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Executive Summary 

Purpose The enactment in 1988 and repeal in 1989 of the Medicare Catastrophic 
Coverage Act (MUX) resulted in substantial short-term changes in Medi- 
care coverage. These changes also required significant modifications to 
the regulatory program for Medicare supplemental insurance, known as 
Medigap. After MCCA became law, two congressional requesters asked 
GAO to review actions taken by the insurance industry to modify 
Medigap policies and to review federal and state government actions to 
adapt Medigap regulation in response to the act. When MCCA was 
repealed, the requesters asked that GAO continue its work on state 
efforts to regulate Medigap insurance and to educate consumers about 
these kinds of policies. Specific questions included: 

. What have been the results of state activities to identify and prevent 
abusive sales practices? 

. How do states monitor Medigap advertising to prevent deceptive mater- 
ials from being used? 

l How effective have state efforts been to educate the elderly about 
Medigap policies? 

l What percentage of premium dollars are returned as benefits to Medigap 
policyholders (the policy’s loss ratio)? 

Background Medicare is a federal health insurance program that helps its benefi- 
ciaries pay for health services. The program does not cover every type 
of health service, and beneficiaries are responsible for deductibles and 
coinsurance. Many Medicare beneficiaries purchase Medigap insurance 
to help pay program deductibles and coinsurance. Some of these policies 
also pay for some services not covered by Medicare. 

In 1980, in response to reports of abuses in the marketing and sale of 
Medigap insurance to the elderly, the Congress amended the Social 
Security Act to establish federal standards for Medigap policies. This 
amendment, commonly known as the Baucus amendment, retained the 
traditional role of states in regulating Medigap insurance, provided that 
state laws and regulations are at least as stringent as the federal stan- 
dards. Those standards include certain requirements contained in the 
Baucus amendment and the model law and regulation adopted by the 
National Association of Insurance Commissioners (NAIC). 

In the Omnibus Budget Reconciliation Act of 1990 (OBRA 199o), the Con- 
gress revised the Medigap insurance requirements. Under OBRA 1990, 
NAIC, or the Secretary of Health and Human Services if NAIC does not act 
in a timely manner, must develop simplification standards for policies 
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Executive Summary 

that will facilitate comparison shopping. The Congress also tightened 
provisions to prevent the sale of duplicate policies. In states that fail to 
adopt laws and regulations at least as stringent as the NAIC model, 
insurers are required to submit their Medigap policies to the Secretary 
for approval. Other provisions of OBRA 1990 increase the loss-ratio stan- 
dard applicable to policies sold to individuals, require the Secretary to 
monitor loss ratios, and require insurers to pay a refund or issue credit 
against future premiums if a policy loss ratio does not meet the federal 
standards. 

Results in Brief Medigap sales abuses have continued although officials in many of the 
12 states GAO visited said that abuses have declined since the implemen- 
tation of the Baucus amendment. When the revised standards required 
by OBRA 1990 and consumer protection provisions of NAIC'S 1989 model 
regulation are fully implemented, they should help curb abusive sales 
tactics. 

State regulatory reviews of Medigap advertising materials vary consid- 
erably. In the 12 states GAO visited, insurers must submit advertising 
materials to the state for review, and the insurer may use the material 
unless the state disapproves it within a specified period, typically 30 
days. 

State consumer education efforts related to Medigap also vary. Some 
states have outreach programs (including group sessions and individual 
counseling) to inform the elderly about Medigap insurance, while others 
depend mainly on distribution of written materials. Although little 
quantitative data on the effectiveness of education efforts were avail- 
able, state officials believe their programs are worthwhile. 

The 1988 loss ratios of about 38 percent of the companies were below 
the minimum standards; however, about 88 percent of premium dollars 
were with companies with loss ratios that met the standards. 

GAO’s Analysis 

Sales Abuses and 
Consumer Protection 

None of the states GAO visited maintained sufficient data to assess the 
extent of abuses in the sale of Medigap policies to the elderly, but avail- 
able data show that problems continue to exist. 
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The consumer protection amendments included in NAN'S 1989 revision 
to its model regulation can help eliminate several sales abuses that have 
been associated with Medigap insurance. An NAIC representative told 
GAO that in a majority of states, insurers can use advertising materials 
before they are approved by state regulators. State officials said that 
they do find problems with insurance company advertising material 
from time to time, and that they have penalized companies and issued 
cease-and-desist orders because of deceptive advertising material that 
has reached the public. 

_- 

Consumer Education 
Efforts Vary 

Educating the elderly about Medigap insurance is a key element in pro- 
tecting these consumers against fraudulent sales practices. Several 
states sponsor educational efforts to help the elderly become better- 
informed consumers. These state programs vary from providing litera- 
ture and speakers on request to more active efforts, including the state’s 
own shoppers’ guides, state-sponsored volunteer counseling services, 
and toll-free telephone assistance. The federal government also mails 
information to the elderly explaining Medicare benefits, assists NAIC in 
preparing a guide to health insurance, and maintains a toll-free tele- 
phone service. Under OBRA 1990, the federal government will be required 
to operate a health insurance advisory service and may also make 
grants available to the states to assist them in operating consumer coun- 
seling programs. 

