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1   
Executive Summary 
The purpose of this report is  to produce a “thought piece” for policymakers to use for further 
discussions pertaining to Reforms in general and how best to implement changes to try to 
control costs.  
 
In the ensuing chapters we provide a history of prices, trends and managed care.  The only time 
in recent history in which medical trends were lower than inflation was in the mid-‘90s, when 
aggressive managed care was introduced.  There was a backlash in the market by consumers 
and providers which led to subsequent generations of products, the most recent being consumer 
driven health plans (CDHPs), none of which have been as effective at controlling costs.  
 
We describe the current Iowa market from an insurance perspective as well as from a provider 
perspective.  The current Iowa insurance market is highly concentrated with regards to both 
payers and providers.  One source indicated that the provider market in Des Moines is one of 
the most concentrated in the country.  Wellmark, the Blue plan in Iowa, and UnitedHealth Care 
(UHC) are the two dominant carriers in almost all the geographic areas in the State.  
Concentration of providers generally drives up costs.  However, a concentration of payers 
generally drives down provider reimbursement levels.   
 
Chapter 4 describes how much money is being expended on health care in Iowa.  We estimate 
that the cost of covering the uninsured, using the costs for group members as a basis, is 
between $1.1 billion and $1.3 billion (2012 dollars).  This represents about 5% to 6% of the total 
health care expenditures in the State.  Part of the cost of covering the uninsured may be offset 
by current expenditures categorized as self-pay and/or uncompensated care.  We were unable 
to segregate the self-pay and uncompensated care dollars between elderly and non-elderly.   
 
We also note that there is generally a high concentration of healthcare spending among a 
relatively low percentage of members.  Typically, 5% of members account for about 50% of the 
costs.  On the other hand, the lowest 50% of members typically account for only about 3% of 
claims.  If the cost curve is going to be bent, focus needs to be placed on the costliest members.  
 
A description of what some other states are doing to “bend the cost curve” is included in  
Chapter 5.  Methods vary from trying to implement a single payer model (Vermont), 
implementing an all payer model (Maryland), passing legislation to try to cap increases in costs 
for a given provider at a specified benchmark (Massachusetts), and implementing an episode of 
care payment model (Arkansas). 
 
Chapter 6 describes innovations insurers are testing to try to control costs.  A recently released 
report by the The Institute of Medicine (IOM) asserts that 30% of all funds expended for health 
care are “wasted.”   
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The pre and post reform insurance markets are discussed in Chapter 7.  Iowa is one of the 
states that may experience major disruptions to both the individual and small group markets as a 
result of the rating and underwriting reforms included in the ACA.  There could be real incentives 
for more groups to migrate to self funded as a result of the reforms.  Iowa already has some of 
the highest percentages of small group employees in self funded plans in the country.  Iowa also 
has high percentages of large group employees in self funded plans.  The incentive for low cost 
groups in the 51-100 category to consider self funding will increase in 2016 when they will be 
required to comply with the restrictive rating rules in effect in 2014 for small groups.  As low cost 
groups exit the small group pool, there is the danger that the remaining groups will be higher 
cost, generating higher premiums.   
 
Chapter 8 describes the aspects of the ACA that are intended to control premiums, such as the 
minimum loss ratio and effective rate review programs.   
 
We provide our overall conclusions in Chapter 9.  There are no simple answers, nor is there any 
“silver bullet” to resolve all the issues associated with high health care spending.  While we 
believe in theory there is likely enough money in the current Iowa health care economy to 
provide coverage to all Iowans, achieving this will require real reforms and real savings which 
could be viewed by some sectors as a reduction in income/revenues/profits or by other sectors 
as an increase in cost sharing.  All of the key aspects of the health care economy need to be 
considered in order to achieve a goal of bending the cost curve.  All affected parties - 
consumers, providers, payers --- need to work together to identify realistic and achievable goals.  
This is an area where policymakers can have the greatest impact - facilitating these discussions 
and removing any regulatory barriers that would preclude the exchange of ideas and data that 
can served as the basis for real reform.   
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2   
Where We Have Been  
With only a few exceptions, the costs for health care (a combination of increasing provider 
reimbursements, advancements in medicine and higher utilization of services) have increased 
faster than wages or inflation.   
 
The following graph shows the growth in total health premiums (benefit cost for self funded 
plans) per employee after buydowns for the past 22 years:   
 

 
 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
“After buydowns” means the change in costs per employees after employers have made 
changes to their benefit programs (either higher cost sharing, limited networks, elimination of 
certain benefits, etc.) to minimize increases in premiums (insured plans) or anticipated claims 
and expenses (self funded plans).   
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As can be seen from the graph above, except for a four year period during the mid 1990s, 
nationwide health insurance premiums for employer sponsored plans have increased faster than 
wages for the last 22 years and are expected to do so once again for 2013.  To explain what 
happened in the mid ‘90s, when the costs were less than wages, we need to provide a little 
history. 
 
Prior to the HMO Act of 1973, almost all the health insurance contracts in the United States were 
based upon a fee-for-service concept, meaning that providers were reimbursed based upon the 
type and number of services provided.  With few exceptions, providers did not vary their fees by 
payor.1  It was common for commercial carriers (i.e., insurers other than Blue Cross and Blue 
Shield plans) to employ fee schedules into their contracts.  If the provider charged a fee greater 
than that in the schedule for a specific service, the provider could “balance bill” the insured for 
the difference. 
 
The HMO Act of 1973 ( the Act) encouraged the expansion of HMOs, which prior to this time 
were essentially limited to staff models such as Kaiser of California or Group Health Coop of 
Puget Sound.  The Act provided funding for the creation of additional HMOs as well as defined 
different types of HMOs - group models and IPAs (independent practice associations).2  The Act 
removed certain state restrictions for federally qualified HMOs; and required employers with 25 
or more employees to offer federally certified HMO options IF they offered traditional health 
insurance to employees, often referenced as the “Dual Choice” requirement. It did not require 
employers to offer health insurance.  The Act gave HMOs greater access to the employer-based 
market.  The Dual Choice provision expired in 1995.  One of the motivations supporting the 
passage of the HMO Act was that HMOs would be able to provide more comprehensive care at 
lower costs, which was true of the early staff models.   
 
There was a large increase in enrollment in HMOs during this period because the plans provided 
richer benefits for lower premiums than their commercial and Blue Cross and Blue Shield 
counterparts.  Much of these savings were driven by providers accepting significantly lower fees 
in exchange for the potential for a material increase in patients.  Many providers accepted 
capitation, which meant that they agreed to manage the care for their members in exchange for 
a fixed dollar amount per member per month.  There were mixed results to capitation, as many 
providers did not fully appreciate the scope of risk they were assuming.  There were many 
medical management groups that eventually went bankrupt as a result of either insufficient 

                                                
1 In some states, the Blue Cross and Blue Shield plans reimbursed providers at lower rates than their commercial 
counter parts.  Initially, Medicare reimbursed physicians and hospitals at commercial rates.  Even when Medicare 
introduced its own fee schedule, physicians were initially able to “balance bill” the difference between Medicare’s level 
and their customary fee to the patient. 
2 In a staff model HMO, the physicians and other health care professionals are employees of the HMOs.  These 
professionals do not have their own “practice” and, theoretically, can only see HMO patients.  Some of the early staff 
models, such as Kaiser, owned their own hospitals as well.  In a group model, the HMO contracts with a multi-
specialty physician group, so the professionals are not direct employees of the HMO.  Physicians that are not part of a 
multi-specialty practice can band together to form an independent practice association (IPA) that contracts with the 
HMO.  Physicians in IPA models have patients that do not belong to the HMO and often contract with multiple HMOs 
and other payors.  
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capitation levels, poor medical management, or both.  This resulted in a many HMOs either 
going out of business entirely or merging with other managed care plans (MCOs).3   
 
Prior to the 1990s, most individuals who had health insurance were enrolled in plans that 
reimbursed providers on a fee-for-service basis.  In 1988, 73% of members with group 
insurance/benefits were enrolled in indemnity fee-for-service plans.4  There were differences in 
how reimbursement levels were determined (e.g., fee schedules/indemnity contracts of the 
commercial carriers versus the “usual, customarily reasonable” contracts of the Blue Cross and 
Blue Shield organizations (“the Blues”)).  The concept of provider networks, other than the 
Blues, was generally foreign to insurance.  Even in the Blues, most licensed providers were in 
the Blue networks.  In some parts of the country, the Blues had material provider discounts in 
place; in other parts of the country, the differences in reimbursement levels between the Blues 
and their commercial counterparts were minimal at best.  In the late ‘80s, membership in HMOs 
increased, partly a result of the HMO Act and partly as a result of HMOs being able to provide 
more comprehensive benefits at lower costs than traditional insurance, for reasons previously 
discussed.  The tradeoff was, in order to get access to these comprehensive benefits, the 
member must be willing to give up some of the freedoms associated with traditional insurance.  
By 1996, the peak of HMO enrollment, 31% of all members in employer health plans were 
enrolled in HMOs and 27% were enrolled in indemnity plans.5   
 
The previous graph shows that in 1994, after many years of double digit trends, health care 
costs actually decreased.  This was at a time when many employers were adopting incentives 
for employees to enroll in aggressively managed HMOs.  These HMOs generally featured 
gatekeepers, which were a primary care physician who was responsible for all the care of 
his/her member.  Each member needed to identify a primary care physician who acted as the 
gatekeeper for that member.6  In theory, the gatekeeper would determine what services were 
needed, who was the most appropriate provider, and what was the most appropriate setting.  A 
member had to receive a formal referral prior to seeking care from any specialist inside or 
outside the provider network.  If a member “self referred” to a specialist and/or sought care from 
any type of provider outside the network without a formal referral obtained in advance of 
treatment, the member was responsible for all the costs incurred.  There were generally financial 
incentives for the gatekeepers to direct as many services within the network as possible.   
 
HMOs also implemented other types of cost controls focusing on eliminating unnecessary 
services, such as:  pre-authorization from the HMOs for hospital admissions and lengths of 
stays; second opinions for certain types of elective surgeries; pre-authorization from the HMO 
for certain types of diagnostic procedures; and aggressive enforcement of what constituted 

                                                
3 D. Thomas. “The Rise of HMOs.”  RAND Corporation.  
http://www.rand.org/pubs/rgs_dissertations/RGSD172/RGSD172.ch1.pdf 
4 The Kaiser Family Foundation and Health Research & Education Trust.  “Employer Health Benefits 2012.”  
http://ehbs.kff.org/pdf/2012/8345.pdf 
5 Kaiser/HRET 2012 Survey 
6 If a member did not designate a primary care physician, the HMO would assign the member a primary care 
physician.  The member could change primary care physicians. 
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“experimental” treatments, to name a few.  If the doctors did not comply, there could be financial 
penalties to the patient, the doctor, or both.  
 
Consumers began to resent the tight restrictions.  Providers felt that the restrictions were putting 
the HMO between the doctor and their patients.  There were some perceptions that capitation 
provided financial incentives for providers to withhold necessary care, especially if that care was 
best performed by a provider outside the network.  As indicated previously, sometimes 
physicians and hospitals did not fully understand the risks they were assuming.  There were 
many HMOs and provider groups that became insolvent as a result of insufficient capitalization 
attributed to this lack of knowledge of the inherent risks associated with some of their contracts.   
 
