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Appendix lll. California Cost Curve, Healthcare
Expenditures and Premiums Projections
(Methodology)

Executive Summary

This memoandum provides additional details on our approach and assumptions used to

forecast the Cost Curve (i.kealthcare expendituress a percent of Grosséié¢ Product)and

premiums affordability (i.eemployersponsoredhealth insurancepremiumsas a percent of

median household incomdjh California.Our projections were based on historical trends and

other forecasts, which we adjusted for the California@d®EG | YR GKS ! FF2NRI 6f S |
coverage expansion. The principal data sources for modeling the Cost Curve included the

I SYGSNE T2NJ aSRA Ol NS HealthaERferidiites: biy StdteSoNBRAidSRH Q 0/ a{ 0
National Health Expenditures Projenss G KS . dzNBlF dz 2F 902y 2YAO !yl @
Gross Domestic Product (GDP) data, and the California Simulation of Insurance Markets (CalSIM)

model of the Affordable Care Act. The principal data sources for projecting premiums
affordability ircluded the Berkeley Forum forecasts of healthcare expenditures, the Kaiser
CHrYAf& C2dzyRIFIGAZ2Y «k [ | f BrmplysdHealth BerfefitstStrd@md thel S C2 dzy R |
L d{ @ [/ Sy aCaient Pdphi&ibndziréey

Between 2012 and 2022ve projecthealthcareexpenditures per capita will grow from $8,251

to $13,755in currentyear dollars an averageannual growth rate of 5.2%Healthcare

expenditures would total $4.4rillion between 2013 and 2022. Between 2012 and 2022, we

project that Gross Stater®duct (GSP) per capita will grow from $53,739 to $80,380, an average

annual growth rate of 4.1%. Because healthcare expenditures per capita are projected to grow

1.1 percentage points faster than GSP per capita, the Cost Cuexpésted to increase from

154% in 2@2to 17.1% in 2022Bycomparison, the2009U.S Cost Curve was 17.9%. (For more

background on California versusUK S f G KOF NB SELISYRAGdzNBas asSsS ! L
I FEAF2NYALFQa | SIHEG@®OFNS {LISYRAY3I 6. NARSTFO

In California, we projecthiat total premiumsfor employersponsored insurance, including both
employer and employee contributien will increasean averages.6%annuallybetween 2011
and 2022.This results in an expected increasetotal family-coveragepremiumsduring this
period, from 23.8% to 32.2%f the under65 median household incomdor singlecoverage
total premiums as a percent of undéb household incomere expected toincrease from
13.5%t0 18.2% during this time period

Overview

This memo has two objectives:

1) To project per capit&alifornia lealthcareexpenditures between 2018nd 2022 and use
this information b project theCalifornia ealthcare Cost Curirough2022*

2) To projectCaliforniapremiums as a percent of median household incahreugh2022*
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*Due to lags in available data, we begin projecting GSP figures in 2012 and state healthcare
expenditures in 2010. However, for the purposes of the Berkeley Forum tepgoliew Vision

F2N) / FEAF2NYALFIQa | SFHEGKOFNB { & alincentives weyateSANI G SR
interested in thedecade between2013 and 2022. As such, state healthcare expenditure
projections are discussed for the 20£2022 timeframe. We begin projecting both premiums

and median household income in 2012, and discuss affaliiabf premiums for the 201%,

2022 period.

Background Notes
1) Many discussions of healthcare spending in the U.S. are based di€fiviion of national
healthcareexpenditures: This includepersonahealthcareexpenditures which is the total
ALISYRAY3I (2 GNBFG GaAYRADARIZ f & hodpiakcard LISOAFTAO Y
professional services, home healthcare, nursing care, retail medical products and other
health, residential and personal caegpenses/ a { @linitien of national healthcare
expenditures also includewn-personalspending: @vernment healthcare administration,
net costs of private health insurance (proféixes,administration, etc.), government public
health activities, and investments in &léhcare research, structures and equipmeft.the
state level, CMS provides historical datdyofor personal healthcare expenditures. Thigs,
compareCalifornia healthcare spendingth that in the United Stateas a whole, waeed
to estimatenon-personal healthcare expenditures in California. Several assumptions, noted
Ay GKS a1 SItGKOFNB 9ELISYRAGIINBE az2RStAy3 aSikKz

