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1. Introduction and VBBD Background

Value-Based Benefit Design

The National Business Coalition on Health (NBCH) is a national membership organization representing almost
60 purchaser-based health coalitions dedicated to supporting employer engagement in value-based purchasing
strategies. One such strategy, conceived to encourage consumer selection of high value clinical services and high
performance providers, is “value-based benefit design (VBBD)." In collaboration with NBCH'’s 501(c)3 non-profit
research affiliate, the Community Coalitions Health Institute (CCHI) and the Agency for Healthcare Research and
Quality (AHRQ), NBCH produced a one day workshop, entitled, “Building the Research Agenda for Value Based-
Benefit Design” to examine perspectives on VBBD from multiple stakeholders, examine the current evidence
supporting VBBD, and develop recommendations on future areas of investigation for employers, plans, and
researchers.

VBBD has been broadly defined to mean benefit design that aligns coverage and consumer financial incentives
with evidence-based services/interventions and high performance providers, (i.e. providing variable access
according to variable value.) VBBD can potentially address a wide range of coverage issues — from preventive
services, to treatments essential to chronic condition management, to acute care interventions (e.g. non-invasive
vs. invasive surgery), to tiered provider networks — and the deployment of co-pay incentives to motivate and
support targeted consumer behaviors.

During its relatively short life, VBBD has centered on the theory that reducing or removing financial barriers to
essential treatments and high performance providers will steer consumers towards value-based health care and
improved health status. While the scope of VBBD has been defined variously by different stakeholders, there is
general consensus that benefit design changes must be accompanied by education and strategies for consumer
engagement in order to have impact.

About NBCH

NBCH has a sustained interest in and portfolio around VBBD. NBCH has issued a number of white papers,
“Promoting Consumerism Through Responsible Health Care Benefit Design (2006),”“Assessing Value in Pharmacy
Benefits: Do Employers have the Right Tools (2007),” and “Voices of Value-Based Purchasing (2007),"a compendium
of views of health care leaders on value in health care. In addition, NBCH developed a summary of evidence
relating to value-based design elements incorporated in the NBCH “eValue8 Request for Information (eV8 RFI).”
eValue8 is a national tool used to collect standard information for employers from health plans and for several
years has included a series of questions to examine value-based design and leverage health plan adoption of
VBBD.

Developing a Research Agenda

In November 2008, NBCH in collaboration with AHRQ convened VBBD stakeholders — employers and coalitions,
health plans, and researchers - to discuss the approach and examine how to maximize value of VBBD. The one-
day meeting highlighted current knowledge of VBBD from both the practice and academic perspectives, and
engaged participants in discussion about “what we need to know.” Workshop participants generated a series

of recommendations for stakeholders: employers, plans, and researchers, on future directions for research and
practical application of VBBD. While consumers were not directly part of the dialogue, the issue of engaging
consumers is an important research and implementation priority.

1 Several inter-related terms are commonly used in discussions of value in health care purchasing. Value-based
purchasing takes the perspective of purchaser actions. Value-based insurance design is the approach first developed by
Drs Fendrick and Chernew that specifically targets benefit related incentives. The VBBD is often used to describe insurance
design plus consumer engagement activities, though there is no universal understanding of the scope of VBBD. One of the
recommendations generated at this workshop is the need to reach a more common definition and understanding of VBBD
terminology.
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The workshop agenda was developed collaboratively
by NBCH with the input of AHRQ and a VBBD Advisory
Committee that provided input and peer review of the
program and program materials. The workshop was
funded by multiple sponsors to support participation
by academic experts, coalition directors, and coalition
employer members. Appendix 1 provides a list of
advisors and sponsors.

About the White Paper

This white paper is based primarily on presentations
and discussion at the “Value-Based Benefit Design:
Building a Research Agenda” workshop in November,
2008. This meeting highlighted the growing emergence
of value-based benefit design (VBBD) as a means

of encouraging appropriate health care choices by
consumers and providers. Itincluded a discussion of
evidence and practical implementation of VBBD, along
with a discussion of consumer perspectives. Following
a review of existing knowledge, participants were asked
to recommend both specific research questions and
approaches to increasing the evidence base around
VBBD.

This White Paper provides a brief summary of the
workshop discussions and lays out the case for
continued experimentation and collaborative research
that brings together the employer and research
community. This paper is organized into the following
sections:

«  Whatis VBBD and the Evidence for VBBD?

+  Why are Employers Interested in VBBD: Evidence
from VBBD Implementation

« Challenges and Barriers to VBBD Understanding and
Adoption

« Enhancing Receptiveness to VBBD: The Research
Agenda

«  Next Steps: How the Employer and Research
Community Can Move the VBBD Agenda Forward

Appendices include a detailed list of key questions

to be answered as a part of these research efforts, a
list of individuals participating in development in the
workshop, and a 2008 summary of evidence prepared
by NBCH for its members.

2.What Is VBBD and the
Evidence for VBBD?

In setting the stage for the workshop, Peter Lee, JD,
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the Executive Director for National Health Policy of the
Pacific Business Group on Health (PBGH) noted that
VBBD refers to the creation of consumer incentives—
through the creative mix of health insurance designs
and other employee benefits—to “nudge” or encourage
individuals to make better decisions at all levels,
including choosing high-value, high-performance plans,
providers, treatments, and services. VBBD has been
adopted by a number of employers as a component of
benefit design to encourage uptake of behaviors and
services associated with better outcomes.

There have been several high-profile adoptions of
VBBD approaches by pioneering employers such as
Pitney Bowes, Colorado School District 11, and the
State of Maine. Representatives of these organizations
participated in the meeting to discuss some of the
motivating factors underlying the VBBD innovations
and their experiences with the programs. In spite of
some evidence from early adopters, many employers
have voiced reservations about the potential for VBBD
to impact cost trends or health outcomes. As such,
employers are looking for a stronger evidence base that
validates the existing programs, shows the impact of
controlled interventions, and provides guidance on the
criteria for a successful implementation.

VBBD within the Larger Context of Value-Based
Purchasing

For NBCH and its member coalitions, VBBD fits into the
broader goal of promoting value-based purchasing.
The four core elements of value-based purchasing are:

«  Standardized performance measurement
«  Transparency through public reporting
«  Payment that rewards the right care, done right

«  Engaged consumers who have appropriate
incentives to make informed choices

PBGH's framework includes a vision for value based
purchasing and a definition of VBBD elements. VBBD
incorporates measurement of effectiveness, reporting,
incentives, and engagement. It aligns with the
elements of value based purchasing but emanates from
the consumer perspective, using evidence, incentives
and tools that engage consumers around the specific
decisions they face and target actions they undertake.
The member or consumer is the center of VBBD, using
information, tools, support, and incentives to make
appropriate choices about their providers, self-care
and treatment options. In this patient-centered model,
“value”is defined through the eyes of the consumer
(not just the provider or health plan).

According to Lee, the goal of VBBD is to provide the

right information, evidence, and tools

to help consumers make the choice that

is right for them and consistent with
evidence of high quality health care.

What is considered essential health care
for one person, moreover, may not be for
another. Thus the key is to be sensitive to
the individual. In addition, a broad array
of strategies and tools (e.g., telephone
coaching, web-based tools) should be
developed to help consumers make
decisions, as they vary significantly in their
interests and ability to understand and act
on information.