Consumers wanted more freedom of choice and providers wanted less assumption of risk.  
Preferred Provider Organizations (PPOs) were the next generation of products.  These products 
often provided less comprehensive benefits than HMOs, but allowed consumers access to a 
broader range of in-network providers and provided benefits for services performed by out-of-
network providers, albeit at a higher out-of-pocket cost to the insured.  Providers welcomed 
these new arrangements because they generally were not required to accept any type of risk.  In 
the Kaiser/HRET study, PPO enrollment peaked in 2005 at 61% of all group members, with 
another 15% enrolled in POS products (HMOs’ answer to PPOs, which provided an out-of-
network alternative).  Only 21% of members were enrolled in traditional HMOs and 3% in 
indemnity products.  
 
However, there was a cost to these less restrictive PPO/POS products.  Generally, the provider 
discounts for PPO networks were not as great as the discounts for HMOs.  Any cost controls 
associated with capitation were lost in these new products.  Costs began to increase rapidly.  
This, in turn, brought about another type of product designed to empower the consumer and 
control costs, called consumer driven health plans (CDHPs).   
 
CDHPs generally consist of two distinct segments:  a high deductible health plan (HDHP) and 
some type of medical reimbursement account (Health Reimbursement Account (HRA) owned by 
the employer or Health Savings Account (HSA) owned by the employee) that can be used to 
fund at least part of the claims that are the members’ responsibilities on a tax-preferred basis.  
The goal of CDHPs is to provide incentives for members to be wise consumers of health care 
services.  Whereas HMOs demanded minimal cost sharing (and also shielded the member from 
the actual cost of health care), CDHPs attempt to make the cost of health care more transparent 
and provide financial incentives to select efficient providers when seeking care.   
 
Generally, the CDHPs build upon the provider network in place for the PPO/POS products.  Both 
insurers and HMOs have been offering CDHPs, where allowed.  By 2012, enrollment in CDHP 
type plans represented about 19% of all employer group members while traditional HMO 
enrollment had dropped to 16% and the traditional indemnity option was <1% of all members.7   

                                                
7 Kaiser/HRET 2012 Survey 
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3   
Market Concentration 
Insurers/HMOs 
Ironically, one of the causes of the demise of the indemnity product was the introduction of the 
concept of provider networks, and the corresponding discounts associated with them.  Until the 
1990s, there were a multitude of small insurance companies offering health insurance to the 
small group and large group market.  Many of these companies operated in multiple states, but 
did not have a “critical mass” of members to effectively negotiate provide discounts in any single 
state.  In the early 1990s, several of these smaller companies banded together for the purpose 
of creating more leverage to negotiate with providers and formed Private Health Care Systems 
(PHCSs).  While the goal was valid, PHCSs failed in one of its original missions, which was to 
create this buying power.  Consequently, many companies that did not have a critical mass in 
any one geographic area exited the market.  The acquisitions and/or mergers of health insurers 
had begun.  According to KBM Group, a marketing consulting group, over 200 insurers and 
HMOs have either exited the market or been merged with larger entities over the past 20 years.8  
This has resulted in a concentration of business nationwide in five major entities:  Blues, 
UnitedHealth Care, CIGNA, Aetna and Humana.9 
 
Iowa has not been immune to the market forces affecting other parts of the country.  Whereas 
20 years ago there may have been dozens of commercial insurers/HMOs operating in Iowa, 
there are now very few.  The degree of concentration varies by market, but Wellmark, the Blue 
plan in Iowa, dominates all, as demonstrated in the following charts.10 
 

                                                
8 Discussions with Lindsay Resnick, Chief Marketing Officer, KBM Group.  November 19, 2012.   
9 We are aggregating all Blue Cross and Blue Shield plans as a single entity, which is technically not true.  The Blue 
Cross and Blue Shield Association (BCBSA) does provide a means to offer nationwide access to “Blue” members, but 
technically there are multiple Blue organizations.  
10 Compiled from statutory statements for fully insured business. 
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Iowa -- Non-Group Market 2010

Premium Member Premium Loss Underwriting Market
Group ($1,000s) Months PMPM Ratio Margin Share

Assurant 25,259$      118,550        213.07$    71.0% -1% 6%

Coventry 7,023         55,455          126.65      55.2% 7% 3%

UnitedHealth 13,926       87,179          159.75      65.0% 13% 4%

Wellmark 392,481      1,779,362      220.57      91.7% -6% 84%

All Other 20,434       87,692          233.02      83.4% -11% 4%

Total 459,124$    2,128,238      215.73$    88.9% -5% 100%  
 
In 2010, Wellmark had 84% of the non-group market, but also sustained an underwriting loss.  
Assurant was the carrier with the next closest market share at 6%.  Assurant was one of those 
carriers previously referenced who does not enjoy a critical mass of members in any particular 
market.  It had been able to survive by using “rental networks,” whose discounts are generally 
materially less than those enjoyed by the major players, coupled with precise medical 
underwriting and plan design.  In the future, reforms will eliminate medical underwriting and plan 
designs will be restricted.  Coventry has recently been purchased by Aetna.  
 

Iowa -- Small Group Market 2010

Premium Member Premium Loss Underwriting Market
Group ($1,000s) Months PMPM Ratio Margin Share

Health Alliance 6,997$       24,600          284.45$    87.0% 1% 1%

Coventry 25,594       104,832        244.14      86.8% -2% 4%

Principal 31,782       109,506        290.23      82.2% 2% 4%

UnitedHealth 150,960      596,604        253.03      81.1% 0% 24%

Wellmark 435,691      1,538,531      283.19      82.8% 3% 63%

All Other 23,095       84,628          272.90      86.4% 0% 3%

Total 674,119$    2,458,701      274.18$    82.7% 2% 100%  
 
While Wellmark’s marketshare in the small group market was not as great as in the non-group 
market, it still dominated.  The top two carriers represented 87% of the small group market.  
Health Alliance and Coventry are HMOs.  UHC offers both HMO and PPO coverages.  Principal 
has since exited the major medical market and Coventry has recently been acquired by Aetna. 
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Iowa -- Large Group Market 2010

Premium Member Premium Loss Underwriting Market
Group ($1,000s) Months PMPM Ratio Margin Share

Health Alliance 5,255$       18,469          284.53$    105.4% -19% 0%

Coventry 83,303       332,689        250.39      89.8% -4% 8%

Medical Associates 44,009       131,347        335.06      87.2% 5% 3%

Principal 41,778       132,148        316.15      86.9% -2% 3%

UnitedHealth 129,328      385,979        335.07      87.2% 0% 9%

Wellmark 1,051,104   3,277,427      320.71      90.1% 2% 76%

Other 7,558         26,735          282.69      94.1% -5% 1%

Total 1,362,335$ 4,304,794      316.47$    89.7% 2% 100%  
 
As demonstrated above, Wellmark has a very dominant position in the large group insured 
market as well.   
 
While statewide statistics are valuable, they can mask the influence a carrier/HMO has in a 
specific geographic region.  The following tables provide information on market concentration by 
regions within Iowa.   
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Market Concentration for Top Two Carriers by Geographic Area as of January 2010 
All Products (HMO, PPO, POS)11,12 

 

Geographic Area 

Number 
One  

Carrier 

Market 
Share 

(%) 

Number  
Two  

Carrier 

Market 
Share 

(%) 
Ames Wellmark 50 Aetna 22 

Cedar Rapids Wellmark 56 UnitedHealth 
Care (UHC) 19 

Davenport-Moline-Rock Island (IL) UHC 45 HCSC 
(IL BCBS) 21 

Des Moines Wellmark 41 UHC 33 
Dubuque Wellmark 50 UHC 42 
Iowa City Wellmark 75 UHC 15 
Sioux City Wellmark 48 UHC 19 
Waterloo UHC 52 Wellmark 38 
State Total Wellmark 49 UHC 27 

 
For almost all the areas, Wellmark and UHC are the top two carriers.  In those areas where they 
are the two dominant carriers, their combined market share represents anywhere from 67% to 
over 90% of the market. For the State as a whole, these two carriers represent over three 
quarters of the entire market. 
 
In the following table, we also show the market concentration for HMO products only.  
 

                                                
11 David W. Emmons, et.al.  “Competition in Health Insurance: A Comprehensive Study of U.S. Markets, Updated 
2012.”  American Medical Association.  Based upon information gathered by HealthLeaders InterStudy (HLIS).  2012.  
http://www.scribd.com/doc/114896625/The-AMA-s-Competition-in-health-insurance-2012-study 
12 These results differ from those based upon statutory statements (i.e., fully insured) because the HLIS study is 
based upon survey instruments that include self funded employers.   
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Market Concentration for Top Two Carriers by Geographic Area as of January 2010 
HMO Products Only13 

 
Geographic Area Number 

One  
Carrier 

Market 
Share 

(%) 

Number  
Two  

Carrier 

Market 
Share 

(%) 
Ames Wellmark 61 UHC 29 
Cedar Rapids Wellmark 41 UHC 32 
Davenport-Moline-Rock Island (Ill) UHC 80 Wellmark 11 
Des Moines Coventry 37 Wellmark 34 
Dubuque UHC 66 Wellmark 34 
Iowa City Wellmark 68 UHC 31 
Sioux City Wellmark 63 DakotaCare 13 
Waterloo UHC 78 Wellmark 21 
State Total UHC 43 Wellmark 32 

 
Wellmark and UHC dominate the HMO market as well, although the HMO market is not as 
significant in Iowa as it is in the rest of the nation.  According to Kaiser State Health Facts, only 
8.4% of Iowans are enrolled in HMOs, compared to 22.5% of the population enrolled in HMOs 
nationwide.14  This includes enrollment in Medicare Advantage plans and any managed 
Medicaid.  Based upon discussions with officials in Iowa, it is our understanding that Iowa 
currently does not have any enrollment in Medicaid HMOs.   
 
Provider Concentration 
Mergers have been occurring on the provider side as a means to leverage negotiations with 
larger private payers.  Hospitals in particular have been aggressive in mergers and have been 
successful in realizing higher reimbursement rates in areas where they hold greater market 
share.15  Physicians have also been active in affiliating themselves with larger clinics/hospitals to 
increase their bargaining power with commercial payers.  In 1965, only 10% of physicians were 
in group practices consisting of three or more physicians, whereas by 1991 over 31% of 
physicians were in such practices.  The trend has continued.  By 2001, only about 33% of 
physicians were in solo practices.16    
 

                                                
13 David W. Emmons.  
14 Kaiser State Health Facts, statistics as of July 2011.  
http://www.statehealthfacts.org/profileind.jsp?cat=7&sub=85&rgn=17 
15 James. C. Robinson, et.al.  “More Evidence of the Association Between Hospital Market Concentration and Higher 
Prices and Profits.” National Institution of Health Care Management, November 2011.  
http://nihcm.org/component/content/article/121-publications-expert-voices/516-expert-voices-more-evidence-of-the-
association-between-hospital-market-concentration-and-higher-prices-and-profits 
16 Abe Dunn and Adam Hale Shapiro.  “Physician Market Power and Medical Care Expenditures.”  April 2012. 
http://www.bea.gov/papers/pdf/physician_market_power_and_medical_care.pdf 
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One survey estimates that within three years, 50% of physicians will be employees of a hospital 
system and even those physicians that are not employees will be working under some type of 
clinical integration program affiliated with a hospital system.17 
 
One study concluded that a 10% increase in the consolidation of physicians results in a one 
percent increase in physician fees and has caused about an 8% increase in fees over the last 
two decades.  Linking increased utilization to physician consolidation is more difficult and varies 
by cost sharing provisions in the health benefit plans as well as other incentives that may be 
available to the physician.18   
 
Hospital consolidations have also increased over the past two decades.  One study found that 
such consolidations have never resulted in lower costs (that theoretically they could occur due to 
increased efficiencies) and for 75% of the consolidations studied, resulted in materially higher 
increases in reimbursement rates negotiated with insurers than the balance of the market.19  
Another study found that the hospital consolidations that occurred in the 1990s raised prices by 
at least 5% and in areas where the merging hospitals were closely located, by 40%.20   
 
Rural areas pose unique challenges to consolidation and concentration of providers.  In smaller 
communities, it is not uncommon to have a single hospital.  Often these hospitals need to 
affiliate with larger hospital systems in order to provide access to specialty care for their patients.  
 