Medigap Loss Ratios In 1988,38 percent of insurance company loss ratios were below the 
minimum standards established by the Baucus amendment-60 percent 
for individual policies and 75 percent for group policies. In OBRA 1990, the 
Congress increased the loss-ratio standard for policies sold to individ- 
uals from 60 to 65 percent for policies sold or issued after November 
199 1. The standard for policies sold to groups remains at 75 percent. 

Recommendations This report contains no recommendations. 

Agency Comments GAO did not obtain written comments on a draft of this report, although 
the views of responsible federal, state, and NAIC officials have been 
incorporated where appropriate. 
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Chapter 1 

Introduction 

Medicare helps its beneficiaries pay for health services. The program 
requires beneficiaries to pay deductibles and coinsurance and does not 
cover every kind of health care cost. Many beneficiaries purchase pri- 
vate Medicare supplemental insurance-commonly called Medigap 
insurance-to pay for some of their remaining costs. In 1988 policy- 
holders paid about $7 billion in premiums for Medigap insurance. 

In July 1988, the Medicare Catastrophic Coverage Act (MCCA), Public 
Law 100-360, was enacted. The changes in MCCA significantly reduced 
the cost-sharing liability of beneficiaries who required substantial 
health care services. After much public controversy, in November 1989 
the Congress repealed MCCA and restored most Medicare benefits to what 
they were before the act’s passage. When MCCA reduced beneficiary cost- 
sharing liability, it also reduced coverage requirements for Medigap 
policies. Repeal of MCCA restored Medigap coverage requirements to 
essentially what they were before the act was passed. 

Before MCCA'S repeal, the Chairman of the House Committee on Energy 
and Commerce; the Chairman of the Subcommittee on Health, House 
Committee on Ways and Means; and 23 other Members of the House 
asked us to review actions taken by the insurance industry, the states, 
and the federal government to comply with changes to federal standards 
regulating Medigap policies brought about by the act. After repeal of 
MCCA, some of the questions raised in those requests became moot, but 
the requesters remained concerned that purchasers of Medigap insur- 
ance be adequately protected from sales abuses and receive an adequate 
return of benefit payments in relation to their premiums. This report 
summarizes the current status of the Medigap industry’s compliance 
with and states’ actions related to federal minimum standards. 

The Medicare Program Medicare is a federal health insurance program authorized by title XVIII 
of the Social Security Act. It pays much of the health care costs of eli- 
gible individuals- almost all people 65 years of age or older and some 
disabled persons. Benefits are provided under two parts. Part A, or hos- 
pital insurance, pays for inpatient hospital, skilled nursing facility, 
home health, and hospice services. It is financed primarily by a Social 
Security payroll tax paid by employees, employers, and the self- 
employed. 

Part B, supplementary medical insurance, is a voluntary program cov- 
ering physician services and a broad range of other ambulatory services, 
such as laboratory and X-ray services and medical equipment used in 
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the home. All persons 65 years of age or older and disabled persons eli- 
gible for part A are eligible for part B. Persons choosing part B coverage 
pay 25 percent of its cost through monthly premiums, and the govern- 
ment funds the other 75 percent through general federal revenues. 

The Baucus 
Amendment 

Insurance regulation has historically been a state responsibility. How- 
ever, during the 1970s the Congress became aware of many marketing 
and advertising abuses in the sale of Medigap insurance, and in 1980, it 
enacted Public Law 96-265, which added section 1882 to the Social 
Security Act. This provision, referred to as the Baucus amendment,’ 
established federal minimum standards for marketing and selling 
Medigap policies. The amendment essentially adopted as federal require- 
ments those contained in a model regulation approved by the National 
Association of Insurance Commissioners (NAIC).~ At that time, the min- 
imum standards (1) required Medigap policies to cover Medicare’s coin- 
surance within certain limits; (2) provided prospective policyholders a 
“free look” period, during which they may return the policy for cancel- 
lation and receive a full refund of any premium paid; (3) standardized 
many of the terms used in policies; (4) limited the period for which cov- 
erage may be denied for preexisting conditions; and (5) required that 
cancellation and termination clauses be prominently displayed. MCCA and 
the act repealing it modified and added to these standards (see pp. lo- 
ll). 

The Haucus amendment also established loss-ratio targets for Medigap 
policies. A loss ratio is the intended minimum percentage of insurance 
premiums returned to policyholders in the form of benefits. The Baucus 
amendment’s loss-ratio targets for Medigap policies are 60 percent for 
individual policies and 75 percent for group policies. In the Omnibus 
Budget Reconciliation Act of 1990 (OBRA mgo), Public Law 101-508, the 
Congress raised the minimum for individual policies to 65 percent, effec- 
tive in November 199 1. 

Enforcement of the Baucus amendment minimum standards rests prima- 
rily with the state insurance commissioners. The Baucus amendment 

’ Named after Senator Max I%aucus, the amendment’s chief sponsor in the Senate. 

