
 
 
 

 

The Health Care Premium Dollar 

 
 
California Association of Health Plans: 1415 L Street, Suite 850    Sacramento, CA    95814    (916) 552-2910    www.calhealthplans.org 
The California Association of Health Plans (CAHP) is a statewide trade association representing 40 full-service health care plans. Through legislative advocacy, education, and 
collaboration with other member organizations, CAHP works to sustain a strong environment in which our member plans can provide access to products that offer choice and flexibility 
to the more than 21 million Californians they serve. 
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MMEEDDIICCAALL  CCOOSSTTSS  CCOONNSSUUMMEE  $$..8877  OOFF  TTHHEE  PPRREEMMIIUUMM  DDOOLLLLAARR  

The latest analysis by PricewaterhouseCoopers in “The Administrative Costs of Public and Private Health 
Insurance,” reveals that out of every $1 paid in health insurance premiums, 87 cents pays medical costs and 
just 13 cents goes to administrative costs.  While overall health 
spending has grown by 7 percent annually, administrative costs 
have grown by only 2 percent a year.  Because they comprise the 
largest portion of the premium dollar, escalating medical costs 
–  such as physician and hospital services and 
pharmaceuticals – account for 90 percent of the growth in 
health insurance premiums while administrative costs 
account for just 10 percent of premium growth.  We must 
attack the medical costs driving up the price of health care so 
those currently insured can continue to afford their coverage and 
so the uninsured can obtain coverage. 
 

 
Please contact Brianna Lierman Hintze at blhintze@calhealthplans.org or 916.552.2915 with any questions regarding this fact sheet 

 

TThhee  BBrreeaakkddoowwnn  ooff  AAddmmiinniissttrraattiivvee  EExxppeennsseess  

Administrative expenses pay for a number of value-added services for consumers, purchasers and 
providers, as detailed below:  
  

CCoonnssuummeerr  SSeerrvviicceess,,  PPrroovviiddeerr  SSuuppppoorrtt,,  MMaarrkkeettiinngg  
$$..0044  Communications with consumers on existing benefits, disease management programs, care 

coordination, health promotion, wellness and prevention programs and related investment 
to health information technology comprise the largest portion of administrative expenses.   

CCllaaiimmss  PPrroocceessssiinngg  
$$..0033  The second largest administrative expense is for claims processing: collecting, reviewing, 

paying and recording every claim from plan enrollees.  
RRiisskk  aanndd  PPrrooffiittss  

$$..0033  Profits meet risk-based needs, attract continued reinvestment and, in the case of nonprofit 
plans, pay interest on borrowed funds.  

GGoovveerrnnmmeenntt  PPaayymmeennttss  aanndd  CCoommpplliiaannccee    
$$..0022  Administrative expenses also go toward taxes on premiums, complying with filing and 

reporting requirements and other government laws and regulations, such as the recent 
Health Insurance Portability and Accountability Act (HIPAA).  

OOtthheerr  aaddmmiinniissttrraattiivvee  CCoossttss  
$$..0011  Finally, the smallest share of administrative expenses goes toward premium collection, and 

actuarial and underwriting services. 
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    TToottaall  SShhaarree  ooff          
PPrreemmiiuumm  DDoollllaarr  