According to HealthLeaders-InterStudy, Des Moines has one of the most consolidated health 
care provider markets in the country, with two health systems controlling 90% of the inpatient 
market and a “large number” of physicians.21   
 
As an example of this concentration, Stewart Memorial Community Hospital (SMCH) in Lake 
City, Iowa, formed a partnership with Iowa Health System (IHS) in Des Moines, effective  
Nov. 1, 2012.22  As part of the affiliation, SMCH will work with Trinity Health Systems in Fort 
Dodge, Iowa, a senior affiliate of IHS.  In addition to Trinity Health Systems, IHS has seven 
senior affiliates:  Allen Health Systems in Waterloo; Finley Tri-States Health Group in Dubuque; 
Iowa Health-Des Moines; St. Luke's Health System in Sioux City; St. Luke's Healthcare in Cedar 

                                                
17 Michael Zeis.  “Physician Alignment:  Integration over Independence.”  Media Health Leaders Intelligence.  Sept 
2012.  http://content.hcpro.com/pdf/content/284161.pdf 
18 Abe Dunn. 
19 Cory Capps and David Dranove.  “Hospital Consolidation and PPO Prices.”  Health Affairs, 23, 2004. 
http://content.healthaffairs.org/content/23/2/175.full.pdf+html 
20 William B. Vogt and Robert Town. “How Has Hospital Consolidation Affected the Price and Quality of Care?”  The 
Synthesis Project.  Robert Wood Johnson Foundation.  February 2006. 
http://www.rwjf.org/content/dam/farm/reports/issue_briefs/2006/rwjf12056/subassets/rwjf12056_1 
21 Taylor Holiday, et.al.  Des Moines 2010 Market Overview.  Health Leaders InterStudy.  http://hl-isy.com/Products-
and-Services/Market-Overviews/Midwest/2010/Des-Moines-IA-2010  
22 Kathleen Roney.  “Stewart Memorial Community Joins Iowa Health System Network.”  Beckers Hospital Review. 
November 20, 2012.  http://www.beckershospitalreview.com/hospital-transactions-and-valuation/stewart-memorial-
community-hospital-joins-iowa-health-system-network.html  
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Rapids; Regional Health System in Rock Island, IL; and Methodist Health Services Corp. in 
Peoria, IL. 
 
IHS has relationships with 26 hospitals in metropolitan and rural communities and more than 
200 physician clinics with annual revenues of $2.8 billion, IHS entities provide patient care in 
Illinois and Iowa and employ greater than 24,000 employees.  IHS has organized Integrated 
Delivery Systems (IDS’s) in the communities served. These IDS’s consist of aligned physicians 
and other providers in the regions including these hospitals:  Iowa Health-Des Moines (Iowa 
Methodist Medical Center, Blank Children’s Hospital, Iowa Lutheran Hospital, and Methodist 
West Hospital); Allen Memorial Hospital (Waterloo, Iowa); The Finley Hospital (Dubuque, Iowa); 
St. Luke’s Regional Medical Center (Sioux City, Iowa); St. Luke’s Methodist Hospital (Cedar 
Rapids, Iowa); Trinity Regional Medical Center (Fort Dodge, Iowa); Trinity Medical Center (Rock 
Island, Illinois); The Methodist Medical Center of Illinois (Peoria, Illinois), and Iowa Physicians 
Clinic Medical Foundation, doing business as Iowa Health Physicians and Clinics.23   
 
Just after the Supreme Court decision upholding the Affordable Care Act, four Iowa Health 
Systems announced an “alliance.” The alliance, which will be called the University of Iowa 
Health Alliance, will include more than 50 hospitals and more than 160 clinics.  Its goal is to 
advance health care services and improve the health status of patients and communities while 
helping organizations reduce the rising cost of health care to patients by creating efficiencies.  
The four health care organizations include the University of Iowa Health Care, Mercy Cedar 
Rapids, Mercy Health Network in Des Moines and Genesis Health System in the Quad Cities.24 
 
This activity supports the assertion that Iowa has a very consolidated health care provider 
market. 
 

                                                
23 www.ihs.org 
24 Vanessa Miller.  “Four Iowa Health Systems Launch Collaboration to Improve Care, Reduce Cost.” 
http://www.kcrg.com/news/local/Iowa-Health-Systems-Launch-Collaboration-to-Improve-Care-Reduce-Cost-
160700905.html 
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4   
Current Spending and Insurance Coverage in Iowa 
Sources of Insurance Coverage 
[Editor’s note:  Iowa contracted David P. Lind of Benchmark, et.al., to provide comprehensive 
reports describing the pre-ACA reform situation as well as some modeling for what the post-ACA 
environment may look like.  These two reports, “Iowa’s Current Health Coverage Marketplace:  
Background Research” and “Iowan’s Current Health Coverage Marketplace:  Background 
Research & Simulation Modeling” serve as the sources for many statistics pertaining to 
insurance coverage referenced in the balance of this paper.] 
 
For 2010, the Lind25 study estimated there were 307,000 nonelderly Iowans without any form of 
insurance.  This represents 16% of Iowan’s population.  Or conversely, 84% of nonelderly 
Iowans have insurance compared to only 78% nationwide.  Of the nonelderly with insurance, 
14% have insurance through public programs; 10% buy purchase directly from insurance 
companies (Individual coverage) and 76% get insurance through an employer.   
 
Where the Money Goes 
Using a multitude of sources,26 we have estimated that total health care spending in the State of 
Iowa for 2010 was approximately $20.5 billion.  The following table provides a breakdown of that 
estimated health care spending by type of insurance.   

                                                
25 David P. Lind.  “Iowa’s Current Health Coverage Marketplace:  Background Research.”  June 2012. 
26 Please see Appendix A 
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Estimated Health Care Spending by Type of Insurance 
 

Coverage Type
Est. 2010 Health 

Care Claims % of Total
Individual $733,000,000 3.6%

Group (SG) - Fully Insured $789,000,000 3.9%
Group (LG) - Fully Insured $1,512,000,000 7.4%

Group - Self Funded $4,362,000,000 21.3%
Medicaid (w/ Duals) $3,088,000,000 15.1%
Medicare Recipients $6,130,000,000 29.9%
Uncompensated Care $851,000,000 4.2%

Self-Pay $1,314,000,000 6.4%
Other $1,693,000,000 8.3%
Total $20,472,000,000  

As is shown, a large percentage of spending is attributed to Medicare recipients (29.9%); those 
who were covered under Self-Funded Group coverage make up the second highest percentage 
with 21.3%.  Medicaid recipients account for approximately 15.1% of the 2010 spending.  Those 
persons covered under a Large Group Fully Insured plan represent 7.4% of the total while those 
who had either Individual or Small Group coverage make up 3.6% and 3.9% of the estimated 
spending, respectively.   
 
Uncompensated care, estimated at 4.2% of total 2010 health care spending, is assumed to be 
comprised of care that is free or discounted to persons who cannot afford to pay and who meet 
financial assistance policy criteria, plus bad debt for services for which a hospital expects but is 
not able to collect payments.27  The “Other” category includes items such as Dental, OTC, 
medical supplies, etc. and is estimated to make up a total of 8.3% of total 2010 health care 
spending, while Self Pay is assumed to make up the remaining 6.4%. It is interesting to note that 
the “Self Pay” category is higher than the Individual insurance category.  
 
Projected at a 6.1% annual growth rate, which is consistent with the average annual growth rate 
for personal health care that has been experienced over the 18 year period of 1991-2009 in 
Iowa according to the Centers for Medicare & Medicaid Services,28 these analogous totals would 
be as follows in 2012: 
 

                                                
27 Iowa Hospital Association:  IHA Community Benefit Report.  
http://www.iowahospitalfacts.com/CommunityBenefits/community_benefits.html   
28 Centers for Medicare & Medicaid Services.  “Health Expenditures by State of Residence.”  2011. 
http://www.cms.gov/NationalHealthExpendData/downloads/resident-state-estimates.zip. 
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2012  Projected Healthcare Spending by Sector

Coverage Type
Est. 2012 Health 

Care Claims % of Total
Individual $825,000,000 3.6%

Group (SG) - Fully Insured $888,000,000 3.9%
Group (LG) - Fully Insured $1,702,000,000 7.4%

Group - Self Funded $4,910,000,000 21.3%
Medicaid (w/ Duals) $3,476,000,000 15.1%
Medicare Recipients $6,901,000,000 29.9%
Uncompensated Care $958,000,000 4.2%

Self-Pay $1,479,000,000 6.4%
Other $1,906,000,000 8.3%
Total $23,046,000,000  

 
We estimate that the total amount spent for health care in Iowa will be about $23.0 billion 
compared to $20.5 in 2010.   
 
One way of estimating the current amount of resources spent for health care for the uninsured is 
to analyze the dollars for uncompensated care and self pay.  (If an uninsured person pays for 
services received, these dollars would be reflected in the “self-pay” category.  If an uninsured 
person does not pay for services received, these dollars would be reflected in the 
uncompentated care category.)  Uncompensated care and self pay represented about $2.2 
billion in 2010.  The Lind study estimated there were approximately 307,000 uninsured, non-
elderly Iowans in 2010.29   
 
Using our proprietary data source reflecting group experience in Iowa, we estimate the allowable 
costs (prior to cost sharing) for 2012 to be about $4,300 per member per year.  Multiplying this 
by the estimated number of uninsureds (307,000) we estimate the cost of covering these 
individuals to be about $1.3 billion, prior to any cost sharing.30  The average cost sharing for 
groups in Iowa is about 20% (meaning the insurer pays 80%).  If cost sharing is considered, the 

                                                
29 David P. Lind.  
30 A 2009 study completed by Oliver Wyman estimated the costs of the uninsured to be about 85% of the cost of all 
insureds, individual and group combined.  Since most members in the individual market nationwide are subject to 
medical underwritng, we would expect their costs to be much less than their group counterparts, which are not subject 
to medical underwriting at the individual level.  The Lind study indicates 218,000 Iowans purchase individual 
insurance in 2010.  Total projected 2012 health care claims for the Individual market is $825,000,000.  Dividing this by 
the number of Iowans purchasing through the Individual market generates an estimated allowable cost of $3,800 per 
member per year.  We have projected the analogous allowable cost for the group market to be $4,300 per member 
per year.  If 11% of members are in the Individual market and 89% are in the group market (Lind study), the weighted 
average for the total insured market is about $4,245 per member per year. [($3,800 x 11%) + ($4,300 x 89%) = 
$4,245].  If the cost of the uninsured is 85% of the cost of the insured, then the cost per uninsured per year would be 
$3,600 ($4,245 x 0.85).  Therefore, by using the projected cost per member per year for group only, we have built in 
about 20% for margin and/or pent up demand. 
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cost of covering the uninsured is about $1.1 billion, which is significantly less than the $2.2 
billion currently expended through self pay or uncompensated care. We do not know, however, 
how much of the estimated self-pay and uncompensated care is attributable to the elderly nor do 
we know how much of the uncompensated care dollars are reflecting full retail rates (full charges 
without any discounts). We do know that the self-pay portion does reflect any discounts.  
 
