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CBO Budget Outlook 2016-2026

= Qver the 2016-2025 period projects a cumulative deficit of $8.6 trillion, a $1.5 trillion increase
from the agency’s projection in August 2015

= About half of the $1.5 trillion increase a result of the effects of laws enacted since August,
primarily the extension of tax provisions by the Consolidated Appropriations Act

» The projected deficits would push debt held by the public up to 86 percent of GDP by the end
of the 10-year period, a little more than twice the average over the past five decades

= Three decades from now debt held by the public is projected to equal 155 percent of GDP

» The deficit as a percentage of GDP will grow from 2.9 percent in 2016 to 4.9 percent in 2026;
50-year average is 2.8 percent of GDP

» Gross federal outlays for Medicare, Medicaid, and other health care spending accounted for
40 percent of gross mandatory spending and equaled 5.8 percent of GDP in 2015

= Projects gross federal outlays for those programs will jump to $1.1 trillion, or 6.2 percent of
GDP, in 2016 and reach $2.0 trillion, or 7.4 percent of GDP in 2026

= 60 percent of the growth in Medicare over the next 10 years results from rising costs per
beneficiary
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Healthcare is Consuming Greater Percentage of GDP

Projected Outlays in Major Budget Categories

Percentage of Gross Domestic Product
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Source: Congressional Budget Office.

a. Conslsts of Medicare (net of premiums and other offsetting receipts), Medicaid, the Children’s Health Insurance Program, and subsidies for health
insurance purchased through exchanges and related spending.

b. All mandatory spending other than that for the major health care programs and Soclal Security.
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HHS Payment Reform Goals

Overall goal: shift payments driven by volume to payments driven by value
O Volume to value framework based on the percentage of Medicare payments that
= Increase accountability for both quality and total cost of care, and,;

= Promote population health management as opposed to payment for specific services

Target percentage of Medicare FFS payments linked to quality and
alternative payment models in 2016 and 2018

All Medicare FFS (Categories 1-4)
[ FFS linked to quality (Categories 2-4)

I Alternative payment models (Categories 3-4)
2016

All Medicare FFS All Medicare FES
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HHS Framework For Healthcare Payments

Description

Medicare FIS

Category 1:

Fee for Service—No Link
fo Quality

Payments are based on
volume of services and
not linked o quality or
efficiency

* Limited m Medicare
fae-for-service
» Najority of Medicare
ents now are
linked to quality

Source: www.CMS.gov, January 26, 2015

Payment Taxonomy Framework

Category 2:

Fee for Service—Link o

»  Hospital value-based
purchasing

+  Physician Value-
Based Modifier

»  Readmizsions Hospit
al Acquired
Condition Feduction
Program

Category }:

Alternative Payment
Models Built on Fee-for-
Service Architecture

Some payment & [iked to
the effective managemeni
of a population or an
episode of care. Payments
sl triggered by delivery
of services, buf
opportunities for shared
savings or 2-sided risk

=  Accountshble care
ofganizations

#  Ddedical homes

*  Bundled payvments

» Comprehensive
primary care
mitiztive

+  Comprehenszive
ESED

»  Medicare Medicaid
Financial Alignment
Initiztive Fee-For-
Service Model

Category 4:

Population-Based Payment

Payment i not directly

50 volume is not linked io
papment Clinicians and
organizations are paid and
responsible for the care of a
beneficiary for a long period
(eg =1 yr)

*  Eligible Pionesr
sccountzble care
ofganizations i years 3-
3
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Continuum of Alternative Payment Models (APMs)

Incentives for Provider Shift to
. Comprehensive .
Collaboration X population-
Population-
A based centered
Payments care
Accountable Care
Organization
(ACO) w/ Shared
Risk
Bundled
Payment
Pay for
Performance
Provider
FFS Only Financial
Risk
A
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Rapidly Changing Landscape in U.S. Health Care Payment

O January 2015: Department of Health and Human Services (HHS) announces goal of
moving Medicare payments away from fee-for-service

O April 2015: Congress passes Medicare Access and Chip Reauthorization Act
(MACRA), which repeals the sustainable growth rate (SGR) and its payment cuts to
physicians, and replaces it with a new payment system in 2019

O May 2015: CMS releases a proposed rule making most sweeping changes to
Medicaid Managed Care since 2002.

