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Executive Summary

Health care growth in Vermont slowed in 2002, when compared to the previous two
years. The moderation was attributed to slower growth in Medicaid and hospital
spending. Nonetheless, health care spending continues to outpace the growth of the
economy, and national health care projections predict that this trend will continue

over the next 10 years.
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Highlights from the Resident Analysis:

e Health care spending on Vermont resi-
dents totaled $2.8 billion in 2002, an in-
crease of 10.2 percent over 2001. Na-
tional health care costs increased 9.3
percent in 2002. Both in Vermont and
nationally, overall economic growth con-
tinues to lag growth in health spending.

e Private insurance, which includes both
self-insured and private health insurance
expenditures, was the health care payer
with the greatest annual growth in 2002,
rising 12.3 percent, the fourth year of
consecutive double-digit growth for Ver-
mont residents. This represented 48.0
percent of the total increase in health
care expenditures in Vermont in 2002.

e Medicaid was the health care payer with
the second highest rate of expenditure
growth on Vermont residents in 2002,
increasing 12.0 percent. This was a
moderation of growth from previous
years. Between 1998 and 2002, Medi-
caid experienced the fastest average an-
nual rate of growth of all Vermont pay-
ers, rising 13.9 percent. This compared

to 10.8 percent for all payer sources be-
tween 1998 and 2002.
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Executive Summary (ctd)

Highlights from the Provider Analysis:

e Vermont health care providers re-
ported $2.7 billion in health care ex-
penditures for residents and non-

residents in 2002. Vermont provider
health care expenditures increased 8.2

percent over 2001.

e The provider service category with the

greatest change between 1998 and
2002 in Vermont was government
health activities (primarily includes

expenditures for direct care programs
administered by the Vermont Agency
of Human Services), increasing on av-
erage 17.6 percent annually. A large

part of the increase was community
mental health services principally
funded by Medicaid. Government
health activities represented 9.2 per-

cent of total health care expenditures

in 2002. All provider services in-
creased on average 9.3 percent per
year between 1998 and 2002.

e Hospitals are the single largest pro-

vider category in Vermont, represent-

ing almost 41 percent of the health

care system. Although the increase in
hospital expenditures slowed in 2002
compared to the previous three years,

hospitals continue to represent the

largest relative contribution to growth
for Vermont providers with 36.6 per-

cent in 2002.

Highlights from the 2003-2007 Forecast:

Total health care costs are expected to
reach over $3.0 billion in Vermont for
both the resident and provider analy-
ses in 2004. By 2007, health care
costs are projected to be close to $4.0
billion.

Between 2002 and 2007, health care
costs are expected to grow at an an-
nual average of 7.6 percent in the resi-
dent analysis and 7.5 percent in the
provider analysis. This indicates a
moderation in growth from the previ-
ous three years which show growth of
10.8 percent for the resident analysis
and 9.3 percent for the provider analy-
sis between 1999 and 2002.

The provider service category with the
greatest projected rate of growth be-
tween 2002 and 2007 is drugs and sup-
plies, forecasted to increase on aver-
age 12.3 percent annually in Vermont.
Drugs and supplies are expected to
represent 22.9 percent of the total pro-
jected increase in health care expendi-
tures between 2002 and 2007. By
comparison, hospital growth is ex-
pected to account for 35.6 percent of
the total projected increase between
2002 and 2007.
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Introduction & What’s New in the 2002
Report?

Every year, the Vermont Department of Bank-
ing, Insurance, Securities and Health Care Ad-
ministration (BISHCA) publishes the Vermont
Health Care Expenditure Analysis. As speci-
fied in 18 V.S.A. §9406, the objective of this
report is to provide basic information about
where financing for Vermont’s health care sys-
tem comes from and what it purchases.

To make the data more timely, BISHCA is re-
leasing initial estimates of Vermont health care
expenditures for 2002 and the 2003 - 2007
forecast in this publication. Inclusion of an
“initial release” forecast is new to this re-
port. Selected 2002 expenditures may be re-
vised if more current information becomes
available and will be published in the final
2002 Vermont Health Care Expenditure Analy-
sis. The final report will include comparative
national analysis and will be released in the
summer of 2004. The final 2003 - 2007 fore-
cast will be published in fall of 2004. Please
visit BISHCA’s web site at www.bishca.state.
vt.us to obtain the latest copies of reports.

Key Concepts

The Vermont Health Care Expenditure Analy-
sis summarizes data in two forms: the resident
analysis, which includes expenditures on be-
half of Vermont residents, regardless of where
the health care was rendered, and the provider
analysis, which includes all revenue received
by Vermont health care providers, regardless
of where the patient lives. Because some Ver-
monters obtain health care in other states and
some non-Vermonters come to Vermont for
health care, both of these analytical constructs
are necessary to fully understand Vermonters’
health care and the State’s health care system.