Private Sources of Coverage 
Using a proprietary database and carrier filings reflecting Iowa residents only, we have 
estimated the following distribution of health care dollars for the Individual and Group markets: 
 

Distribution of Health Care Dollars by Broad Service Category 

 

IP & OP Facility Professional Other Pharmacy
Individual 46% 37% 4% 13%
Group - Fully Insured 44% 33% 5% 18%
Group - Self Funded 44% 34% 5% 16%  

The “Other” category includes nursing home, durable medical equipment, ambulance, acupuncture, etc.  
 
The distribution does not vary materially between these three sources of insurance.  Slightly less 
than half of all dollars are for hospital services; about a third are for professional services.  
Insureds that purchase insurance directly (Individual) spend between 3 to 5 percent less on 
drugs than group members.  We would attribute this to the fact that group plans generally have 
richer drug benefits than individual plans coupled with the fact that insured that purchase 
individual insurance must pass medical underwriting and therefore may have prescription needs.  
 
Public Programs 
The spending by service category for Medicaid recipients was estimated based on the National 
Health Expenditure statistics provided by CMS and looks much different than the spending for 
members with private sources of coverage.  Under Medicaid, only approximately 33% of medical 
expenditures are estimated to be incurred for either Inpatient or Outpatient Facility services, 
17% for Professional services, and 5% for Pharmacy related services.  These numbers are 
much lower than the Individual and Group markets because nearly 50% of all medical 
expenditures are estimated to be for Other services, of which the majority of those costs are 
related to Nursing Home Care and Other Health, Residential, and Personal Care.   
 

Distribution of Medicaid Spending by Broad Service Category 

IP & OP Facility Professional Other Pharmacy
Medicaid (w/ Duals) 33% 17% 45% 5%  
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As can be seen from the following table, the 51% of Medicaid health care spending is for 
Disabled enrollees, while the Adult, Child, and Elderly enrollees make up 11%, 18%, and 19% of 
the spending, respectively.31   
 

Distribution of Medicaid Spending by Medicaid Enrollee Type 

Medicaid Enrollee Category Adult Child Disabled Elderly
% of Medicaid Spending 11% 18% 51% 19%  

 
For Medicare recipients, spending by service category was also estimated based on the 
National Health Expenditure statistics provided by CMS.  Approximately 41% of health care 
spending is estimated to be related to Inpatient or Outpatient Facility services, 15% for 
Professional services, and 10% for Pharmacy related expenses.  Similar to the Medicaid 
recipients, a significant percentage of spending by Medicare recipients is related to Nursing 
Home Care.  In the table below, nearly 90% of the costs described as Other are estimated to be 
for Nursing Home Care.   
 

Distribution of Spending by Medicare Recipients by Broad Service Category 

IP & OP Facility Professional Other Pharmacy
Medicare 41% 15% 33% 10%  

 
Concentration of Spending by the Few 
Public Programs 
Nationwide nine million individuals are enrolled in both Medicare and Medicaid (dual eligibles).  
In 2008 Medicare spending for dual eligibles was 80% higher per person than for non-dual 
eligibles ($14,169 versus $7,933).32  8% of this population incurred claims in excess of $40,000 
while another 11% incurred claims between $20,000 and $40,000.  Most of these beneficiaries 
were in a long term care facility.   
 
Non-Institutionalized Individuals 
According to the Agency for Healthcare Research and Quality (ACRQ), in 2008 and 2009, only 
1% of the non-institutionalized population accounted for over 20% of all claims; 5% accounted 
for nearly 50% of all claims.  The 50% of the population with the lowest claims accounted for 
only about 3% of all claims. 33  These statistics are fairly consistent with the nonelderly 

                                                
31 Iowa Department of Human Services.  SFY 2012 Medicaid Enrollment and Expenditure Summary by Program.   
32 Gretchen Jacobson, et.al.  “Medicare’s Role for Dual Eligible Beneficiaries.”  Kaiser Family Foundation Medicare 
Policy Issue Brief.  April 2012.  http://www.kff.org/medicare/upload/8138-02.pdf 
33 Steven B. Cohen and William Yu.  “The Concentration and Persistence in the Level of Health Expenditures Over 
Time:  Estimates for the U.S. Population 2008-2009.”  ACRQ.  Statistical Brief 354.  January 2012.  
http://meps.ahrq.gov/mepsweb/data_files/publications/st354/stat354.pdf 
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population where a small percentage of the total population accounts for the majority share of 
the claims.  One study showed that 5% of the nonelderly population accounted for 50% of the 
claims and 20% account for about 80% of the claims.34   
 
These statistics indicate that in order to contain health care costs, a focus on the most costly 
members would potentially be most effective.   

                                                
34 George Wagoner.  “How Consumer Choice Affects Plan Design.”  AARP Public Policy Institute.  February 2009. 
http://assets.aarp.org/rgcenter/health/i23_choice.pdf 



THE CHALLENGE OF BENDING THE HEALTH CARE COST CURVE IOWA DIVISION OF INSURANCE 
 

 20 

5   
What Other States Are Doing to Control Costs 
Background 
As indicated previously, except for a short period in the mid 1990s, health care costs have been 
increasing faster than incomes or general inflation.   
 
Oliver Wyman conducts a semi annual survey of pricing trends used by carriers and HMOs to 
develop rates.  These trends are different than the ultimate increase in premiums due to many 
factors including employers and individuals increasing their cost sharing provisions to try to 
control costs.  The pricing trends are important because they represent the starting point of 
generating rates.  Absent other changes, we would expect the ultimate rates to follow these 
patterns.  The following chart shows the median pricing trends for the last ten years segregated 
between group and individual products. 
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We are also including trends for High Deductible Health Plans as they have gained popularity in 
the market.  
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All of these graphs show one common thread - health care pricing trends have been very high 
and, many think, unsustainable.  One of the rationales for passage of the ACA was this very 
unsustainability.  However, there are few provisions within the ACA that directly impact the costs 
of health care in the nonelderly population.  That is why many states are innovating in ways to 
“bend the cost curve.” 
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In attempting to deal with the future cost of health care, there are a number of different 
approaches that have been considered by states.  At a high level, these include the following 
among others:  
 

 Limiting the increases in reimbursement schedules of providers  
 Driving adherence to specific clinical guidelines for the treatment of various medical 

episodes 
 Limiting the increases in insurance premiums being passed on to consumers  
 Reducing the expenses associated with health care through more efficient operating 

procedures 
 

In this chapter, we will discuss four of the approaches that have either been implemented or are 
in the process of being implemented by individual states at this time. 
 
Arkansas – Episode of Care Payment Model 
The State of Arkansas is attempting to control rising health care costs by implementing an 
episode-based payment model, with an objective of rewarding or penalizing providers for the 
quality of care provided as well as for their coordination with other providers in treating 
individuals.  This is called the Arkansas Health Care Payment Improvement Initiative (AHCPII).   
 
Under the Arkansas episode-based payment model, providers continue to file claims as usual 
and are reimbursed as they are today.  However, at the end of a given time period, the providers 
will submit their average cost for specified episodes of care.  Initially, the following episodes of 
care will be focused on with the intent to expand this list over time: upper respiratory infections 
(URIs), total hip and knee replacements, congestive heart failure (CHF), attention 
deficit/hyperactivity disorder (ADHD), pregnancy, and developmental disabilities.35  Their 
average cost is then compared to cost levels that are determined to be “acceptable” and 
“commendable”.  If the provider’s average cost per episode of care is greater than the 
“acceptable” cost level that has been determined, the provider must pay a portion of the excess 
cost.  On the other hand, if the provider’s average cost is less than the “commendable ” level, 
the provider will be eligible to share in the savings with the payer.36  Because of this, it is 
expected that providers will not only be encouraged to adhere to clinical guidelines more closely 
but also to innovate and improve upon clinical guidelines in order to receive a share of the 
potential savings which can be reached.   
 
One of the key assumptions being made in moving towards this approach is that it is possible to 
develop a viable program which incents providers to follow clinical guidelines and coordinate 
care more closely, presumably reducing potential wasteful spending in the current system.  
Another key assumption being made under this approach is that if providers follow clinical 
guidelines and coordinate care more closely, the quality of care received by individuals will 

                                                
35 William Golden, MD, MACP, et al.  “Arkansas Health Care Payment Improvement Initiative:  Overview and the role 
of quality measures.”  Arkansas Foundation for Medical Care. 
36 Health Care Payment Improvement Initiative.  “Discussion Document.” 
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improve, which will reduce overall health care costs by improving patient outcomes and reduce 
the potential for high cost medical events such as hospital readmissions or ER visits. 
 
AHCPII is scheduled to begin late 2012 or early 2013.   
 
Massachusetts – Legislation Limiting Health Care Costs 
The State of Massachusetts is attempting to control rising health care costs in their state through 
the passage of regulatory provisions directed at the issue.  In July of 2012, a bill was passed 
setting benchmark goals for increases in annual statewide health care costs based on the 
growth rate of the state’s potential gross state product.  The “growth rate of the potential gross 
state product” is described as the “long run average growth rate of the commonwealth’s 
economy, excluding fluctuations due to economy.”37  For 2013-2017 and 2023+, the target 
increase in health care costs will be set equal to the growth rate of the state’s gross state 
product, estimated for 2013 to be 3.6%.38  For 2018-2022, the target increase in health care 
costs will be set to the growth rate of the state’s gross state product minus 0.5%.  To put the 
impact of this bill in perspective, according to the Centers for Medicare & Medicaid Services, the 
average actual annual growth rate for personal health care that has been experienced in 
Massachusetts over the 18 year period of 1991-2009 was about 6.4%. 
 
At this time, it is not clear what specific penalties may be applicable when an entity misses these 
targets.  However, one potential penalty could be that if a provider’s costs do exceed the 
benchmark, they would be required to file performance improvement plans to be implemented 
under the oversight of a newly established commission named the Health Policy Commission.  
The performance improvement plan would need to identify the causes of the provider’s cost 
growth and set forth specific strategies and action steps to improve cost performance.  
Additional items that could be enforced by the Health Policy Commission if provider costs 
exceed the specified benchmarks include the following: penalties up to $500,000 for health 
systems that do not try to meet the cost growth limits, cost and market impact studies may be 
conducted where significant changes are being proposed to a provider’s operations or 
governance structure, and providers could also be referred to the state Attorney General for 
unfair business practices or anti-competitive behavior.39   
 
Vermont – Single Payer Model 
On May 28, 2011 Vermont Governor Peter Shumlin signed Act 48, which put the State of 
Vermont on a path towards establishing a single payer health care model.40  Under a single 
payer model, both the collection of funds and the reimbursement of providers for health care 
costs are the responsibility of one single entity, which can be public or private.  In the case of 
                                                
37 Robert Steinbrook, MD.  “Controlling Health Care Costs in Massachusetts With a Global Spending Target.”  The 
Journal of American Medical Association.  September 26, 2012.  Vol 308, No. 12. 
38 Massachusetts Medical Society. “Section by Section Analysis:  Chapter 224 of the Acts of 2012.”  August 7, 2012. 
http://www.massmed.org/AM/Template.cfm?Section=Home6&CONTENTID=74670&TEMPLATE=/CM/ContentDisplay
.cfm  
39 Nancy Kane, DBA. “Massachusetts Statewide Payment Reform.”  Harvard School of Public Health. 
40 Vermont for Single Payer.  “Why Single Payer in Vermont.”  
http://www.vermontforsinglepayer.org/why_single_payer_in_vermont 
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Vermont, it has not yet been decided who the single payer would be.  It should be noted that 
single payer does not refer to who would deliver care, but simply refers to who is responsible for 
paying for health care.  In general, patients continue to have a choice regarding who their 
providers will be.  
 