+ Personahealthcareexpenditures

+ Government healthcare administration

+ Net costs of private ladth insurance

+ Government public health activities

+ Investments in healthcare research, structuaeslequipment
= National /state healthcareexpenditures

2) The sources used for historical and projected data are detailed in Table 1A in the
G! RRAMKRNYIhE « CAIdz2NBaé¢ asSoOdAiazy Fd GKS SyR 2F

3) All dollars areeportedin nominal, or curreryear, dollars.

|. Historical and Projected Healthcare Expenditures and
Gross State Product

Healthcare Expenditures Modeling Methodology

We first obtained historical data ot.S.and California healthcare expenditurdsom the

sources listedn Table 1AAs a first step in arriving at an estimate for total Califohmalthcare

spending, we assungethat between 1991 and 2009Californianshad the same per capita

! Centers for Medicare & Medicaid Services (2010).
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amount of nonpersonal healthcare expenditures te U.S average®® We then hadconsistent
historical hedthcare expenditures for both the United States and California from which to build
the projections.

We next looked atU.S.national healthcare expenditur@rojections through 2021 from the
sources notedn Table 1ABecause these sources only project through 2021, we usefivhe
year average growth rate between 2016 and 2021 to arrivihat).S figure for2022.

To projectCalifornid@2d LISNA 2yt KSII (&S NBILE.E QR Capita{ NS4
personal healthcare expendituréNR2 ¢ G K NI 0SS LINRP2SOGA2ya G2 [ FEAF2N
2009 per capitafigure. We chose this approach becauggalifornia personal helihcare

expenditures per capitgrowth has trackedhe comparabldJ.S figurefor nearly the last twenty

years(see FigurelAA Yy G! RRA G A 2y | j. US dad Ckliférniakper Capita drddiRaEide

and Medicare expenditures growtlates havealsotracked each other

Then, b obtain our projected California per capifgersonal healthcare expenditures figynee

added the per capita nompersonal healthcare expenditures estimatza Ay 3 / a{ Q yI (A2
projections. Thisassumption allowed us to arrive at California projectidmsper capitastate

healthcare expendituresbeginning in 2010. We followed the above approach tobtain

California projectionshrough 2022, with slight modifications for 2013.

For 2013, we usec different personal healthcare expenditurggowth rate thanthe one
projected by CMS nationally. CE3013 projectios included a 30.9% physician payment
reduction required under the Sustainable Growth Rate Formilitas scenario was considered
politicaly and economically unlikely, and ultimately did not come to passng tothe passage
of the American Taxpayer Relief Act of 201e instead calculated a differetd.S.personal
healthcare expenditure2013 growth rate based on an alternative CMS sdenar which
physician payments grow at 1%We applied this alternative growth rate to project California
healthcare expenditures 2013.

For 2014due to the implementation of the Affordable Care Act, we use a different approach

2\We estimate that Califeria nonpersonal healthcare expenditures represented between 16.9% and 18.4% of total state healthcare
expenditures between 1999 and 2009.
%It is important to note, however, that Californians are likely to have slightly differentpeosonal healthcarexpenditures than
the U.S. average, but we expect this has negligible impact on our results. For example, California is'rhigjtexs8in state public
health spending per capita ($66.04 per capita in fiscal year 20Q01), but is ranked below the riahal average in terms of
federal Centers for Disease Control and Prevention as well as Health Resources and Services Administration per capita funding
OCNHzA G F2NJ ! YSNAOFQa I SIHEGK 6HnmoOO® ! ff 2afhedpenBitards. OF 6 SIA2NASa& ¢ 2 dzt
“U.S. Cogress (2013).
® Although our model was based on the CMS scenario of a 1% increase in physician reimbursement in 2013, the American Taxpayer
Relief Act (ATRA) of 2012 froze Medicare Part B physician reimbursement rates through 2013. There were eribaaltitcare
related provisions of ATRA, which we did not model specifically, but they are not expected to have a significant impact on ou
results. Piper (2013).
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2014 Healthcare Expendit ures Methodology Overview