Evidence on Benefit Design Change

Expert participants at the meeting were
asked to discuss a representative set of
available academic and applied research
on VBBD. The workshop included case
examples from organizations that have
implemented aspects of VBBD and a
discussion of some findings published in
the peer reviewed and “gray” (non-peer
reviewed) literature. Prior to the meeting,
NBCH prepared a review of evidence
relating to aspects of VBBD, which is
included as Appendix 2 of this paper. The
Center for Value-Based Insurance Design
also has a list of publications at www.sph.
umich.edu/vbidcenter/publications.htm.

Mark Fendrick, MD, presented current
research on the impact of value design. Dr.
Fendrick first coined the term “value based
insurance design,” (VBID) linking insurance
incentives to clinically effective services.
Dr. Fendrick noted that VBID can be viewed
as a potentially superior alternative to

a commonly employed strategy today,
increased cost sharing with consumers.
There has been a substantial increase
among employers in the use of “one-size-
fits-all” cost sharing for clinician visits,
diagnostic tests, and prescription drugs.
Cost-sharing is recognized as a strategy

to reduce utilization and is generally
assumed to result in lower costs. Current
cost-sharing approaches generally do

not discriminate based on the underlying
“value” of the service being provided. It
treats essential and non essential services
with the same broad brush. For example,
in most plans out-of-pocket (OOP) costs
for physician office visits are the same for

a follow-up appointment after bypass
surgery as they are for a visit to the
dermatologist for acne.

In spite of the perception that cost-sharing
equates with cost reduction, studies show
that in many instances, cost-sharing is

not effective in reducing total costs over a
period of time. A growing body of evidence
demonstrates that cost shifting leads to
decreases in the provision of both essential
and non-essential care, which may lead

to more acute and emergency care for
preventable conditions. High copayments
have been demonstrated to reduce
adherence to appropriate medication use
and affect adherence to mammography
screening guidelines. Theoretically, VBBD
represents a solution that avoids many of
the problems of increased cost sharing by
adhering to the following basic principles:

«  Medical services differ in the clinical
benefit provided; a one-size-fits-all
approach fails to address individual
needs based on health status and
demographic characteristics.

«  Value-based packages adjust out-of-
pocket costs based on an assessment
of the clinical benefit achieved; high
value services have lower out of pocket
costs. This eliminates the major down
side of generic cost sharing strategies
that can lead to lower utilization and
deleterious outcomes.

Cost-sharing can increase for low-value
services, thus encouraging reduced
utilization and more rational use of
services.

VBBD challenges the assumption that
increased cost-sharing lowers costs

by noting in many instances, reduced
utilization may not be a desirable

goal: reduced use of medications for
patients with chronic disease can result

in exacerbations and higher costs of
medical care. The same paradox may
apply to preventive care: higher initial
investment may result in gains of lower
overall costs. While the evidence is strong
that increasing costs to individuals reduces
use, the evidence is incomplete on the
premise of VBBD: investing in selected
essential medications and services will

“Fi\ct}jizjear olds should
geta colonoscopg

for )CrecJ but a hea]thy
Z9~3ear old who wants
a co]onoscopy should
pay 100 Percen’c of the
cost and be fined $500
for taidng his or her
mothers s]o’c.”—Mark

Fendrick, MD
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result in better outcomes or lower costs. Testing that
hypothesis is criticall element of the research agenda
for VBBD.

Evidence on Provider Selection Strategies

Meredith Rosenthal, ScD, of the Harvard School of
Public Health addressed emerging VBBD approaches
to steer consumers towards higher performing (or

more efficient) physicians, hospitals, or other providers.

A number of employers and health plans have
developed high performance network approaches.

However, before these approaches are adopted in a
widespread manner, better measurement techniques
are needed to precisely differentiate high from low
performing providers. In addition, more evidence

is needed both to link high performance network

to improved outcomes and to demonstrate the
effectiveness of programs to steer patients to higher
performing providers.

Dr. Rosenthal reviewed three recent experiments
for workshop participants on use of incentives for
employees to choose high-performing hospitals
or physicians; these programs generally create
performance “tiers” based on quality and cost
performance.

« Tiered hospital network: A study by Scanlon
et al evaluated hospital tiers set up by a large
manufacturer. This company altered its benefit
design to create an incentive for unionized
workers to select hospitals meeting The Leapfrog
Group's safe hospital standards. Under this
arrangement, employees had to pay 5 percent
coinsurance (roughly $400) if they chose a non-
Leapfrog hospital, but the copayment was waived
for Leapfrog hospitals. The study results were
inconclusive. For medical admissions, employees
in one union migrated to the Leapfrog facilities,
while there was no impact for members of the
other union. For surgical admissions, the program
had no impact on hospital choice across both
unions.

« Tiered physician network: A Taft-Hartley Fund
examined its physician network using efficiency
and quality metrics and claims data. Based on this
analysis, approximately 5 percent of physicians
were excluded from the preferred provider
organization (PPO). After the incentives were put
in place, 81 percent of patients who had seen an
excluded physician in the prior year chose not
to return to that doctor, compared to a baseline
54-percent attrition rate (a 27-percentage point
difference). Most of these individuals got care
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elsewhere, and there was no evidence of increased
emergency department (ED) use or other
problems as a result of this program.

« Physician performance profiles: The
Massachusetts Group Insurance Commission used
all-payer data from six participating health plans to
create physician performance profiles. Physicians
(primarily specialists) were placed into tiers based
largely on their individual cost and quality scores.
Tier structures varied by health plan. A member
survey found that roughly half of members
knew about the tiers and 19 percent knew their
doctor’s tier. Among those who knew, nearly half
(48 percent) said that this information mattered,
while 40 percent trusted the tiers as a proxy for
value. When asked about who they trusted to
provide such information, consumers trusted
medical societies the most, with both the health
plan and providers being trusted by 20 percent of
respondents.

Emma Hoo, Director of Value Based Purchasing, Pacific
Business Group on Health discussed a PBGH/ California
HealthCare Foundation report that evaluated existing
academic and applied research on incentives designed
to improve consumers’ health care decisions by having
them take into account cost and quality. The report
concluded that incentives tend to drive “participation”
rather than “outcomes.” It also found that incentives
are often small and therefore yield small effects. In
addition, the report raised concerns that incentives
tend to be most attractive to those who are already “on
board” and thus would have made the same decision
or acted the same way even in the absence of the
incentive. Key issues include sustaining consumer
activation and behavior change over time.

An effective VBBD strategy requires research to
support a better understanding of the non-financial
barriers to consumer engagement and adherence
with evidence-based care. As the current studies

and programs show, additional research is needed to
better understand the drivers for non-compliance and
the impact of best practice communication strategies,
and to quantify the marginal gains from incremental
incentives.'