COMPONENTS OF
VERMONT EXPENDITURE ANALYSIS

Resident
Non-resident Resident use of out-
use of VT of-state
use of VT ) :
providers providers

providers

©) VT providers
D VT residents

Variations between the resident and pro-
vider analyses reflect differences in report-
ing definitions, reporting periods, and popu-
lation composition.

In order to differentiate between the two views,
a symbol representing each view has been
added to the bottom left hand corner of each
page. The symbol m represents the resident
analysis, and the © indicates the provider
analysis. The 2003 - 2007 forecast is repre-
sented by the A symbol.
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The resident analysis
is based on reporting
from the health care
payers. It measures
what is paid on be-
half of Vermont residents, regardless of where
they receive health care services.

Resident

Analysis

Major Findings from the Resident
Analysis:

e Health care spending on Vermont residents
totaled nearly $2.8 billion in 2002, up 10.2
percent over 2001 levels (Figures 1 & 2).

e Private insurance spending grew 12.3 per-
cent in 2002, representing 48.0 percent of
the increase in total resident expenditures
(Figures 5 & 6).

e Between 1998 and 2002, Medicaid experi-
enced the fastest annual rate of growth,
increasing on average 13.9 percent every
year. However, the rate of growth in Medi-
caid in 2002 (12.0 percent) was lower
when compared to previous years in part
due to program changes in benefits, cover-
age, and cost sharing mechanisms (Figures
4 &5).

Figure 1:
VERMONT

HEALTH CARE EXPENDITURES
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VT: Resident View

How much does health care cost for
Vermont residents?

Health care spending on Vermont residents to-
taled nearly $2.8 billion in 2002 (Figure 1) and
represents approximately one-eighth of the en-
tire State economy. Health care spending in-
creased 10.2 percent in 2002 (Figure 2). Al-
though the rate of growth was still in the dou-
ble-digits in 2002, the 10.2 percent was a mod-
eration when compared to the previous two
years. The Centers for Medicare and Medicaid
Services (CMS) reported that U.S. health care
spending reached $1.6 trillion in 2002, grow-
ing 9.3 percent in 2002. This was the largest
change in national health care expenditures re-
corded since 1991. Although the rates of
health care growth for Vermont residents have
exceeded the national growth rates in each of
the last four years, health care costs on a per
capita basis were still lower in Vermont
($4,536) when compared to the U.S. ($5,440)
in 2002.

Figure 2:
VERMONT

HEALTH CARE EXPENDITURES

ANNUAL PERCENT INCREASE
12% 11.1% 10°5% 10.2%
10%
8% -
6% A
40/0 N
2% A
00/0 n

8.1%

3.7%

1998 1999* 2000 2001 2002

VT: Resident View

*Note: The 2000 Census revealed that there had been an
underestimation of growth of the Vermont population
since the 1990 Census. This means that expenditures for
private health insurance had been understated in previ-
ous Expenditure Analysis reports. Private insurance
expenditures prior to 1999 have not been updated.

- Resident Analysis
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Who is paying the health care bill of
Vermont residents?

Government (Medicare, Medicaid and Other
Government) was the largest payer of health
care services for Vermont residents in 2002,
accounting for 46.2 percent of total expendi-
tures (Figure 3). Vermont’s Medicaid pro-
gram, the largest component of government
health programs, is more comprehensive in
terms of its eligibility and benefits when com-
pared to other state Medicaid programs.'

Figure 3:
VERMONT HEALTH CARE
EXPENDITURES
BY PAYER SOURCE, 2002

OTHER
GOVT
3.3%

OUT-OF-
POCKET
13.5%

MEDICARE
17.5%

VT: Resident View

*Note: In comparison to other payers, a large portion of
Medicaid expenditures (about 50 percent) covers long
term care services, including nursing home care, home
health services, and community mental health services.

Private payers (which include self-insured and
private commercial plans) financed 40.4 per-
cent of total health care expenditures in 2002,
while out-of-pocket expenditures accounted for
13.5 percent of health care spending on Ver-
mont residents. Out-of-pocket includes de-
ductibles, copayments, payments for services
not covered by insurance, and payments made
by uninsured persons. Health insurance pre-
mium expenditures are captured in the cate-
gory of private insurance.

What are the health care payer trends?

Health care spending for Vermont residents in-
creased on average 10.8 percent annually be-
tween 1998 and 2002 (Figure 4). The average
annual rate of increase for the U.S. during the
same time period was 7.8 percent.

The Vermont Medicaid program reported the
largest annual average rate of growth between
1998 and 2002 (Figure 4), in part due to ex-
panded coverage to children and increased eli-
gibility for prescription drugs.” Enrollment in
comprehensive major medical Medicaid pro-
grams increased approximately 17 percent be-
tween 1998 and 2002. Benefit design and re-
imbursement changes also contributed to the
increase in Medicaid expenditures. Vermont
ranked 10™ among all 50 states in state Medi-
caid spending per resident in 2000.’