2NAIC consists of the heads of the insurance departments of the 50 states, the District of Columbia, 
and four I1.S. territories. Its basic function is to encourage uniformity and cooperation among the 
states and territories in regulating the insurance industry. Among its many activities, NAIC promul- 
gates model insurance laws and regulations for state consideration and enactment. 
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established the Supplemental Health Insurance Pane13 to review state 
insurance regulatory programs and approve those that meet the amend- 
ment’s m inimum standards. OBRA 1990 deleted reference to the panel and 
assigned responsibility for approving state programs to the Secretary, 
Department of Health and Human Services (HHS). In states that do not 
maintain Medigap insurance regulatory procedures that receive the Sec- 
retary’s approval, insurers must submit their policies to the Secretary 
for approval. 

The Baucus amendment  also established federal penalties, consisting of 
fines and/or imprisonment, for (1) furnishing false information to obtain 
IIHS’S certification of a  policy, (2) posing as a federal agent to sell 
Medigap policies, (3) knowingly selling policies that duplicate coverage 
an individual already has, and (4) selling supplemental policies by mail 
in states that have not approved, or are deemed not to have approved, 
their sale. 

The Medicare On July 1,1988, the President s igned MCCA. Because MCCA made 

Catastrophic Coverage 
sweeping changes to the Medicare program, it also required that the 
Medigap regulatory standards be revised, either by NAIC or by HHS if NAIC 

Act and Its Repeal failed to do so within 90 days of enactment. NAIC approved new stan- 
dards on September 20, 1988. All states but Massachusetts adopted the 
MUX-required standards within a  year, the time  lim it permitted by that 
law for states to retain federal approval of their regulatory programs. 

The basic purpose of the revised model regulation was to assure that 
Medigap policies not duplicate the new MCCA Medicare benefits. MCCA 
also contained several other required modifications to Medigap stan- 
dards For example, the act required insurers to provide a uniform 30- 
day free-look period when a Medigap policy is purchased.4 MCCA also 
required states to collect information on actual loss ratios as a condit ion 
for approval of state regulatory programs. 

The Medicare Catastrophb Coverage Repeal Act of 1989, Public Law 
101-234, became law on December 13, 1989. This act repealed MCCA and 

“This panel  consisted of the Secretary of Health and Human Services and four state insurance com- 
missioners or superintendents of insurance appointed by the Secretary. 

42’rior requirements were for a  lo-day free-look period for policies sold through agents and a  30-day 
period for policies sold through the mail. 
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restored most Medicare benefits to what they were before MUX'S pas- 
sage. The requirements that policies have a uniform 30-day free-look 
period and states collect actual loss-ratio data were not repealed. 

Responding to MEA'S repeal, NAIC revised its model Medigap law and 
regulation again. This revision, adopted in early December 1989, 
changed the minimum standards to reflect MCCA'S repeal. The new min- 
imum benefit standards for Medigap policies (which states must adopt 
for approval of their Medigap regulatory program under federal law) 
differ in some aspects from those required before MCCA was enacted. For 
example: 

l Current NAIC standards require Medigap policies to cover either all or 
none of the part A  deductible ($592 per benefit period in 1990). The NAIC 
standard in effect before MCCA allowed a policy to cover just a portion of 
that deductible. 

. NAIC'S current standards require Medigap policies to cover all coinsur- 
ance for services covered by part B  of Medicare, after the policyholder 
has paid the part B  deductible of $75 per year. This coinsurance is 20 
percent of the Medicare-approved charge for services. Before MCCA, the 
NAIC standards required Medigap policies to pay part B  coinsurance 
after the policyholder paid $200 (the $75 annual part B  deductible plus 
$125 in part B  coinsurance), and Medigap policies could limit coverage 
to $5,000 in benefits in any calendar year. 

In addition to addressing the changes required by the repeal of MCCA, 
NAIC added certain consumer protection amendments to its model regula- 
tion in the December 1989 revision. These amendments are discussed in 
chapter 2. 

As of December 1990, the Secretary had given final approval to the laws 
and regulations of Delaware, Idaho, Maine, Montana, New Mexico, 
Rhode Island, Wyoming, and the Virgin Islands. He also gave conditional 
approval, pending final implementation within the state, of the laws and 
regulations of Illinois, Mississippi, North Carolina, Oregon, Penn- 
sylvania, South Carolina, Utah, and Puerto Rico. The Medigap regula- 
tory programs of American Samoa, Guam, Massachusetts, New York, 
and Oklahoma are not expected to be approved. Action is pending for 
the other states and territories. 
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Additional Changes to In October 1990, the Congress passed OBFtA 1990, which included provi- 

Federal Standards 
Contained in OBRA 
1990 

sions further modifying the Baucus amendment. The act increased the 
loss-ratio standard for individual policies to 65 percent, required rebates 
to policyholders when any policy fails to meet the applicable loss-ratio 
standard, directed that policies be simplified and standardized, limited 
the number of optional benefit packages offered, increased protection 
against the sale of duplicate policies, provided seed money for state 
Medigap consumer education programs, and made other changes to pro- 
tect such consumers. 