The maincoverage expansioprovisions of the ACA are expected to go into effect in 2@

to the substantialdifferencebetweenthe number of newly insureth California andhe number
in the rest of theUnited Stategdue tofactors such as the curremiinsuredrate, the number of
undocumented individualsneligible for ACAcoverage,and statespecific implementation

efforts), we do not apply national growth rate projections to California in 20tdtead, we
calculate a Californtapecific growth ratan 2014 because iis the key year for ACéoverage
expansion. Irsubsequent yearsye assume the growth rates f@alifornia andJ.S.healthcare
expenditureswill once agairtonverge.

We first estimatedCalifdNJ/ Ahleahicare expenditurefn the absence oACAimplementation
by using historical trenddVe then usd this estimateto calculatehealthcare expenditures per
capitaby coverageype -- Medicare, MediCal,and private, as well as for theninsured.Finally,
we applied estimates on the shift in coveragenong these four groupgiue to ACA
implementation to the projected per capita costs for each groamd obtained projected 2014
healthcare expenditures under the ACA.

2014 Healthcare Expenditures Method ology Details

We first used/ | £ A F 2 Nyédr (2@D&2013)higidsical growth ratein aggregate personal

healthcare expenditureto estimate2014 personal healthcare in the state in the absence of the

ACAWe then looked atCalifornia Simulation of Insance Markets (CalSIM) model estimates of

what 2014 insurancecoveragesources would have been had the ACA not been implemented

(See Table 1A for data sourcds) ¢ 2 LINR 2SO0 / | f WMeBi£al30Mlpadsbnala SRA O NB
healthcare expenditureper capitadzy RSNJ G KA a &AO0SYyIFINA2X ¢S | LILJX ASR /
rate projections for these populatio®s LISNBA 2 y I f K ST o0 yNBA yaA ISoyARIAKY T |- €
2009 figures.Modifications were made for 2013 to adjust ftime Sustainable Growth Rate
Formulaalternative scenario(as describedn the aboved | S| f § KOl NB MaléingS y R A (i dzNBS
Methodolog)€) and for 2014 in order to forecast a n#CA scenario.

Toestimate the total personal healthcare expendituresthe privately insured and uninsured,
we subtract aggregate Medicare arndedi-Cal personal healthcare expendituré®m the
aggregate2014 Californiapersonal healthcare expenditurés the nonACAscenario® We then
estimate personal healthcare expendites per capitafor the privately insured and the
uninsured using the Hadlest al. simulation on coverage expansion, which estimates that an
uninsuredperson hasipproximately 43%f the expenditures of a privateliypsured persor(®

®In our 2014 privatelnsured enrollment figure, we also include approximately 600,00fc8zans who are insured in nededi-
Cal, noAMedicare and nofHealthy Family Programs (e.g.-Care).

"Hadley, et al. (2008).

®n making our estimate of healthcare expenditures of a newly insured person who was previously uninsured, we examined
LINBEAYAYLFENE SOARSYOS Ay al aal OKdzaSGda F2tt26Ay3 AYLESYSyiGlidAazy 2
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We used theCalSIMestimates on coverage changes due to the ACA, along with our estimated

personal healthcare expenditures per capifar each group, to project 2014ersonal

expendituresfor California with the ACACalSIMestimates 2014 insurance coverage souime

Califonians under the ACA to [de9 million newly insured vidne combination ofMedi-Cal and

the California Health Benefit Exchan@alSIMprojections generally estimate a lower number of

newly insured in 2014 versus other sourcese(d ! RRA (A 2 y I fdzNBTalile)d «k CA 3
However, we selected this model because it was developed exclusively for Califadtinigreat
FGdSyidazy (2 GKS &0 Wweééhosé thaaSIMErzéhce® Bcenddogdead NRA & (G A Oa «
of the CalSIMBase Scenaribecause the EnhandeScenaridfigures, although still relatively

conservative, were more in line with projections from other sources.