Figure 4:
VERMONT
AVG ANNUAL GROWTH, 1998-2002
BY PAYER SOURCE

TOTAL
MEDICARE
MEDICAID
OUT-OF-POCKET
PRIVATE INS.
OTHER GOVT

3.9%

0% 5%
VT: Resident View

10% 15%

In comparison to previous years, a moderation
in Vermont Medicaid growth (12.0 percent)
was reported in 2002 (Figure 5). This was in
part due to the implementation of a Preferred
Drug List for pharmaceuticals, the elimination
of some previously covered benefits (such as
eyeglasses and lenses for adults) and greater
use of cost sharing mechanisms for Medicaid

- Resident Analysis
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recipients.* Nationally, Medicaid expenditures
rose 11.7 percent in 2002.

Double-digit growth in private health insurance
expenditures continued for the fourth year in a
row for Vermont residents (up 12.3 percent in
2002). National health care researchers sug-

Figure 5:
VERMONT
ANNUAL GROWTH, 2001-2002
BY PAYER SOURCE

TOTAL

10.2%
MEDICARE 819%
MEDICAID 12.0%
OUT-OF-POCKET 5.3%
PRIVATE INS. 12.3%

-0.7%

-5% 0% 5%
VT: Resident View

OTHER GOVT

10% 15%

gest that this trend is characteristic of a con-
tinuing “hard” phase of the health insurance
underwriting cycle, where premiums charged
by insurers exceed underlying costs in order to
solidify profitability and perhaps even make up
for previous financial losses.’

Medicare spending increased 8.9 percent in
Vermont in 2002, slowing from its 10.9 per-
cent increase in 2001. Nationally, Medicare
grew 8.4 percent in 2002.

Other government experienced a decline of 0.7
percent in 2002, largely due to a change in re-
porting.

What payers account for most of the
relative growth in health care spending
on Vermont residents?

Private health insurance expenditures ac-
counted for 48.0 percent of the health care
growth in 2002 (Figure 6). For this payer cate-
gory, hospitals and pharmaceuticals were the
primary drivers, increasing 14.6 percent and
24.0 percent respectively. In 2001, the relative
growth of private insurance was 40.4 percent.

The relative increase in government financing
of health care slowed in 2002. Of the $258
million increase in health care expenditures for
Vermont residents in 2002, government expen-
ditures accounted for $115 million (44.6 per-
cent) of the increase. The relative share of
growth from government payers was 49.9 per-
cent in 2001.

Figure 6:
2001-2002 RELATIVE CONTRIBUTION
TO GROWTH BY PAYER SOURCE

OUT-OF-
POCKET
7.4%
MEDICARE
15.4%
GOVT*
(44.6 %)
PRIVATE
MEDICAID INS.
29.4% 48.0%

* Gov't includes a negative 0.2%relative
contribution for Other Gov't.

VT: Resident View

- Resident Analysis
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What health care services are Vermont
residents purchasing?

The largest provider of health care services for
Vermont residents in 2002 was hospitals with
$906 million in expenditures (32.4 percent of
the total), followed by physician services with
$448 million (16.0 percent) (Figure 7). The
third largest category was drugs and supplies
with $352 million. Drugs and supplies have
been accounting for a larger proportion of
overall health care spending. In Vermont,
drugs and supplies represented 10.1 percent of
total expenditures in 1998; by 2002, this cate-
gory accounted for 12.6 percent. Non-
prescription medications are not included in
the Vermont expenditure model.

Figure 7:
VERMONT
BY PROVIDER SERVICE CATEGORY,
2002

OTHER*  DENTAL ppygss
10.7% 50%  sUPPLIES
12.6%

PHYSICIAN GOVT
SE1R6V(;?ES HEALTH
0% ACTIVITIES
9.0%
OTHER PROF eIV
U HEALTH
3.8%
HOSPITALS

*Other includes administrative costs and 32.4%

services rendered by vision, DME, and other R .
miscellaneous providers. VT: Resident View

What service categories are growing
the fastest for Vermont residents?

All major health care sectors experienced
growth in 2002, with most of the increases
relatively close to the total resident growth rate
of 10.2 percent (Figure 8). Drugs and supplies
experienced the highest annual rate of increase
in 2002, rising 15.0 percent. The relative con-
tribution of drugs and supplies to the growth in
expenditures by Vermont residents was 18 per-
cent in 2002 and 11 percent in 2001.

Figure 8:
VERMONT
ANNUAL GROWTH, 2001-2002
BY PROVIDER SERVICE CATEGORY

TOTAL

OTHER*

GOVT HEALTHACTIMITIES
NURSING HOME

DRUGS & SUPPLIES
HOMEHEALTH
PHYSICIAN SERVICES

HOSPITALS

*Other includes administrative costs and services
rendered by vision, DME, and other misc. providers.