We had suggested many of these changes in testimony in March and 
June 1990. Further details about these changes are presented 
throughout this report. 

Objectives, Scope, and 
Methodology 

We initiated our work based on two similar requests to review actions 
taken by the insurance industry, the states, and the federal government 
to comply with changes to federal standards regulating Medigap insur- 
ance policies required by MCCA. The first request was in December 1988 
from the Chairman, Subcommittee on Health, House Committee on Ways 
and Means; the second was in February 1989 from the Chairman, House 
Committee on Energy and Commerce. In addition, in August 1989,23 
Members of the House asked us for similar information. The Chairman, 
Subcommittee on Health, also asked us to monitor Medigap insurance 
premiums and loss ratios for 19886 through 1994. After MCCA'S repeal, 
the requesters asked that we continue our assessment of state regulation 
of Medigap insurance. Specifically, the requesters wanted answers to 
the following questions: 

What have been the results of state activities to identify and prevent 
abusive sales practices? 
How do states monitor Medigap advertising to prevent deceptive mater- 
ials from being used? 
How effective have state efforts been to educate the elderly about 
Medigap policies? 
How do states review for approval Medigap premium changes? 
What percentages of premium dollars are returned as benefits to 
Medigap policyholders? 

We did our work at Health Care Financing Administration (HCFA) head- 
quarters, and in Arizona, California, Florida, Illinois, Maryland, New 

%emium changes for 1988 and 1989 are discussed in appendix I. 
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Jersey, New York, North Dakota, Pennsylvania, Texas, Washington, and 
the District of Columbia.6 We selected these states to include ones in 
which Medicare beneficiaries comprise a relatively large percentage of 
the state’s population and states with a significant portion of the 
nation’s Medicare population. We also selected states that had active 
programs regarding particular aspects of Medigap insurance, such as 
monitoring loss ratios or providing consumer education. 

From the state insurance departments we collected information 
regarding laws, regulations, and procedures governing the sale of 
Medigap insurance, including premium and advertising approval and the 
monitoring of loss ratios. We reviewed each state’s rate-filing procedures 
to determine how it approves premium adjustments and how it uses loss 
ratios in this process. We also obtained a description of the state’s edu- 
cational efforts to assist its elderly from falling victim to abusive 
Medigap sales practices. In addition, we discussed regulatory enforce- 
ment actions with state officials and collected data on complaints and 
prosecutions of cases of abusive or illegal practices concerning the mar- 
keting and sale of insurance policies. 

We visited or collected information from five major commercial insurers 
and three Blue Cross and Blue Shield Plans that sell Medigap insurance. 
These companies were selected on the basis of their large volume of 
Medigap earned premiums during 1987 (the latest year for which we 
had reasonably complete data when we made our selections). At these 
companies, we discussed their compliance with the changes required by 
MCCA, premium adjustments, loss-ratio reporting, and advertising. We 
also asked company officials for their opinions on NAIC’S proposed con- 
sumer protection amendments to Medigap laws and regulations.7 

We obtained 1988 loss-ratio data from the Blue Cross and Blue Shield 
Association for its member plans. We obtained these data for commer- 
cial insurers from NAIC. 

“For convenience, the District of Columbia is referred to as a state in this report. 

7Several of these proposed amendments were later incorporated into NAIC’s model regulation and are 
discussed in chapter 2. 
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-- 
In addition, we contacted 29 of the larger commercial Medigap insurers 
and asked them to estimate the effect repeal of MCCA would have on 
1990 premiums.B 

At HCFA headquarters, we reviewed files on the operation of th6 Supple- 
mental Health Insurance Panel in approving state regulatory programs 
and HCFA'S actions to verify that state regulatory programs meet the 
Baucus amendment standards and changes required by MCCA. 

Our work was performed from March 1989 to June 1990 in accordance 
with generally accepted government auditing standards. The requesters’ 
offices asked that we not obtain written comments on this report; how- 
ever, the views of federal, state, and NAIC officials have been incorpo- 
rated where appropriate. 

sSee Medicare Catastrophic Act: Estimated Effects of 3 
Costs (GAO/I%D9048 - - -Nov. Insurance: Expected 1990 Premiums After 
Repeal of the Medicare Catastrophic Coverage Act, Statement of Ms. Janet Shikles before the Senate 
special Committee on Aging (GA--90-9, Jan. 8, 1990). 
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Abuses in the Sale of Medigap Insurance and 
Regulatory Responses 

Purchasing a Medigap insurance policy can be a complex and confusing 
experience. Medicare’s cost-sharing system of coinsurance and deduct- 
ibles can confuse program beneficiaries and may produce a real or per- 
ceived need to purchase supplemental insurance. Making informed 
decisions in the Medigap market can be difficult, and many elderly per- 
sons may be susceptible to deceptive sales practices. 

If enforced, state insurance laws and regulations on sale practices and 
advertising provide a framework for consumer protection. Some states 
have responded to identified abuses with fines, cease-and-desist orders, 
license suspensions, and license revocations. Nevertheless, abuses 
continue. 