O September 2015: CMMI announces Value-Based Insurance Design (VBID)
demonstration program for Medicare Advantage

O September 2015: CMMI announces Part D Enhanced Medication Therapy
Management (“MTM”) Model

O November 2015: CMS Finalizes New Comprehensive Care for Joint Replacement
(CJR) Model

O January 2016: CMS announces first round of participants in Next Generation ACO
Model
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Value-Based Care Will Continue to Grow

Fig.1: National Baseline Projections (Q3 2015)
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Examples of Bundled Payments in Medicare

Bundled Payment for Care Improvement (BPCI)

Model 1 all DRGs; Model 1 payments are discounted IPPS

Models 2-4 provide choice of 48 clinical episodes; Model 2 (Hospital and PAC
+90) and Model 3 (PAC) FFS payment with retrospective reconciliation based on
actual vs. projected costs. Model 4 prospective bundle payment; all provider for
entire inpatient stay

As of October 2015, more than 1,500 providers are participating as a part of BPCI
arrangements, and more than 300 organizations have agreed to take on the
financial risk Early Results Models 2-4

BPCI appears to have affected provider performance (declines in SNF use and
increase in home health use; drop in readmissions)

“Drawing any conclusions about the Initiative at this time is premature” due to small
sample sizes and limited experience under BPCI
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Examples of Bundled Payments in Medicare

Comprehensive Care for Joint Replacement (CJR)

» CJR Begins moving episode-based payment reform from CMMI into mainstream
Medicare

= LEJR - hips and knees — 400,000/$7B in hospital costs alone in 2014

= Participation generally required for hospitals in 67 geographic areas (MSAs) with a
population of at least 50,000 beginning April 2016

Model Design

» Episode begins with hospitalization and lasts for 90 days following discharge,
building on DRG system and including physician and post-acute care (Medicare
Parts A and B)... drives increased care coordination

» Medicare sets episode “spending target” annually for each participating hospital
over a 5-year period, based on prior-year Medicare spending in the episode

= All providers continue to receive same payments as before, but hospital receives
bonus or penalty based on total spending on its patients; full bonus only if meet
guality measures
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Accountable Care Organizations (ACQOs)

» Providers held accountable for total cost of care and quality delivered to a set
population with the opportunity to share in savings if costs are below projections
and the providers meet defined quality benchmarks

= Some shared savings arrangements require providers to repay a certain
percentage of losses if spending exceeds projections (two-sided risk)

» Encourages providers to focus on both reducing total population costs and
improving care quality

= Create incentives for providers to coordinate across the care continuum
Examples

= All major health plans have accountable care type arrangements

= Medicare Shared Savings Program

* Pioneer ACO Model

= Next Generation ACO Model
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Medicare ACOs

= Medicare ACOs are driving much of the growth in volume to value
payment models and now serve nearly 8.9 million beneficiaries

= MSSP accounts for largest number of value-based payments in Medicare

= 434 Shared Savings Program ACOs with option of one-sided or two-
sided track
= Pijoneer ACO Model/Next Generation ACO Model

= Two-sided risk for all participants, with opportunity for greater upside
savings and additional regulatory flexibility

= Next Generation ACO Model launched in January with 21 participants,
Including former MSSP and Pioneer participants, with additional
financial incentives

= QOver 33 million non-Medicare patients served by Medicare ACOs
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MSSP and Pioneer ACO Program Results To Date

= Roughly half of MSSP ACOs reduced spending in their second year, one-quarter
enough to earn shared savings

= Percentage of Pioneer ACOs earning shared savings increased in third year (now
over half); however, over two-thirds of original participants have left the program,
including 9 that transitioned to Next Generation Model

= ACOs as a group continue to improve quality of care

MSSP Results PY2 Pioneer ACO Results PY3
Earned Shared Savings 86 Earned Shared Savings 11
Eligible for Shared Savings, but Failed to 6 Reduced Costs, but Not Enough to Earn Shared 4
Satisfactorily Report Quality Savings
Reduced Costs, but Not Enough to Earn Shared 89 Increased Costs, but Not Enough to Owe 2
SAVIgs Repayment Losses

Increased Costs, but Not Enough to Owe 152 -
Repayment Losses Increased Costs and Responsible for Repayment 3

of Some Losses

Increased Costs and Responsible for Repayment 0
of Some Losses Total 20
Total 333

© 2015 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 12

firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved. NDPPS 391962



New Medicare Payment Reform Efforts

Medicare Advantage Value-Based Insurance Design (VBID) Model

= Heath plan benefit design to encourage patients to consume high-value clinical
services, thereby improving quality and reducing costs

= CMS will test the model in 7 states (Arizona, Indiana, lowa, Massachusetts,
Oregon, Pennsylvania and Tennessee)

= |dentified limited number of chronic conditions that organizations can choose to
target: diabetes. COPD, CHF, patient with past stroke, hypertension, coronary
artery disease, mood disorders