VT: Resident View

0% 5% 10% 15% 20% 25%

- Resident Analysis
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Government vs. Private Share of
Funding

Total health care expenditures for Vermont
residents was financed 54 percent by private
payers (private insurance and out-of-pocket)
and 46 percent by government payers in 2002
(Figure 9). The percent of care financed by the
government or private payers varies considera-
bly at the provider service level. For example,
in 2002, home health and nursing home ser-
vices received about 70 percent of their fund-
ing from government sources. In contrast, the
government financed about 30 percent each for
physician services and drugs. Hospitals were
funded almost equally from public and private
sources. These public-private distributions
have been relatively consistent over time.

Figure 9:
VERMONT HEALTH CARE
EXPENDITURES BY TYPE OF
FUNDING, 2002

| O GOVT SHARE mPRIVATE SHARE

TOTAL

HOME HEALTH

NURSING HOME

OTHER*

HOSPITALS

PHY SICIAN SERVICES

DRUGS & SUPPLIES

DENTAL

0% 20% 40% 60% 80% 100%

*Other includes services rendered by other professionals, DM E suppliers,
vision providers, other miscellaneous providers, administrative costs, and

What types of health coverage do Ver-
mont residents have?

Approximately 58.4 percent of Vermont resi-
dents were covered by private comprehensive
major medical coverage through groups or on
their own in the individual market (Figure 10).
16.7 percent were enrolled in Medicaid, and
14.8 were enrolled in Medicare. Out of a total
population of 616,592, about 62,900 individu-
als, or 10.2 percent of Vermonters, were with-
out health insurance in 2002. According to the
U.S. Census Bureau, the national uninsured
rate was 15.2 percent in 2002.° Vermont con-
tinues to have a lower rate of uninsured com-
pared to the nation. A larger proportion of
Vermont’s population has financial access to
medical care through public and private health
insurance coverage than the nation as a whole.

Figure 10:
SOURCE OF HEALTH INSURANCE
ALL VERMONT RESIDENTS, 2002

UNINSURED
10.2%

MEDICARE*
14.8%

PRVATE

0,
MEDICAID 58.4%

16.7%

*About 15,000 Vermonters are dually enrolled in M edicare and
M edicaid. These lives are counted under M edicare and not M edicaid.

government activities. B i
VT:Resident View|

- Resident Analysis
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The provider analysis in-
cludes reporting by enti-
ties providing care and
services in Vermont.
This includes expendi-
tures pertaining to Ver-
mont residents and out-of-
state residents served

Provider
Analysis

by Vermont providers.

Major Findings from the
Provider Analysis:

e Vermont providers reported $2.7 billion
in health care expenditures for residents
and non-residents, an increase of 8.2
percent in 2002 (Figures 11 & 12).

e Hospitals were the largest provider ser-
vice category in Vermont, accounting for
40.7 percent of total expenditures in
2002 (Figure 13).

e The provider service category with the
greatest change between 1998 and 2002
was government health activities, which
increased on average 17.6 percent annu-
ally (Figure 14).

Figure 11:
VERMONT

HEALTH CARE EXPENDITURES
($ in millions)
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How much does health care cost in
Vermont?

According to expenditure data reported by
Vermont health care providers, health care
spending on residents and non-residents totaled
$2.7 billion in 2002 (Figure 11), which repre-
sented an increase of 8.2 percent in 2002
(Figure 12). This was a moderation in health
care spending growth when compared to dou-
ble-digit increases of the previous two years.
Nationally, CMS reported a 9.3 percent rise in
total health care expenditures in 2002.

Figure 12:
VERMONT
HEALTH CARE EXPENDITURES
ANNUAL PERCENT INCREASE
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O Provider Analysis
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What is the distribution of the health
care dollar by provider service category
in Vermont?

Hospitals, which include acute care, Veterans
Administration, state psychiatric and private
psychiatric hospitals, were the largest provider
service category ($1.1 billion) in 2002 in Ver-
mont, accounting for 40.7 percent of total
health care expenditures (Figure 13). This
compared to 40.2 percent in 1998. (Hospital
expenditures in the provider view also include
expenditures for hospital-owned physician
practices. Hospital-owned physician practices
are categorized as physician expenditures in
the resident view, as payers cannot specifically
identify expenditures associated with hospital-
owned physician practices.). The next largest
provider service category was physician ser-
vices ($405.0 million), followed by drugs and
supplies ($347.3 million). This distribution
has been relatively consistent over time.

Figure 13:
VERMONT

HEALTH CARE EXPENDITURES
BY PROV. SERVICE CATEGORY, 2002

OTHER* DENTAL

DRUGS &
2.4% 5.6%
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*Other includes services rendered by vision, DME,
and other miscellaneous providers.