28§ dzaSR I I RtSeQa aravdzZldazy 2y O020S8Nr3IS SELI YA
populations (both MediCal and those in thExchange) spnd 118%morethan they would have

had they been uninsuretf Finally, we converted Californgersonal healthcare expenditurés

total state healthcare expenditureas described in thex | S| f G KO NB 9 ELISY RA (i dzNB
Methodolog)¢ section above.

Gross State Product Modeling Methodology

We obtained historical data ob.S.and California GDP/GS&nd projected data on U.S. GDP

from the sources listeth Table 1ABecause thé&).S. GDP dataasonly projeced through 2021,

we used thefive year averag growth rate between 2016 and 2021 to arrivethe U.S figure

for 2022.We then projected California GSP per capita through 20&2assumed that California

GSP per capita would grow at the same rate & GDPper capita historically the two figures

have also tracked each other closely for the last nearly twenty yéSeed ! RRAGA 2y / KIF NI
C A 3 dENEéRA).

C A 3 dzNR:38A). TkelPidrieer Institutéigchko, et al. (2019undertook an analysis of healthcare expenditures before and after

GKS al 34l OKdzaSGda wnnec KSFIEGK NBF2NY (g3 gKAOK SdiKasérA KSR /2YY2
Family Foundation (2012)'he analysisshowed that average healthcare expenditures per capita of someone insured via

/1 2YY2ygSItGdK /NS 6SNB PnZnnn Ay C, Hnnyd® ¢K2a&S NBYIFIAYAY3I dzyAyadzn
in comparison, had $1,300 in per capita expenditike HAny O02NJ oH®dplz 2F | /2YY2ygSEHEGK [/ NBE )
further comparison can be done by examining the Commonwealth Care spending per capita of $4,000 in 2008, versus the $1,600 in

spending per capita of the uninsured in the safety net 002 (which presumably includes many 2008 Commonwealth Care

enrolled members). Growing the 2005 figure of $1,600 by the average Massachusetts expenditures growth rate between 2005 and

2008 provides an estimate of about $1,920 in per capita expenditurethifigroup, in 2008 dollars. This represents 48% of the

$4,000 expenditures of a Commonwealth Care member in 2008. Thus the range q#4&2&from the Massachusetts experience

supports our assumption that an uninsured Californian has about 43% the he@tlexpenditures of a privately insured

Californian.
' YRSNE GKS /Ft{La 9YyKIyOSR {0

L/ 0E | NBEFGA

Syl N& 23 -gSopdatiah Wil belinBvlly inSked in 2yt @ p dpiz
@ S esbmat® af g% BN VIS AuGEBE pBpulatidzNSee & 02 Y LI NB

Hamn RdzS G2 @K
Table Al for data sources).

®we recognize that the new Medal and privately insured populations will be different than the existing populations, and thus per
capita costs for these groups may charagea result of the changing risk pool. Although the entering newly insured population is
expected to be slightly younger and healthier than the existing population, those demographics may be counteractedupy pent
demand for healthcare from this populatip at least in the early years of the ACA. For reference, we ran two parallel analyses
assuming that the new MedTal and privatelnsured populations had +20% lower per capita expenditures than in our baseline
projections. These scenarios show a refaly minor difference (+/0.8% of aggregate healthcare expenditures) versus our baseline
projections.
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Results

We first examine our estimates for historical Califorinéalthcare expenditures per capitafter
growing at the relatively lovaverage annual rate of 3.7% in nominal terms between 1991 and
2000, thegrowth rate spiked to 8.2%etween 2000 and 200@&ee Figure ). Between 2000 and
2009, healthcare expenditures per capita the state grew at an average annual rate of 6.3%,
from $4,353 to $7,509. The annual per capita growth rate began decreasing near the end of the
decade, falling to 2.5% in 2009, largely due to the 2P089 recession*

Figure 1: Historical (2002009) and Projected (201§2022) Healthcare Expenditures per
Capta and Annual Growth Rate in California
10.0% - [ $15,000
2.0% $13,755

8.0%
$12,000

F0% I
6.0% - - I I I $10,000
8,251

5.0% - §7,509 ' l $3,000
4.0% 1 $6,000
3.0% $4,353
$4,000
2.0% 4

1.0%% $2,000

$0

0.0%%

2000 2002 2004 2004 2008 2010 2012 2014 2014 2018 2020 2022
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m Heolthcare expenditures per copita Arnnual growth rate

