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Gap Between Private Insurance and Medicare Hospital Payments Increased in 2018

On September 18, 2020, the nonprofit Research and
Development (RAND) Corporation published a research
report, which found that private insurance companies pay
prices that are on average 240% higher than what
Medicare pays for the same hospital services.*

The report analyzed data from 2016 through 2018 across
49 states and Washington D.C.2 The only excluded state
was Maryland, for which data was collected but not
included in the study because of the state’s all-payor rate
setting program, where hospitals by default charge prices
equal to private payors and Medicare.> RAND data
included only community hospitals such as inpatient
prospective payment system (IPPS) hospitals and critical
access hospitals (CAHs).* Other facilities such as
specialty hospitals, skilled nursing facilities (SNFs),
inpatient  rehabilitation  facilities, and Veterans
Administration (VA) facilities were excluded from the
data.® This study was conducted based on a convenience
sample® of 120 self-insured employers of various sizes
and from various industries.” Data also came from all-
payor claims databases (APCDs), but only in six states.®
APCDs are state databases of claims data and provider
files reported by insurers, which are usually required by
state mandates.® In total, the sample included data from
over 3,000 hospitals, almost 48 million claims, and $33.8
billion in spending by private payors.® In order to make
hospital comparisons, RAND created a pricing algorithm
based on Medicare’s fee schedules and compared these
payments to two different ways of calculating private
payments: (1) standardized prices,'! where standardized
units are created based on average intensity of services,
and (2) relative prices,*? where Medicare reimbursement
is used a benchmark from which ratios are calculated.*®

To ensure more reliable and applicable pricing
information, the RAND study has been expanding their
report each year, increasing from one state in the first
edition in 2017 to all but one in this third edition.* This
edition also included professional fees, or the amounts
charged by physicians, which is less commonly found in
research on private and public payor payments to
hospitals, as many choose to only focus on hospital
facility fees.'®

Specifically, the report found that RAND-calculated
relative prices for private payors were 231% and 267%
more expensive than Medicare for inpatient and
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outpatient services, respectively, with an average
discrepancy of 247%.® The variation between states was
significant: states such as Alaska, Florida, Tennessee,
South Carolina, and West Virginia had relative prices
upwards of 325% of Medicare, while others such as
Arkansas, Michigan, and Rhode Island, had prices less
than 200% of Medicare.'” For this data, the variations in
payments between the $33.8 billion in private spending
and the $14.1 billion in simulated Medicare payments
made for a difference of $19.7 billion, or a potential
savings of 58% over private insurance costs.® In fact, the
current study shows a compounded rate of increase of
5.1% per year, much higher than 1.6% that was estimated
in the 2019 edition of this report.*® The inclusion of more
employers as well as professional fees, however, may be
contributing factors to this large difference between
studies.?°

The RAND report also included data as to how quality
and safety ratings were related to prices above Medicare.
To do this, hospitals were split into three groups: low
prices (less than or equal to 1.5 times Medicare rates),
medium prices (between 1.5 and 2.5 times Medicare
rates), and high prices (greater than or equal to 2.5 times
Medicare rates).?* Hospice Compare data, including star
quality ratings, were pulled from the Centers for
Medicare and Medicaid Services (CMS), and safety data
was obtained from the Leapfrog Group. The data showed
high-quality, low-cost options for employers: while high-
cost hospitals show higher proportions of five-star ratings
than low-cost hospitals, 91% of low-cost hospitals
received three or more stars, and 17% of high-cost
hospitals received two stars or under.?? For safety ratings,
letter grades across hospital costs were similar, with 51%
of those in the low-cost category and 60% in the high-
cost category earning a grade of A or B.2® On the other
end of the grading spectrum, 14% of low-cost hospitals
and 6% of high-cost hospitals scored a grade of D or F.?

With this report, RAND aims to combat the “high and
rising health care costs” that employers face.?®
Employers, as discussed in the report, may often rely on
insurers or others to negotiate fair contracts with
providers.?8 However, a lack of price transparency from
hospitals makes it difficult to compare hospital prices and
value.?” Further, if employers have their prices negotiated
for them, they often have no way to evaluate the value of
these contracts.?® The data also indicate no correlation
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between the prices a hospital charged to commercial
payors and the amount of patients with public insurance,
contrary to the so-called cost-shifting idea that many
propose as a primary reason for this widening gap
between private and public costs.?® The study’s lead
author attributed this gap to other factors such as
reputation, quality, or market dominance outside of
patient care factors® and hopes that reports and data such
as this will help give employers a better position for
negotiating, similar to that gained by insurers and
hospitals through consolidation, and will further equip
employers with the knowledge that low-cost hospitals in
many areas can also have similar safety and quality
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ratings as high-cost hospitals.®* Publishing this data may
allow employers to demand better value for their costs of
care, which have been a cause of concern among
employers as their healthcare costs increase at a much
faster rate than government payor spending.®> RAND
also hopes that the data will benefit the 153 million
Americans, or 57% of the nonelderly population, who
have health insurance through employers.3® While many
providers and insurers are enacting “gag clauses” to
prohibit greater price transparency to employers or
patients, the RAND study seeks to shine a light on
payment gaps and the costs of healthcare.3*
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: joint ventures. Mr. Zigrang is also considered an expert in the field
of healthcare compensation for physicians, executives and other professionals.

G/

(800)FYI - VALU

Providing Solutions
in the Era of
Healthcare Reform

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare — 2nd Edition”
[2015 — AICPA], numerous chapters in legal treatises and anthologies, and peer-
reviewed and industry articles such as: The Accountant’s Business Manual (AICPA);
Valuing Professional Practices and Licenses (Aspen Publishers); Valuation
Strategies; Business Appraisal Practice; and, NACVA QuickRead. In addition to his

Founded in 1993, HCC is a
nationally recognized healthcare
economic financial consulting firm

HCC Home

Firm Profile

HCC Services
HCC Experts
Clients & Projects
HCC News
Upcoming Events
Contact Us

Email Us

Valuation Consulting

Commercial
Reasonableness

Opinions
Commercial Payor
Reimbursement
Benchmarking

Litigation Support &
Expert Witness

Financial Feasibility
Analysis & Modeling

Intermediary
Services

Certificate of Need

ACO Value Metrics
& Capital Formation

Strategic Consulting

Industry Research
Services

O HEALTH CAPITAL CONSULTANTS

contributions as an author, Mr. Zigrang has served as faculty before professional and
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is a Fellow of the American College of Healthcare Executives (FACHE) and holds
the Accredited Senior Appraiser (ASA) designation from the American Society of
Appraisers, where he has served as President of the St. Louis Chapter, and is current
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Law. Additionally, she is the current Chair of the American Bar Association’s (ABA)
Young Lawyers Division (YLD) Health Law Committee and the YLD Liaison for the
ABA Health Law Section’s Membership Committee. She has previously presented
before the ABA, NACVA, and the National Society of Certified Healthcare Business
Consultants (NSCHBC).

Ms. Bailey-Wheaton is a member of the Missouri and Illinois Bars and holds a J.D.,
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analyzes forecasted and pro forma financial statements to determine
the most probable future net economic benefit related to healthcare
enterprises, assets, and services and applies utilization demand and
reimbursement trends to project professional medical revenue
streams and ancillary services and technical component (ASTC) revenue streams. Mr.
Chen holds the Certified Valuation Analyst (CVA) designation from NACVA.
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