VT: Provider View

Which provider service categories are
increasing the fastest in Vermont?

Total expenditures of Vermont health care pro-
viders increased on average 9.3 percent every
year between 1998 and 2002 (Figure 14). The
category with the greatest rate of growth be-
tween 1998 and 2002 was government health
activities (which primarily includes expen-
ditures for direct care programs adminis-
tered by the Vermont Agency of Human
Services (AHS)). Government health activi-
ties rose on average 17.6 percent annually be-
tween 1998 and 2002. Expenditures in this
category have increased due to an expansion of
programs funded by AHS, such as school-
based programs and community mental health
initiatives.

Figure 14:
VERMONT

AVG ANNUAL GROWTH, 1998-2002
BY PROVIDER SERVICE CATEGORY

TOTAL
OTHER*
GOVT HEALTH ACTIVITIES 17.6%
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DRUGS & SUPPLIES 15.2%
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HOSPITALS
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* Other includes services rendered by
dental, other professionals, vision,
DME, and other misc. providers

VT: Provider View

Drugs and supplies in Vermont have also
shown higher than average growth. Between
1998 and 2002, drugs had an annual growth
rate of 15.2 percent (Figure 14). The pace of
drug spending in Vermont has eased in the last
year to 9.6 percent in 2002, down from 10.8
percent in 2001 and 25.1 percent in 2000. The
moderation in prescription spending growth
may be attributed to a decline in bringing new

O Provider Analysis
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drug products to market and increased patient
cost-sharing.” CMS reported that prescription
drug expenditures in the U.S. increased 15.3
percent in 2002.

The relatively modest increase in physician
services (Figure 14) between 1998 and 2002
reflected a change in reporting as more hospi-
tals purchased physician practices.

Figure 15:
VERMONT
ANNUAL GROWTH, 2001-2002
BY PROVIDER CATEGORY

TOTAL
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T T
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* Other includes services rendered by
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DME, and other misc. providers

VT: Provider View

What services account for most of the
relative growth in health care spending
in Vermont?

Of the $206 million increase in health care ex-
penditures in Vermont, hospitals accounted for
$75 million of the increase — 36.6 percent
(Figure 16). This compared to 32 percent at
the national level. Vermont hospitals experi-
enced a decrease in inpatient utilization and an
increase in outpatient utilization in 2002.
Utilization and the cost of new technologies
continues to drive increases in hospital expen-
ditures.

Physician services accounted for 19.3 percent
of the total increase in health care expenditures
($39.8 million) in Vermont compared to 18.4
percent nationally.

Figure 16:
2001-2002 RELATIVE CONTRIBUTION
TO GROWTH BY PROVIDER SERVICE

CATEGORY
NRSNG GOVT
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vision providers, and other providers.

VT: Provider View
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What is the distribution of major pay-
ers according to Vermont providers?

Vermont providers reported that Medicare,
Medicaid, and other government programs
paid for 48.1 percent of health care services
(Figure 17). Private payers accounted for 38.2
percent, while consumers paid 13.7 percent in
out-of-pocket costs in 2002. The distribution
by payer source was similar between the resi-
dent and provider analyses.

Figure 17:
VERMONT HEALTH CARE
EXPENDITURES
BY PAYER SOURCE, 2002

OTHER

GOVT OUT-OF-
4.4% POCKET

13.7%

MEDICARE
19.0%
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VT: Provider View

How fast are the payer categories

growing according to Vermont provid-

ers?

The rate of health care spending growth by the
private payers exceeded the government payers

in 2002 (Figure 18), largely due to growth in
private insurance which represented almost

half of the relative increase. Private insurance

was the only payer category that grew at a

higher rate in 2002 (10.7 percent) than in 2001
(8.6 percent). The growth in Medicare expen-
ditures slowed from 18.7 percent in 2001 to 5.8
percent in 2002, primarily due to reduced hos-

pital expenditures.

Figure 18:
VERMONT
ANNUAL GROWTH
BY PAYER SOURCE
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This section of the report high- How much will health care cost in Ver-
lights some of the major find- mont?
2003-2007 1ng2s ofgg fg(;l(;g If)(r)iégg;?i? Total health care expenditures are expected to

reach over $3.0 billion in Vermont by 2004
and approach $4.0 billion by 2007 (Figure 19).
The recently passed Medicare drug benefit leg-
islation is not included in these projections and
the forecast assumes no significant program
policy changes in Medicare or Medicaid.

FORECAST Vermont health care ex-

penditures. This is a new
section in this report.