There are a variety of ways in which a single payer system can theoretically reduce rising health 
care costs.  First, because there is only one entity responsible for the collection and payment of 
funds, the administration of the plan is assumed to be much simpler, thereby resulting in 
reduced administrative expenses.  Second, because of the centralized administration of the 
plan, it is assumed that a single payer system can more easily coordinate efforts to control 
costs.  For example, if the operator of the single payer system determines that a specific type of 
new medical procedure is ineffective, it is much easier for that one entity to make the decision 
not to cover the procedure than it would be to convince a number of different entities not to 
cover it.  Lastly, there is assumed to be significant bulk purchasing power under this type of 
system due to all individuals being covered by one single entity.  In general, this has the 
potential to lead to better pricing on goods and services, depending on the structure of the 
provider system being negotiated with.   
 
The initial target for Vermont is to have a single payer system up and running by 2017.  
However, there a number of challenges which remain in implementing a system such as this.  
These include coming to agreement on how to pay for the system, receiving waivers from a 
number of federal health programs including Medicare, Medicaid, and the ACA, and figuring out 
what to do about large businesses who operate in Vermont but whose health plans are 
regulated by a federal law known as ERISA rather than by the state.41   
 
While there are some theoretical advantages to a single payer system, there are also some 
disadvantages as can be seen from the Medicare program.  Innovation in plan designs is 
difficult.  It took Medicare about forty years to adopt a drug benefit.  Some would assert that the 
existing Medicare cost sharing provisions are antiquated; reflecting the types of plans that were 
popular in the mid 1960’s when the program began.  There are differing opinions regarding the 
“efficiency” of the administration of the Medicare program.  Some assert that the administrative 
costs for the Medicare program are actually higher than analogous costs for private plans.42  
Also, while provider payment levels for the Medicare program are generally lower than those of 
commercial plans, it would be difficult to replicate these across the entire system.  Many 
providers assert that Medicare reimbursements do not adequately cover their costs.  
 
Maryland – All Payer Model 
The State of Maryland has attempted to control rising health care costs in their state by applying 
a system where all payers – public and private – pay the same rates and in which a state 
regulatory agency called the Health Services Cost Review Commission (HSCRC) sets the 

                                                
41 Joanne Kenen.  “Vermont Could Be First In Line For Single Payer.”  Politico.  September 17, 2012.  
http://www.politico.com/news/stories/0912/81267.html 
42 Robert A. Book.  “Medicare Administrative Costs are Higher, Not Lower than Private Pay Plans.”  Heritage 
Foundation.  June 2009.   
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payment rates for all hospital systems.  The HSCRC, established in 1974, is tasked with the 
following five key objectives:43 
 

 Make fees for services affordable and equitable across hospitals 
 Increase transparency of hospital financials 
 Constrain growing hospital costs 
 Make hospitals financially stable 
 Ensure access to hospital care for all Marylanders 

 
Under this all payer system, rates are adjusted annually by the HSCRC based on three criteria:  
Medical cost inflation, Case mix changes, and Policy.44  It should be noted that physician fees 
are not set by the HSCRC.  Over a 30 year period, Maryland’s hospital costs per discharge have 
gone from 25 percent above the national average to 4 percent below the national average.45  It 
is estimated that if Maryland’s costs had grown at the same rate as the rest of the nation over 
this time, the state would have incurred $45 billion in additional hospital expenditures.46  
However, it should be noted that while hospital costs per discharge are now lower, the total cost 
of health care in Maryland is still higher than the U.S. average.  According to the Mercer 2011 
Survey of Health Plans, the average cost per employee for Maryland large employers (more 
than 500 employees) is about 6% higher than the national average.47  
 
Conclusions 
While states are trying to implement programs to “bend the curve” for health care costs, 
historical results have been discouraging.  One of the reasons for this is that cost containment 
for one entity may translate to a decrease in revenues for another entity.   
 

                                                
43 Elena Conis.  “Impact of a State-Level All-payer System.”  HealthPolicyMonitor.  (14) 2009.  
http://hpm.org/en/Surveys/Emory_University_-_USA/14/Impact_of_a_State-Level_All-payer_System.html 
44 Karen Wagner.  “Maryland’s All-Payer System:  A Delicate Balancing Act.” 
http://www.hfma.org/Templates/Print.aspx?id=29406 
45 Paul B. Ginsberg.  “All-Payer Rate Setting:  A Response To A ‘Modest Proposal’ From Uwe Reinhardt.”  Health 
Affairs Blog.  July 24, 2009.  http://healthaffairs.org/blog/2009/07/24/all-payer-rate-setting-a-response-to-a-modest-
proposal-from-uwe-reinhardt/ 
46 John Buntin.  “Maryland’s All-Payer Answer.”  March 22, 2011.  http://www.governing.com/topics/health-human-
services/maryland-all-payer-hospital-rate-setting-system.html 
47 Mercer 2011 National Survey of Employer Sponsored Health Plans.   



THE CHALLENGE OF BENDING THE HEALTH CARE COST CURVE IOWA DIVISION OF INSURANCE 
 

 26 

6   
Plan Changes to Control Costs 
There are a number of additional approaches that have been or are being utilized by carriers 
and providers in an attempt to “bend” the health care cost curve.  These include the following 
among others: 
 

 Narrow Networks 
 Consumer-Directed Health Plans 
 Accountable Care Organizations 
 Quality Incentive Payment Reform 
 Group Model HMOs 

 
In this section, we will discuss each of the approaches listed above. 
 
Narrow Networks 
A 2011 survey of employers by the benefits consulting firm Mercer found that 14% of large 
employers were using narrow networks, sometimes referred to as high-performance networks.48  
In developing a narrow network, providers typically are chosen to be included based on a 
combination of cost and performance.  To the extent that only the most cost effective providers 
are included in a network, and consumers can be steered to use those providers, health care 
costs ultimately go down.  Additionally, if the network is successful in steering a large number of 
members into it, competition can develop among providers to be included in the network, which 
can lead to improved cost effectiveness and sometimes greater discounts.  Overall, this can lead 
to significantly improved annual savings.  Plans and employers say the narrow networks are 
already producing annual cost savings of as much as 10% to 25%.49 
   
While narrow networks can lead to reduced health care costs, they do face some challenges 
which can make success difficult to achieve.  First, achieving buy-in can be tough, because 
consumers often have a difficult time changing providers, especially if they are in the course of 
treatment.  By virtue of choosing a select group of providers to participate, driving consumers to 
have to make that choice often can be unavoidable with the use of a narrow network.  A second 
challenge that narrow networks can face is that, sometimes, there are already a very limited 
number of providers or hospital systems in a given market.  This is especially true in rural areas, 
such as Iowa.  As a result, narrow networks may not necessarily work to lower costs in these 
markets.  For example, if only one hospital system exists in a given area, there is little 
opportunity to improve performance by developing a narrow network there unless individuals 
would be willing to potentially travel to other markets. 

                                                
48 Harris Meyer.  “Return of the Narrow Network.”  Managed Healthcare Executive. July 2012. 
49 Harris Meyer. 
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Narrow networks may be more acceptable in the Individual market where each insured makes 
the decision whether or not to purchase the policy.   
 
Consumer-Directed Health Plans  
Being a lower cost health insurance option, consumer directed health plans (CDHPs) have 
quickly become more popular among consumers in recent years as overall health care costs 
have continued to rise.  In general, CDHPs are expected to drive lower utilization and the use of 
more cost effective procedures than their traditional counterparts.  This is assumed to be the 
result of consumers bearing a greater share of their individual health care costs (having some 
“skin in the game”) and are, therefore, more cost conscious in their decisions when seeking 
care.  
 
Researchers at the RAND Corporation conducted a study from 2006 to 2011 which involved 
assessing the effect of CDHPs on their users’ access to, cost and utilization of health care as 
well as on the future national impact of widespread use of such plans.50  Some of the key 
findings related to the effect of these plans on health care spending were as follows: 
 

 Families enrolling in consumer-directed health plans for the first time in 2005 spent 14%  
less than similar families enrolled in conventional plans. 

 If the percentage of the nonelderly population who are enrolled through their employer in 
a CDHP were to increase immediately from 12.4% to 50%, the savings in personal 
health care expenditures nationally – over a 10 year period – would total $57.1 billion. 

 Only plans with deductibles of at least $1,000 resulted in significant savings, and savings 
decreased with generous (more than or equal to $500) employer contributions to health 
care accounts. 
 

Based on the results of this study, the impact of CDHP’s on controlling future health care costs 
could be significant.   
 
However, it should be noted that one of the potential risks involved when driving individuals to 
be more cost conscious is that it could result in care not being sought when it potentially should 
be.  An example of this is demonstrated in another finding from the RAND study described 
above. In the study, it was found that “Enrollment in consumer-directed health plans was 
associated with moderate reductions in the use of preventive care, despite the fact that these 
plans waived the deductible for preventive care.”   
 
Medical Homes 
The Agency for Healthcare Research and Quality (AHRQ) provides the following definition of 
what constitutes a patient centered medical home (PCHM):51 
 
“The medical home encompasses five functions and attributes:  
                                                
50 Robert Crum.  “How Do Consumer-Direct Health Care Plans Affect Medical Care.” Robert Wood Johnson 
Foundation.  August 8, 2012.  http://www.rwjf.org/content/dam/farm/reports/program_results_reports/2012/rwjf400339 
51 AHRQ, http://pcmh.ahrq.gov/portal/server.pt/community/pcmh__home/1483/what_is_pcmh_ 
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o Patient-centered:  The primary care medical home provides primary health care 

that is relationship-based with an orientation toward the whole person.  Partnering 
with patients and their families requires understanding and respecting each 
patient’s unique needs, culture, values, and preferences.  The medical home 
practice actively supports patients in learning to manage and organize their own 
care at the level the patient chooses.  Recognizing that patients and families are 
core members of the care team, medical home practices ensure that they are 
fully informed partners in establishing care plans.  

o Comprehensive care:  The primary care medical home is accountable for meeting 
the large majority of each patient’s physical and mental health care needs, 
including prevention and wellness, acute care, and chronic care.  Providing 
comprehensive care requires a team of care providers.  This team might include 
physicians, advanced practice nurses, physician assistants, nurses, pharmacists, 
nutritionists, social workers, educators, and care coordinators.  Although some 
medical home practices may bring together large and diverse teams of care 
providers to meet the needs of their patients, many others, including smaller 
practices, will build virtual teams linking themselves and their patients to 
providers and services in their communities.  

o Coordinated care:  The primary care medical home coordinates care across all 
elements of the broader health care system, including specialty care, hospitals, 
home health care, and community services and supports.  Such coordination is 
particularly critical during transitions between sites of care, such as when patients 
are being discharged from the hospital.  Medical home practices also excel at 
building clear and open communication among patients and families, the medical 
home, and members of the broader care team.   

o Superb access to care:  The primary care medical home delivers accessible 
services with shorter waiting times for urgent needs, enhanced in-person hours, 
around-the-clock telephone or electronic access to a member of the care team, 
and alternative methods of communication such as email and telephone care.  
The medical home practice is responsive to patients’ preferences regarding 
access.  

o A systems-based approach to quality and safety:  The primary care medical 
home demonstrates a commitment to quality and quality improvement by ongoing 
engagement in activities such as using evidence-based medicine and clinical 
decision-support tools to guide shared decision making with patients and families, 
engaging in performance measurement and improvement, measuring and 
responding to patient experiences and patient satisfaction, and practicing 
population health management.  Sharing robust quality and safety data and 
improvement activities publicly is also an important marker of a system-level 
commitment to quality.  
 