NAIC’S consumer protection amendments are designed to enhance efforts, 
as reflected in the Baucus amendment, to eliminate Medigap sales 
abuses, While their effectiveness will depend on state actions to adopt 
and enforce these consumer protections, the revised standards should 
help curb abusive Medigap sales tactics. 

Extent of Abusive and Over the years, numerous cases of Medigap sales abuse have been 

Fraudulent Sales 
Practices Is Not 
Known 

reported. Examples include (1) selling multiple policies that duplicate 
coverage to an individual, (2) unnecessarily replacing policies, which 
created gaps in coverage, (3) using sales tactics that frighten or place 
undue pressure on people, and (4) using deceptive advertising to 
develop “leads” for sales. 

Officials in the states we visited said that they have not identified wide- 
spread abuse in the sale of Medigap policies. Data that could be used to 
assess the extent of abuse are not available, and data that are available 
are not consistent across states. 

The following sections present the information we were able to obtain 
related to Medigap sale abuses. 

Disciplinary and 
Enforcement Actions 

Arizona, California, Illinois, New Jersey, Texas, and Washington’ each 
provided some information on disciplinary and enforcement actions 
between 1985 and 1988 concerning abusive Medigap sales practices. 
State disciplinary actions during this time are summarized in table 2.1. 

‘The other state recording systems could not distinguish actions taken for improper sales practices 
regarding Medigdp insurance from actions taken regarding other types of insurance. 
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Abuses in the Sale of Medigap Insurance and 
Regulatory Responses 

Table 2.1: Summary of State Disciplinary 
Actions Regarding Medigap Sales Type of disciplinary action Number of cases 
Abuses License revocations 73 

License suspensions, restitutions, and warnina letters 13 
Fines 43 
Cease-and-desist orders 
Total 

12 
141 

In addition, California and Illinois insurance department officials told us 
their states initiated a total of five criminal prosecutions for Medigap 
abuses between 1985 and 1988. 

State Complaint Data 
Collection Systems Are 
Not Uniform 

All of the states we visited had formal insurance complaint-handling 
systems that included procedures for recording complaints, investi- 
gating the facts, and attempting to resolve the problems. Insurance 
department records showed that Medigap-related complaints generally 
involved delays in paying claims or disputes about the amount of pay- 
ments, poor service, premiums, marketing, coverage, or agents. Of the 
12 states we visited, 10 recorded Medigap complaint@ received in 1988, 
and 9 categorized the nature of the complaints. Each state defined their 
complaint categories differently, making comparisons and summaries 
difficult. For example, in 1988, New York used 64 categories to describe 
complaints, while California used 13. Also, of the 10 states that could 
provide complaint data in 1988,4 provided data for 1985-88, 1 for 1986- 
88, and 2 for 1987-88. 

The 10 state insurance departments recorded 4,412 complaints in 1988. 
Florida recorded the most complaints that year, 1,693, but the state did 
not categorize them. Texas recorded the next highest number of com- 
plaints-1,429, Of the complaints in Texas, 47 were agent-related,3 45 
were advertising-related,* and the other 1,337 complaints concerned 
delays in claim payment or disputed payment amounts, premiums and 
ratings, and poor service. California recorded 119 Medigap complaints in 
1988; 96 were agent-related, 18 were advertising-related, and 5 involved 
improper agent licensing. 

“In the other two states, insurance department personnel could not tell from their complaint summary 
files what type of insurance product was involved. 

“Included allegations of premium diversion; misrepresentation; false comparisons to induce a policy- 
holder to lapse, surrender, borrow on, convert, or replace an insurance policy; frequent policy 
replacement; failure to place coverage; forgery; and others. 

*Included improper advertising, misleading advertising, marketing/sales complaints, and others. 
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C h a p te r  2  
A b u s e s  i n  th e  S a l e  o f M e d i g a p  In s u ra n c e  a n d  
R e g u l a to ry  R e s p o n s e s  

F m -k ra l  M e d i c a re  H C F A  o ffe rs  a  to l l -fre e  M e d i c a re  h o tl i n e ” th a t a l l o w s  b e n e fi c i a ri e s  to  a s k  
q u e s ti o n s  o r v o i c e  c o m p l a i n ts  a b o u t th e  M e d i c a re  p ro g ra m  o r M e d i g a p  - ----- --- _  

H o tl i n e  ._  
i n s u ra n c e . T h e  h o tl i n e  n u m b e r” a p p e a rs  i n  s e v e ra l  H C F A  p u b l i c a ti o n s  
a v a i l a b l e  to  M e d i c a re  re c i p i e n ts , i n c l u d i n g  th e  G u i d e  to  H e a l th  In s u ra n c e  
fo r P e o p l e  w i th  M e d i c a re .-T h i s  g u i d e , p u b l i s h e d  j o i n tl y  b y  N A IC  a n d  IIc I"A , 
d e s c ri b e s  a b u s i v e  a n d  fra u d u l e n t s a l e s  ta c ti c s  a n d  e n c o u ra g e s  b e n e fi - 
c i a ri e s  to  re p o rt i n c i d e n ts  to  th e  fe d e ra l  h o tl i n e , s ta te  i n s u ra n c e  d e p a rt- 
m e n t, o r s ta te  o ffi c e  o n  a g i n g . S i n c e  th e  h o tl i n e ’s  i n c e p ti o n  i n  J u l y  1 9 8 8 , 
IIC F A  h a s  re c e i v e d  a b o u t 3 0 0 ,0 0 0  c a l l s  p e r y e a r, a b o u t 1 3 0  o f w h i c h  w e re  
re l a te d  to  M e d i g a p . 