3. Why are Employers
Interested in VBBD: Evidence
from VBBD Implementation

Interest in VBBD stems in large part from employers’
responsibility for the escalating health and
productivity costs of chronic disease. In fact, chronic

diseases such as hypertension, heart disease, diabetes,
depression, and asthma account for an estimated 45
million sick days and $7.4 billion in lost productivity
each year. Including the cost of “presenteeism” (i.e.,
suboptimal performance while at work due to illness),
these costs are even higher, with back/neck pain,
depression, fatigue, and other chronic pain being the
highest-cost conditions. This section provides a brief
summary of employer initiatives presented to workshop
participants.

The bulk of the evidence related to the impact of VBBD
comes from organizations that have implemented
various aspects of benefit design reform. While the
results of these experiments have been promising, they
also illustrate the need for rigorous evaluations to help
users understand which elements of the program were
effective. This information is necessary to inform future
replications and implementations.

Jack Mahoney, MD, the recently retired corporate
medical director for Pitney Bowes reviewed a number
of employer based examples of value-based benefit
design innovations designed to target drug spending
most effectively. Program implementations examined in
the workshop included:

Proctor & Gamble Value-Based Prescription
Coinsurance Design

Proctor & Gamble (P&G) implemented a value-
based prescription coinsurance design over a
period of time. Under this plan, P&G stopped
covering lifestyle drugs and put in place a two-
tier system for covered drugs with medications
for chronic conditions such as asthma, diabetes,
and coronary artery disease placed in a higher
tier with more generous coverage. As a result,
drug compliance and persistency increased
among those individuals with these chronic
conditions. Pharmaceutical spending rose, but
total costs per member have fallen for those
with asthma, hypertension, high cholesterol,
and diabetes.

State of Colorado, the Carle Clinic, and Pitney
Bowes

The state of Colorado, Carle Clinic, and Pitney
Bowes added “value-based” tiers, moved
known-to-be-effective medications for targeted
conditions to a more preferred status (with
lower out of pocket costs for consumers),
and/or put disease management programs

in place. For asthma, these programs have

led to significant increases in the number of
controlled drug users and reductions in the
exclusive use of rescue drugs.

Dr. Mahoney reported that these organizations have
also seen significant increases in the percentage

of diabetic patients who have achieved “optimal”
compliance with drug regimens, including a 10.6
percent increase at the Carle Clinic (from 76 to 85
percent), a 12 percent increase for the state of Colorado
(from 50 to 56 percent), and a 12.5 percent increase at
Pitney Bowes (from 72 to 81 percent). At Pitney Bowes,
the compound annual growth in costs has been much
lower for those conditions that have been targeted by
VBBD—hypertension, asthma, and diabetes—than for
coronary artery disease and osteoarthritis, which were
not a major focus for the company. Dr. Mahoney noted
that employer support for value-based design may
emanate either from their expectations of savings or
their expectations for health improvement. He believes
that it is important not to over-project savings based
on the experience of Pitney Bowes as an early adopter.
More realistically, employers that use VBBD approaches
can expect to meet a goal of slowing the cost trend for
chronic conditions, which translates to cost aversion
rather than savings.

Employer participants in the workshop described other
applied initiatives to add value to health spending:

Partners in Quality

Partners in Quality (PIQ) is an employer-driven incentive
plan for primary care physicians. Under the theory that
primary care often drives more costly inpatient care,
PIQ focuses on encouraging primary care providers

to deliver evidence-based medicine (as defined by
protocols) to employees. High performing physicians
are recognized as “distinguished quality physicians” or
DQPs, and are eligible to receive a cash bonus of up to
20 percent of all charges for the year. (The percentage
of eligible physicians who qualified as DQPs reached
42.3 percent in 2006, up from 10 percent in 2003.)
Employees also have an incentive to go to high-
performing physicians. The PIQ program has led to
substantial improvements in the quality of care (it is too
early to determine the cost savings). Improvements
from 2003 to 2006 included the following
improvements: an 11 percentage point increase in

the generic dispensing rate, from 33 to 44 percent,

a 12 percentage point increase in the percentage of
diabetics getting two or more hemoglobin Alc tests
each year, from 39 to 51 percent, a 17 percentage point
increase in the percentage of women aged 21 and older
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receiving a PAP test, from 37 to 54 percent,and a 5
percentage point increase in the percentage of women
getting mammograms, from 44 to 49 percent.

Colorado Springs School District 11

Colorado Springs School District 11 provides health
care coverage to 6,400 individuals, including 3,400
employees/retirees and 3,000 dependents. As part of

a broad array of value-based purchasing initiatives
(which also includes lifestyle and wellness programs,
disease management, pharmacy benefit management,
and participation in the national Bridges to Excellence
program), District 11 has created financial incentives
for members to have minimally invasive procedures,
which are surgeries performed through small incisions
or natural orifices. The goal of this program is to reduce
the trauma associated with surgery, thus accelerating
recovery. Under this program, members have lower
copayments if they choose minimally invasive surgeries
(5400 lower for inpatient procedures and $200 lower for
outpatient procedures). In phase one of this initiative
(implemented July 2007), incentives were created

for minimally invasive colectomy, cholescystectomy,
and hysterectomy. Phase two, initiated in July 2008,
involved bariatric surgery and appendectomy. Future
plans call for the inclusion of breast biopsy, anti-reflux
surgery, capsule endoscopy, and hernia surgery. The
program has saved roughly $500,000 a year over the
last two years. Program results also show quality
improvement gains resulting in shorter absences

and improved return to activities of daily living post
operatively.

Maine State Employee Health Commission

The Maine State Employee Health Commission
(MSEHC) set up hospital tiers with differential benefits
for each tier. The goal was to reduce the rapid growth
in medical expenses and to drive quality improvement
by encouraging the public disclosure of provider
performance, establishing attainable performance
benchmarks (that are adjusted periodically), and
giving members tools and incentives to make better
decisions. The Commission chose this approach as an
alternative to traditional cost-shifting tactics. During
the first phase, hospitals could achieve preferred

tier status by completing the Leapfrog Group’s safe
practices survey, making “good early-stage progress”
in implementing recommended safe practices from
the Maine Health Management Coalition (MHMC)
medication safety survey, and meeting or exceeding
national averages on CMS core clinical measures. To
encourage employees and dependents to seek care at
these hospitals, any service provided by these hospitals
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is not subject to the annual deductible.

In phase two, Maine required that preferred hospitals
achieve “blue-ribbon status” with respect to patient
safety and clinical quality, according to criteria set

by MHMC. The member incentive to seek care at

these facilities remained the same. Results from this
phase show that 27 hospitals have achieved preferred
status (despite the more challenging performance
benchmarks), nearly double the 14 hospitals that
achieved it in phase one. The number of hospitals
improving their medication safety scores also increased
substantially, as did scores on CMS core measures.
Most importantly, perhaps, evidence suggests that
state employees and dependents are responding

to the incentives. Claims data show a five percent

shift in outpatient services from non-preferred to
preferred hospitals. Beginning October 1, 2008, patient
incentives to choose a preferred hospital increased.
Employees and dependents now face a $100 per day
copayment for inpatient admissions, but this fee is
waived for those who seek care at a preferred hospital.

