries hospitalized for heart attack, stroke, COPD, heart 

failure, or pneumonia both increased.  

                                                             

62 Heflin, Katherine. (2016, October 20). Driving Health Care Innovation through DSRIP: State of the States. 
Center for Health Care Strategies, Inc. Retrieved on June 26, 2017 from: http://www.chcs.org/driving-health-
care-innovation-through-dsrip/. 

63 Radley, D.C., McCarthy, D., and Hayes, S.L. (2017 March). Aiming Higher: Results from the Commonwealth 
Fund Scorecard on State Health System Performance 2017 Edition. Retrieved on March 16, 2017 from: 
http://www.commonwealthfund.org/interactives/2017/mar/state-scorecard/#chapter6. 
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Overall, the 2017 Scorecard finds that nearly all state health systems improved on a broad range of 

health indicators between 2013 and 2015. The scorecard found that Washington and other states 

that expanded Medicaid under the ACA saw greater gains in access to care. 

Washington State has made significant strides in improving health system performance, but there is 

still room for improvement.  

 

 

 

 

 