Notes: Healthcare expenditures per capita are reported in cuyeat dollars.
Source: Berkeley Forum analysis; see Table 1A for data sources

Figure 1 also shows projectdtbalthcare expenditures per capiia currentyear dollars and
growth rates through 2022. The figure shows thHagalthcare expenditures per capitim
California are expected to grow to $13,76%2022, representing an average annual growth rate

of 5.2% between 2012 and 2022. Due to the Adoferage expansion, we project a 6.1%
increase inhealthcare expenditures per capiten 2014 followed by annual growth rates
between 4.7% and 5.8% through 2022. Aggregate healthcare expenditures in the state are
expected to reach $572 billion in 2022 datotal $4.4 trillion between 2013 and 2022.

To benchmark healthcare expenditures, we examined the Cost Guevethe share of GSP
represented by healthcare expendituresyhich grew from 11.2% to 15.1% between 2000 and
2009*1n the early and late parf the decade, the Cost Curve grew rapidly, with healthcare
expenditures per capitagrowth outpacing GSper capitagrowth by an annual average rate of
almostsix percentage points. In contrast, the Cost Curve was relatively flat in the middle of the

" Martin, et al. (2012).

¢ KS aKINB 2F /IfAT2NYALIQa Wwannd D{t NBLNBaAaSYyiSR o6& KSIfiaKOINB
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decale, a brief period during which economic growth stayed on pace with the rise in healthcare
expenditures.

CA3IdzZNB HY [/ FfAT2NYALl @2009) &nd BrojectddN2DHA022A) A & G 2 NR O f O H
Healthcare Expenditures as a Percent of Gross State Product
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Source: Berkeley Forum analysis, see Table 1A for data sources

Figure 2 also shows the projected change in the Cost Curve over the coming 10 years. Based on
these estimates, healthcare expenditures per capita are projected to increase from 15.4% to
17.1%0of GSP per capita between 2012 and 2022. During this period, aggregate healthcare
expenditures are forecast to grow 6.2% annually, or about 1.1 percentage points more than the
5.1% annual aggregate GSP growth rate.

Il. Historical and projected health i nsurance premiums

Modeling Methodology

While aggregate expenditures and the Cost Curve are important measifrdealthcare

affordability, families and employetend to beinterested ina more tangible statistic: the cost

of health insurance premiumsin the 20162011 period, approximately 45% of Californians

received healthcare coverage via emploggonsored insurancéESI) The cost of premiums is

important, but what determines affordability isi KS aKFNBE 27F lafyl X¥Ra& @4 Rdzl
household ncomethat is represented by thosgremiums.

We first projectedESIpremiums between 2012 and 2022 for single and fgndbverage
Because economists generally consider the emplggéd portion of health insurance premiums

¥ The approximate oneercentagepoint difference between aggregate and per capita healthcare expenditures growth during this
period (6.2% aggregate vs. 5.2% per capita) is due to the expanding California population.
*Kaiser Family Foundation (2011).
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G2 0S8 LI NI 2 7Tal togipersatiadf curRabafysisacondideiis the total cost of health

insurance premiumsthat is, it includes the portions from both tremployerand employee We

examined projections fototal state healthcareexpenditures per capita from Section | above, as

healthcare expenditures are the most significant factor affecting premiumdzNJ a6 a St Ay Sé
scenario assumes that premiumsll grow at 1.3 times the annual rate of projecteé@althcare

expenditures per capitesince premium growtlin recent yeardas far aitpaced per capitatate

healthcare expenditures growtt?

We also projected median household income through 2022 for siagte famiyy households
under age65, sincethis populationis often covered via ESI and generally does not quality for
Medicare We did so by adjusting our projections of annual per capita income growth through
2022 (see Section | above) downward slightly, as meanp86Papitahas grown faster than
median household income over the past decad¥.

Finally, we use these projections éstimate ESIpremiums as a percent of median household
income for single and fanyilhouseholdshrough 2022.