S ta te  R e g u l a ti o n  a n d  F e d e ra l  l a w  re q u i re s  a l l  M e d i g a p  i n s u re rs  to  p ro v i d e  a  c o p y  o f a n y  

M o n i to ri n g  o f a d v e rti s i n g , w h e th e r w ri tte n  o r b ro a d c a s t th ro u g h  ra d i o  o r te l e v i s i o n , to  
th e  s ta te ’s  i n s u ra n c e  c o m m i s s i o n e r i n  a c c o rd a n c e  w i th  e a c h  s ta te ’s  

In s u ra n c e  A d v e rti s i n g  re q u i re m e n ts . S ta te  i n s u ra n c e  c o m m i s s i o n e rs  h a v e  v a ry i n g  l e v e l s  o f 
a u th o ri ty  to  re g u l a te  a d v e rti s i n g , a n d  s ta te  re v i e w  p ro c e s s e s  v a ry . S ta te  
re g u l a to ry  a u th o ri ty  o v e r a d v e rti s i n g  g e n e ra l l y  fi ts  o n e  o f th re e  m o d e l s : 

. P ri o r a p p ro v a l . In  th e s e  s ta te s , i n s u re rs  m u s t s u b m i t p ro p o s e d  a d v e r- 
ti s i n g  m a te ri a l  fo r a p p ro v a l  b e fo re  u s e . 

. F i l e  a n d  u s e . In  th e s e  s ta te s , i n c l u d i n g  a l l  1 2  o f th e  s ta te s  w e  v i s i te d , 
i n s u re rs  m u s t s u b m i t a d v e rti s i n g  fo r re v i e w  a n d  m a y  u s e  th e  m a te ri a l  
u n l e s s  th e  s ta te  d i s a p p ro v e s  i t w i th i n  a  s p e c i fi e d  p e ri o d  o f ti m e . A n  N A IC  
re p re s e n ta ti v e  to l d  u s  th a t m o s t s ta te s  h a v e  fi l e -a n d -u s e  a u th o ri ty  c o n - 
c e rn i n g  a d v e rti s i n g . 

l  U s e  a n d  fi l e . In  th e s e  s ta te s , i n s u re rs  m a y  b e g i n  u s i n g  a d v e rti s i n g  u p o n  
fi l i n g  i t w i th  th e  s ta te , b u t m a y  h a v e  to  s to p  u s i n g  i t l a te r i f th e  s ta te  
i d e n ti fi e s  p ro b l e m s . 

W h e n  re v i e w i n g  a d v e rti s i n g , s ta te  o ffi c i a l s  to l d  u s  th e y  l o o k  fo r fa l s e  o r 
e x a g g e ra te d  c l a i m s , s u c h  a s  “w i l l  p a y  1 0 0  p e rc e n t” o r “y o u  p a y  
n o th i n g .” S ta te  i n s u ra n c e  d e p a rtm e n t o ffi c i a l s  to l d  u s  th a t m i n o r 
p ro b l e m s  w i th  a d v e rti s i n g  d o  o c c u r, b u t, fo r th e  m o s t p a rt, i n s u re rs  a re  
w i l l i n g  to  c h a n g e  th e i r a d v e rti s e m e n ts  to  c o m p l y  w i th  s ta te  re q u i re - 
m e n ts . N e w  J e rs e y  a n d  W a s h i n g to n  o ffi c i a l s  to l d  u s  th a t th e y  h a v e  
p e n a l i z e d  c o m p a n i e s  a n d  i s s u e d  c e a s e -a n d -d e s i s t o rd e rs  b e c a u s e  o f 
d e c e p ti v e  a d v e rti s i n g  m a te ri a l  th a t re a c h e d  th e  p u b l i c . 

“ l ’h c  M e d i c a re  C a ta s tro p h i h  C o v e ra g e  R e p e a l  A c t o f 1 9 8 9  d i d  n o t re p e a l  th e  re q u i re m e n t fo r  th e  
h o tl i n e . 

” l - 8 0 0 -6 3 8 -6 8 3 3  ( l - 8 0 0 -4 9 2 -6 6 0 3  i n  M a ry l a n d ). 
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Chapter 2 
Abuses in the Sale of Medigap Ineum.nce and 
Regulatory Responses 

When a company does not comply with state advertising requirements, 
states may fine the offender or issue a cease-and-desist order to force 
compliance. For example, New Jersey officials told us of two cases in 
1987 in which the insurance department fined insurance companies for 
advertising rule violations regarding Medigap insurance. 