AHRQ recognizes the central role of health IT in successfully operationalizing and 
implementing the key features of the medical home.  Additionally, AHRQ notes that 
building a primary care delivery platform that the Nation can rely on for accessible, 
affordable, high-quality health care will require significant workforce development and 



THE CHALLENGE OF BENDING THE HEALTH CARE COST CURVE IOWA DIVISION OF INSURANCE 
 

 29 

fundamental payment reform. Without these critical elements, the potential of primary 
care will not be achieved.”   
 

In many aspects, the PCMH is similar to the initial goals of the gatekeeper role in the early ‘90s.  
The major difference is that a PCMH does not have to be linked to capitation or risk. 
 
Seattle-based Group Health Cooperative implemented a PCMH demonstration project for part of 
their commercial members in 2006.  An assessment was made pertaining to it’s effectiveness 
after it was in place for two years.  The results were that the patients in the PCMH project had 
higher satisfaction, lower emergency room visits and fewer hospital days.  The cost savings 
were between 2% and 3%.52 
 
The ability of PCMHs to generate material savings is being challenged.  There recently are 
several studies questioning the effectiveness of these as free standing programs.  One study 
concluded:  “Although the PCMH is a promising innovation, rigorous quantitative evaluations 
and comprehensive implementation analyses are needed to assess effectiveness and refine the 
model to meet stakeholders’ needs.  Findings from future evaluations will help guide the 
substantial efforts practices and payers invest to adopt the PCMH with the goal of achieving the 
triple aim outcomes.”53 
 
Accountable Care Organizations  
In general, accountable care organizations (ACOs) attempt to unite physicians, specialists, and 
hospitals in groups.  Integrated and coordinated care such as that which can be developed in a 
successful ACO can lead to both improved cost effectiveness due to the pooling of knowledge 
and resources as well as improved overall quality of care.  Improved quality of care can result in 
reduced overall health care costs as well by improving patient outcomes and minimizing the 
occurrence of some of the more costly medical events such as hospital readmissions and ER 
visits.   
 
The ability of an ACO to reduce health care costs hinges on its ability to successfully coordinate 
care among its providers.  In addition, within ACOs, incentives are often developed for the 
providers based on established benchmarks for both cost and quality.  As a result, in order to be 
successful, there is a strong need for ACOs to be able to effectively develop incentive programs 
which drive the desired behavior.  This involves needing to have the capability to be able to 
develop achievable benchmarks and to be able to accurately measure performance against 
them.    
 

                                                
52 Robert J. Reid, et.al.  “The Group Medical Home at Year 2: Cost Savings, Higher Patient Satisfaction and Less 
Burnout for Providers.”  Health Affairs.  29, No. 5.  2010.  http://www.ncqa.org/portals/0/public%20policy/reid_-
_pcmh_success_8.30.12.pdf 
53 Deborah Piekes, et. al.  “Early Evaluations of the Medical Home: Building on a Promising Start.”  The American 
Journal of Managed Care.  February 2012.  http://www.ajmc.com/publications/issue/2012/2012-2-vol18-n2/Early-
Evaluations-of-the-Medical-Home-Building-on-a-Promising-Start 
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The potential savings resulting from the development of ACOs can be significant.  As an 
example, it was recently announced that the integrated Wisconsin health network Aurora Health 
Care has joined with Aetna to develop the Aurora Accountable Care Network.  Aetna has 
estimated that employers will see an average of 10 percent savings from what they’re paying 
today for choosing plans that rely on the new network.54 
 
There are several challenges related to the development of ACOs which can make the model 
difficult to implement successfully.55  The first is that there sometimes is a level of physician 
resistance to a structure in which they may potentially be penalized for not meeting benchmarks.  
The second is that it can be difficult to develop a payment and incentive structure which both 
drives the desired behavior yet doesn’t put the ACO or providers in a potentially difficult financial 
position.  Lastly, many health care economists fear that a race to form ACOs could drive a 
significant level of hospital mergers and provider consolidation56.  As previously noted, the 
consolidation of hospitals and providers can often lead to higher costs overall due to the health 
systems having greater leverage with insurers.  
 
Quality Incentive Payment Reform – BCBS of MA 
As has been described throughout this report, improving the quality of care that is received by 
individuals is often looked to as an approach that can be utilized to control rising health care 
costs.  In January 2009, Blue Cross Blue Shield of Massachusetts began offering the Alternative 
Quality Contract (AQC) to provider organizations.  The Alternative Quality Contract is described 
as an “alternative to fee-for-service payment in which medical groups receive fixed payments for 
patient care, plus incentives based on savings generated and performance targets reached”.57  
Incentives in the program apply to both physician and hospital services, are linked to clinical 
performance measures related to process, outcome, and patient care experience, and include 
inpatient and ambulatory care.  The performance incentives are relatively significant, having the 
potential to increase the total payment a provider receives by up to 10 percent.58  
 
BCBS of MA has found that improvements in quality in year one under this program were 
greater than any one year change seen previously in their provider network.  In year two the 
company has found that significant quality improvements have continued among the AQC 
groups relative to others.  Researchers at Harvard Medical School have found that health care 
cost savings among AQC groups in year one was 1.9% and in year two was 3.3%.  Among 
groups that had no prior risk/global budget experience, the savings were even more significant 
                                                
54 Jane Anderson.  “Aetna, Aurora Launch ACO Plan Featuring Premium Guarantee.”  September 2012.  Volume 3 
Issue 9.  http://aishealth.com/archive/nabn0912-04 
55 “Accountable Care Organizations:  A new model for sustainable innovation.”  Deloitte Center for Health Solutions.  
2010.  http://www.deloitte.com/assets/Dcom-UnitedStates/Local%20Assets /Documents/US_CHS_AccountableCareOrganizations_ 
070610.pdf 
56 Jenny Gold.  “FAQ On ACOs:  Accountable Care Organizations, Explained.”  Kaiser Health News.  October 21, 
2011.   http://www.kaiserhealthnews.org/stories/2011/january/13/aco-accountable-care-organization-faq.aspx 
57 Michael E. Chernew, Ph.D, et al.  “Private-Payer Innovation in Massachusetts:  The Alternative Quality Contract.”  
Health Affairs.  January 2011.  30(1):51-61. 
58 “The Alternative Quality Contract.”  Blue Cross Blue Shield of Massachusetts.  May 2010.  
http://www.bluecrossma.com/visitor/pdf/alternative-quality-contract.pdf 
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at 6.3% in year one and 9.9% in year two.59  Based on these results, it does appear that BCBS 
of MA has been able to find an effective solution to controlling health care costs, at least in the 
initial two years, by improving the quality of care being delivered. 
 
On a related note, the UnitedHealth Center for Health Reform & Modernization has recently 
released a paper in which it found that payment reforms such as the approach highlighted above 
could generate a significant level of savings in the range of $200 – $600 billion over 10 years60 if 
implemented nationwide.  The payment options which were reviewed in the paper as 
alternatives to fee-for-service were as follows: Pay-for-performance and care management 
initiatives, bundled or episode-based payments, shared-savings and shared-risk approaches, 
and capitation payments.  
 
A recent report issued by the Institute of Medicines asserts that 30% of the current health care 
expenditures are unnecessary.61  It also asserted that “sweeping changes” would be needed to 
overhaul the current system.   
 
Group Model HMO – Kaiser Permanente 
Kaiser Permanente represents a Group Model HMO which is another example of an approach 
that has been implemented in an attempt to control health care costs.  A Group Model HMO is 
defined as an HMO that “contracts with a single medical group for the provision of health care 
services to its members”.  The physicians are employed by the independent, physician-owned 
group practice, not the HMO.  However, the HMO members represent a significant proportion of 
the group practice’s patients and revenues.  In Kaiser Permanente’s case, Kaiser is the HMO 
and Permanente is the medical group.62,63   
 
Kaiser Permanente has been able to integrate fixed-price health insurance with treatment at its 
own hospitals, leading to it being one of the cheapest health care providers in most of the 
regional markets in which it competes.64  One key factor that has led to Kaiser Permanente’s 
success under this model includes that doctors are on fixed salaries.  As a result, they have no 
incentive to order unnecessary procedures as they may if they were under a fee-for-service 
model.  Technology is also embraced.  All of this has led to a lower incidence of unnecessary in 

                                                
59 Dana Gelb Safran.  “Advancing the Twin Goals of Improving Health Care Quality While Slowing Spending Growth:  
The Alternative Quality Contract (AQC).”  Presented at National Institute for Health Care Management.  August 6, 
2012.   
60 UnitedHealth Center for Health Reform & Modernization.  “Farewell to Fee-for-Service.”  Working Paper 8.  
December 2012. 
61 Kaiser Health News.  ”IOM report:  Estimated $750 Billion Wasted Annually in Health Care System.”  
http://www.kaiserhealthnews.org/daily-reports/2012/september/07/iom-report.aspx 
62 Tufts Managed Care Institute. “Managed Care Models and Products.”  1998.  http://www.thci.org/downloads/ 
ModelsProducts.pdf 
63 Kaiser Permanente in California has transitioned from between a staff model, which it was originally, to a group 
model.  Kaiser owns its own hospitals and these hospitals do not accept patients from other providers, except for 
emergencies.   
64 Tufts Managed Care Institute. “Managed Care Models and Products.”  1998. 
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person visits.  Also, due to the integration of payer and provider, Kaiser Permanente is not 
concerned about patient churning.  Patient churning occurs when patients switch to different 
doctors due to their employers changing provider networks.  For larger employers, Kaiser is 
offered as one of the plan choices, since it does require anyone who is not a Kaiser member to 
change providers.  Therefore employers are reluctant to offer it as the only choice, except for 
small employers.  In order to retain a Kaiser doctor, members must remain with the Kaiser HMO.  
As a result, it is able to invest in long term solutions that are expected to lower future costs such 
as the use of preventive services, etc., and not be concerned that these investments will benefit 
the “next carrier.” 
 
The fact that only Kaiser HMO members can see Kaiser doctors also poses a positive self 
selection criteria.  If a member has not had a need to establish a patient/doctor relationship (i.e., 
is healthy), he/she is much more amenable to changing physicians.  However, if a member has 
had a long-term relationship with one or more specialists due to existing conditions, he/she is 
more reluctant to switch physicians.  There are several instances that demonstrate that broader 
network plans incur adverse selection when offered along side more restrictive plans.65   
 
Challenges to a system such as this include that some American patients like to have more 
choice in the procedures they have completed and consider KP’s more cost conscious approach 
to be undesirable.  In addition, some doctor’s do not embrace the idea of having a fixed salary or 
dealing with KP’s seemingly rigid systems.66   
 
The Kaiser model is also more problematic in a rural area where there may be insufficient 
concentration of population to maintain a full staff of salaried physicians and build their own 
hospitals.  
 