Major Findings from 2003-

2007 Forecast: Figure 19:
VERMONT HEALTH CARE
e Total health care costs are expected to EXPENDITURES, 1998 - 2007
reach over $3.0 billion for both the resi- (§ in millions)
dent and provider analyses in 2004. $4.,500
(Figure 19). $4,000 i
e Between 2002 and 2007, health care $3,500 . ]
expenditures are projected to grow on $3,000 i
average 7.6 percent in the resident $2,500 = |
analysis and 7.5 percent in the provider $2,000 - _,.,/'—‘
analysis (Figure 21). $1.500
) . . <& Actual | Forecast—»
e The provider service category with the $1,000
greatest projected rate of growth be- $500
tween 2002 and 2007 is drugs and sup- $0 . . . . . . . .
plies, forecasted to increase on average '98 '99 '00 '01 '02 '03 '04 '05 '06 '07
12.3 percent per year (Figure 22). —— Provider Analysis Resident Analysis

KEY ASSUMPTIONS ABOUT THE VERMONT FORECAST MODEL

e The Forecast uses as its base the levels reported in the 2002 Vermont Health Care Expenditure Analysis:
Initial Release.

e The Forecast is based upon provider service projections reported by the U.S. Centers for Medicare and
Medicaid Services (CMS) National Health Expenditure (NHE) model. However, hospital projections for
2003 and 2004 are based upon data submitted to BISHCA during the hospital budget review process.

e The Forecast allocates the source of payment funds (e.g., Medicaid, Medicare) based upon the 2002 Ver-
mont Health Care Expenditure Analysis: Initial Release distributions.

e  The Forecast assumes no significant enrollment changes across payers.

The Forecast assumes no significant program policy changes in Medicare or Medicaid.
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How fast are health care expenditures
expected to increase in Vermont?

After double-digit increases in health care
spending in 2000 and 2001 in Vermont, and
with a 10.2 percent and 8.2 percent increase in
2002 for the resident and provider analyses re-
spectively, spending is expected to slow in
2003 to 8.2 percent in the resident analysis and
7.5 percent in the provider analysis. Subse-
quent years are anticipated to level off to in-
creases of between 7 and 8 percent for both
analyses (Figures 20, 21).

Figure 20:
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Figure 21:
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CMS attributes the moderation in health care
growth to slower spending for both public and
private sectors.®

Despite the projected slowing of the rate of
growth, health care growth is predicted to con-
tinue to outpace the rate of overall economic
growth. According to CMS, health care’s
share of the gross domestic product will in-
crease from 14.9 percent in 2002 to 16.4 per-
cent in 2007.
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Which provider service categories are
expected to increase the fastest in Ver-
mont?

Between 2002 and 2007, spending on drugs
and supplies is expected to continue to grow in
the double-digits (12.3 percent) each year
(Figure 22). By 2007, this category is antici-
pated to account for 15.8 percent of the total
health care dollar in Vermont (provider analy-
sis) compared to 12.7 percent in 2002. Drugs
and supplies are expected to account for 22.9
percent of the relative increase in total health
care expenditures between 2002 and 2007
(Figure 23).

Figure 22:
FORECASTED AVG ANNUAL INCREASE
BY PROVIDER SERVICE CATEGORY,

2002 - 2007
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Hospital spending growth will remain the most
important driver of total health care expendi-
ture growth since hospital expenditures ac-
count for about 41 percent of the total health
care dollar. Hospital spending is expected to
increase 6.7 percent annually between 2002
and 2007 in both the resident and provider

analyses, and is expected to account for 35.6
percent of the relative increase in total health
care expenditures between 2002 and 2007.

Other categories forecasted with growth
greater than the average for all categories in-
clude government health activities, rising on
average 9.0 percent per year between 2002 and
2007, and other/unclassified which is projected
to rise 11.4 percent annually between 2002 and
2007 (Figure 22).

Figure 23:
2002-2007 RELATIVE CONTRIBUTION
TO GROWTH BY PROVIDER SERVICE
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VT: Provider View

Growth in payer source categories are not re-
ported here, since the Vermont forecast is built
upon growth reported in the provider service
categories by CMS. Payer categories are fore-
casted based on no changes in enrollment.
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Conclusion

Health care spending continued to rise in 2002.
In the U.S., the rate of health care growth rose
to a decade high of 9.3 percent in 2002. In
Vermont, the resident and provider views re-
ported increases of 10.2 percent and 8.2 per-
cent respectively, following double-digit rates
of growth in 2000 and 2001. The forecast sug-
gests a moderation in overall health care
spending in Vermont, averaging between 7 and
8 percent annually between 2003 and 2007.

Resident Analysis: According to data from
Vermont payers, private insurance spending
was the major contributor to growth, account-
ing for 48.0 percent of the total increase. This
category grew at an average annual rate of 12.4
percent between 1998 and 2002. Medicaid
was another driver of health care spending, ac-
counting for 29.4 percent of the total increase.
Medicaid, which has increased its program en-
rollment and level of benefits, experienced ex-
penditure increases on average of 13.9 percent
annually between 1998 and 2002. Medicare
expenditures grew at a slower rate than in
2001, increasing 8.9 percent in 2002.

