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Medical Device Tax: What's the
o s01 Real Industry Impact?

SUMMARY

The Affordable Care Act (ACA), passed in March of 2010, has expanded health insurance
access to millions of Americans, leading to the lowest rate of uninsurance in decades. This
expanded and improved coverage is paid for through a variety of revenue raisers that were
written into the law, including an excise tax on medical devices. While the medical device
industry has claimed the tax harms industry employment, official employment numbers tell a
different story.

Introduction

The Affordable Care Act (ACA) of 2010 imposed a 2.3% excise tax on certain
medical devices as one of several mechanisms to help fund the new law. The
device industry, like other industries, was assessed a tax to help fund a portion of
the ACA under the premise that it stood to benefit from millions of newly insured
customers. The device tax, which went into effect in January 2013, has been the
focus of numerous repeal efforts, fueled by industry claims that the tax could Kill
as “many as 43,000 jobs.” 1

This paper explores what we know about the impact of the tax on the financial
standing of the industry and employment to date. We have found no evidence
based on available information that the industry has been disproportionately
harmed or has experienced massive layoffs as a result of the medical device tax.?3

Review of Available Data

1 AdvaMed Press Release. “IRS Final Device Tax Regulations Underscore Urgent Need for Action.”
December 5, 2012; http://advamed.org/news/8/irs-final-device-tax-reqgulations-underscore-urgent-need-
for-action.

2 Paul N. Van de Water. “Excise Tax on Medical Devices Should Not Be Repealed.” Center of Budget and
Policy Priorities, February 23, 2015; http://www.cbpp.org/research/health/excise-tax-on-medical-
devices-should-not-be-repealed.

3 Jane G. Gravelle and Sean Lowry. “The Medical Device Excise Tax: Economic Analysis.” Congressional
Research Service, January 2015; http://fas.org/sgp/crs/misc/R43342.pdf.
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In order to examine the trend in medical device industry employment, we used
the North American Industry Classification System (NAICS) codes to find
employment data from the Bureau of Labor Statistics (BLS). * There is no
standard definition for the “medical device industry.” For the purpose of this
paper, we defined the industry using eight specific NAICS subcategories. 56 We
chose to do so because The Lewin Group, in a study prepared for the industry
group AdvaMed, used these same codes in their analysis. 7 The non-partisan
Congressional Research Service (CRS), a legal and policy analysis organization
that provides information to Congress, used seven of these eight codes (leaving
out the Dental Laboratories category) in their analysis. 8 We included this
category in order to create the most complete picture of medical device
employment and the effects of the excise tax. Using these NAICS codes, we
looked at data from 2001 through September of 2014, the most recent data
available. 910

Industry Employment, 2001-2014
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(See Appendix Il for a chart with all employment numbers.)

The employment data indicate that the medical device industry has remained
relatively stable over the past fifteen years. Since 2001, there have been cyclical
ups and downs, with employment numbers ranging from 404,191 to 364,328, or a
difference of 39,873 jobs from the highest to lowest employment points.

4 Bureau of Labor Statistics, http://data.bls.gov/cgi-bin/dsrv?en

5 Surgical and medical instrument manufacturing — 339112; Surgical appliance and supplies manufacturing
— 339113; Dental equipment and supplies manufacturing — 339114; Ophthalmic goods manufacturing —
339115; Dental laboratories — 339116; Electromedical and electrotherapeutic apparatus manufacturing --
334510; In vitro diagnostic substance manufacturing — 325413; Irradiation apparatus manufacturing —
334517.

6 For examples from each category, see Appendix I.

7 “State Economic Impact of the Medical Technology,” The Lewin Group, June 2010.
http://www.lewin.com/~/media/lewin/site_sections/publications/stateeconomicimpactofthemedicaltech
nologyindustry61510.pdf

8 Jane G. Gravelle and Sean Lowry. “The Medical Device Excise Tax: Economic Analysis.” Congressional
Research Service, January 2015, http://fas.org/sgp/crs/misc/R43342.pdf

9 We choose to use this time period, 2001 through 2014 (preliminary, partial data through September of
2014), because it aligns with the data that is readily available through the Bureau of Labor Statistics
website, http://data.bls.gov/cgi-bin/dsrv?en.

