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Unaffordability due to
40% muda and tepid
efficiency gain

The Dorsett Family

Unreliable quality due to
work-around culture

Marie Dotseth
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173.33 hours per month (2080 hour per year/12) in California.

Chart © 2005 California HealthCare Foundation

2005

B Blue Cross/Blue Shield Higher Option B Blue Cross/Blue Shield Lower Option

Source: U.S. Office of Personnel Management; U.S. General Accounting Office Staff Paper, “Information on
1976 Health Insurance Premium Rate Increases for Federal Employees Health Benefits Program, “ pub. #094882.

Note: Figures reflect monthly Federal Employees Health Benefits (FEHBP) total premiums for the government-
wide Blue Cross/Blue Shield options for non-postal workers and minimum wage earnings for full time work of
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Data from Poisal et al, Health Affairs Web Exclusive, “Health Spending
Projections Through 2016: Modest Changes Obscure Part D's Impact,” 2/2007.
Dental work by Dr. Milstein.
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Health Insurance Total Family Premium as a AFFORDABILITY
120 Percent of U.S. Minimum Wage Earnings G
this period has increased
100 from $1.45/hour to

$5.15/hour, a 3.6-fold
increase.

Premiums have
increased 24-38 times
over 1970 levels. 1970
premiums were $38.33
for high option family

coverage and $20.37 for
low option family

coverage. 2005
premiums are $901.96

for higher option
coverage and $771.29

for the lower option plan.

Figures here reflect total
premiums. Note that
under the FEHBP
program, employees pay
a minimum of 25% of
premium.
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Lower total cost of care by

> 50 percentage points from
average levels to current
benchmark levels

(11 “translational efficiency”)

Lower total cost of care

by >2.5 percentage

points every year thereafter
(11 “knowledge turns”)
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% of average U.S. household income needed to buy an average car*

110

30 weeks of income

24 weeks of income

*Auto Affordability Index, http://www.Comerica.com, accessed January 22, 2007.
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“Unfortunately, the health care system has been very slow to
embrace engineering tools and clinical information technologies
that could transform it from an underperforming conglomerate of
independent entities into a high performance system.”
(emphasis added)

-Co-chair, National Academy of Science’s Committee
on Engineering and the Delivery of Health Care

“Medicine is not behind by a decade — it is a century behind in
applying technology effectively.” (emphasis added)

-Robert Pearl, MD & CEO
Kaiser Permanente Medical Group

6 © 2008 Mercer

? n
(Virginia Mason’s Refreshing Alternative to “Pay More”)

Up to 50% of national corporate health care dollars are wasté

on unnecessary variation in diagnosis and treatment, poor quality

igefficiency and failure to apply known “Best Practice.”
—————

The current state is unaffordable, unsustainable and is of great
concern.

Over the last year vou have joined us in applying the innovative
nciples of the Toyota Way, Evidence Based MediCITTe;

cost accounting and Change Management to improve value
reduce cost of care.

You pay our salaries and we are accountable to you for the care of
your employees. This is the report of our progress over the last
year. — Gary Kaplan, MD, CEO
Virginia Mason Health System
Seattle, Washington
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“we’re doing everything “we're doing what we
e Before wecan think of... » After didn’t know about before...
we need more money!”

we need less money!”

Traditional model
1 assistant/MD
Staff poorly trained
2 rooms/MD

=
22 patients/day/MD
3 month wait for consult
Patient Satisfaction = 63%
Provider Satisfaction = 90%
$60 per visit
22.31 per beneficiary/year s

Engineered model
3 assistants/MD
Staff highly trained
4 rooms/MD

=
50 patients/day/MD
No wait for consult
Patient Satisfaction = 85%
Provider Satisfaction = 94%
$43 per visit
[$14.91 per beneficiary/year o=
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Level 2 — Deming
Lean primary care MD visits
or an IT-enabled platform

Level 1 — Nordstrom
Economical relationship-based
self-management coaching

Source: California HealthCare Foundation 2005 report
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~35% Lower Net Spending

© 2008 Mercer

g:\hcgb\mas\milstein\meetings\Oregon Health Summit (1.16.08)




< 2
79
Finale
Breakthrough
High - Act Il
. Large annual
C|II’.]IC3.| . gains in quality
Reengmeenng and affordability
by learning
= 25 Act I organizations
8 S — Performance Faster uptake &
ITg5c . discovery of “better,
© (% 8 Sensmvny faster, leaner” care
5 " o delivery innovations
S = = Act | Performance-
S 2 o sensitive health
E L= Transparency plan design and/or
w provider
Universal [PERIGHIE
hospital & MD
performance
transparency
Low
2005 Evolutionary Path 20XX
10 © 2008 Mercer
2 ( 2
I n 9
m o
O
Bl
o2
e
x
g8 b
c
Lo
> ) <>6> .
=35 50th %ile
5 7 °
X KA
= XERA i
S5 ° 0% Sirees of@g\\ AP
@ o XIEL >
£ = o8 '“13:*'? mO% 4
o o O IR ,
£z P °
> <
o
=~ ‘N
Lower Longit. Efficiency/ Higher Longit. Efficiency/
Higher Total Cost Lower Total Cost
Total Cost of Care Index for Seattle MDs
(total cost per case mix-adjusted treatment episode)
Adapteq from Regence Blue Shield © 2008 Mercer

g:\hcgb\mas\milstein\meetings\Oregon Health Summit (1.16.08)




Performance Engineers Must Maximum Out-of-
Measures and be Excluded Pocket Spending
Measurements From Design of Protection Must
Must Meet Clinical Care be Unconditional
Rigorous

Standards of
Scientific

Acceptability
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A large and increasing fraction of low and middle income
Americans and their purchasers struggle to afford health
insurance based on wasteful conventional care delivery

Faster “knowledge turns” and “translational efficiency” in lean care
innovations can occur only if much more performance-sensitive
markets surround physicians and other providers

Much more performance-sensitive markets
will require sacrifice of sacred cows

Plan B is worse
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