





N\ Advisory OUR TAKE
oar How Covid-19 will impact U.S. health care policy

R S R

The pre-Covid-19 reality

In February 2020—just weeks before the United States shut down in the face of
the Covid-19 pandemic—respondents to a national survey ranked ‘lowering the
cost of health care’ as the highest domestic priority for both the President and
Congress. This focus on affordability is nothing new; national health expenditure
as a share of gross domestic product has been rising consistently since 1960,
and now accounts for 17.7% of the GDP. President Nixon addressed Congress
about the growing cost of health care back in 1974, and President Obama
echoed those sentiments 35 years later when he made health care access a
cornerstone of his administration.

With the majority of Americans last year reporting at least one medical financial
hardship, candidates for this year’s presidential election had been centering their
health care priorities around reducing costs to patients. There are some areas of
consensus: both President Donald Trump and former Vice President Joe Biden
have spoken out against high drug prices and costly surprise bills.

Coming into this year, the primary disagreement between the candidates was
centered on coverage. Biden believes a Public Option—building on the coverage
expansions of the Affordable Care Act—is the path to affordable, accessible
health care. Trump continues to voice opposition to the Affordable Care Act, and
instead favors offering a broad array of health insurance options, including
association and short-term health plans, without mandating coverage.
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Our take

The outbreak of Covid-19 has forced both candidates to reevaluate their health
care agendas. Affordability and coverage continue to be major areas of focus,
but the pandemic has also highlighted the need to improve the health care
system’s ability to withstand major shocks—i.e. to improve the system’s
resilience. In recent months, Biden and Trump have sought to clarify their
stances on issues such as the government’s role in emergency response, public
health, and supply chain, as both seek to assure Americans that the country will
be better equipped to confront future crises. Such debates represent a marked
expansion in focus from the prior emphasis on coverage affordability.

Major health policy goals in the peri-Covid-19 era
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Efforts to increase resilience may complicate the affordability mandate

This newfound emphasis on resilience creates a potential challenge for
regulators and lawmakers, who in recent years have been very focused on
controlling the rate of health spending growth. Building resilience can be costly:
solutions such as increasing spending in public health, stockpiling supplies, and
expanding telehealth reimbursement all involve significant investment. While no
party is eager to cut health care funding in the acute phase of the crisis, the
pressure to rein in expenditures will grow with time. Republicans in particular are
sounding the alarm on the unprecedented level of government spending.

Invest in resilience
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Limit government spending

The tension between resilience and spending control will be difficult for
policymakers to navigate in the year ahead. Government leaders at all levels—in
Congress, the White House, and the Statehouse—must seek out solutions to
balance these competing directives.

1. Certificate of Need.
2. Federal Medical Assistance Percentage.
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Three key implications

The recent shift toward resilience, amid a continued desire for greater
affordability, has tangible implications for the future of health policy.

IMPLICATION 1

The affordability and resilience
mandates underscore the
importance of Congressional
and state races.

IMPLICATION 2

Medicare’s recent focus on
provider relief is a temporary
reprieve—not a permanent shift.

IMPLICATION 3

With limited flexibility,
Medicaid’s primary focus will be
spending control.
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underscore the importance of

O 1 The affordability and resilience mandates
Congressional and state races.

While most public attention has been focused on the race for the Presidency,
Congress and the states have significant influence over the health policy issues
that are most salient in efforts to improve both affordability and resilience. For
example, nationwide coverage reforms would require new legislation by
Congress, while states can choose to implement coverage reforms at a more
localized level. Big changes to funding (for example, for Medicaid or public
health) also require Congressional action, as do permanent changes in
telehealth reimbursement and regulation. States have significant authority over
many regulations that have been waived in the acute phase of the pandemic,
such as Certificate of Need and laws related to provider licensure.

