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THE TRUE DRIVERS OF
HEALTH COSTS IN THE U.S.
Part I: America’s Anger at Drug Makers Is Misplaced:
Health Insurers Are Hiding Profits To Justify Raising Prices

Two bad actors have caused a new national
uproar over drug pricing, leading to calls for
federal drug price controls. Meanwhile, no
one is talking about the exploitative and
profiteering practices of the health insurance
industry.
Consumers shopping for plans in the health
care marketplace or renewing their employerrun plans are now finding out that insurance
premiums are set to increase by up to 45
percent in 2016.1 Insurers have obtained
government approval for these cost increases
by using deceptive practices to hide their
profits. These predatory practices must stop.
It is time to hold the health insurance industry
accountable.
_____________________________________________________________

“[I]nsurance premiums are set to increase
by up to 45 percent next year.”
______________________________________________________

Controls Are in Place To
Address Bad Actors in the
Pharmaceutical Industry
In
November
2015,
the
Obama
Administration announced it would hold a
forum to discuss “high and growing costs of
drugs.”2 The forum comes in response to the
actions of two drug manufacturers. In
September, Turing Pharmaceuticals raised
the cost of a 62-year-old lifesaving drug from
$13.50 a pill to $750 a pill, a 5,000 percent
increase, sparking a justifiable national
outrage.3 Similarly, Valeant Pharmaceuticals
dramatically increased the prices of several
drugs long on the market, levying a 525
percent hike in the price of a heart drug.4
When prompted, neither company’s CEO
could provide a viable reason for the increase.
Although Turing CEO Martin Shkreli
initially responded to public outcry by
announcing that he would lower the price of
the $750 pill in early October, he has not yet
made good on his promise.5

While these two companies have operated
under business models that increase prices
without adding value for consumers, states
currently have enforcement mechanisms in
place to punish exploitative behavior. For
instance, New York Attorney General Eric
Schneiderman has initiated an antitrust
investigation of Turing,6 and Valeant
received subpoenas from federal prosecutors
regarding its pricing practices.7 Additionally,
state price gouging laws could be used to
protect each state’s citizens from abusive
practices. In light of these consumer
protections, the recent call for federal
legislation that would place price controls on
the entire pharmaceutical industry8 is
unjustified and would, in fact, harm
consumers by stifling pharmaceutical
research and development. Instead, more
attention must be paid to the underhanded
practices of the insurance industry.
____________________________________
“[M]ore attention must be paid to the
insurance industry.”
______________________________________________________

The Health Insurance Industry
Hides Its Profits To Justify
Raising Prices
Since the Affordable Care Act (“ACA”) was
signed into law in 2010, health insurers have
found ways to hide their profits in order to
justify significant consumer premium and
cost-sharing increases. These strategies
include moving funds to financial reserves
(i.e., funds set aside to cover both anticipated
and unanticipated health care costs) and
providing executives with outrageous
compensation packages, among other
strategies.
For example, while the not-for-profit insurer
Blue Shield of California (“BS/CA”)
reported a net income of $162 million in
2014,9 a confidential state audit revealed that
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the company, in fact, amassed obscene
profits and disguised them as financial
reserves. BS/CA held $4.2 billion in
reserves—an estimated 1,500 percent more
than the amount required by regulators or
recommended by its industry association.10
Additionally, BS/CA failed to disclose in its
regulatory filings that it increased its
executive compensation by $24 million in
2012—a 64 percent jump from the previous
year.11 BS/CA has refused to reveal how the
$24 million in compensation was distributed
and has not yet disclosed its 2014 executive
compensation to regulators.12 Nevertheless,
BS/CA increased its premiums by 32.3
percent between 2012 and 2014.13 It was then
forced to issue $82.8 million in rebates to
beneficiaries because it failed to spend 80
percent of those premiums on medical care,
as the ACA requires.14 In fact, state officials
revoked BS/CA’s tax-exempt status in 2015,
stating the obvious: The organization acts
more like a for-profit than a nonprofit
company.15
______________________________________________________

“BS/CA increased its premiums by 32.3
percent between 2012 and 2014.”
______________________________________________________