» Four permissible interventions
= Reduced cost sharing for high value services
= Reduced cost sharing for high value providers

= Reduced cost sharing for enrollees participating in disease management or
related programs

= Coverage of additional supplemental benefits
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New Medicare Payment Reform Efforts

Part D Enhanced Medication Therapy Management (MTM) Model

= Aligns the stand-alone prescription drug plan (“PDP”) sponsor and government
financial interests, while also creating incentives for more robust investment and
iInnovation in better targeting medication therapy interventions

= Model will be tested in 5 Part D regions (VA, LA, FL, AZ, Upper Midwest/Northern
Plains) starting in 2017 for a 5-year performance period.

» Three key elements of the model

1. Additional regulatory flexibilities to allow for more individualized and risk-stratified
interventions

2. A prospective payment for more extensive MTM interventions that will be “outside”
of a plan’s annual Part D bid

3. A performance payment, in the form of an increased premium subsidy, for plans
that successfully reduce fee-for-service expenditures and fulfill quality and other
data reporting requirements through the model.

= CMS will develop new MTM-related data and metric collection requirements for both
monitoring and evaluation purposes, which will provide a rich data source for
understanding the relationship between types of MTM activities and outcomes.
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Enhanced MTM Model Design

= Current MTM program design or performance is not a good indicator of how sponsors
will respond to the Enhanced MTM model

» Current model strongly discourages Part D sponsors from investing in effective MTM
programs despite CMS goals and sponsor interests in improving quality:

= Any additional administrative costs like MTM raise bids (and premiums) and reduce
medical loss ratios, therefore increasing the risk of penalties—> sponsors who
invested in effective MTM programs potentially jeopardize enroliment growth

= Because of these financial implications, the current Comprehensive Medication
Review (CMR) completion rate metric incentivizes plans to minimize MTM program
enrollment in order to increase this measure (i.e. reducing the number of targeted
beneficiaries (denominator) makes it possible to achieve a higher ratio with fewer
CMRs)

= The CMMI Enhanced MTM model seeks to eliminate these perverse incentives to
minimize and economize on MTM programs by waiving current MTM requirements
(targeting criteria and interventions) and facilitating funding for MTM intervention costs
outside the bid

= Enhanced MTM programs are expected to become more robust with experience over
the performance period of the model
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Implications for Change in MTM Programs

» |n addition to removing disincentives to offer MTM programs, the model also creates
positive incentives to design and implement MTM programs that actually identify and
intervene with medication-related problems

= Sponsors whose MTM programs reduce medical costs by 2% or more (Parts A&B
cost reductions**) could qualify for government premium subsidies that will make
their plans more attractive in the Medicare marketplace

= Participating sponsors are incentivized to invest wisely, targeting interventions that
actually identify and mitigate medication-related issues, rather than just generate
CMRs and TMRs

= To resolve medication-related issues plan sponsors will need to invest in items and
services that actually change beneficiary behaviors

= Effective MTM programs will need to engage practicing pharmacists, physicians and
other community-based resources with trusted patient relationships

** net of MTM program funding
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New MTM Opportunities for Pharmacies & Pharmacists

= Enhanced MTM should enable patient-centered interactions that identify patient-
specific goals of therapy and address an individual's actual barriers to optimized
medication use

= Sponsors and/or their MTM vendors will need to leverage pharmacist and
pharmacy relationships:

= For meaningful person-to-person interactions in various sites of care that
identify personal patient goals and barriers

= For reducing both prescription drug and medical costs, side effects, and
adverse events from eliminating unnecessary, duplicative, or ineffective
medications (not just improved adherence)

= For identifying at-risk individuals at the earliest stage

© 2015 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 17
firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved. NDPPS 391962



New MTM Opportunities for Pharmacies & Pharmacists

= Sponsors need partners with aligned interests in preventing future health care
costs, not just generating service billing

= How can pharmacies contribute and add value to this mutual interest?

= Stronger linkages will be needed among sponsors, pharmacies, and
prescribers, including exchange of electronic data and documents.

= How can pharmacies help identify the MTM-data-exchange-ready providers
and entities in a market for pilot linkages?
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Enhanced MTM Model — Medicare Part D

= Applications have been submitted — providers not committed until bid submission
= Qutstanding questions remain:

= Are the performance incentives sufficient to attract wide-spread plan
participation?

= Are plans capable of reducing Part A and B expenditures enough to achieve the
2% savings rate?

= Will plans fully leverage the important contributions pharmacists and pharmacies
can make in reducing costs and improving quality in Part D?

