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Executive Summary

The Affordable Care Act (ACA) continues to drive the ongoing
national debate over the cost of health care in the United States. A key
element of this debate is the fact that the U.S. spends more on health care
than any other developed country, specifically 50 percent more per capita
than the next highest OECD country.® While the U.S. pays a lot of
attention to overall spending, less attention has been paid to the
differences in what employers, government, and individuals pay for health
care, and the different trends in those costs. These differences are
important for policy makers to be aware of in determining what future
changes need to be made to the ACA, and to health care in general.

In 2012, employers spent $578.6 billion providing health coverage for
168.6 million employees, retirees, and dependents. In that same year, the
government (federal and state) spent $1.1 trillion on health care for 118.8
million beneficiaries.? This translates into an average of $3,430 per
covered life for employer provided coverage and $9,130 per covered life
for government health care programs.® In other words, government health
care spending on a cost per covered life basis is 166 percent higher than
private sector employer spending on that same basis. And while this
difference is not surprising given the different age and health status of the
populations covered, the different methods the private sector and
government use for cost containment can have significant implications for
providers and recipients alike.

If the ACA significantly increases the cost of providing health care for
employers, as analysts and employers alike believe, this will incentivize
employers to modify their health care plans and strategies to reduce their
future health care costs. If these modifications and reductions drive more
people into more costly government plans, it could have huge implications
for the amount both government and households spend on health care in
the future.

Utilizing data from the American Health Policy Institute’s survey of
over 350 companies that are members of the HR Policy Association, this
study provides a snapshot comparison of the actual health care costs per
covered life for more than 100 large employers (those with 1,000 or more
employees), and similar per covered life costs for Medicare, Medicaid,
and military/veteran related programs. In doing so, this study also
provides insight into the overall inflation adjusted trends in the cost per
covered life for the three major payers of health care in the United States:
employers, government, and households.
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In summary, the study found:

e On average, all U.S. employers spent $3,430 per covered life on
health care in 2012, up 13.6 percent from 2003 after adjusting for
inflation.*

e On average, large U.S. employers (1,000 or more employees) spent
$4,990 per covered life on health care in 2013.°

e In 2012, government (federal and state) spent $1.1 trillion on
health care, or an average $9,130 per covered life, up from $8,010
in 2003, or 14.0 percent, after adjusting for inflation;

e Government spent over $6,900 per covered life on health care for
military and veterans health programs in 2012, up 10.6 percent
from 2003 after adjusting for inflation;®

e Medicaid spent almost $7,540 per covered life in 2012, down 2.8
percent from 2003 after adjusting for inflation;’

e Medicare spent $10,830 per covered life in 2012, up 28.2 percent
from 2003 after adjusting for inflation;®

e The average cost of government health care spending per covered
life has risen almost 30 percent since 1995 after adjusting for
inflation, from $7,040 to $9,130; and

e Households spent an additional $2,570 per person on health care,
up 11.6 percent from 2003 after adjusting for inflation.’

These data demonstrate that for a variety of reasons employers pay
significantly lower health care costs per covered life than government
programs, and the trends in health care costs are significantly different
between employers, Medicare, and Medicaid.
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Employer Health Care Costs Per Covered Life

Employer-provided health care has been the backbone of the American
health care system for the past six decades. While employers as a whole
spend $3,430 per covered life, health coverage tends to be more generous
and expansive at large employers (1,000 or more employees). According
to data from the American Health Policy Institute’s survey of over 100
large companies, large employers spent an average of $4,990 per covered
life on health care in 2013. The Bureau of Labor Statistics also found
differences in health care spending between large and smaller employers.
According to BLS, on average large employers (500 or more employees)
spend $7,820 per full-time employee compared to $5,117 for medium size
employers (100 to 499 employees), and even less for small employers.*®

The difference in the average cost per covered life for employer-
sponsored care and the various estimates for government programs is not
surprising given the different age and health status of the populations
covered. For example, the Medicare population is on average much older,
with more chronic conditions than the population covered by employers.
The Medicaid population, while younger, generally has a poorer health
status than the employed and a higher percentage of individuals with
disabilities. Further, the military has to address the substantial costs
associated with the combat wounded (see Chart A on page 2). Despite
these differences, a breakdown of health costs by source and a review of
their cost trends can provide insight into a key element of health costs: the
ability of different programs to control costs.