BS/CA is not alone. Tennessee’s and
Arizona’s Blue plans stockpiled $1.7 billion
and $1.03 billion in reserves in 2014.16
Moreover, each year since 2012, top-paid
health insurance executives have seen a 29.6
percent increase in their salary, bonus, and
incentive incomes.17 Mark Bertolini, CEO of
Aetna, the third largest health insurer in the
U.S., earned $30.7 million in 2013, which
was 131 percent higher than his 2012
salary.18 Aetna also made $2 billion in profits
in 2014, garnering an increase of 6.6 percent
from 2013, and the highest in company
history.19 Nevertheless, Aetna raised
premium rates on California’s small
businesses and their employees by 27.4
percent, marking the sixth time it increased
these rates since 2013.20

Likewise, in 2014, Stephen Hemsley, the
CEO of UnitedHealth Group, made $66
million
in
total
compensation.21
Compensation packages like this are
juxtaposed with the company’s third-quarter
claims that it had a one percent decrease in
profits, despite a 27 percent increase in
revenues ($41.5 billion).22 It used the profit
decrease to justify its increased health
marketplace premium rates in 2016 as it
expands to 11 new markets.23
Anthem, the country’s second largest health
insurer, boasted a $2.5 billion profit on $73
billion in revenues in 2014.24 While Anthem
reported third-quarter profit increases of four
percent, Anthem’s premiums on Indiana
exchange plans increased by 19 percent.25 In
fact, Anthem lost nearly 70,000 members
from individual exchange plans nationwide
in its third quarter alone due to its price
increases.26 Anthem attributes its profits to
Medicaid expansion.27 As America’s poorest
continue to enroll, Anthem’s profits continue
to increase.
______________________________________________________

“[A]nthem lost nearly 70,000 members
from
individual
exchange
plans
nationwide in its third quarter alone due
to its cost increases.”
______________________________________________________

Premiums and Deductibles
Are
Skyrocketing
While
Insurers Ask for Billions in
Federal Aid
In 2016, many consumers will pay more for
their health care than their mortgages or rent.
Blue Cross and Blue Shield plans sought to
increase premiums in 2016 by an average of
54 percent in Minnesota, 51 percent in New
Mexico, 36 percent in Tennessee, and 31
percent in Oklahoma, claiming that new
customers who have received access to health
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insurance under the ACA are sicker than
expected.28
______________________________________________________

“Blue Cross and Blue Shield plans sought
to increase premiums in 2016 by an
average of 54 percent in Minnesota. . . .”
______________________________________________________

It is not just premiums that are skyrocketing.
According to research conducted by Kaiser
Family Foundation, insurance deductibles
have risen more than six times faster than
workers’ earnings since 2010.29 Workers
who received insurance through a large
employer have seen deductibles climb from a
yearly average of $900 in 2010 for an
individual plan to above $1,300 in 2015,
while employees working for small
businesses have an even higher average of
$1,800 a year. As a result, nearly 25 percent
of Americans covered through employersponsored plans are underinsured, meaning
that their out-of-pocket costs or deductibles
are so high relative to their incomes that they
cannot afford to get the care they need.30 In
Colorado, over 13 percent of people skipped
seeing a doctor due to cost in 2015.31
In any other industry, these cost increases
would be considered price gouging. Yet,
despite these increases, there has been very
little consumer, media, or government
scrutiny of insurers to demand that they treat
consumers fairly. Thirty-five states have
granted authority to state insurance regulators
to approve or block rate increases for
individual
and
small-group
plans;
nevertheless, insurers’ lack of transparency
with respect to profits has led many
regulators to approve these increases. Other
states lack the authority to prevent
unreasonable increases altogether. President
Obama himself has called on consumers to
put pressure on state insurance regulators to
scrutinize the proposed rate increases.32
While the ACA includes provisions to
prevent excessive rate hikes, including a rate-

review process in which the U.S. Department
of Health and Human Services (HHS) and
states are able to review all rate increases of
10 percent or more for individual and smallgroup plans, insurers sometimes exploit
loopholes by increasing rates throughout the
year,33 a practice that resulted in a breach of
contract lawsuit against Anthem Blue
Cross.34 Last month, Anthem Blue Cross
agreed to refund $8.3 million to
approximately 50,000 members and forgo
mid-year deductible increases to settle the
lawsuit.35 The insurer had raised annual
deductibles, prescription drug deductibles,
and out-of-pocket limits mid-year, allegedly
in violation of the insurer’s contract.36
In addition to the added funding they receive
from premium increases, insurers have also
asked the federal government for billions of
dollars in assistance. Last year, insurers
requested $2.8 billion in federal assistance,
claiming their profits had fallen.
______________________________________________________