4. Challenges and Conditions
for Advancing VBBD

Employer participants in the workshop recognized
the challenges to wide scale implementation of VBBD.
Although the approach is conceptually appealing,
Employers and health plans will not fully embrace
without credible additional evidence on its impact on
outcome, costs, absenteeism, and productivity. Many
employers, particularly smaller ones, remain skeptical.
Employers also recognize that employees must be
effectively engaged in order for VBBD to be successful.
Identifying effective communication vehicles and
decision support tools is an important part of the VBBD
evaluation process.

Research is emerging on effective implementation
strategies and the communications challenges to
VBBD?2. In mid-2008, the Midwest Business Group

on Health (MBGH) conducted focus groups with
employees to determine their understanding and
reaction to VBBD . Key findings from these focus groups
suggest that the transition from concept to effective
widespread implementation may be challenging in

the context of consumers’ prevailing health beliefs and
behaviors:

«  The premise of VBBD programs, that higher
quality yields lower cost, remains counterintuitive
to employees’ perceptions of the consumer
marketplace, which associates higher quality
with higher cost. As a result, many employees
do not trust the validity of the programs or their
employer’s motivations in offering them.

«  Employees have the desire and confidence to play
an active role in managing their health, but their
motivation to act is hindered by time, money, and
lack of knowledge.

«  Employees want flexibility to choose from different
employer-provided programs to help them manage
their health and the costs of care but remain
skeptical of employer efforts to steer them toward
or away from a particular program.

«  While a monetary incentive can encourage
employees to get started in managing their health,
it is not enough to ensure ongoing participation in
health management programs.

+ Levels of employee awareness and understanding
of existing benefits programs, including those with
VBBD features, remain low; misinformation from the
“grapevine” can add to this confusion.

« Anindividual’s perceptions and motivation to
participate in a VBBD program is influenced by his
or her health status. Newly diagnosed individuals
may be more receptive both to new approaches to
using benefits and to changing health behaviors.

Widespread, effective adoption of VBBD requires

a number of conditions to be present to advance
purchaser, consumer, and provider engagement. These
are:

« Conditions to advance purchaser engagement
include creating and communicating the business
case, quantifying the value, documenting the
evidence, and enhancing the availability of
performance information.

«  Conditions to advance consumer engagement
include price and quality transparency, product
choice, communication and health education, and
consumer decision support infrastructure and
services based on trusted information. Performance
reports alone are not enough; actionable
information must be supported by user-friendly
tools.

«  Conditions to advance provider engagement
include documenting the evidence, demonstrating
a clear link to quality improvement, and getting

health plans, employers, and other sponsors
to effectively collaborate with the provider
community.

5. Enhancing Knowledge of
VBBD: The Research Agenda

Creating conditions in which VBBD can be wisely
implemented requires a more compelling evidence
base, developing methods for measuring “value” at
the provider, plan and patient level, and addressing
operational challenges. These issues are highlighted
briefly here:

Research Imperatives
Research Imperative 1: Evidence of Effectiveness

The previous section laid out the limited evidence

to date on the effectiveness of VBBD. At present, this
data set is not robust enough to inform or stimulate
widespread employer or plan adoption. VBBD
represents a very different kind of approach to cost
savings and quality improvement. Employer and plan
leaders will not invest in VBBD until they are convinced
that a long-term business case can be made for the
program and that evidence exist on how to implement
VBBD successfully. At best, VBBD requires an upfront
investment and must be cost neutral in the near term.
Research is needed on the long and short term costs
and benefit of VBBD in varying settings, with different
populations, and with different incentive designs. In
addition, because VBBD is seldom implemented in
isolation, further research is needed to determine the
impact of VBBD versus these other programs, such

as disease management. Research is also needed to
determine the synergistic effect of combining VBBD
with other programs, such as decision support tools.

Research Imperative 2: Meaningful Performance
Information to Guide Incentives

Little information is available about those things that
consumers care most about—the relative performance
of hospitals, medical groups, treatments, and individual
physicians. While the performance information that is
needed to guide the creation of incentives often exists
at the health plan level (e.g., information on costs,
network limits, value pricing), methods to produce
reliable data at other levels are not yet available. Asa
result, it can be quite difficult to set up tiered networks,
incentives, and other VBBD-related activities. Research
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is needed on valid performance metrics for different
entities in the health care system. Ongoing research
is needed on how to present information to users to
guide quality-based decision making as well as how
to use performance information with incentives to
improve provider quality.

Research Imperative 3: Evidence on What Does and
Does Not Work in Benefit Design

More granular information is needed on what
specifically does and does not work with respect

to benefit design. Researchers must help users to
recognize which findings can be extrapolated to
other populations and settings, and which may not
be generalized. Operational research needed includes
VBBD approaches to:

¢ Health plan options, eligibility, and contributions
+ Provider selection and performance differentiation
+ Inpatient and outpatient benefit design

¢ Pharmacy benefit design

¢ Health promotion, risk reduction, and chronic care
management

¢ Consumer engagement tools and incentives,
with particular need for information on effective
approaches in differing populations of age, gender,
race ethnicity, or occupation

Perhaps the biggest benefit design research issue

of interest is determining the level of out of pocket
contributions (e.g., copayments, deductibles, for
preventive, diagnostic, and therapeutic services.)
Employers want to establish a benefit design strategy
that creates incentives “to do the right thing” while not
creating perverse incentives that might drive poorer
health outcomes. Appropriate out of pocket costs may
vary by clinical condition and/or by individual, and thus
will not be uniform across an entire group.

Research Imperative 4: Knowledge of Effective
Communication and Education Strategies

As the MBGH focus groups make clear, much work
needs to be done in understanding employee
motivation and educating employees to maximize the
value of their benefits and their own health behaviors.
To that end, further study is needed on the role of
communications in making VBBD initiatives (such as
provider tiers combined with incentives) effective,
including which communication strategies and
vehicles work best with particular populations. More
research is needed to ensure that VBBD strategies
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can be implemented in a culturally and linguistically
appropriate manner and in a way that will reduce, not
exacerbate, health disparities.

Research Imperative 5: Addressing Operational
Challenges: Administrative, Legal, and Human
Resource Barriers

Applied research is needed to assist employers in
designing strategies that address other administrative,
legal, and human resource issues related to VBBD.
Some operational needs include:

¢ Need for design/administration assistance:
Employers need a health plan and/or vendor to
help design and administer VBBD. Until recently,
it was difficult to find a health plan willing to do
this. Pitney Bowes has used a pharmacy benefits
manager to help. Recently, more health plans have
started working with employers on VBBD, including
Aetna and Wellpoint.

+ Integrating incentives into standard plan design
(SPD): Incentives must be integrated into the SPD,
with appropriate legal protections. They cannot be
“add-ons"to a plan (e.g., a gift certificate). Because
incentives must be built in, there is a ramp up time
frame and a long term commitment that may be a
concern to some plan sponsors.

¢ Legalissues: Privacy issues exist with VBBD,
particularly those related to HIPAA (Health
Insurance Portability and Accountability Act)
requirements. Employers must be sure to design
programs that are compliant with HIPAA and other
state and federal legal requirements.

+ Difficulties of “mass customization”: VBBD
will work best if benefit designs are “mass
customized” so that structures vary according
to individual needs. Health plans and employers
need operational support to administer differential
incentives and other “personalized” benefit designs.