With respect to employers, the cost of employer-sponsored health care
per covered life has risen 13.6 percent since 2003 after adjusting for
inflation, from $3,020 to $3,430. From 1995 to 2003, employer health
care costs jumped by an average 4.5 percent per year after accounting for
inflation. Large employers responded to this unsustainable trend by
implementing a variety of cost saving measures including: High
Deductible Health Plans (HDHPs) coupled with Health Saving Accounts
(HSAs) and Health Reimbursement Arrangements (HRAS); wellness
programs; value-based insurance plans; and improved cost and pricing
transparency tools.** Although these actions by employers were able to
bend their health care cost curve and reduce the average annual rate of
growth to 1.5 percent since 2003 after accounting for inflation (see chart
below), they have not yet been able to collectively hold the growth in
health care costs below the rate of overall inflation for an extended period
of time. In 2012, employer health care costs per covered life rose at twice
the rate of overall inflation (4.2% vs. 2.0%).
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Employer Health Care Spending Per Covered Life
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Chart B

A new report from Milliman shows the annual increase in the cost of
employer-sponsored family coverage for a preferred provider plan
increased 5.4 percent from 2013 to 2014.*2 According to the Milliman
study, the emerging ACA reforms have had “little direct impact on the
cost of care” in 2014 because most families are insured through large
group employer plans and some of the most far-reaching ACA reforms are
focused on insurance in the individual and small employer markets.*®
Rather, the moderation in employer cost increases is the result of a
“confluence of forces rather than any single event.”** Although it is
difficult to isolate the exact cost drivers, greater demand for Medicaid
services generated by the ACA's Medicaid expansion and more people
covered by the public exchanges who were previously uninsured and not
care will put upward pressure on supply, and possibly lead to higher
provider reimbursement rates for employers. According to other Milliman
reports, employers may also see cost-shifting because Medicare and
Medicaid reimbursement rates tend to be lower than the cost of providing
health care. To offset this negative margin, many providers have added a
margin to private sector payers equal to about $1,800 per American
family.™



Government Health Care Costs Per Covered Life

In 2012, government (federal and state) spent $1.1 trillion on health
care, or an average $9,130 per covered life, up from $8,010 in 2003, or
14.0 percent, after adjusting for inflation. From 1995 to 2003, government
health care costs rose by an average 1.7 percent per year after accounting
for inflation; significantly less than the employer rate of increase (4.5%).
Moreover, from 2003 to 2012, government health care costs rose by an
average 1.6 percent per year after accounting for inflation, slightly more
than the increase for employers (1.5%). Further, in 2012, government
health care costs per covered life increased less than overall inflation
(1.3% vs. 2.0%). In fact, since 2007, the trend in government health care
costs per covered life has been relatively flat (see chart below). However,
with implementation of the ACA in 2014, it is unclear if this recent trend
can be sustained.
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Chart C

Over 88 percent of government spending on health care comes from
Medicare, Medicaid, Department of Defense and Veterans Administration
(“the military”). At the same time, the cost per covered life, as well as
spending trends, for these three programs are significantly different. As
noted before, these differences, and their difference compared to the cost
per covered life for employer-sponsored care, are mostly a result of the
age and health status of the populations covered.
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The average cost of government health care spending per covered life
has risen almost 30 percent since 1995 after adjusting for inflation, from
$7,040 to $9,130. Of course, there are significant trend differences
between the three major programs. From 1995 to 2012, military health
care costs per covered life jumped almost 56 percent and Medicare costs
increased by 49 percent after accounting for inflation, while Medicaid
costs rose just 2.8 percent. After rising 9.6 percent from 1995 to 1999,
Medicaid costs per covered life adjusted for inflation have remained
relatively flat (see chart below) for a number of unique reasons, including:

o State efforts to control costs by reducing and freezing provider
reimbursements, eliminating benefits, limiting prescription drugs,
and expanded managed care in the past two years;

o A shift of most prescription drug coverage for dual-eligible
beneficiaries (those eligible for both Medicaid and Medicare) from
Medicaid to the new Medicare Part D program in January 2006;
and

e A decrease in the growth of federal Disproportionate Share
Hospital payments for indigent patient care.

Government Health Care Spending Per Covered Life
By Major Program
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Unfortunately, some of the steps taken to keep Medicaid costs from
rising over the past ten years have simply shifted the actual costs of the
program to private payers. According to a recent study by the Kaiser
Family Foundation, data suggest that both Medicare and Medicaid
payments are significantly less than actual hospital costs, while private
insurance payments exceed hospital costs by over 30 percent.'® In 2013,
the value of this difference, as well as uncompensated care from uninsured
people, amounted to a shift of $21.1 billion to private payers. This cost-
shifting effectively added $111 per covered life to employer-sponsored
and household health care costs and makes it more difficult for employers
to control their costs in the black box that is the U.S. health care system.*’
However, cost-shifting may no longer be a viable strategy in the future.®
At a minimum, there is a limit to the cost shifting that employers and
households can bear.

Further, improper Medicare and Medicaid payments, including fraud,
were estimated to be $64.8 billion in fiscal year 2011, or 6.8 percent of
all Medicare and Medicaid spending. Improper Medicare payments were
estimated at $42.9 billion, or an average $863 per covered life, while
improper payments by Medicaid amounted to $21.9 billion, or $392 per
covered life. The Medicare improper payments were primarily due to
medically unnecessary services and insufficient documentation, while the
improper payments in Medicaid were primarily due to ineligible or
indeterminable beneficiary eligibility status. With the large expansion of
the Medicaid program under the Affordable Care Act, it is highly likely
that the amount of improper payments from Medicaid will increase this
year.