“[T]here has been very little consumer,
media, or government scrutiny of
insurers to demand that they treat
consumers fairly.”
______________________________________________________

While Consumers Pay More,
They Get Less
Despite profits held in reserves, high CEO
compensation
packages,
skyrocketing
premiums and deductibles, and federal
subsidies, the value of health insurance plans
is decreasing. For example, in 2014, Anthem
denied 90 percent of mental health claims.37
Other health insurers place inordinate out-ofpocket costs on necessary medications,
making them unaffordable for most patients.
Recently, the AIDS Institute examined
silver-level health plans offered through the
insurance marketplace in Florida and found
that Aetna placed all of its hepatitis C drugs
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on the most expensive tiers with coinsurance
rates of up to 50 percent, while Humana had
a $1,500 prescription drug deductible for
such medications.38 Patients are forced to
choose between paying for a lifesaving
medication and being able to afford basic
necessities, like food and shelter.39
In Houston, Texas, hundreds of thousands of
people have been forced to switch plans or
health care providers in 2016 because all
insurers in the health insurance marketplace
have dropped their preferred provider plans
(PPOs)—plans known for greater choice of
practitioners.40 While there were 38 PPOs in
2015, there are none in 2016.41 This means
thousands of people will no longer be able to
see the health care professionals who have
treated them for years, if not decades.42
These restrictions on access lead to treatment
delays, adherence challenges, and other
burdens for patients with chronic illnesses,
such as cancer, HIV, hepatitis C, and
rheumatoid arthritis.43 When entire patient
populations cannot access their medications,
insurers have essentially exploited loopholes
in the ACA to resurrect discrimination based
on preexisting conditions.
______________________________________________________

“[R]estrictions on access lead to treatment
delays, adherence challenges, and other
burdens for patients with chronic
illnesses.”
______________________________________________________

State Attorneys General Must
Intervene
Recently, presidential candidates from both
parties, the Obama Administration, and other
federal policy-makers have called for price
controls of the pharmaceutical industry.44
Yet, protections are already in place to deal
with unconscionable drug prices. Industry-

wide price controls on the pharmaceutical
industry are unnecessary and detrimental.
State attorneys general must investigate the
widespread profiteering practices of insurers,
which violate existing consumer protection
laws, including antitrust and anti-price
gouging laws. State insurance regulators
must carefully scrutinize insurers’ premium
increases with an eye for hidden profits, and
officials in every state must be given the
proper authority to reject unreasonable
changes.
Additionally, federal and state laws must be
enacted and enforced to rein in the
inequitable practices of the insurance
industry, such as discrimination against
people with complex health conditions.
Consumer protection laws should prevent
insurers from placing all drugs that treat a
particular illness in an unaffordable specialty
tier, cap out-of-pocket cost-sharing passed on
to consumers at a reasonable rate, prevent
mid-year changes to insurance plans, give
health care practitioners the authority to
override unreasonable denials of treatment,
and ensure greater transparency of health
insurance overall. American consumers must
call the insurance industry to task for failing
to provide the affordable care that Americans
were promised.
______________________________________________________

“Insurers must be called to task for failing
to provide the affordable care that
Americans were promised.”
______________________________________________________

The Alliance for the Adoption of Innovations in
Medicine (Aimed Alliance) is a tax-exempt, notfor-profit organization that seeks to improve
health care in the United States by supporting the
development and utilization of novel, evidencebased treatments. For more information, visit
AimedAlliance.org and follow @AdoptInnovation
on Twitter.
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