Results

Historically,ESIpremiums in California have increased quite rapidijze 2000s saw average
premiums increaisg more than9% annually for both single and family coveraggth highly
variablefluctuations. Single coverage premiums grew from $2,304 to $5,976 between 2000 and
2011, while amily coverage premiums grew from $5,904 to $15,7%® Table 1A for sources).

We projec¢ that ESI premiumdor both single and family coverageill grow at an average
annual rate of 6.6% between 2011 and 20E&Ipremiums for single coverage are projected to
rise from $5,976 in 2011 to $12,062 in 20&2r family coverage, premiums are mofed to
grow from $15,720 to $31,728.

*Between 1999 and 2009, ESI premiums grew at an average ameidhat was 1.6 times that of healthcare expenditures per
capita. However, there are a few reasons to expect that ESI premium growth rates relative to per capita healthcare egpenditur
growth rates may temper. First, the Medical Loss Ratios (MLRs) inhfiysthe ACA require that individual/small group market
plans and large group market plans spend at least 80% and 85% of premium dollars on medical care, respeetitely.for
Medicare & Medicaid Services (201)&econd, premiums in the 2000s are considered to have increased exceptionally rapidly,
coming as they did after the low growth managed care era of the 19Bfss, we believe that while premium growth rates will
continue to outpace the growth of healthcare expenditures per capita, the difference will not be as dramatic as it has been i
recent history.

'® While mean GSP per capita has grown at an average arateaf 1.87% between 2000 and 2011, median household income has
only grown at an average annual raieonly 1.72% during this period.

" Because of data limitations, the historic growth rate analysis of median household income is based on all householdiia, Calif
not just households undes5.
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Figure 3: Historical (2062010) and Projected (20%12022) EmployeiSponsored Health
Insurance Premiums and Annual Growth Rates in California
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Notes: Premiums include both employer and employee contributions. Ouegisg) ESI premium growth
rates for single and family coverage from 2022 are the same, because their historical growth rates
were similar*® Dollars are reported in currentear dollars.

Source: Berkeley Forum analysis; see Table 1A for data sources.

As a measure of affordiéity, we assess the percenf/ I f A Tigchidfeihati® spenton single
and family ESpremiumsby dividingthe total premium by the mediamnder65 income for
singleand famiy household, respectively

Figure 4 shows that theshare of median singlperson household income spent on ESI
premiums for single coverage grew from 9.3% to 13d&%ween 2005 and 201K n increase of
almost 50% Similarly, premiums fdESFfamily coverage increased from 16.1% aédian family
household income in 2005 to 23.8% in 2011. These large increases are the result of premiums
growing at an average annual rate of about 7.3t median household incomegrowing at
average annual rateof just 1.1% for singkperson householdand 0.5% for family households

over this period

U.S. Census Bureau (2012).
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Figure 4: Historical (2008 2011) and Projected (2012 2022) EmployeiSponsored Health
Insurance Premiums for Single and Family Coverage as a Percent of Median Household Income

in California
355 32.2%
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23.8%
2585,
200 16.1% = 18.2%,
1 50, 13 5%
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105
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Notes: Preniums include both employer and employee contributions. Median household income is for
the under65 population.
Source: Berkeley Forum analysis; see Table 1A for data sources

As in previous year&Sipremiums are projected to grow significantly fasteaththe median
household incomeAs a result, the percent of median household income devotedESi
premiums between 2011 and 2022 is projected to increase from 13.5% to 18.2% for single
coverage and from 23.8% to 32.2% for family coverage, as shown i Bigdy substantially
reducing the amounhouseholdshave to spendn items other than healthcarehis anticipated
decline in health insurance affordability over the next decade will have a significant negative
impact on the standard of living for Califilan households.

