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Nampa is a well-defined relevant geographic 
market
• Extensive, consistent testimony
 St. Luke’s executives, consultants, and physicians
 Other providers, including Primary Health
 Health plans, including St. Luke’s partner, SelectHealth

• Travel patterns
 Claims data evidence strong patient preference for local PCPs
 Clear bifurcation between Nampa and other areas of the Treasure 

Valley, especially Ada County

• All major health plans’ provider networks include PCPs in 
all or nearly all zip codes
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Dr. Argue’s critical loss analysis does not 
undermine my conclusions
• Dr. Argue uses critical loss analysis in an effort to 

claim that Nampa is not a relevant geographic 
market 

• However, critical loss analysis is not relevant or 
appropriate to healthcare provider markets, where 
reimbursements are determined in negotiations 
between payers and providers

• In addition, Dr. Argue’s critical loss analysis is 
incomplete and contains errors (even after his 
revisions)
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Critical loss is an inappropriate framework in 
healthcare markets
• The critical loss framework is inconsistent with how prices 

are determined in healthcare markets 
 Incorrectly focuses on pricing discipline imposed by marginal 

patients choosing among in-network providers
 Choosing among in-network providers, patients are generally price

insensitive

• Pricing discipline occurs through Stage One bargaining 
 St. Luke’s leverage depends on payers’ outside option, or BATNA
 i.e., St. Luke’s leverage depends on the extent to which patients 

consider other PCPs to be reasonable substitutes if St. Luke’s is 
dropped from the network (and likewise for Saltzer)

 The acquisition makes this substantially more difficult for payers 
marketing to employers and individuals in the Nampa area
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Dr. Argue’s critical loss analysis is incomplete
• Dr. Argue only calculated critical loss, not actual loss

• Dr. Argue merely suggests that critical loss is low

• Without an actual loss estimate, one cannot evaluate 
whether actual loss is above or below critical loss
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Dr. Argue’s revised critical 
loss estimate for a 5% 

price increase

Dr. Argue’s estimated 
actual loss for a 5% price 

increase

?
8.8%
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Full financial integration is not 
necessary to achieve the 

benefits of clinical integration
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Hospital-physician mergers are not necessary 
to achieving the benefits of clinical integration
• St. Luke’s does not require Saltzer in order to offer an ACO 

or otherwise bear risk
 Saltzer can likewise bear risk without financial integration with St. 

Luke’s

• ACOs come in a variety of organizational forms and sizes
 Hospital-led, physician-led, hospital-physician partnerships
 Many have fewer than 100 affiliated physicians*

• No single best form of clinical integration
 The financial incentives facing a provider are distinct from the 

employment situation facing that provider—aligning financial 
incentives does not require employment of physicians

 Employment alone is not sufficient to alter the incentives facing 
physicians

October 21, 2013

22

*Source: Dranove Report, Figure 29 (citing http://www.cms.gov/apps/media/press/factsheet.asp?Counter=4405)





  

The PSA with Saltzer does not advance 
St. Luke’s stated goals
• The new organization allows St. Luke’s and Saltzer to 

negotiate reimbursements as a single entity, but may do 
little to reorganize the delivery of care

• Current PSA is structured as a standard fee-for-service 
contract
 wRVU based, with higher pay for performing more services

• No risk-based financial incentives for physicians to 
cooperate in controlling costs and improving quality
 No capitation or pay-for-performance

• The September 2013 PSA amendment expressed 
intentions but did not change financial incentives  
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Conclusions
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