                                                
65 Karen Bender and Beth Fritchen.  “Government-Sponsored Health Insurance Purchasing Arrangements:  Do They 
Reduce Costs or Expand Coverage for Individuals and Small Employers?”  2008. 
http://www.oliverwyman.com/pdf_files/health_ins_purchasing_arrangements.pdf 
66 The Economist.  “Controlling Health-Care Costs: Another American Way.”  April 29, 2010.   
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7   
Pre and Post Reform Iowa Market 
Brief Description of Pre-Reform Underwriting and Rating Rules in 
Individual and Small Group Markets 
Individual Market-Pre Reform 
Insurers in the Individual market were able to medically underwrite, accept applicants; use 
premium surcharges for higher risk applicants; attach riders to eliminate or limit payment for pre-
existing conditions, eliminate pre-existing conditions for up to twenty four months; or reject 
applicants altogether.67  Applicants who were not accepted could get insurance through the high 
risk pool.   
 
Case characteristics that insurers could base rates on include: health status, gender, age and 
tobacco use.  
 
The following rating restrictions apply to the Individual Market:68 
 

 The rate for one block of business may not exceed the rate for any other block of 
business by more than 20%, after actuarially adjusting for benefit design and rating 
characteristics. 

 The rate for one block of business may not exceed the rate for any other block of 
business by more than 30% due to factors relating to rating characteristics, or by more 
than 30% for any other factors approved by the commissioner. 

 The combined result of these factors when compoundd (1.2 x 1.3 x 1.3) means that the 
hightest (worst) rated block or policy form can be no more than 2.028 times higher than 
the lowest (best) rated block or policy form. 

 An adjustment for one block of business may not be more than 15% of the adjustment 
applied to all blocks of business due to claim experience or health status. 

 
Small Group 
Insurers have had to offer coverage to all small groups since the passage of HIPAA in the mid 
1990s.  
 

The following rating restrictions apply to the Small Group Market:69 

 Rate variation equal to +/-25% is allowed for the following items:  claims experience, 
health status, duration of coverage. 

                                                
67 Lind Report. 
68 Iowa Code 513C Individual Health Insurance Market Reform 
69 Iowa Code 513B Small Group Health Coverage 
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 Approval is required by the commissioner for the use of any case characteristics other 
than: age, geographic area, family composition, and group size. 

 The index rate for any class of business may not exceed the index rate for any other 
class of business by more than 20%. 

 Changes in premium rates charged to a small employer for a rating period may not 
exceed the sum of the following: (1) the percentage change in the new business 
premium rate, (2) 15% due to claim experience, health status, or duration of coverage, 
and (3) any adjustment due to the change in coverage or change in case characteristics 
of the small employer as determined from the small employer carrier’s rate manual for 
the class of business.  

 
Medicaid 
Iowa has several programs aimed to support poor people and lower income people.  
Discussions with individuals within the Iowa Medicaid division indicated that children are eligible 
for some type of coverage in families up to 300% of the federal poverty level (FPL), although 
there may be some contribution required for families making more that 185% of FPL.  The CHIP 
program provides health care for children in families with incomes less than 185% FPL. 
Assistance is available to parents up to 75% of FPL.  There are other programs, such as Iowa 
Care that provided limited benefits for single adults up to 200% FPL.   
 
The general income requirements for Iowa Medicaid vary by category.  For parents with 
emotionally disturbed children, only those with income below 250% FPL are eligible.  Income 
limits for families with infants, pregnant women and childless adults are set at 200% FPL.  For a 
mother with children ages 1 though 19, the maximum income is 133% FPL.70   
 
Post Reform Market 
Individual and Small Group 
Guarantee issue will be required for both markets, although there will be a specific open 
enrollment period for the Individual market.  Rates will only be able to vary by age (with a limit of 
the highest rate to the lowest rate for the same product in the same area being 3:1), product, 
family size, area, tobacco use (limit of 50% surcharge) and wellness. For small groups, we are 
assuming that effective date will also be an allowable rating factor.   
 
The scope of benefits will be standardized.  Each state will have its own essential health benefit 
(EHB) plan that all insurers will have to offer.  There will only be minor variations among the 
plans due to scope of benefits.  
 
Cost sharing provisions are limited.  Each plan will be categorized into a “metal” level that is 
intended to reflect the general amount of cost sharing a member can expect.  The metal levels 
are:  bronze (60%), silver (70%), gold (80%) and platinum (90%).  If an individual purchases a 

                                                
70 Iowa Medicaid Income Guidelines.  http://www.ehow.com/facts_6940323_iowa-medicaid-income-guidelines.html 
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bronze plan, he/she can expect, over the long run, to self fund about 40% of all costs and the 
insurer will pay for 60%.    
 
Premium subsidies will be available to members who purchase insurance through the Individual 
Exchange with income above 138% FPL, if the state elects the Medicaid expansion, or 100% 
FPL if the state does not.  Individuals below the appropriate FPL will be eligible for Medicaid 
(assuming the state expands Medicaid eligibility for all citizens to 100% FPL).  Non-citizens are 
not eligible for subsidies or to purchase insurance through the Exchanges. 
 
For states like Iowa, these changes will have a material impact on some individuals and groups.  
Young healthy males purchasing coverage in the individual market today will realize material 
increases to premiums in the post reform market.  Some will be shielded from the full increases 
because of the premium subsidies.  Others, particularly those older and sicker, may enjoy 
premium decreases because of the rating limitations coupled with premium subsidies.   
 
The expansion of benefits required by the ACA (combination of EHB and metal levels) will also 
impact some individuals.  A recent study of policies in the individual market nationwide indicated 
that half of them were below the bronze level.71   
 
Many small groups will also be impacted by the ACA since insurers will no longer be able to rate 
for morbidity or group size.  The variation attributed to age will also be more limited than that 
allowed under existing law.  Lower cost groups, those enjoying premium discounts based upon 
the aggregate morbidity of the group, will experience the greatest increases.  Unlike the 
Individual market, there are limited premium subsidies available in the small group market with 
those available focused on groups with lower income employees.   
 
Large Groups 
While large employers are not immediately impacted by the rating rules under the ACA, there 
are provisions that impact them.  The provision that has had the most publicity is the “pay or 
play” provision.  If a larger employer (greater than fifty employees) does not offer coverage that 
meets a minimum standard, then the employer must “pay” a non-tax deductible penalty.  If an 
employer offers a plan that meets the minimum standards, but fails to contribute enough of the 
premium to make participation affordable to their employees, there is another type of penalty.  
These penalties apply whether or not the plan is self funded or fully insured.  Beginning in 2016, 
the definition of “small group” increases to include groups up to 100 employees.  (States can 
elect to adopt the rule sooner, if they desire).  Groups size 51-100 generally have not been 
subject to small group rating rules in the pre-ACA market.  There could be some premium 
disruptions as these groups comply with the laws in 2016.  For lower cost groups, there will be 
incentives to self fund. 
 

                                                
71 Ron J. Gabel, et.al.  “More Than Half of Individual Health Plans Offer Coverage That Falls Short of What Can Be 
Sold Through Exchanges in 2014.”  Health Affairs.  31  No. 6 2012.  
http://content.healthaffairs.org/content/early/2012/05/22/hlthaff.2011.1082.full 
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All Groups 
All groups must contribute to the Temporary Reinsurance Fund to subsidize the Individual 
market for the first three years of reforms.  The cost for calendar year 2014 is $5.25 per member 
per month.72  Then there are other taxes that apply only to insured policies.  These are 
estimated to be about 1.9% to 2.3% in 2014 rising to 2.8% to 3.8% by 2023.73    
 
Self Funding 
There is concern that the additional tax burden required for insured plans, coupled with the 
variations in EHBs by state might drive more employers to consider self funding.  There is 
particular concern that smaller employers (<50 employees) with lower health risks, who 
therefore expect to have lower health care costs, may consider some type of self funding to 
avoid the limited rating rules required by the ACA. 
 
Nationwide, there has been a migration to self funding over the past several years. In 1998 only 
about 40% of workers were in self funded health plans.  By 2011 this had increased to almost 
60%.74  Self funding is more prominent in large groups than small groups.  In 2011 68% of 
workers in firms with fifty or more employees were in self funded programs whereas only about 
10% of workers in firms with less than fifty employees were in self funded plans.75  Self funding 
in Iowa is greater than national levels.  68% of all workers in Iowa are in self funded plans 
(versus 58% nationwide).  17% of Iowa workers in groups with less than fifty employees were in 
self funded plans versus slightly more than 10% nationwide.76   
 
Massachusetts, the only state in the union to have passed health reform similar to the ACA, has 
seen a significant growth in self funding for all group sizes.  Since their law became effective in 
2006, the total percentage of employees working in groups with more than fifty employees that 
self fund has increased from 54% to 67%.  However, the percent of employees working in 
groups with fewer than fifty employees decreased from 15% in 2007 to 11% in the two-year 
period ending 2009 increasing to 16% in the two year period ending 2011.  For 2012 the 
percentage was estimated to be almost 19%.77  
 

                                                
72 CMS:  HHS Notice of Benefit and Payment Parameters for 2014, Proposed Rule.  
https://s3.amazonaws.com/public-inspection.federalregister.gov/2012-29184.pdf 
73 Chris Carlson.  “Estimated Premium Impacts on Annual Fees Assessed on Health Insurance Plans.”  America’s 
Health Insurance Plan (AHIP).  2011.  http://www.ahipcoverage.com/wp-content/uploads/2011/11/Insurer-Fees-
report-final.pdf 
74 Paul Fronstin. “Self-Funded Health Plans:  State Variation and Recent Trend by Firm Size.”  EBRI Note.  November 
2012.  http://www.ebri.org/pdf/notespdf/EBRI_Notes_11_Nov-12.Slf-Insrd-RetRdines.pdf  
75 Paul Fronstin. 
76 Paul Fronstin. 
77 Paul Fronstin. 
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There is concern that the limitations on rating in the small group market may provide incentives 
for the lowest cost groups to consider self funding.78  This would result in higher risks staying in 
the fully insured small group pool, which would drive these costs up.   

                                                
78 Deborah Chollet.  “Self Insurance and Stop Loss for Small Employers.”  Mathematica Policy Research.  Paper 
completed for NAIC.  2012.  http://www.naic.org/documents/committees_b_erisa_120626_chollet_self_insurance.pdf 
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8   
Affordable Care Act and Cost Controls 
The Affordable Care Act (ACA) has two key regulatory features to control insurance premiums 
including: 
 
• Minimum loss ratios 
• Rate reviews 
 
Minimum Loss Ratios 
The ACA requires that insurers/HMOs (collectively referred to as “insurers”) spend a minimum 
amount of total premiums on claims.  For individual and small group policies, insurers must 
expend at least 80% of their premiums on claims; for large group policies insurers must expend 
at least 85% of their premiums on claims.  There are some adjustments to take into account fees 
and taxes as well as encouragement for insurers to expend resources on programs that improve 
their members’ health.  There are also adjustments for small insurers and those who have a 
large share of their product portfolio in high deductible benefit plans.   
 
If insurers do not meet the minimum loss ratios for each sector, they must return the difference 
between the actual loss ratio and the minimum to their policy holders as rebates.  Because of 
the concentration of business in the Individual market, Iowa requested and received a waiver 
from the Department of Health and Human Services to phase in the MLRs.  Carriers in the 
Individual market had to meet a 67% loss ratio in 2011; 75% in 2012 and 80% in 2013 as 
opposed to 80% effective 2011.79  The following chart shows the rebates made in 2012 for 
calendar year 2011. 
 