Issues under Congressional purview Issues under state purview
+ Coverage reform + Public health funding + Coverage expansion + State taxes
+ Drug pricing + Medicaid funding + Drug pricing + Medicaid budgeting
+ Surprise billing + Telehealth legislation + CON' laws + Provider licensure

While many of these issues have bipartisan appeal, others will likely be decided
by the party in power. This election season brings the potential for significant
shifts. With 23 Senate Republicans on the ballot, compared to just 12 Senate
Democrats, the Left has an opportunity to regain the Senate and control both
chambers of Congress. Seven states with Republican governors and four states
with Democratic governors have gubernatorial races this year. Four of those
states have a partisan divide between their governor and legislature—Montana,
Vermont, North Carolina, and New Hampshire. Should a single party gain control
of both branches, that party will shape the 2021 health policy agenda.

1. Certificate of Need
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The recent death of Supreme Court Justice Ruth Bader Ginsburg has further
underscored the importance of the Congressional races. The court is scheduled
to hear California v. Texas—in which the plaintiffs are arguing that the elimination
of the individual mandate tax penalty has made the entire ACA unconstitutional—
just days after the November election. Whether a new justice is in place or not,
there are several scenarios that could lead to either a partial or full invalidation of
the law. If changes to the ACA do occur, Congress could decide to re-pass
portions of the law.

A Democratic sweep of both the White House and Congress would likely result in
an effort to re-pass any and all components of the Affordable Care Act that have
not been deemed unconstitutional, and potentially a push to expand the number
of justices on the Supreme Court (which would have implications for any future
health care cases brought before the Court).

If the GOP retains the Senate, Congress could still attempt to re-pass certain
components of the ACA that have broad bipartisan appeal, for example the law's
protections pertaining to pre-existing conditions, and potentially even the
Medicaid expansion (if it is struck down along with the individual mandate). But
such efforts would likely be far more limited.

While most legal experts believe that a full invalidation of the law by the
Supreme is unlikely, the issues and scenarios outlined above have undoubtedly
reinvigorated voters on both sides of the aisle, reshaping the elections in the
lead up to Election Day.
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Medicare’s recent focus on provider
02 relief is a temporary reprieve—not a
permanent shift.

In an effort to help providers weather the financial impacts of Covid-19, CMS
has disbursed billions of dollars in Advanced and Accelerated Payments.
Medicare is also providing a 20% add-on payment for patients hospitalized with
Covid-19 for the extent of the public health emergency. In the aggregate, CMS
also avoided overall price cuts in their 2021 IPPS" final rule and HOPPS?2
proposed rule, another potential indication that they are prioritizing provider
resilience over cost cutting—for now.

While necessary for preserving providers’ ability to function, these efforts have
only further weakened Medicare’s already precarious financial situation. The
Congressional Budget office reported in September that the Medicare Hospital
Insurance Trust Fund, which finances Medicare Part A payments, could
become insolvent by 2024—two years earlier than predicted before Covid-19
hit. Within the next administration, lawmakers will have to take steps to
guarantee Medicare can continue to meet its financial obligations. Those steps
are almost guaranteed to include higher payroll taxes and lower reimbursement
rates, but the balance will likely depend on who controls Congress and the
White House in 2021.

1. Inpatient Prospective Payment System

. Source: “The Outlook for Major Federal Trust Funds: 2020 to 2030,” Congressional Budget Office, September 2020
2. Hospital Outpatient Prospective Payment System
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Medicare site-of-care shift a win-win for payer and patients

In the meantime, CMS has continued to double down on other spending control
measures. For example, it has continued to take bold steps to shift care to lower-
cost settings. Perhaps the most notable change in 2020 is a proposal to
completely phase-out the list of procedures that can only be performed in an
inpatient setting. The process would take place over three years, starting with
300 musculoskeletal procedures in 2021.

CMS is working to move more services to the ambulatory space and home as
well. Such moves present an opportunity for Medicare to save money while
boosting resilience, by creating opportunities to receive care outside of the
hospital, allowing patients to continue receiving vital care in a safe setting,
regardless of potential contagion or other extenuating circumstances.