¢ Potential human resources issues: Human
resource issues can arise if employees perceive
inequality due to one member having different
benefits or discounts than others (which can
occur if benefits are customized to individual
needs). Employers need support in proactively
communicating with employees to avert human
resources challenges.

+ Potential provider challenges: Employers
and plans need to work collaboratively with
providers to ensure they are comfortable with the
methodologies used to create tiers. The failure to

take this step can lead to significant
challenges, including potential legal
action.

+ Potential need for multiple tiers:
There may be a need to create
multiple tiers to reflect different
performance characteristics of
providers. Providers—particularly
medical groups and hospitals—are
often good at one aspect of care,
but not at others. Plans may need to
create separate quality / efficiency
separate tiers for each condition.
This approach can be complicated
and has the risk of being confusing
to consumers.

Methods Limitations

Workshop participants discussed some
of the methodological weaknesses of
specific VBBD studies and the general
problem of conducting research in
settings not designed for that function.
Methodological challenges are one
reason that solid, academic-based
evidence on benefit design is relatively
limited. Many studies have small sample
sizes and no control group - rather,
results are based on pre- and post-
implementation comparisons of key
metrics. In addition, issues exist with
respect to disease classification and
progression and use of administrative
(rather than medical record) data. In
these non-experimental settings it is
sometimes challenging to attribute
observed changes solely to the
intervention — in this case, VBBD - since
many other changes are occurring in
the health and workplace environment.
As a result, even existing published
studies have many limitations that make
it difficult to generalize findings.

Need for Sound Comparison Groups

Researchers and participants
concurred that it is critical to employ
appropriate comparisons in VBBD
research design. Meredith Rosenthal
discussed some practical research
design options that may result in
valid effectiveness measurements

in spite of research limitations. A
comparison group is always needed

to determine effect of an intervention,
but this does not necessarily have

to be a randomly assigned control
group. Pre and post-implementation
data, now commonly used to show

an effect, are not adequate because
environmental factors other than the
research intervention may have been
the true cause of a measured change.
Dr. Rosenthal suggested that employers
and researchers pioneering VBBD
initiatives look for “natural experiments”
that provide for a comparison group,
such as local groups that are not
involved in the initiative or even
comparisons with national averages.
Ideally, similar data should be collected
across sites to facilitate aggregate
learning.

Developing Data Sources for VBBD
Research

Researchers also recommended
looking at a variety of data sources

and types of changes to evaluate the
impact of a benefit design intervention.
National datasets such as the Medical
Expenditures Panel Survey (MEPS)

are available as a source to identify

any statistical correlations between
particular benefit packages and
improved utilization and outcomes
related to care for chronic conditions.
The MEPS database tracks copayments,
deductibles, inpatient and outpatient
utilization, expenditures, and other
factors. It could theoretically be used
to examine potential unintended
consequences from VBBD activities.

VBBD research initiatives should clearly
state the metrics for evaluation and
use a variety of evaluation points. For
example, VBBD evaluation data could
include the following as measures of
success:

«  Short- and long-term clinical
outcomes

«  Short- and long-term changes in
employer and employee health care
costs

«  Changes in productivity

« Changes in indirect costs, such as
absenteeism and presenteeism

“There are lots of
oppor’cunities to
find comparison
groups without
randomizing
anyone. There
are many ways to
conduct useful
aPpiiecl research,
but &oing te)
requires careful
consideration

and user inPut at
the c{esign Phase.
FI"IDS do not have
a monopo]3 on this
kind of research.
F]entg of People
are available to
Provide guidance
on how to &esign an
exPeriment without
charging alot of
money for this
advice, and there
are many ways to
do an evaluation
well without
spending alot of

money orget’cing
sued.”——Mere&ith

Rosenthal, FED
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«  Administrative costs (e.g., data collection)

« Unintended consequences (e.g., adverse selection)
or increased demand

Finally, because the success of different strategies could
potentially vary depending on a myriad of variables,
qualitative research such as surveys or interviews with
employees and employers can be used to identify and
explore variables of interest, including the following:

« Payer: Do program results vary by payer (e.g.,
private insurance, Medicare, Medicaid)?

« Beneficiary turnover: What impact does employee
or beneficiary turnover have on a program’s
success? How high can turnover be before
strategies will be rendered ineffective?

» Supporting strategies: What is required
administratively to support the program and to
reduce the risk of employee rebellion and other
barriers? What role, if any, do employee and family
education, communication, health literacy, on-site
wellness programs, and community collaboration
play in supporting VBBD initiatives (such as
incentives to choose high-value providers)?

» Target diseases: Does the program work better for
some diseases than others?

» Target benefits: Does the program work better
in some benefit areas than others, such as for
preventive care visits, medication adherence, and
smoking cessation?

Participants recognized that it may never be possible
to conduct randomized double blind trials in employer
settings. However, some limitations of research can

be overcome through early collaborations between
employers and researchers, using multiple databases

A Potential Model for This Type of Research

and data sets, and by validating quantitative findings
with quantitative and supplemental research.

6. Next Steps: How the
Employer and Research
Community Can Move the VBBD
Agenda Forward

In spite of challenges, workshop participants remained
intrigued by the concept of VBBD. They noted that
research — even with methodologic limitations, is critical
to moving the VBBD agenda forward. There are many
questions that need to be answered before employers,
health plans, employees, and providers will embrace
the concept and be able to implement it successfully. To
address this need, participants identified some available
approaches for collaborative research and identified key
questions of interest. AHRQ and NBCH are committed
to working together to promote this research going
forward, as outlined below. (See the Appendix for a list
of the major questions that need to be answered.)

Participants in the workshop recognized that even with
limited evidence, VBBD implementation is occurring

“in the field”” New models of research are needed to
provide evidence needed to support employer decision
making in the near term. While it will not be possible
to conduct true randomized experiments, introduction
of more academic research models could inject needed
objectivity and independence as assured through peer
review, and systematic identification of caveats and

One potential model for making this type of research a reality can be found in AHRQ’s ACTION (Accelerating
Change and Transformation in Organizations and Networks) initiative, a model field-based research network
designed to promote innovation in health care delivery by accelerating the diffusion of research into practice.
The ACTION network includes partnerships with 15 large provider networks that collectively provide health
care to more than 100 million Americans. These organizations, which include health plans, hospitals, medical
practices, and long-term care facilities, often have onsite researchers or research groups associated with
them. They perform research on a task order basis, providing very quick turnaround (usually about a year
between the time the initial questions are asked and answers are generated). The results tend to be quite
pragmatic, and often are implemented before official completion of the study. For example, Denver Health
developed an initiative to reduce waste through use of Toyota’s Lean methodologies, quickly implementing
those ideas that were found to be effective, and then developing a toolkit to help others do the same.

This type of approach might work well in the area of benefits design and VBBD. ACTION research is still
carefully done but tends to be more applied in nature and to involve potential users of the research in the
initial design, including employers, health plans, and providers. In fact, users often generate the research
questions to be answered (which tend to be very practical in nature). The results focus more on the details
of how programs are implemented, with correspondingly less attention to describing study methodologies
(which nevertheless are quite sound). In most cases attempts are made to replicate the program in various
types of sites, so as to refute and/or prevent the “it-won’t-work-here” argument. More information on ACTION
can be found at http://www.ahrg.gov/research/action.htm.