Lead Cards Can 
Deceive Consumers 

One method that has been used to obtain names of potential purchasers 
of insurance is “cold-lead” advertising. Over the years, cold-lead adver- 
tising abuses have troubled the Medigap industry. The NAIC consumer 
protection amendments to its Medigap model regulation prohibit cold- 
lead advertising, which the regulation defines as: 

“Making use directly or indirectly of any method of marketing which fails to dis- 
close in a conspicuous manner that a purpose of the method of marketing is solicita- 
tion of insurance and that contact will be made by an insurance agent or insurance 
company.” 

The intent of cold-lead advertising is to generate a list of prospects who 
may be interested in a certain product or service from those who 
respond to a lead-card solicitation. Lead cards may be distributed 
through direct mail or may be included as inserts with other mail (such 
as bills) or inserted in magazines or newspapers. 

Typically, lead cards are distributed by companies that specialize in that 
business. These companies compile lists from the respondents to their 
lead cards and offer the lists for sale. In 1989, Consumer’s Union 
reported that insurance agents pay nearly $20 each for names and 
addresses supplied by lead-card companies. 

Lead cards that disclose information about a potential insurance agent 
call or visit are permitted, but cards that do not disclose such informa- 
tion or are otherwise misleading are prohibited under many state laws 
and regulations. Figure 2.1 is an example of a lead card that Florida 
officials determined to be deceptive. 
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Figure 2.1: Example of a Lead Card 
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Florida officials said the card was misleading and deceptive in two 
respects. First, it gives the false impression that the recipient’s reply 
will result in the National Association of Retired Persons providing 
information concerning a group-sponsored Medigap insurance plan, 
although the association did not offer such a plan. Second, it does not 
alert the recipient that the card will be used by an insurance company 
and its agent to solicit individual Medigap applications on behalf of the 
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company.7 On October 31,1986, the Florida Department of Insurance 
ordered the offending insurance company to stop using this card. 

The states we visited had varying views of lead-card companies and 
have taken different actions toward controlling them. California, 
Florida, Texas, and Washington had taken actions to regulate lead-card 
companies. For example: 

l California prohibits advertisements designed to produce leads that have 
misleading names, addresses, and logos, or that fail to state that the 
advertisement is not connected with or endorsed by the U.S. government 
or the Medicare program. California insurance department officials told 
us that, since 1986, they have had numerous discussions with lead-card 
companies concerning their compliance with California advertising regu- 
lations, and that the state had issued one cease-and-desist order. 

. Florida holds insurance companies responsible for advertising, including 
lead-generating devices. Florida officials told us that the state had 
issued cease-and-desist orders in two cases, one in 1986 and the other in 
1988, involving the use of deceptive lead cards. 

l A Washington state official told us that because the insurance depart- 
ment has authority over insurance companies and their agents and not 
lead-card companies, the department must try to establish a link 
between a lead-card company and an insurance company or agent in 
order to enforce its advertising rules. This insurance department added 
that insurance companies and their agents are reluctant to admit to 
using lead cards, and the lead-card companies almost always refuse to 
disclose the names of their clients. A  Washington official said the state 
has stopped about a dozen lead-card companies that formerly operated 
in the state. 

l Texas officials told us they became interested in investigating the 
actions of lead-card companies because they learned of the work done in 
California and Washington and because many lead-card companies are 
headquartered in the Dallas-Fort Worth area. Until recently, Texas 
insurance regulators said they did not have authority to enforce state 
insurance advertising laws against lead-card companies. In July 1989, 
the Texas legislature passed legislation to combat deceptive lead-card 
companies, In August 1989, using this new authority, the state attorney 
general initiated a prosecution of two lead-card companies to enforce the 
state’s rules. These cases were in litigation as of December 1990. 

71n addition, the state said that the use of a Washington, DC., return address may give the impression 
that it is from a federal agency or somehow related to Medicare. 
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Officials in the other states we visited did not believe that lead cards 
were a serious problem in their states. 

NAIC Consumer 
Protection 
Amendments 

In December 1989, NAIC adopted several new consumer protection 
amendments while revising its Medigap model regulation. NAIC designed 
its amendments to help combat problematic sales tactics for this insur- 
ante. These revised standards continue efforts in the Baucus amend- 
ment to reduce abuses in the sale of Medigap policies. 

A  persistent problem in the sale of Medigap insurance is that some Medi- 
care beneficiaries purchase multiple policies that duplicate coverage. 
Revised consumer protection provisions in the NAIC model should alle- 
viate this problem. TJnder the NAIC model, application forms must 
include questions asking whether the applicant has another Medigap 
policy in force and, if so, whether the policy being applied for is 
intended to replace any medical or health insurance already in force. 
Agents must also list on the application any health insurance policies 
they have sold to the applicant. The sale of more than one Medigap 
policy to an individual is prohibited, unless the combined policies’ cov- 
erage does not exceed 100 percent of the individual’s actual medical 
expenses. In addition, if the sale involves replacement of a Medigap 
policy, an insurer or its agent must provide the applicant with a notice, 
before the replacement policy goes into effect, that the coverage applied 
for replaces health insurance in force. This notice will give purchasers 
an additional opportunity to review their coverage and cancel the 
replacement policy without penalty if they decide not to replace the 
policy in force. 