Medicare site-of-care proposals, 2020

Inpatient HOPD! ASC2 Physician Home
office
HOPPS rule proposes HOPPS rule proposes adding HHPPS? proposes expanded
eliminating the inpatient eleven procedures, including reimbursement for infusions
only (IPO) list between total hip arthroplasty (THA) to delivered at home
2021 and 2024; inpatient the ASC covered list in 2021 PFS* rule proposes
surgeries will be subject

expanding virtual procedures
to include evaluation and
management visits virtually
for established patients

to two-midnight rule to
receive inpatient
reimbursement rates

1. Hospital Outpatient Department
2. Ambulatory Surgery Center. Source: “CY 2021 Medicare Hospital Outpatient Prosp e Payment Sys! Irgice Sy:
es. ust 4, 202 e

3. Home Health Prospective Payment System Rule (CMS-1736-P), Centers for Medicare & Medice erv
Medicaid Services, June 25, 2020; “CY 2021 Rev: S
B Payment Policies; Medicare Shared Savings Progran

stem Proposed
5 dical

ther to Part

4. Physician Fee Schedule ,O, a
ces, August 4, 2020.
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Covid-19 a hurdle—not a death knell—for Medicare risk

Value-based care also remains a central tenant of Medicare’s push to control
spending. In the early days of the Covid-19 pandemic, many accountable care
organizations (ACOs) expressed concerns about their financial prospects.
While it has since become clear that losses for ACOs will be much less than
originally projected, CMS has still taken steps to protect participating
organizations. Covid-19 costs will be removed from evaluations and
benchmarking, and ACOs will not be responsible for shared losses incurred
during the public health emergency.

While the agency has had to slow implementation of many programs (e.g.,
the agency will not be opening an application cycle for new ACOs to begin
operating in 2021), it has continued to emphasize their long-term commitment
to such models.
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With limited flexibility,
Medicaid’s primary focus will be
spending control.

Depressed tax revenue and an expanding pool of eligible enrollees is further
straining Medicaid budgets in the wake of Covid-19. Even as resilience
becomes a larger goal for lawmakers and regulators, nearly every state is
constrained by a constitutional obligation to balance their budgets.

The CARES Act attempted to alleviate some financial pressure by offering a
6.2% increase in federal matching for Medicaid during the public health
emergency, but in order to qualify states had to agree not to increase cost
sharing, cut Medicaid benefits, or disenroll any beneficiaries. The Medicaid
rolls grew by almost 3.5 million between February and May, due to suspended
disenrollment and continuing job losses. As the economy continues to
deteriorate, employment benefits phase out, and more people learn about
alternative insurance options, we expect millions more will turn to Medicaid for
both themselves and their families—further exacerbating the fiscal challenges
for states.

Even once states are allowed to resume the activities prohibited during the
PHE, state governments have already warned that more will be needed to
balance the books. We expect that the majority states will likely turn to provider
reimbursement rates for savings, just as they did during the 2008-09 recession.
This will be yet another blow to providers who are likely seeing their payer mix
shift away from privately covered individuals and toward more publicly insured
and uninsured patients.
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Parting thoughts

Health organizations need to understand the priorities of government decision makers
and take stock of what the institutional impact will be:

1. Is your state poised for a political shakeup after November’s elections? Are
you priorities aligned with those of your current or future state legislators?

2.  Are there board members you can be equipping with talking points to
advocate for the things you most want—particularly at the state level?

3. Have you developed an up-to-date strategy for managing the continued out-
patient shift? Do you have partnerships in place to facilitate care in the
ambulatory setting or the home?

4. If you currently take on risk, has that be an advantage or a disadvantage to
your organization? Are you tracking that information to inform future value-
based care efforts?

5.  Whatis the payer mix at your organization? How much would you be
affected by potential price-cuts to Medicare or Medicaid and what can to do
now to mitigate future impacts?
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More takes on the post-Covid-19 world

For more takes on how Covid-19 is reshaping the future of the U.S.
health care industry, please visit www.advisory.com/covid-19impact

How will Covid-19 impact...