“The ‘(eg issue is not
can VBBD work,
but when and how
does it work—that

is, what structures
need to be P]ace

and what issues

need to be resolved
in order to make it
work? Answering this
question requires a
formal, comprehensive
strategy for

eva]uation.”ﬁ]rene

Fraser, HWD

challenges. Participants recommended
that employers strive to partner with
researchers in a model of “demand-
driven research.” For employers moving
forward with benefit design innovations,
a partnership with researchers in both
the design and dissemination phase

can provide a platform for more robust
evaluation data.

Getting Started with VBBD Experiments

Effective VBBD research also requires
cross-site collaboration to identify
patterns in the conditions for success and
to enable would-be adopters to determine
if an approach is likely to work in their
environment. NBCH and AHRQ could play
a facilitative role in this area, encouraging
sites to collaborate, bringing together
those with the questions (employers) and
those with the expertise in answering
them (researchers), and creating a
learning environment and meeting place
to share information on potential best
practices.

From a practical perspective, the

recent MBGH study provides practical
advice to employers and researchers
that are interested in getting started
with VBBD experiments. This study’s
recommendations include the following:

«  Design and administer programs with
the real lives of employees in mind.
More specifically:

> Understand the pressures
and limitations employees face by
spending time out in the field with
them. Know what keeps them up at
night.

> Keep things simple, and
make it easy, yet worthwhile, for
employees to participate.

> Know how employees
want to receive information about
programs.

> Give employees a sense
of control by providing “choice”in
program design and helping them
understand “where to go for what.’

> Consider what employees
will or will not “give up” (e.g., when
introducing a tiered physician
program, gauge how willing

they will be to change doctors,

especially if most already have a
primary care physician).

> Partner with vendors who
will tailor their programs according

to what employees need and value.

« Raise awareness of VBBD design
features and the rationale behind
them through early and ongoing
communication efforts.

«  Reframe employees’ perceptions
of the health care marketplace (i.e.,
explain that higher quality can equal
lower cost).

« Consider monetary incentives to get
employees “in the store” (e.g., to take
an online health assessment, get
preventive care), but consider the
human side of motivation for ongoing
participation, such as communication
efforts, team challenges at the local
level, peer persuasion, management
participation in programs, and social
support networks (e.g., for smoking
cessation, weight loss, physical
fitness).

« Align the right incentive with the
right message at the right time (e.g.,
target the newly diagnosed as soon
as possible when they are eager for
information and support).

Conclusion

VBBD has the theoretical potential to
address many of the perverse incentives
or non-incentives in the health care
system, and by doing so, better engages
consumers in more effective benefit and
health management. VBBD could:

¢ Increase compliance with evidence-
based care, thus leading to improved
health status and the potential for
direct and indirect cost savings most
likely through trend modification.

¢ Serve as a complement to disease
management programs, which
generate lingering doubts among
company executives.

¢ Drive greater employee engagement
in managing their care by lowering
barriers to managing disease and
creating incentives for wellness.

¢ C(Create closer partnerships and
working relationships with the
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healthcare provider/practitioner community.

The health benefit structure now in place has its own
incentives, many of which are not fully acknowledged.
In deciding whether to adopt VBBD, employers should
recognize:

¢ Benefit design and reimbursement methods have
incentives built into them (for consumers and
providers, respectively).

+ Incentives interact with one another and drive
all stakeholders’ behaviors, including those
of providers. The impact of incentives on all
stakeholders should be considered.

¢ Most of the key challenges today have to do with
the alignment of incentives, including discouraging
“bad”and encouraging “good” behaviors; efficiently
targeting incentives to reward changes in behavior
while still encouraging those who are already
“there”; and facilitating good patient-doctor
relationships without adding excessive burdens.

Company leaders must assess current and pending
evidence on VBBD within their organization’s own
context before deciding whether to implement and/or
expand a particular program. When there is conflicting
or insufficient evidence, remember that the absence
of good evidence neither proves nor disproves claims
or assumptions about innovations. To assess the
relevance of VBBD in their own covered population,
employers must dig into their own data and review
evidence on the approach under consideration.
Employers should consider methodology of prior
studies, potential biases, what facts, assumptions,

or beliefs are presented in the study, and how the
research examined the views of multiple stakeholders.
Employees should also be engaged early in
understanding their role in VBBD and its potential
value for them.

A handful of large employers and health plans

have adopted VBBD as a way to reduce healthcare
costs. Many, however, remained unconvinced of the
merits. Early adopters among health plans are most
often first working on removing barriers to essential
pharmaceuticals by reducing out of pocket expenses.
Most health plans have not developed the full
infrastructure —information technology, new pricing
systems, and other structures—that is needed for
VBBD. Plans may well be waiting for clear signals from
customers—or strong evidence of effectiveness before
jumping wholeheartedly into a VBBD strategy.

Employers also vary in their degree of interest in VBBD.
Those who remain unconvinced of the merits will likely
not change their views until they see evidence that

the strategy can yield a positive return on investment.
Many employers have a short time horizon (particularly
given the average four-year tenure of a corporate CEO),
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and thus are less likely to be interested. Employers that
tend to retain their employees for many years are more
likely to be interested, as they take a long-term view
and are willing to evaluate the impact of VBBD over a
decade or more.

Looking forward, employer and health plan interest
in VBBD seems likely to grow. Chief financial offers
(CFOs) are starting to appreciate the potential of
VBBD, as they understand the impact of poor health
on their companies. Nearly half of CFOs believe that
poor employee health has forced the company to hire
a larger workforce than would otherwise be needed.
While some companies continue to rely on higher
cost sharing through use of high-deductible plans
and higher co-pays, more employers are recognizing
that there is more to cost-cutting than just shifting
costs. The leaders of these companies realize that a
handful of major chronic conditions are responsible
for the lion’s share of cost increases; they are searching
for benefit solutions that address both direct costs of
providing health care benefits and indirect costs of
absenteeism and lost productivity.

This workshop produced by NBCH with input from
AHRQ examined the available, published, and
experiential evidence to support employer decision-
making around VBBD. The group recognized the
VBBD is in its infancy, with many gaps both in
published research and in our understanding of

which practices have an impact on outcomes. The
group acknowledged the conceptual attractiveness

of VBBD and the fact that many employers and plans
are moving forward with adoption of VBBD strategies.
They recommended collaboration between employers,
coalitions, and researchers to proactively design
evaluation into natural VBBD experiments in the field.
The group also identified data and expert resources
that might be available to plans and employers as they
move forward. Lastly, participants in the workshop
generated an extensive list of questions that could
guide future research on VBBD.

AprpPeENDIX 1: KEy VBBD ReseArcH QUESTIONS To BE ANSWERED

Key questions that need to be answered through future research on VBBD are categorized and listed below:
Developing a Common Definition and Vision of VBBD

«  What is the common definition of VBBD, and what are its key elements?

«  Whatis the goal for VBBD? How does this align with the need for broader health system reform?

«  What s the best name for this initiative? To some individuals “value-based benefits design” feels too
legalistic, with implications for plan documents. Some have calling the approach “value-based health
strategy” or “value-based health management.”