10 The 2014 data is preliminary and has not been finalized.
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The recent
fluctuations in
medical device
employment are

under half of 1%.

e Peak employment during this time period was in June of 2008, with
404,191 jobs.

e In September of 2014, the most recent month available, the industry
reported 396,199 jobs. 1

e The largest year-over-year change was the addition of 16,199 jobs in
2007.

While a December 2012 statement from AdvaMed, the trade association for the
medical device industry, claimed that “already medical technology companies are
laying off workers,” there is no compelling evidence of significant job loss in the
period directly prior to the implementation of the device tax in January of 2013.
The industry experienced two years of job losses of around 5,000 in 2009 and
4,000 in 2010, in the aftermath of the 2008 recession. Jobs increased by over
4,000 in 2011, and decreased by around 600 and 1,200 in 2012 and 2013,
respectively. Data from the first three quarters of 2014 show that the industry
added close to 1,000 jobs during this period.

While decrease in employment is never good, the fluctuation of job numbers seen
in recent years does not suggest the catastrophic losses the industry claims.
Instead, the data indicate ebbs and flows that are common in any industry. In
2012 and 2013, the number of jobs decreased .16% and .32%, respectively, and in
2014, the number of jobs increased .23%; these fluxes in employment since the
ramp up and implementation of the device tax are all under half of 1%.

In addition to employment data from the Bureau of Labor Statistics, we also
looked at data from Ernst and Young industry reports. It is important to
remember that there is no standard definition for the medical device industry,
making comparisons across different publications difficult. The Ernst and Young
analysts looked at financial reports for medical technology companies, defined as
“companies that primarily design and manufacture medical technology
equipment and supplies.” 12 This is likely a broader definition than ours, and
includes companies that may not be included in our eight subcategories. Despite
using a different dataset, the Ernst and Young data tells the same story:
employment has remained steady over the period from 2009 to 2013.

If we look more closely at the first year of implementation of medical device tax,
it is clear that claims that the industry as a whole has been harmed are
unsubstantiated.

Number of employees 456,150 462,730 438,000 435,300 458,800 2,650 0.58

Difference, % change,

2009 2010 2011 2012 2013 '09-'13 '09-'13

11 The data from 2014 is only for the first three quarters (January-September) and is not final. It may

change before it becomes final in September of 2015.

12 “pulse of the Industry: Medical Technology Report.” Ernst and Young, 2013;

http://www.ey.com/Publication/vwLUAssets/Pulse_of_the_industry %E2%80%93_medical_technology
report 2013 -_Redefining_innovation/$FILE/Pulse_Redefining_medical_technology innovation.pdf.

3 — HEALTH POLICY REPORT — JUNE 2015 — WWW.CONSUMERSUNION.ORG



According to
market analysts,
the medical
device industry
actually added
23,500 jobs in
2013, the first
year of the
device tax.

Source: “Pulse of the industry: Medical technology report.” Ernst and Young, 2010-2014. 13,14,15,

According to this data the industry actually added 23,500 jobs in 2013, hardly
indicating an industry harmed by the tax.

Financial Status of Medical Technology
Companies

Other financial indicators suggest that the device industry is in good health.
According to Ernst and Young market analysts, between 2009 and 2013,
American device companies saw increases in important major financial
categories.

Difference, % change,
2008 2010 2011 201z 2013 09."3 093
Revenues 196.7 204.9 206.6 210.5 2185 218 11.08
R&D expenses 9.1 98 10 10.1 10.7 16 17.58
Net income 7.9 12.4 13.7 86 114 35 44.30
Cash* 27.9 33 33.3 39.8 498 219 78.49

Source: “Pulse of the industry: Medical technology report.” Ernst and Young, 2010-2014. 16,17,18

(All $ in US billions)
*Cash includes cash equivalents and short term investments

As the data above demonstrate, every measure of financial health shows growth
and improved economic standing from 2009-2013. Cash and R&D expenses have
both increased over this time period, demonstrating that the industry’s capacity
to invest in research and new technology has not been harmed.