...the health status of the U.S.?
...telehealth?

DEMAND ...behavioral health?

+ + + o+

...senior care?

...payer enrollment mix?

PURCHASER
LANDSCAPE

...employers’ health benefits strategies?
...the government’s role in health care?

+ + + o+

...the future of value-based care?

...disruptive market entrants?

COMPETITION ...public perception of the industry?

& INNOVATION ...health system philanthropy?

+ + + o+

...the health care innovation pipeline?

... systemness” efforts?

OPERATING ...capacity expectations?

MODELS ...the structure of the U.S. supply chain?

+ + + o+

...the future of the clinical workforce?
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LEGAL CAVEAT

Advisory Board has made efforts to verify the accuracy of the information it provides to members. This report relies on data obtained from many
sources, however, and Advisory Board cannot guarantee the accuracy of the information provided or any analysis based thereon. In addition,
Advisory Board is not in the business of giving legal, medical, accounting, or other professional advice, and its reports should not be construed as
professional advice. In particular, members should not rely on any legal commentary in this report as a basis for action, or assume that any tactics
described herein would be permitted by applicable law or appropriate for a given member's situation. Members are advised to consult with
appropriate professionals concerning legal, medical, tax, or accounting issues, before implementing any of these tactics. Neither Advisory Board
nor its officers, directors, trustees, employees, and agents shall be liable for any claims, liabilities, or expenses relating to (a) any errors or
omissions in this report, whether caused by Advisory Board or any of its employees or agents, or sources or other third parties, (b) any
recommendation or graded ranking by Advisory Board, or (c) failure of member and its employees and agents to abide by the terms set forth herein

Advisory Board and the “A” logo are registered trademarks of The Advisory Board Company in the United States and other countries. Members are
not permitted to use these trademarks, or any other trademark, product name, service name, trade name, and logo of Advisory Board without prior
written consent of Advisory Board. All other trademarks, product names, service names, trade names, and logos used within these pages are the
property of their respective holders. Use of other company trademarks, product names, service names, trade names, and logos or images of the
same does not necessarily constitute (a) an endorsement by such company of Advisory Board and its products and services, or (b) an
endorsement of the company or its products or services by Advisory Board. Advisory Board is not affiliated with any such company.

IMPORTANT: Please read the following.

Advisory Board has prepared this report for the exclusive use of its members. Each member acknowledges and agrees that this report and
the information contained herein (collectively, the “Report”) are confidential and proprietary to Advisory Board. By accepting delivery of this Report,
each member agrees to abide by the terms as stated herein, including the following:

1. Advisory Board owns all right, title, and interest in and to this Report. Except as stated herein, no right, license, permission, or interest of any
kind in this Report is intended to be given, transferred to, or acquired by a member. Each member is authorized to use this Report only to the
extent expressly authorized herein.

2. Each member shall not sell, license, republish, or post online or otherwise this Report, in part or in whole. Each member shall not disseminate
or permit the use of, and shall take reasonable precautions to prevent such dissemination or use of, this Report by (a) any of its employees and
agents (except as stated below), or (b) any third party.

3. Each member may make this Report available solely to those of its employees and agents who (a) are registered for the workshop or
membership program of which this Report is a part, (b) require access to this Report in order to learn from the information described herein,
and (c) agree not to disclose this Report to other employees or agents or any third party. Each member shall use, and shall ensure that its
employees and agents use, this Report for its internal use only. Each member may make a limited number of copies, solely as adequate for
use by its employees and agents in accordance with the terms herein.

4. Each member shall not remove from this Report any confidential markings, copyright notices, and/or other similar indicia herein.
5. Each member is responsible for any breach of its obligations as stated herein by any of its employees or agents.

6. Ifa memberis unwilling to abide by any of the foregoing obligations, then such member shall promptly return this Report and all copies thereof
to Advisory Board
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