« How should the term “value” be defined? Is there a consistent core definition for value that still allows
individuals or other stakeholders to apply the concept from their vantage point?

«  What does VBBD mean to all stakeholders and perspectives?
«  Whatis the division of responsibility between the individual and the plan design?

«  How does VBBD fit within the affordability issue, which is the main impetus for consumer-directed health
plans? What is the role of consumer responsibility in VBBD?

«  Whatimpact does VBBD have on employer perceptions? To what extent do employers understand the cost,
value, and quality components of VBBD?

Improving the Evidence Base Related to VBBD

«  What s the business case for VBBD, and/or how can it be developed? What is the required upfront
investment, and what are the mid- and long-term paybacks? The business case should lay out the potential
ROI from VBBD, focusing not just on direct health care costs, but also indirect costs, such as its impact on
productivity, presenteeism, and absenteeism. Existing tools from the Integrated Benefits Institute and
others can help employers to estimate these costs and the potential for improvement.

- How does the economic environment affect the business case for VBBD? Does the current economic
environment support VBBD?

« How do different stakeholders measure ROI, and what are the implications of these different approaches?

«  How does VBBD fit into employer goals that tend to be short term in nature? How can one balance these
short-term goals versus the desire for improvements in long-term clinical outcomes and associated
benefits?

«  What will it take to get more organizations to adopt VBBD? How can existing data be used to jumpstart this
process, and what are the next steps?

«  What works with respect to engaging consumers and changing behaviors among employees?

« Arefinancial incentives really a critical factor in VBBD? If so, what types of incentives work best, and how
large do they need to be? At present, the messages appear to be mixed with respect to the required size of
incentives.

+  How can one analyze data and outcomes after implementing a VBBD strategy to measure its effectiveness?
«  Are there negative effects from VBBD on consumers?

«  What services are most underutilized, and how much will it cost to address the barriers to these services?
Are there any overutilized services that could be reined in to help pay for these expenses in the short term?

«  Which disease states offer the best opportunity for VBBD?
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Making VBBD Work Better

What should the communication/education strategy look like related to VBBD? Specifically, how can
employers, health plans, and others be convinced of the merits of VBBD, and, in turn, how do employers and
health plans effectively communicate the merits of VBBD to members/consumers and physicians? Narrow
communications must be broadened to all relevant stakeholders.

How do employers work with existing data to develop a good VBBD strategy? What additional data
and information should be collected beyond what employers and/or health plans already collect? What
information is required versus “nice to know"?

How can the provider and consumer sides of VBBD be integrated effectively? How can physicians be brought
along to support VBBD and to drive clinical quality improvement, an element critical to success?

How can plans or employers engage physician “champions” for VBBD or otherwise engage them in engaging
their patients through incentives?

How can an employer fund a VBBD project?

How does VBBD fit in with other models of health care and health benefit improvement, for example, primary
care medical home programs?

How can VBBD be used to reduce health care disparities or improve access to care?

How can the various nuances of VBBD be effectively communicated to employers, particularly smaller
employers that may not view VBBD as being at the top of their agendas?

How does VBBD fit with organized labor? How can union leaders be convinced of the merits of VBBD, and of
the need for changes in benefit design that encourage use of high-value services while discouraging use of
low-value ones?

How can communities and various stakeholders within them be encouraged to talk about VBBD? How
does one explain VBBD to someone who is not at all familiar with the concept? There is a need for common
messaging through templates and evidence based communication strategies that take a public health
perspective.

How can small employers implement VBBD? Can they do it on their own, and/or is there a way to work with
coalitions, health plans, and consultants/brokers to implement VBBD?

Are there additional case studies of employers that have been successful in this area? If so, how can one learn
about their experiences?

How often do benefit plans need to be redesigned?

How does VBBD fit into health plan benefit language (summary plan descriptions)? How do VBBD variations in
benefits fit into legal and ethical requirements and employee perceptions related to related to confidentiality
and equity? How can employers demonstrate fairness in human resources administration if the benefits are
not the “same”for all? Is this discriminatory?

What can other stakeholders do to promote VBBD?

NATIONAL BUSINESS COALITION ON HEALTH

Appendix 2: Acknowledgments

This workshop was conceptualized in collaboration with the Agency for Healthcare Research and Quality (AHRQ),
and partially supported by AHRQ. AHRQ has had a history of providing evidence-based reports on value-based
purchasing. Recent AHRQ reports have included “Consumer Financial Incentives: A Decision Guide for Purchasers,’
“Strategies to Support Quality-based Purchasing: A Review of the Evidence,"“Consumer-Oriented Strategies for
Improving Health Benefit Design: An Overview,”and “Identifying, Categorizing, and Evaluating Health Care Effi-
ciency Measures!” Other AHRQ resources, including data bases and grants for research support contribute to the
infrastructure available for research on value-based benefit design.

NBCH thanks the following faculty members for their time and expertise, both for participating in the November
12 meeting and for contributing to the development of this white paper:

+  Andrew Webber, President and CEO, NBCH

« lrene Fraser, Ph.D,, Director, Center for Delivery, Organization, and Markets, AHRQ

«  Peter Lee, Executive Director, National Health Policy, Pacific Business Group on Health (PBGH)
« Jack Mahoney, MD, Chief Medical Officer, The Center for Health Value Innovation

«  Dennis White, Senior Vice President of Value-Based Purchasing, NBCH

«  Meredith Rosenthal, Ph.D., Harvard School of Public Health

«  Emma Hoo, Director of Value Based Purchasing, PBGH

«  Mark Fendrick, MD, University of Michigan

«  David Hom, Center for Health Value Innovation

«  Charles Murray, Director of Risk Related Activities, Colorado Springs School District11
«  Frank Johnson, Executive Director, Maine State Employee Health Commission

NBCH and AHRQ also recognize the efforts of Susan Dorsey, Vice President, and Liza Greenberg, RN, MPH, Senior
Consultant for their work to develop the agenda and produce the workshop. Larry Stepnick and Liza Greenberg
authored this white paper, and the VBBD Advisory Committee provided guidance to staff.

Workshop Advisory Committee

(affiliations as the time the Committee was convened)

Jill Berger, Vice President, Benefits, Marriott International

Troy Brennan, MD, Chief Medical Officer, Aetna

Becky Cherney, President/CEO, Florida Health Care Coalition

Cheryl A. DeMars, CEO, The Alliance

Franz Fanuka, Director, Healthcare Business Organizations, US Managed Markets, sanofi aventis
A. Mark Fendrick, M.D., University of Michigan Medical Center

Irene Fraser, Ph.D., Director, Center for Delivery, Organization and Markets, AHRQ

Neil Goldfarb, Vice Chair for Research, Dept. of Health Policy, Jefferson Medical College
Peter Hayes, Director Associate Health and Wellness, Hannaford Bros Co

David Hom, Consultant

Emma Hoo, Pacific Business Group on Health

Frank Johnson, Executive Director, Employee Health & Benefits, State of Maine

NATIONAL BUSINESS COALITION ON HEALTH |

1

7



- =
- @
PREAC A
& & T o e
T TS e
s D T T S e -
,/;"""-
,/‘/’,”’-
,/;/’,”"I’.-
— = oF o B e ‘& ‘o -
— — e e = /,//’,""-._

David Lansky, PhD, President and CEOQ, Pacific Business Group on Health

Doug Libby, Executive Director, Maine Health Management Coalition

Jack Mahoney, MD, Director, Strategic Health Initiatives, Pitney Bowes

Jim Murray, Ph.D., Senior Director, Outcomes Research and Management, Merck
Duane Putnam, Director, Employers-Coalitions, Pfizer, Inc.

