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Dear Members of the Colorado General Assembly,

The information I share today draws on various studies my colleagues and I have conducted
evaluating the Oregon State Employee Plan’s hospital payment cap policy and my expertise in hospital
payment reform. I am an assistant professor of Health Policy at the Brown University School of Public
Health and a research faculty member at the Center for Advancing Health Policy through Research
(CAHPR), where I focus on evaluating policies and programs designed to improve health care
affordability in the United States, such as the policy contemplated in HB25-1174.

Hospital Prices Threaten Health Care Affordability in the U.S.

Hospital prices are the main driver of rising health care spending in the United States." *?
Spending on hospital care amounted to $1.5 trillion in 2023.* In the commercial insurance market,
hospitals leverage their market power to negotiate high prices. And this situation is worsened by
consolidation.>¢ Over the past few decades, studies have shown that hospital prices in the commercial
market have increasingly diverged from Medicare rates, which are generally considered a break-even
level for efficient hospitals.” ® ° Average inpatient facility prices rose from 110% of Medicare rates in the
late 1990s to 254% of Medicare rates in 2022.'"° On average, inpatient facility prices in Colorado were
307% of Medicare in 2022, while outpatient facility prices were 321% of Medicare."" This growing cost
burden is felt by individuals and families through higher premiums, increased out-of-pocket spending,

stagnant wages, and job losses, especially for low-wage workers.'>* Additionally, the ability of certain
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hospitals to command high prices has contributed to a divide between “haves” and “have-nots”, where the

former can build substantial reserves, while the latter struggle to maintain core operations.'* °

High and rising hospital spending also places significant fiscal pressure on health care purchasers,
including state and municipal health plans. In response to budgetary challenges, Oregon enacted
legislation in 2017 to cap hospital facility prices for care provided to employees of state agencies and
universities, state educators, and their dependents, all of whom are covered under the state employee plan.
The cap, which took effect in October 2019, prohibits the state employee plan’s carriers from paying
in-network hospitals more than 200% of Medicare rates for services provided to its members.'® Services
received at out-of-network hospitals cannot exceed 185% of Medicare rates, and patients cannot be
charged more than their in-network cost-sharing amounts. Twenty-four of Oregon’s large, urban hospitals

are subject to this legislation. Critical access hospitals and other small and rural hospitals are exempt.

Oregon’s Payment Cap Saved the State Employee Plan Over $100 Million

In evaluating the Oregon policy, my colleagues and I found that outpatient facility prices paid by
the state employee plan decreased by 25%, while inpatient facility prices dropped by 3%, resulting in
$107.5 million in savings for the state over the first two years and three months—about 4% of total plan
spending (Figure).'” In related work, my colleagues and I found that enrollees in higher cost-sharing plans
experienced a 9.5% reduction in out-of-pocket spending, with only slight increases in service use.'® The
increase in service use provides initial evidence that state employee members are not experiencing access
challenges.

To date, all 24 hospitals have remained in the state employee plan’s network, and none have had
to close. The lower out-of-network rate cap may have played a role in encouraging hospitals to remain
in-network with the state employee plan. In line with a broader body of research, we found no evidence of
“cost-shifting” to commercial plans during the first two years and three months of the cap—facility prices
for non-state employee commercial enrollees at the 24 hospitals were not statistically different from
prices at Oregon’s non-exposed hospitals from October 2019 through December 2021."* Preliminary
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analysis examining hospital responses to the cap suggests that it had no negative impacts on hospital

finances, operations, or patient experience of care.?!

Figure. Reduction in outpatient facility prices following introduction of the Oregon State
Employee Plan Hospital Payment Cap, 2014-2021
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Oregon’s policy has proven successful in controlling hospital prices and generating savings for
the state and its members, without harming patient access, care quality, or hospitals’ ability to operate—at
least in its early years. These findings suggest that similar policies could offer meaningful savings and
improve health care affordability in other states, without risking significant unintended consequences for
patients or hospitals.

Colorado’s Proposed Bill Has the Potential to Lower Hospital Prices

Without Harming Patients or Hospitals

Colorado’s proposed legislation aims to lower costs for state employees and small businesses
while supporting safety net providers. Similar to Oregon’s approach, the bill would establish in-network
and out-of-network payment caps for care provided to state employees at large, urban hospitals, with a
few minor differences. Specifically, the bill proposes caps at 165% of Medicare for in-network services
and 150% for out-of-network services. The legislation would also extend the payment cap to small-group
health plans and includes a study to evaluate the feasibility of extending the cap to other public
employees, including those from local governments, higher education institutions, and school districts. To
ensure access to primary care services, the bill also establishes a payment floor for primary care services.
Additionally, 80% of the savings from the hospital payment cap will be reinvested to support safety net
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providers: 20% to support behavioral health providers and 60% to support federally-qualified health
centers. The remaining 20% would be available for reducing state employees’ premiums and cost-sharing.

Based on data from the state employee plan, I estimate that the policy would generate $90.6
million in annual savings, with approximately $50 million benefiting the state of Colorado, as nearly half
of state employees are federally or cash funded. In 2023, large, urban Colorado hospitals generated $11.0
billion in commercial revenue from patient care, with aggregate commercial operating margins of
55.0%.? The anticipated revenue reduction from the policy represents 0.8% of these hospitals’ total
commercial revenue and would lead a 0.4 percentage point reduction in their commercial margins to
54.6%. Given that Colorado’s bill targets an even smaller share of hospitals’ commercial revenue on
average (6-7% in Colorado versus 15% in Oregon), these differences are unlikely to significantly alter the
impact of Colorado’s policy on hospitals’ ability to operate, patient access, or care quality. Further, the
reinvestment of savings into supporting safety net providers may help address disparities between
hospitals with varying financial resources.

Conclusion

States are increasingly seeking opportunities to improve health care affordability in the face of
rising hospital prices and spending. My research demonstrates that Oregon’s hospital payment cap for
state employees offers a promising model, successfully reducing hospital prices and spending with
minimal disruption to hospitals and patients. Colorado’s proposed bill presents an opportunity to achieve
similar goals of improving health care affordability, while also providing much-needed support to safety
net providers. If you have any questions about the information included here or about my research
findings, please do not hesitate to contact me.

Sincerely,

(g~

Roslyn C. Murray
Assistant Professor

Brown University
roslyn_murray@brown.edu
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