Discussion

This memorandum providedetails on the approach andssumptionsused bythe Berkeley
Forum in projecing healthcare expenditures andemployersponsored health insurance
premiums in California over the comidg years. We are not aware of any othstudies that
haveattemptedto do the same

Our projections haveeveral limitations. First, given the unprecedented nature of the Affordable

Care Act, it is very difficult to project exactly hawill affect healthcae spendinggither in the

aggregate, or for specific coverage grou@sir estimatefor state healthcare expendituseper

capitagrowth in 2014is somewhat loweti K| 'y / a{ Qa Yy I #.1%vy. 6.4%TheaP 2SO0 A2 Y
are several reasons whyealthcare expendires, in the U.S. or California, mapt grow as

much asone might expecin connection with ACA coverage expansibjthe uninsured already

account forsome healthcare expendituregvenprior to coverage expansigr2) A Berkeley

Forum analysis usin@dSIM(2012) projections indicates that the newly insured are expected to
representapproximatelyp ®p:z 2 F (1 K S65 populatioB iR 20148y REBI 2 F G KS adl i
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newly insured will be covered byledi-Cal, which has beloaveragehealthcare expendittes
per capita partly due to relatively lower reimbursement rates.

Second,our estimatesrely heavily on extrapolating national projectionsinvolving GDP and
healthcare expendituregrowth ratesto CaliforniaWhilethere is highcorrelation betweenJ.S.
and California growth rateghe linkage is not perfect~urthermore, we havessumedthese
growth rates will continue to correlate closeBy relying heavily on CMS national forecasts, we
are assuning that demographic and other factors affecting healthe@pendingwill not change
significantly differently in théJnited Statess a whole thain Californiaspecifically

Third, our healthcare projections do not account for any major changes to the baadth
systemother than those due to the ACA, naméhe shift in coverage sources that will occur
with i K S imipléntedtation. Other anticipated reformspvolving either policy or market
changes, are not represented in the moddlluch of the slower growth in healthcare
expenditures over the last few years thought to be attributable to the 20082009 recession.
There is uncertainty, however, about whether there are other systematic changes that may have
contributed to the slower spendinf2 KAt S G(KS NBOSaarzyQa STFFSOGa
estimates for the several years following 2009, major structural changes to the system are not.
Finally, our model does not account for the specific healthecatated provisions of The
American Taxpayer Relief Act of 2012 (agreed to in January 2013), awmidehfat of the
Sustainable Growth Rate change.

Fourth, although the! / ! dverall impact on healthcare expenditures is not expected to be
dramatic, the government share of healthcare financipgstACAis expected to increase
significantly relative to private financing This reality, along with the continuous budget deficit
debate in Washingto.C, makes it unclear if or hofuture Medicare and Medicaidpending
might change Nonetheless, our model does not attempt fwredict healthcare spending by
specfic payess.

A final limitation involves the uncertainty of the future relationshipbetween healthcare
expenditures andESIpremium growth ratesBetween 1999 through 201 SIpremiumsin
Californiaincreased at an average annual ratelob timesthat of healthcare expenditures per
capita growth rate We project more convergence between these two indicatorshe future,
for some of the reasons describedfootnote 15. However the extent of any such convergence
remains unclear

Overall, the Berkeley Forum projections offer a comprehensive view of healthcare spending and
affordability in California over the comirdgcade We project thathealthcare expendituresqy
capita in California will grow to $13,756y 2022 (in currentyear dollars) representing an

®Hartman (2013).
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average annual growth rate of 5.2% between 2012 and 2022. At the aggregate level, healthcare
expenditures in the state are expected to reach $572 billion in22@hd total $4.4 trillion
between 2013 and 2022These figures result in an increase in the share of GSP devoted to
healthcare expenditures from 15.4%2012to 17.1%in 2022.

We projectESIpremiums will grow at a 6.6% average annual rate between 201d 2022
similar to historical trends, this means they wibntinue to grow faster than healthcare
expenditures. Family coverage premiufia ESare projected to grow from $15,720 in 2011 to
$31,728 in 2022. Single coverage premiums via ESI are pjectese from $5,976 in 2011 to
$12,062 in 2022Most importantly for Californians, we also project that the percent of median
household income devoted to premiumsa ESIwill increase between 2011 and 2022 from
13.5% to 18.2% for single coverage ananfrd3.8% to 32.2% for family coverage.

Our projections provide an important impetus for actidro help address the affordability crisis

presented here, the Berkeley Forum leaders have articulated theion andrecommendations

inthe mainrSLI2 NI Y +Ala ARY 6 F2NJ / T AF2NYALFQa | SIHfdKOFNB
Aligned Financial Incentivést
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