Meredith Rosenthal, Ph.D, Associate Professor, Harvard School of Public Health

Dennis P. Scanlon, Ph.D., Associate Professor of Health Policy & Administration Department of Health Policy & Ad-
ministration The Pennsylvania State University

Kirk Woodruff, Director, National Strategic Alliances & Accounts, Ethicon Endo-Surgery, Inc.
NBCH STAFF

Susan Dorsey, Vice President, National Business Coalition on Health

Liza Greenberg, RN, MPH, Senior Consultant, National Business Coalition on Health
Andrew Webber, President and CEO, National Business Coalition on Health

Dennis White, Senior Vice President, National Business Coalition on Health

Program Sponsors

In addition to support from the Agency for Healthcare Research and Quality, NBCH and CCHI recognize and thank
the fol- lowing sponsoring organizations.

' I REIMBURSEMENT &
HEALTHCARE ECONOMICS
enabling patient access to care

ETHICON ENDO-SURGERY. Inc
a fomsen-fohmen conony

GlaxoSmithKline

AHRw

Agency for Healthcare Research and Quality
Advancing Excellence in Health Care * www.ahrq.gov

Appendix 3: What Employers Should Know about Value-Based Benefit Design:

A SuMMARY OF LITERATURE

(From A Presentation by Coalition Directors to Employer Members)
Bibliography

VBBD Rationale from the Literature

Many researchers have outlined the conceptual framework for VBBD (sometimes called Value- Based Insurance
Design or VBID).? VBID “encourages the use of services when the clinical benefits exceed the cost and likewise
discourages the use of services when the benefits do not justify the cost”%. The Center for Studying Health Systems
Change notes, “Innovative benefit designs include incentives to encourage healthy behaviors; incentives that vary
by service type, patient condition or enrollee income; and incentives to use efficient providers.” VBBD proponents
note that increased cost sharing is also an element of VBBD - thus the challenge is to create an evidence based mix
of services, information, and incentives that promote improved health and management of chronic disease.®’

Evidence for Aspects of Value-Based Benefit Design

Evidence Base for Impact of Formulary Design and Cost Sharing: Many researchers have shown that changes
in a formulary, particularly relating to cost sharing, have an impact on patient out of pocket costs and subsequent
utilization of medication®?,'°. This has frequently been studied in terms of adverse clinical and adherence
outcomes due to therapeutic drug discontinuation when higher patient costs are imposed.”,’2,”® A review article
examining 132 studies concluded, “Increased cost sharing is associated with lower rates of drug treatment, worse
adherence among existing users, and more frequent discontinuation of therapy. For each 10% increase in cost
sharing, prescription drug spending decreases by 2% to 6%, depending on class of drug and condition of the
patient. The reduction in use associated with a benefit cap, which limits either the coverage amount or the number
of covered prescriptions, is consistent with other cost-sharing features. For some chronic conditions, higher cost
sharing is associated with increased use of medical services, at least for patients with congestive heart failure, lipid
disorders, diabetes, and schizophrenia”'* A Medicare study showed that increased drug costs to patients, when
they result in decrease in utilization of essential drugs, may not be a cost savings to plan sponsors due to increases
in costs of hospitalization and acute care.’

Evidence Base for Reducing Financial Barriers to Key Medications to Improve Outcomes: A descriptive
study of one large employer (Pitney Bowes) that modified pharmacy benefits showed that patient incentives
can increase appropriate pharmaceutical use while decreasing medical costs.'® Using assumptions regarding
use of medications under various financial scenarios, researchers have developed estimates showing reductions
in morbidity and mortality under no cost or low cost drug benefit scenarios.””,'® One study perhaps most
applicable to the VBBD concept of selective cost sharing showed adverse outcomes relating to cost sharing for
essential drugs, but not for “non-essential” drugs.’”® A 2008 study of reduced co-pays plus disease management
interventions estimated the effects on improvements in medication adherence in the range of 7-14% for most
drug classes. %

Evidence for Public Reporting (general): There is some evidence that public reporting of performance
information influences patient perceptions of health care providers, particularly hospitals; there is little evidence
that performance information is widely used for decision making., Some studies found that while public
reporting does not widely affect consumer decision making,?’,?? it promotes quality improvement initiatives by
the affected providers?; other studies have found market share changes as a result of quality reporting®*. At

least one study suggested that there may be a down side to public reporting, in that it may cause physicians to
avoid patients who pose a risk to quality ratings®. Many studies support the finding that high volume hospitals
have better clinical outcomes, the underlying concept of Centers of Excellence (COEs)*. VBBD elements are those
incentives and actions that engage consumers to promote uptake and adoption of the quality services — including
COEs and tiered networks.

Evidence of Impact of Differential Co-pay for Quality “Tiers” on Patient Decisions: There is little evidence
that information alone will change behavior, although research has shown that information may affect patient
perception of providers and facilities?”. Researchers are still studying the effect of combined information and
incentives to promote selection of high quality and efficient providers and facilities.

Evidence of Effectiveness of Strategies to Change Physician Behavior: One study on the impact of cost
information on physician prescribing practices showed that physicians changed prescribing patterns, but notin a
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manner that impacted overall or patient costs®. An AHRQ review of evidence and other studies suggest that no
single strategy conclusively changes provider behavior. However, Cochrane studies and other reviews showed
that more multi-faceted, targeted interventions appear to be more effective than non-specific engagement
programs.®,*

Evidence on Financial Incentives to Providers: Pay for performance is one strategy for creating provider
performance incentives linked to quality metrics. Evidence is not conclusive on the effect of pay for performance.
A study in one integrated health care system reported that the group developed medical management processes
in response to pay for performance incentives that improved diabetes-related HEDIS indicators, the measures
used in the study®'. A similar pilot study in California found good results in a small group of patients that if
extrapolated to a population, would show significant quality improvements and incentive payments®2. Studies
show that guideline based CVD processes are linked to improved outcomes®, but are inconclusive on the effect
of pay for performance®. A review of physician incentive programs found variation in the effect, with some
positive effects but the potential for a negative effect on access to care for the sickest patients®.

Evidence Base for Offering and Incentivizing a Preventive Services Benefit: A CDC Community Preventive
Services Task Force evidence review, as reported in the CDC Purchaser Guide, resulted in a recommendation that
purchasers offer benefits for identification, management, and coordination for co-morbid conditions including
depression®, obesity*, alcohol®® and tobacco screening®* for members. Studies have found that increased

cost sharing negatively impacts use of preventive health care services®®. One workplace study used variable
cost sharing to reduce overall plan cost, while preserving benefits for preventive health care services. Rates of
preventive services were maintained under the flexible cost sharing arrangement*'. No studies were found that
specifically examined maternity related VBBD strategies.
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