Provider Analysis: According to data from
Vermont providers, the main contributors to
health care growth in 2002 included hospital
and physician services, prescription drugs, and
government health activities. The increase in
hospital expenditures, which represent over 40
percent of the Vermont health care dollar,
slowed in 2002 with a 7.3 percent increase,
lower than in the previous three years. Drugs
and supplies increased 9.6 percent in 2002, and
averaged a 15.2 percent annual growth be-
tween 1998 and 2002. Government health ac-
tivities spending grew the fastest between 1998
and 2002 with a 17.6 percent average annual
increase.

Forecast: Total health care expenditures in
Vermont are expected to reach over $3.0 bil-
lion in 2004, in large part due to increases in
hospital services and drugs and supplies. Av-
erage annual growth is projected to moderate.
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DEFINITIONS AND DATA SOURCES:
RESIDENT (PAYER) MATRIX

Expenditure
Categories

Definition

Data Source for Payer Matrix

Allocation to Provider Services

Out-of-Pocket

Includes expenditures made directly by consumers to
purchase health care services and supplies: includes
deductibles and coinsurance. Excludes payments for
insurance premiums that are included in the private
insurance expenditure category.

2002 was calculated using regression
analysis.

IAllocation based on 2002 NHE distri-
bution.

Insurance  [Includes expenditures made by BCBSVT, MVP, BCBSVT, CIGNA, and MVP reported |Allocated as reported by BCBSVT,
. CIGNA and other private commercial payers that sell 2002 data by provider service category. [CIGNA, and MVP.
Private benefit plans regulated by BISHCA. Includes compre-
1It plans regu’atect by i T ITotal other private commercial insur-  [Allocation based on BCBSVT, CIGNA,
hensive major medical insurance, Medicare supplement . Lo
. . . . Jance expenditures were calculated from fand MVP distribution.
insurance, long term care, other medical, specific dis-
- . the 2002 Annual Statement Supplement
ease, student policies, and dental insurance. Excludes .
accident only and disability insurance. filed with BISHCA. .
. . . IAllocation based on BCBSVT, CIGNA,
The estimate of self-insured lives was a Lo
. . and MVP distribution.
. . residual based on subtracting figures for
Includes expenditures by companies that assume finan-|,. . .
Self-Insured [. ;. . . . lives enrolled in fully insured plans,
cial risk and directly pay for health services for their . . .
Medicare, Medicaid, and the uninsured
employees. These plans are exempt from state regula- . .
. from the total population. Total lives
tion under ERISA. - .
iwere multiplied by an annual single and
family premium rates reported for the
INortheast in the Kaiser Family Founda-
tion’s 2002 Employer Health Benefits
ISurvey.
Medicare  |Includes expenditures made by the federal government 2001 claims data for all Medicare bene- [Allocation from 2001 claims data.
on behalf of beneficiaries of the Medicare program, thelficiaries who are VT residents, regard-
disabled, and the elderly. less of location of covered services.
[nflated to 2002 based on regression
analysis.
Medicaid  |Includes health expenditures for beneficiaries of VI's [2002 CMS-64 report prepared by AHS. [Allocation based on input from AHS.
imedical assistance program, a federal-state health in- [Expenditure data also added for SCHIP
surance program for certain low-income and medically jand VSCRIPT programs.
needy people and aged, blind, and disabled residents.
The program provides medical and prescription drug
coverage.
Other Federal [Includes federal expenditures to operate the V.A. Hos- 2002 data from V.A. Hospital, AHS, [Allocation based on input from AHS,

pital and grants administered by AHS for health care
services not covered through the Medicare or Medicaid
[program.

and U.S. Department of Health and
Human Services.

IV.A. Hospital, and U.S. Department of
[Health and Human Services.

State & Local

Includes health activities and payments made by the
state government for health care services that are not
covered through the Medicare or Medicaid program.

2002 data from AHS and VT State
Hospital.

|Allocation based on input from AHS
and V.A. Hospital.

NOTE: The data matrices (p. 17-20) have been color coded according to data quality. White areas are relatively well documented and refer to Ver-
mont specific sources. Yellow areas have Vermont based information from which reasonable estimates can be calculated. Green areas are based on
estimates where there is no reliable Vermont specific information. Generally, national sources are used to make estimates in these areas.

