HEALTH CARE PRICE RELIEF ACT
Reams of Research Back AB 3087’s (Kaira) Plan to

MAKE HEALTH CARE
PRICES FAIR

The Problem: Spending

Health care spending in the U.S. far outpaces the rest of the developed world, but we are not
getting better care.

According to the Centers for Medicare and Medicaid Services (CMS), health care spending in the United States was about 18% of Gross
Domestic Product (GDP) in 2016, twice the average of the 35 largest high-income countries belonging to the Organisation for Economic
Cooperation and Development (OECD).23

However, we see the doctor and go to the hospital less often than people in other OECD countries,* while the quality of our health care
services — as well as life expectancy itself® — are lower than the OECD average in the United States. We pay more for less.
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The Health Care Cost Institute’s (HCCI) analysis of more than 15%
4 billion healthcare claims decisively confirms that the extreme level
of U.S. private sector health care costs is driven by high prices,
not overutilization. Based on data from 39 million American
patients, HCCI’s 2016 Health Care Cost and Utilization Report
shows that utilization of health care services has actually remained
the same or declined since 2012, while prices for all services grew.
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The most recent analysis of this huge data source, drawn from four
top private insurers (UnitedHealthcare, Kaiser, Aetna and Humana) “,o-...._@l_g%_‘
confirms findings from top researchers who have compared U.S. Y /A TTLL -
spending with other countries over the past 15 years, most recently s
in the Journal of the American Medical Association.® e
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California-specific data disclosed by health insurance companies 5% Q‘
to state regulators reveals that premiums for employer-sponsored e
insurance increased 234% from 2002-2016. Last year, health “

insurance premiums for the 8.6 million Californians who receive °
employer coverage,increased at 166% of the state’s cost of living. 0% ‘0,
The data show that 83% of this growth was due to increases
in the price of hospital and physician care and other goods

and services.”
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The Driver: Market Power

Health care prices are so high in the U.S. because insurance companies, hospitals and
physicians often wield undue market power. Employers and workers feel the impact of
monopoly prices in their pocketbooks.

A seminal 2015 Yale study compared 2.9 billion private insurance claims and found that higher hospital prices are positively associated
with market power. Hospital prices in monopoly markets are 15.3% higher than those in markets with four or
more hospitals.®

Recent large studies of physician pricing also suggest that prices increase when physicians gain market power. A 2014 University
of Chicago study found that physicians in the most highly concentrated markets charge 14-30% more than those in the least
concentrated markets.®

Both trends are accelerating rapidly as hospitals take over physician practices, creating powerful systems with the ability to drive up
prices for both hospital and physician care. Modern Healthcare recently reported “forty[-]two percent of physicians were employed by
hospitals in July 2016, compared to just 1 in 4 physicians in July 2012.”"° A 2014 UC Berkeley study in the Journal of the American
Medical Association reported that expenditures per patient were 10% higher in physician organizations owned by a local hospital, and
about 20% higher in organizations owned by a multihospital system, compared to organizations owned by participating physicians."
This pattern mirrors the national trends reported in Health Affairs in 2014.12

A significant body of literature also suggests that health insurance market concentration results in higher premium prices for consumers.'
In 2016, 21 of California’s 28 metropolitan areas (MSA)'* were what the Department of Justice and the Federal Trade Commission
consider to be “highly concentrated markets” for purposes of health insurance; the other seven MSAs were “moderately concentrated.”'®

AB 3087 (Kalra)

By establishing an independent commission with the authority to make prices fair, AB 3087 delivers
price relief to consumers and employers who are paying the price when providers use undue market
power to escalate prices.

AB 3087 uses the effective pricing model created by the U.S Medicare system as a benchmark to
establish fair prices that are affordable to consumers and that allow providers a reasonable profit.
Medicare has been setting fair prices for insurers, hospitals, doctors and other providers for
decades through a transparent public formula. California needs a body with the power to follow
Medicare’s example and set fair prices for the health care that all Californians need.
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HEALTH CARE PRICES ARE

OUT OF CONTROL

We have an emergency in the health care system: Spiraling hospital, drug and
insurance prices are pushing the cost of health care beyond the reach of employers
and families.

For common procedures and medication, we pay % = :gé’% @
prices two to twenty times as high as people in  Angiogram Colonoscopy Hip replacement M.R.l. scan
other countries (New York Times, 2013)": — —
Avg. U.S. price Avg. U.S. price Avg. U.S. price Avg. U.S. price
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drug companies, and doctors free rein to
charge limitless prices. That’s why health care in the U.S. costs more and delivers less than any other
advanced nation.

What’s the real cost of high health care prices?

* Soaring Premiums, Frustrated Employers:
Since 2010, healthcare prices have forced
employers to pay premiums that are growing three 54
times faster than inflation2.

Employee contributions
to premiums

250% increase since 1999

Premiums for family
coverage

+ Exploding Out of Pocket Costs: Out of pocket
costs are crushing workers and their families —
Deductibles are up six times faster than wages
since 2010. 50

100

Employee earnings
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+ Desperate Families Skipping Health Care: LzmzzziiiiT
A Commonwealth Fund study shows that a quarter ~ °
. . 2000 2002 2004 2006 2008 2010 2012 2014 2016
Of a" people Covered by JOb-based Insurance Percent increases in employee earnings are of seasonally adjusted hourly earnings
. . . . recorded in April of each year.
are underinsured. In a national University of
Chicago survey, found 44 percent of Americans
reported they they didn’t go to a doctor when they were sick or injured in the last year because of cost.

Sources: Denise Lu; Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 1999-2017; Bureau of Labor Statistics

+ Growing Inequality: Skyrocketing employer healthcare costs exacerbate income inequality, taking the biggest
bite out of low-and middle-income workers’ paychecks®.

* Health Care Corporations Prosper While Patients Get Less Care: California allows doctors, and hospitals
to charge outrageous prices for every procedure and every office visit. Health care CEOs rake in millions in
compensation, while patients delay treatment until they have no choice but to go to the emergency room, or go
without care altogether.



HEALTH CARE PRICES ARE

UT OF CONTROL

AB 3087 (Kalra) Delivers Price Relief for California Families and Employers

AB 3087 (Kalra) uses the established Medicare model to bring down costs for California workers and employers.
The bill creates an independent commission with the authority and expertise to make prices fair. It also provides
a fair process for doctors and hospitals to adjust prices when necessary.

Medicare has been setting health care rates for decades and has a transparent, public formula for setting
reimbursement rates for doctors, hospitals and other health care settings.

If California doesn’t get healthcare prices under control, medical
monopolies will bankrupt more families and employers. If we’re
ever to achieve a sustainable, affordable quality health care for
all system in California, it’s crucial to address out of control
prices now.
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