13 “Pulse of the Industry: Medical Technology Report.” Ernst and Young, 2014;
http://www.ey.com/Publication/vwLUAssets/ey-pulse-of-the-industry-report/$FILE/ey-pulse-of-the-
industry-report.pdf.
14 Pulse of the Industry: Medical Technology Report.” Ernst and Young, 2013;
http://www.ey.com/Publication/vwLUAssets/Pulse_of the_industry %E2%80%93_medical_technology
report 2013 - Redefining_innovation/$FILE/Pulse_Redefining_medical_technology innovation.pdf.
15 “Pulse of the Industry: Medical Technology Report.” Ernst and Young, 2011;
http://www.ey.com/Publication/vwlL UAssets/Pulse:_medical_technology report 2011/$FILE/Pulse%20
medical%20technology%20report%202011.pdf.
16 |bid
17 “Pulse of the Industry: Medical Technology Report.” Ernst and Young, 2013;
http://www.ey.com/Publication/vwLUAssets/Pulse_of the_industry %E2%80%93_medical_technology
report 2013 - Redefining_innovation/$FILE/Pulse_Redefining_medical_technology innovation.pdf
18 “Pulse of the Industry: Medical Technology Report.” Ernst and Young, 2011;
http://www.ey.com/Publication/vwlL UAssets/Pulse:_medical_technology report 2011/$FILE/Pulse%20
medical%20technology%20report%202011.pdf
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Cash and R&D
expenses have both
increased over this
time period,
demonstrating that
the industry’s
capacity to invest in
research and new
technology has not
been harmed.

11

R&D Expenses, 2009-2013 (in US Billions)
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The device industry’s claim that the medical device tax hurts investment in
research and innovation simply does not stand up to a close examination of the

numbers.

The Importance of the Maintaining the Medical
Device Tax

The ACA includes many important consumer protection provisions that benefit
all health insurance consumers. The law ended lifetime and annual limits on
benefits, required the coverage of preventive services, extended dependent
coverage up to the age of 26, capped insurance companies’ non-medical
administrative spending, guaranteed coverage for people with preexisting
conditions, and provided tax credits to help make coverage more affordable. 19
This expanded and improved coverage is paid for through a variety of revenue
raisers that were written into the law.

Health care providers stood to benefit from millions of newly insured consumers
due to the expansion of insurance coverage through the ACA. Many industries
made concessions in exchange for the millions of newly insured consumers who
would be able to buy their products and services. 20 The insurance industry
accepted an annual fee on health insurance providers and a 40% excise tax on
high cost plans with very generous benefits. 2! The law also includes an annual fee
on manufacturers and importers of branded drugs and a 10% excise tax on the
use of indoor tanning services along with the 2.3% excise tax on medical
devices.22

It is important to note two things. First and foremost, the majority of financial
support for these expanded consumer protections comes from individuals, not

19 Janemarie Mulvey. “Health-Related Revenue Provisions in the Patient Protection and Affordable Care
Act (ACA),” Congressional Research Service, January 18, 2012;
https://blueingreene.files.wordpress.com/2012/04/r41128.pdf

20 For a full list of the revenue raisers in the ACA, please see p.2 of “Health-Related Revenue Provisions in
the Patient Protection and Affordable Care Act (ACA),” Congressional Research Service, January 18, 2012;
https://blueingreene.files.wordpress.com/2012/04/r41128.pdf

2 |bid

22 |bid
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from industry or private business.23 Second, the excise tax on medical devices is
in line with the fees other stakeholders are paying. The medical device industry,
like the insurance and pharmaceutical industries, is expected to gain millions of
new, paying customers who are able to afford these devices because of their new
and/or improved insurance coverage.

