
The Affordable Care Act (ACA) establishes 

a temporary Transitional Reinsurance Fee 

for the 2014 through 2016 calendar years.  

Recognizing the inevitable impact of adverse 

selection on the Exchanges due to the low cost 

of the individual mandate penalty in the initial 

years, coupled with the elimination of pre-

existing condition limitations, ACA establishes a 

reinsurance pool.  The Transitional Reinsurance 

Fee is designed to raise $25 billion dollars, 

which includes $20 billion for the reinsurance 

pool and $5 billion for the U.S. Treasury.  The 

temporary fee would raise $12 billion in 2014, 

$8 billion in 2015, and $5 billion in 2016.  

All insured and self-insured medical plans will pay 

this fee, calculated against the average number of 

covered lives in the plan over the course of the 

calendar year.  The fee will be paid by the insurer, 

or in the event of a self-insured arrangement, by 

the plan administrator.  Certainly, the fee will be 

passed along to the sponsoring employer through 

increases in the monthly premium for insured 

plans and increases in the monthly administrative 

fees for self-insured plans.  The annual fee per 

covered life is estimated to be $63 for 2014, $42 

for 2015, and $26.25 for 2016.  For an employer 

with 100 covered employees in its medical 

plan and a contract size of 2.14, consistent 

with the national average, the fee for the 2014 

calendar year will be approximately $13,482.

This Transitional Reinsurance Fee is significantly 

greater than the temporary CER (Comparative 

Effectiveness Research) fee ($2 per year in 2013, 

then $1 per year through 2019).  In the course 

of planning for 2014, sponsoring employers need 

to determine how this fee will be absorbed in 

the employer/employee benefit cost structure.  

Many experts have suggested that the impact 

of adverse selection on the exchanges is grossly 

underestimated by the government.  If true, this 

raises the likelihood that the fee will actually 

increase in subsequent calendar years, and that the 

fee will become permanent.   As the reinsurance 

pool will apply primarily to the exchanges’ 

individual insurance market, some experts expect 

self-insured plans will mount a legal challenge 

to the fee’s application in self-insured plans.
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Under the Affordable Care Act (ACA), emphasis 
has been placed on preventive services with the 
idea that it is much cheaper to prevent diseases 
than to cure them.  If one considers prevention of 
disease to include eating healthier, losing weight, 
exercising more, eliminating smoking and living 
a healthier lifestyle, then prevention will be less 
costly than treating diseases.  However, much 
of the emphasis under ACA is actually early 
detection rather than encouraging a healthy 
lifestyle.  This emphasis will create overuse of 
testing, which in itself can create much harm.

The American Board of Internal Medicine 
Foundation, with the cooperation of 
individual medical groups, has spearheaded 
recommendations to curb unnecessary health 
care spending by limiting commonly overused 
tests and treatments. Their suggestions include 
not ordering routine imaging for lower back pain 
within the first six weeks, unless certain warning 
signs are present (to avoid overexposure to 
radiation), and not ordering annual EKGs for low 
risk patients without symptoms. This group has 
published its series of recommendations, known 
as “Choosing Wisely.”

In a previous Lingenfelter Letter, we reported 
about the Rand Corporation’s study that 

indicated more health care did not necessarily 
lead to improved health and wellbeing for most 
individuals. When a physician does more, not 
only is it costly, but this can lead the physician to 
be distracted.  For example, discovering through 
a blood test that a person who is feeling well has 
high cholesterol is really just discovering a risk 
factor and not a disease.  Prescribing a statin 
medication to lower cholesterol might lower the 
probability of a heart attack, but the medication 
itself creates problems such as muscle weakness, 
liver damage and other potential complications. 
Emphasis on healthy lifestyle changes would 
have much more impact for most individuals 
than simply taking medication. Use of a statin 
costs about $150,000 for every life it saves, since 
you have to treat several hundred people to 
prevent one heart attack.

Adverse events due to over testing and simple 
mistakes are not rare.  Advance diagnostic testing 
finds more issues and physicians feel obligated 
to treat conditions even when a patient has no 
serious symptoms.
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ACA LIKELY TO WORSEN OVERUSE OF DIAGNOSTIC TESTS