                                                
79 Iowa Insurance Division.  “Iowa Receives Federal Waiver for Medical Loss Ratio Implementation.”  July 2011.  
http://www.iid.state.ia.us/node/636528 
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Rebates Made in 2012 for 2011 MLR Requirements in Iowa80 
 

Market 

Total 
Amount 

of 
Rebates 

Enrollment 
in Plans 
Paying 

Rebates 

Number 
of Plans 
Paying 

Rebates 

Average 
Rebate 

per 
Market 

Enrollee 

Percent 
of Market 
Enrollees 
in Plans 
Paying 

Rebates 

Average 
Rebate 

per 
Enrollee, 
(in Plans 
Paying 

Rebates) 
Individual $8,771 370 1 $0.05 0.2% $23.68 
Small Group $424,094 39,994 2 $2.34 22% $10.60 
Large Group $806,514 25,676 2 $2.17 7% $31.41 
 
Because of the wavier, there were almost no rebates in the Individual market.  In total, Iowans 
received about $1.2 million in rebates.  The rebates apply only to fully insured business.  As a 
percentage of total premiums, the rebates represent nearly 0%.  In other words, in Iowa for 2011 
the MLR had virtually no impact on premiums.  We would expect downward pressure on 
premiums in the Individual market in subsequent years as the full implact of the transition to 80% 
loss is completed. 
 
Rate Reviews 
Beginning to 2011, the ACA required states to implement an effective rate review process or 
CMS would assume the responsibilities for reviewing rate filings whose increases exceeded 
10%.   
 
An effective rate review system:81 
 

 Must receive sufficient data and documentation concerning rate increases to conduct an 
examination of the reasonableness of the proposed increases. 

 Must consider the factors below as they apply to the review:  
 Medical cost trend changes by major service categories 
 Changes in utilization of services (i.e., hospital care, pharmaceuticals, doctors’ 

office visits) by major service categories 
 Cost-sharing changes by major service categories 
 Changes in benefits 
 Changes in enrollee risk profile 
 Impact of over- or under-estimate of medical trend in previous years on the 

current rate 
 Reserve needs 
 Administrative costs related to programs that improve health care quality 
 Other administrative costs 

                                                
80 Cynthia Cox, et.al.  “Insurer Rebates Under the Medical Loss Ratio: 2012 Estimates.”  Focus on Health Reform.  
Henry J. Kaiser Family Foundation.  April 2012.  http://www.kff.org/healthreform/upload/8305.pdf 
81 http://cciio.cms.gov/resources/factsheets/rate_review_fact_sheet.html 
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 Applicable taxes and licensing or regulatory fees 
 Medical loss ratio; and 
 The issuer’s capital and surplus. 

 Must make a determination of the reasonableness of the rate increase under a standard 
set forth in State statute or regulation. 

 Must post either rate filings under review or preliminary justifications on their websites or 
post a link to the preliminary justifications that appear on the CMS website. 

 Must provide a mechanism for receiving public comments on proposed rate increases. 
 Must report results of rate reviews to CMS for rate increases subject to review. 

 
Iowa has an Effective Rate Review program for all categories:  individual, small group, individual 
associations and small group associations.82 
 
It is difficult to determine if the Effective Rate Review program has impacted premium levels in 
Iowa since Iowa has had a history of reviewing rates prior to implementation.  The Lind study 
shows that out of 51 filings received in the Individual market, 28 were either withdrawn by the 
carrier, disapproved by the Division or resulted in lower premiums than initially requested.83  
There were no analogous statistics for the small group market.  Nor do we know if this type of 
action was typical of the pre-reform reviews.   
 

                                                
82 http://cciio.cms.gov/resources/factsheets/rate_review_fact_sheet.html 
83 Lind.  “Iowa’s Current Health Coverage Marketplace:  Background Research & Simulation Modeling.”  June 2012. 
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9   
Conclusions 
The purpose of this project was to produce a “thought piece” for policymakers to use for further 
discussions pertaining to Reforms in general and how best to implement changes to try to 
control costs.  
 
There were three major questions added to the project: 
 
1. Is there enough expenditures/money already in Iowa’s health care economy to pay for 

covering all Iowans and containing growth, if those funds were deployed more efficiently? 
2. How do key aspects of the health care economy (i.e., coverage, payment reforms, benefit 

designs, provider delivery reforms, etc.) need to be changed in order to achieve that goal, as 
well as the goal of containing the growth to equate to CPI? 

3. What ROI strategies need to be employed, or would be recommended? 
 
The following is a general discussion and our conclusions regarding these questions.  
 
We have estimated that the costs of covering the current number of uninsured would be $1.1 to 
$1.3 billion. This represents about 5% to 6% of the total projected 2012 health care expenditures 
in Iowa.  In this paper we cite several sources, such as the IOM, that assert there are multiples 
of this percentage either to be saved via the many different approaches being tested by states 
or that are being “wasted” in the current system.   
 
Furthermore, at least part of the amount needed to cover the uninsured is currently being 
expended via self pay and/or uncompensated care, which we project to be about $2.4 billion in 
2012, or about 10% of all health care spending in Iowa.  We were unable to obtain statistics 
segregating these two categories between the elderly and non-elderly.  If we assume that only 
25% of the amount of money being expended via self pay and/or uncompensated care is for the 
non-elderly population, then $610 million is already being expended for  the non-elderly 
uninsured population, leaving about the same amount of additional funds necessary to cover all 
Iowans.  As a result, if the current health expenditures could be reduced by 3%, there would be, 
in theory, sufficient funds in the existing Iowa health care economy to pay to cover all Iowans at 
current levels.  If the current percent of funds categorized as self pay and/or uncompensated 
care for the nonelderly population is greater than 25%, then even less savings are required.  
However, if this percentage is less than 25%, more savings would be required.  For example, if 
none of the money in these two categories are for the nonelderly population, then between 5% 
and 6% savings would be required.  Please note these savings are across all payers.  If we limit 
the source of savings only to commercial payers, then the corresponding necessary savings 
would be 8% to 16% of projected health care costs. 
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There are differences of opinion regarding how the key ACA features will impact costs.  The 
Massachusetts experience is not encouraging.  While the number of uninsured was decreased, 
costs did not decrease, which prompted another set of “reform” to address costs.   
 
Most experts agree that the way to “bend the cost curve” is to change how providers are 
reimbursed; the current approach of fee-for-service with no risk is the major driver of excess 
costs and utilizations.  (Some also assert that until there is tort reform for malpractice, providers 
will continue to practice defensive medicine, although there are certainly differing opinions 
pertaining to this.)84  The incentives are not in place in the current health care economy to 
encourage prudent use of services by either providers or consumers.  However, changing a 
system, which, on the surface, is very beneficial to providers and generally well received by 
consumers, is not going to be easy.  
 
We saw real efforts at controlling costs in the mid-‘90s.  Whether everyone concurs with the 
appropriateness of all those efforts, for a short period costs were contained and actually 
decreased.  We also experienced how difficult this was to maintain in the long run as both 
consumers and providers rebelled against some of the rules and limitations that generated the 
savings.   
 
It is going to be difficult to contain costs without aligning the incentives of the payers and the 
providers.  It is also going to be difficult to contain demand if consumers are constantly shielded 
from the real cost of care.  Consumers must accept more responsibility for their own health care 
costs.  There are several models being considered to better align provider incentives - narrow 
networks, medical homes, accountable care organizations.  Benefit designs, such as CDHPs, 
make consumers more cognizant of the total costs of care and have resulted in lower 
utilizations.  More could be achieved if there was greater provider price transparency.  Other 
states are experimenting with developing provider payments based upon quality (Arkansas).   
 
Complicating the situation even more are the conflicting forces of the concentration of providers, 
which exists at least in certain parts of Iowa and is needed to administer an effective ACO, and 
the evidence that such a concentration generally results in higher fees because there is less 
competition.  On the other side, a concentration of payers (as in Iowa) generally results in higher 
premiums (less competition) and lower reimbursement to providers.  
 
There is also a concentration of health care spending among members.  To maximize the 
effectiveness of any proposed changes, resources should be focused on the 5% of the 
members that account for about 50% of the costs as opposed to focusing on the lowest 50% of 
members who account for only about 3% of costs.   
 
The simple answers to the questions are that there are no simple answers.  While we believe in 
theory there is likely enough money in the current Iowa health care economy to provide 
coverage to all Iowans, achieving this will require real reforms and real savings which could be 
viewed by some sectors as a reduction in income/ revenues/profits or by other sectors as an 
                                                
84 PBS News Hour.  “Economists Find Mixed Results on Tort Reform.”  September 2009.  
http://www.pbs.org/newshour/updates/health/july-dec09/malpractice_09-25.html 
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increase in cost sharing.  All of the key aspects of the health care economy need to be 
considered in order to achieve a goal of bending the cost curve.  All affected parties - 
consumers, providers, payers --- need to work together to identify realistic and achievable goals.  
This is an area where policymakers can have the greatest impact - facilitating these discussions 
and removing any regulatory barriers that would preclude the exchange of ideas and data that 
can served as the basis for real reform.  
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Appendix A 

Sources Utilized For the Development of 2010 Total Health Care 
Spending in the State of Iowa  

1. 2010 Statutory Statement Supplemental Health Care Exhibits. 
2. Ron J. Gabel, et.al.  “More Than Half of Individual Health Plans Offer Coverage That 

Falls Short of What Can Be Sold Through Exchanges in 2014.”  Health Affairs.  31  No. 6 
2012.  http://content.healthaffairs.org/content/early/2012/05/22/hlthaff.2011.1082.full 

3. Paul Fronstin,Ph.D. “Self-Insured Health Plans:  State Variation and Recent Trends by 
Firm Size.” Employee Benefit Research Institute.  November 2012. Vol. 33, No.11. 
http://www.ebri.org/pdf/notespdf/EBRI_Notes_11_Nov-12.Slf-Insrd-RetRdines.pdf 

4. Iowa Department of Human Services. “Medicaid B-1 Reports.” “Fiscal YTD Expenditures 
by Category of Service.” December 2009, June 2010, December 2010. 

5. Centers for Medicare & Medicaid Services.  “Health Expenditures by State of 
Residence.” http://www.cms.gov/NationalHealthExpendData/downloads/resident-state-
estimates.zip 

6. Iowa Hospital Association. “IHA Community Benefit Report.” 
http://www.iowahospitalfacts.com/CommunityBenefits/community_benefits.html 

7. Rene Letourneau. “Iowa hospitals provided $1.3B in community benefits in 2010.” 
Healthcare Finance News. August 08, 2011. 
http://www.healthcarefinancenews.com/news/iowa-hospitals-provided-13b-community-
benefits-2010 

8. Iowa Hospital Association. “IHA Releases Community Benefits Report.” July 25, 2012. 
http://blog.iowahospital.org/2012/07/25/iha-releases-community-benefits-report/ 

9. Iowa Hospital Association. “Third-Party Payment Shortfalls Gross Revenue and 
Contractual Allowances: 2010.”  March 21, 2011. 
http://www.ihaprofiles.org/index.php?option=com_report&task=viewReport&id=31 

10. Iowa Hospital Association. “Iowa Hospital 2011 – 2009 Total Facility Financial Data.” 
http://ihaprofiles.org/images/PDFs/2011%20aha%20annual%20survey%20financial%20t
ables%20-%20iha.pdf 

11. Iowa Hospital Association. “Definition of Hospital and Health System Data Items/Terms.” 
http://www.ihaprofiles.org/index.php?option=com_content&task=view&id=29 

12. Statehealthfacts.org. “Iowa:  Health Insurance Coverage of Nonelderly 0-64, states 
(2010-2011), U.S. (2011).” 
http://www.statehealthfacts.org/profileind.jsp?cmprgn=1&cat=3&rgn=17&ind=126&sub=3
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