The Department of Veterans Affairs (VA) also has serious problems
with improper payments, long wait times and subpar care at some facilities
that, according to some reports, may have lead to the death of more than
1,000 veterans over the past ten years and has resulted in the VA paying
nearly $845 million to veterans and their families for medical
malpractice.”’ In 2013, the VA made $2.2 billion in improper payments,
or about 4.4 percent of all VA health care expenditures. Given the recent
reports surrounding VA health care services, it appears the Department
may have been effectively rationing care as a way to control costs.
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Household Health Care Costs Per Covered Life

In 2012, households spent $792.4 billion on health care, or an average
$2,570 per covered life, up from $2,300 in 2003, or 11.7 percent, after
adjusting for inflation.?* From 1995 to 2003, household health care costs
rose by an average 3.4 percent per year after accounting for inflation;
slightly less than the employer rate of increase (4.5%).> Further, from
2003 to 2012, household health care costs rose by an average of 1.3
percent per year after accounting for inflation, slightly less than rate of
increase for employers (1.5%). As with employers, household health care
costs per covered life continued to increase significantly more than overall
inflation (3.7% vs. 2.0%) in 2012.* Household costs accrue to all
Americans and are not differentiated by whether they receive coverage
from employers or government programs. The household spending
figures reflect the additional costs individuals must pay for their health
care coverage.? If cost cutting efforts, be they in government or private
plans, were shifting costs to individuals, we would likely have seen a spike
in these numbers. As the chart below shows, this does not appear to be the

case.
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Conclusion

Utilizing data from the American Health Policy Institute’s survey of over
100 large employers and National Health Expenditure data, this study
highlights the differences employers, government, and households pay for
health care; both the amount they pay per covered life and the trends in those
costs from 1995 to 2012. Policy makers should be aware of these differences
as they determine what future changes need to be made to the ACA in order
to avoid or minimize unintended consequences and potential cost-shifting.

The data demonstrate that for a variety of reasons employers pay
significantly lower health care costs per covered life than government
programs. This stems not only from the differences in the age and health
status of the populations covered by employers and the government, but it
also comes in part from the significant amount of improper payments that are
still made by Medicare and Medicaid. For example, the $21.9 billion in
improper payments in Medicaid accounts for 15.5 percent of the difference in
the program’s cost per covered life compared to large employers. At the
same time, large employers spend considerable time and resources studying
trends within their health care plans and taking a variety of actions to address
the underlying causes of what is driving their cost increases. One question is
whether those same types of incentives to control costs are present in such
government systems as Medicare and Medicaid, or whether costs are
controlled by the government simply capping what it will pay for particular
procedures, forcing private payers to pay those unreimbursed costs.

Although both employers and the government have taken steps to “bend”
their health care cost curves, they have taken significantly different
approaches. Large employers have adopted a consumer oriented approach
that more actively engages their employees to seek out high quality, low cost
health care. Medicaid, in contrast, has mandated reductions in provider
reimbursements and shifted costs to both employers and Medicare, which has
effectively enabled the program to reduce its cost per covered life by 2.8
percent from 2003 to 2012 (see chart below). However, these kinds of
reductions in provider payments can have negative consequences on the
availability of providers and the quality of care.
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Health care will be seeing large changes in the decade ahead. As a result of
rising health care costs and the new employer mandate, it is likely we will see
fewer people in employer sponsored health care in the future. A number of
analysts, including former OMB official Dr. Ezekiel Emanuel and S&P Capital
Research, have predicted that the number of employees in employer based
health care will be approaching zero in ten years.?® Employer sponsored health
care may not go away, but it seems likely that the number of people in
employer sponsored care will shrink, and a good number of displaced
individuals will have to move to other forms of health care. Some of these
people will move to the ACA exchanges, and we do not yet have data on the
cost of covered lives in exchange-purchased plans. But not all of the transition
will entail movement into the exchanges. The Congressional Budget Office
predicts 13 million additional people will join Medicaid in the years ahead, and
an aging society means that more people will be entering Medicare as well.?’

In all, it seems that the ACA, by intent or just in effect, will be driving more
people from employer-based health care into government-based programs.
This movement will have implications on the costs to individuals — both in out
of pocket spending and taxes — as well as to government. If government
policies move people from programs that cost less per individual to ones that
cost more per individual, that could mean that we will be spending even more
on health care than currently anticipated over the next decade. Furthermore, the
difference in the methods that the private sector and government use for cost
containment have implications for providers and recipients alike. Finally, to the
extent that some government programs have tended to be worse at controlling
costs than employers, this could lead to even higher costs, something
policymakers need to take into account when making future changes to our
complex and costly health care system.
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