Acronyms:

Employment Retirement Income Security Act of 1974

AHS Agency of Human Services DME Durable medical equipment
AMA American Medical Association ERISA
BCBSVT Blue Cross Blue Shield of Vermont FFY Federal Fiscal Year
BISHCA Department of Banking, Insurance, ICF Intermediate Care Facility
Securities and Health Care Administration NHE National Health Expenditures
CIGNA  Connecticut General Life Ins Co of America www.hcfa.gov/stats/NHE-Oact/
CMS Centers for Medicare and Medicaid Services ~ SNF Skilled Nursing Facility
(formerly HCFA) U.S. Census United States Bureau of Census
CPI Consumer Price Index, United States Bureau WWW.Census.gov
of Labor Statistics www.bls.gov/cpi/home.htm V.A. Veterans’ Administration
DHCA  Division of Health Care Administration VPQHC Vermont Program for Quality in Health Care
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DEFINITIONS AND DATA SOURCES:
PROVIDER MATRIX

Expenditure
. Definition Data Source for Provider Matrix Allocation to Payers of Services
Categories
Hospitals Includes net revenues from all inpatient and 2002 data from all VT non-profit commu- |Government expenditures allocated as

outpatient acute care services and paid physi-
cians' salaries and expenses at community
hospitals, Brattleboro Retreat, VT State Hospi-
tal, and V.A. Hospital.

nity hospitals, VT State Hospital, V.A.
Hospital, and Brattleboro Retreat.

reported by hospitals. Private expen-
ditures allocated based on resident
Imatrix.

Physician Services

Includes revenue for all physicians, including
osteopathic physicians, rural health clinics,
federally qualified health centers, nurse practi-
tioners, and physician assistants. Salaries and
expenses for hospital-owned physician prac-
tices are excluded (see Hospital).

1997 U.S. Economic Census. Inflated to
2001 based on increases in NHE. Inflated
lto 2002 based on NHE projections.

|Allocation based on resident matrix.
Represents total net practice revenue,
not physician net income.

Dental Services

Includes revenue for dental and oral surgery
services.

1997 U.S. Economic Census. Inflated to
2001 based on increases in NHE. Inflated
to 2002 based on NHE projections.

|Allocation based on resident matrix.

Other Professional [Includes all revenue for services provided by (Chiropractic, physical therapy, and podia- |Allocation based on resident matrix.
Services licensed health care professionals who are not |trist services data from 1997 U.S. Census
Iphysicians or dentists and who directly bill for [inflated to 2001 based on increases in
their services. Includes: chiropractic services, [NHE. Inflated to 2002 based on NHE
[physical therapy services, podiatrist services, [projections.
Ipsychological services, and all other expendi-
tures for services provided by health profes-  (Other services from NHE total (less op-
sionals that are not specifically identified. tometrist and other prof. services listed
labove) allocated between psychological
services and all other expenditures.
Home Health Care [Includes revenue from all services provided by[2002 data submitted by VT Assembly of [Government expenditures allocated as

home health agencies.

Home Health Agencies (non-profit agen-
cies), Assoc. in Physical and Occupational
Therapy and Professional Nurses Service.

reported by VT Assembly of Home
[Health Agencies and Assoc. in Physi-
cal and Occupational Therapy. Private
lexpenditures distributed based on resi-
dent matrix.

Drugs and Supplies

Includes all revenue for prescription drugs and
non-durable supplies that are purchased by
prescription. Non-prescription drugs are not
included.

2002 Scott Levin’s Source Prescription
Audit (posted by Henry J. Kaiser Family
Foundation, State Health Facts Online at
http://statehealthfacts kff.org/).

|Allocation based on resident matrix.

Vision Products &
DME

Includes all revenue for products that aid sight
and for all services provided by optometrists
and opticians. Also includes expenditures for
durable medical equipment.

Data from 1997 U.S. Census inflated to
2001 based on increases in NHE. Inflated
lto 2002 based on NHE projections.

|Allocation based on resident matrix.

Nursing Home Care

Includes all revenues received by nursing
homes, including intermediate care facilities
(ICFs) and skilled nursing facilities (SNFs).

[Expenditure data reported to AHS Divi-
sion of Rate Setting for 2002. Estimates
ladded for Mertens House and Arbors
[Nursing Home (non-Medicaid homes).

(Government expenditures allocated as
reported by nursing homes to AHS.
Private expenditures distributed based
on resident matrix.

Other/Unclassified
Health Services

Includes all services not specified elsewhere
(e.g., those provided to prisoners or students).

[University of Vermont, Vermont Depart-
ment of Corrections, others.

|Allocation based on resident matrix.

Government Health
Activities

Includes all expenditures for health activities
through AHS, public mental health funding,
and case management services. Federal grants
land DHCA expenditures are also included.

JAHS and DHCA.

|Allocated as reported by AHS. AHS
does not include employee or operat-
ing costs, only grant programs.
[DHCA includes employee and operat-
ing costs and contract with VPQHC.
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Department of Banking, Insurance, Securities and Health Care Administration
89 Main Street, Drawer 20

Montpelier, VT 05620-3601

Telephone (802) 828-2900

Fax (802) 828-2949
www.bishca.state.vt.us