Consumers Union Recommendations

Consumers Union recommends that the device tax be kept in place. Our findings
are in line with projections from the non-partisan Congressional Research
Service (CRS), which concluded that the device tax would have a negligible
impact on jobs. CRS estimated that industry employment would fall by “no more
than two-tenths of 1%.” 24

The CRS analysis found that the tax would not affect the profits of medical device
companies, as most of the tax will be passed onto consumers through prices,
which is consistent with Consumers Union’s prior analysis. 252627 CRS also found
that the tax’s effect on the price of health care would be negligible because of “the
small size of the tax and the small share of health care spending attributable to
medical devices.” 28 Medical device firms that are subject to income tax may also
deduct the excise tax as an ordinary cost of business. This effectively reduces the
tax from 2.3% to 1.4% for profitable firms.2° Furthermore, as the tax applies to
American-made devices and imports alike, it will not cause American jobs to be
moved abroad.

Repealing the device tax would be unfair to taxpayers and to other stakeholders
who fund the law and would undermine the principle of broad stakeholder
contribution that underlies the financing of the law. The tax should be kept in
place.

Victoria Burack and Lisa Swirsky prepared this report. DeAnn Friedholm
provided significant assistance and review. We would like to thank Paul N. Van
de Water from the Center on Budget and Policy Priorities for his thoughtful
review.

2 |bid

24Jane G. Gravelle and Sean Lowry. “The Medical Device Excise Tax: Economic Analysis.” Congressional
Research Service, January 2015; http://fas.org/sgp/crs/misc/R43342.pdf.

2 Lisa Swirsky. “Medical Device Manufacturer Profits,” Consumers Union, September 2013;
http://consumersunion.org/wp-content/uploads/2013/10/Medical_Device Report.pdf

26 Jane G. Gravelle and Sean Lowry. “The Medical Device Excise Tax: Economic Analysis.” Congressional
Research Service, January, 2015.; http://fas.org/sgp/crs/misc/R43342.pdf.

27 1bid

28 | bid
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Appendix I — Medical Device Industry subsectors and NAICS codes

NAICS code | Subsector Examples
325413 In vitro diagnostic substance In vitro (not taken internally) substances
manufacturing such as chemical, biological, or
radioactive substances
334510 Electromedical and Magnetic resonance imaging equipment,
electrotherapeutic apparatus ultrasound equipment, pacemakers,
manufacturing hearing aids, electrocardiographs,
electromedical endoscopic equipment
334517 Irradiation apparatus manufacturing | Irradiation apparatus and tubes for
applications, such as medical diagnostic,
medical therapeutic, industrial, research,
and scientific evaluation
339112 Surgical and medical instrument Syringes, hypodermic needles,
manufacturing anesthesia apparatus, blood transfusion
equipment, catheters, surgical clamps,
thermometers
339113 Surgical appliance and supplies Orthopedic devices, prosthetic
manufacturing appliances, surgical dressings, crutches,
sutures, hospital beds, operating tables,
personal industrial safety devices
(excluding protecting eyewear)
339114 Dental equipment and supplies Dental Chairs, dental instrument delivery
manufacturing systems, dental hand instruments, dental
impression material, dental cements
339115 Ophthalmic goods manufacturing Prescription glasses, contact lenses,
sunglasses, eyeglass frames, reading
glasses made to standard powers,
protective eyewear
339116 Dental laboratories Dentures, crowns, bridges, orthodontic

appliances

Source: State Economic Impact of the Medical Technology Industry. The Lewin Group. 3031

30 State Economic Impact of the Medical Technology Industry. The Lewin Group. June 7, 2010,
http://www.lewin.com/publications/publication/410/

31 The medical device tax excludes devices that the public buys directly at retail for individual use. This includes contact lenses,
hearing aids, eyeglasses. Medical Device Excise Tax: Frequently Asked Questions, IRS, http://www.irs.gov/uac/Medical-Device-

Excise-Tax:-Frequently-Asked-Questions
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Appendix Il — Medical Device Industry Employment, 2001-2014

32,33
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32 This data was downloaded from the Bureau of Labor Statistics, http://data.bls.gov/cqgi-bin/dsrv?en, using the NAICS codes listed

in the chart in Appendix I.

33 The data from 2014 is only for the first three quarters of the year (January-September) and is not finalized.
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marketplace. Since our creation in 1936, we have worked for safer, more affordable, and better
quality products and services at both the state and federal levels. We are a non-profit, non-
partisan organization with an overarching mission to test, inform and protect.
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