= Will the evidence demonstrate that an investment in pharmacy delivered
services has a positive ROI for Part D Plans?

= Encounter data specifications have been issued for public comment, with
comments due by April 26, 2016.
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Key Take Aways

= Payment and delivery models will continue to evolve... new models will promote
and reward measurable value (high quality at the lowest cost)

= Risk-based payment models will encourage care coordination and team based
care

» Increases in population-based payments with quality requirements will create new
opportunity for downstream providers that can create and deliver value... but are
providers ready for a rapid shift from volume to value?

» The Enhanced MTM Model is a vehicle for pharmacists and pharmacies to
demonstrate and deliver value in Part D... Evidence from the Enhanced MTM
Model can provide important evidence about the value of patient care at the
pharmacy that can be scaled

= Payment model adoption rate will vary by regional and local market conditions;
regional pharmacy leaders need to be proactive in communications with payers
and other providers to take advantage of emerging opportunities

© 2015 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 20
firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved. NDPPS 391962



Mission Of The Center

The KPMG Center for Healthcare Regulatory Insight was established to assess regulatory
and policy trends driving health care transformation and industry convergence. The Center
focuses on health care regulation and the broader implications of operating in a more
collaborative and integrated U.S. healthcare payment and delivery environment. The Center
delivers on this mission by:

m Cutting through complexity and providing translational insights from regulatory nuance

m Collecting evidence on regulatory developments and trends that affect clients and other
health care stakeholders

= Providing thought leadership on emerging issues and trends related to health care
transformation

m Offering insights on the ways in which various regulations and policies interact and how they
might influence health system changes
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Center Thought Leadership

The Revised Medicare ACO Program: More Health Afhlrs Medicare ACOs Continue To Show Care

Options ... And More Work Ahead

S. Lawrence Kocot, Ross White, and Mark McClellan Realigning Medicare Part D Incentives: A

Improvements — And More Savings Are

: Possible
June 16, 2015 New Mode| FUF Medication The[’apy Mark McClellan, S.Lawrence Kocot, and Ross White
MNovember 4, 2015
Management
5. Lawrence Kocot

September 28, 2015

dSII DRUG STORE NEWS

Building understanding: Q&A with KPMG's Larry Kocot

FierceHealthcare

ACOs: A dynamic model that will slowly
transition to value-based care
The evolution of ACOs and what it may look like in the future [Special Report]

DSN recently sat down with KPMG's Larry Kocot — who now heads up KPMG's Center for Healthcare Regulatory  September 29, 2015

Insight — to discuss the future of payment system reforms.

KPMG Today - Advisory
Wins & Recognition
KPMG Principal Tells Congress How to Improve Medicare

Before joining KPMG as the leader of the Center for Healthcare Regulatory Insight, Larry Kocot was a senior
official at the Centers for Medicare & Medicaid Services and played an instrumental role in developing the Medicare
Part D program, which provides pharmacy coverage for nearly 40 million Medicare beneficiaries.

After recently penning an article in a leading healthcare policy publication, Kocot was invited to testify before a
congressional panel about how to enhance the Part D Medication Therapy Management (MTM}) program to improve
outcomes for patients and help reduce costs overall.

S Lawrence Kocot, a visiting fellow at the Brookings Institution and head of
KPMG's Center for Healthcare Regulatory Insight, agrees. "Just look at what's
happened since January," he told FierceHealthcare. "With ACOs as the
cornerstone of this movement from payment for volume to payment for value, HHS
has announced payment reform goals that are leaning very heavily on ACOs "

#'InsideHealthPolicy

An Inside Washington news service

ACOs Look To Share Savings From Enhanced MTM With Part D Plans

Posted: November 04, 2015

S. Lawrence Kocot, principal and national leader for the KPMG Center for Healthcare
Regulatory Insight, agreed that the new model will likely result in more cooperation and
coordination between drug plans and ACOs. “Up to now, Part D plans have had little
incentive to coordinate with ACOs. The new model will encourage Part D plans to work with a
variety of partners to reach patients 'where they are' to optimize drug therapy and to
coordinate care,” said Kocot. Kocot also said that this new model will help to provide more
coordinated care between Part D plans and ACOs hecause drug plans participating in the
demonstration have better access to beneficiary information.

© 2015 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 22
firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved. NDPPS 391962



Thank you

S. Lawrence Kocot

Principal and National Leader

Center for Healthcare Regulatory Insight
(202) 533-3647

Ikocot@KPMG.com

Tracey McCutcheon

Director

Center for Healthcare Regulatory Insight
traceymccutcheon@kpmg.com