In adopting OBRA isgo, the Congress tightened this provision further, 
effective for policies issued or sold beginning in November 1991. Those 
new provisions will require agents to obtain a written statement from 
applicants for Medigap insurance stating what other health insurance 
they have and whether they are eligible for benefits under Medicaid. 
This information must be obtained on a form that informs the applicant 
that Medicare beneficiaries do not need more than one Medigap policy 
and that Medicaid beneficiaries usually do not need a Medigap policy. 
Further, each Medigap policy must provide that benefits and premiums 
can be suspended for up to 2 years if the policyholder so requests upon 
becoming eligible for Medicaid. 

Another problem with Medigap sale practices has been the unnecessary 
replacement of policies, which results in new waiting periods during 
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which policyholders are not covered for preexisting conditions. Insur- 
ance agents had an incentive to sell replacement policies because they 
generally received a much higher commission for new policies than for 
renewals. New provisions in the NAIC model should decrease the incen- 
tives to sell new policies because they place restrictions on the way com- 
missions are paid and prohibit waiting periods when replacement 
policies are sold. The compensation provision limits the first-year com- 
mission and other compensation8 that may be paid to an agent selling a 
Medigap policy and also requires companies to spread the total compen- 
sation over a reasonable number of years. These requirements will 
decrease the incentive for agents to unnecessarily sell replacement cov- 
erage by preventing companies from loading agent compensation into 
the first years a policy is in effect. Also, when issuing a replacement 
Medigap policy, insurers must waive waiting periods applicable to pre- 
existing conditions or other similar restrictions to the extent such time 
was spent under the original policy. 

In addition, the consumer protection amendments require that all 
insurers adopt fair-marketing standards that prohibit high-pressure 
sales tactics and deceptive cold-lead cards. 

States must adopt the new NAIC model, including the consumer protec- 
tion amendments, if they wish to meet requirements for state regulatory 
program approval under the Baucus amendment. Although there has 
been some controversy surrounding the consumer protection amend- 
ments, largely because some insurers perceive the amendments to be 
overly restrictive, NAIC expects nearly all states to adopt them. As men- 
tioned in chapter 1, the Secretary of HHS is reviewing state laws and 
regulations for compliance with this requirement. 

slncludes bonuses, gifts, prizes, awards, finders’ fees, and similar forms of remuneration. 
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Educating the elderly about Medigap insurance can help make them less 
susceptible to fraudulent marketing practices and other sales abuses. 
IICFA has several consumer education efforts underway. The states also 
offer various programs that make Medigap insurance educational mate- 
rial available to the elderly. State officials believe these education 
approaches are effective, but they also believe the programs are not 
reaching everyone. 

IICFA’S educational efforts focus primarily on disseminating literature, 
including The Medicare Handbook, special informational mailings to 
Medicare beneficiaries, and a consumers’ guide (developed jointly by 
IICFA and NAIC). Educational efforts vary from state to state. State pro- 
grams include disseminating literature, making public service announce- 
ments, holding seminars, and training volunteer counselors. 

Some states have more active educational programs for consumers than 
others. Examples of these programs include 

l training volunteers to counsel consumers on how to compare supple- 
mental insurance options; understand policy terminology, conditions, 
and limitations; and assess their need for Medigap insurance; 

l publishing shoppers’ guides that outline Medigap policies’ benefits and 
prices; and 

. providing toll-free hotline services for answering consumer questions. 

Federal Educational 
Efforts 

The federal government makes Medicare and Medigap information 
available to the public through various HCFA publications. For example, 
IICFA in conjunction with NAIC, developed and periodically updates the 
Guide to Health Insurance for People with Medicare. This guide summa- 
rizes services covered by Medicare and those that are the beneficiary’s 
responsibility. It warns the elderly: “Don’t Buy More Policies Than You 
Need. Duplicate coverage is costly and unnecessary. A single compre- 
hensive policy is better than several policies with overlapping or dupli- 
cate coverages.” The guide provides information designed to help the 
elderly determine whether they need a Medigap policy, and what they 
should look for in a policy. HCFA distributes the guide to senior citizen 
groups, Social Security district offices, and local offices on aging. The 
NAIC model regulation requires all insurers soliciting Medigap insurance 
to provide a copy of this guide to consumers at the time of sale, either 
when an agent takes the application for insurance sold through direct 
sale, or not later than when the policy is delivered if the insurance is 
sold through the mail. 
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HCFA also publishes The Medicare Handbook, which provides informa- 
tion on Medicare, appeal rights, and claims procedures. This handbook is 
mailed annually to all Medicare beneficiaries. 

In December 1989, after MUX was repealed, HCFA prepared for the media 
a repeal information kit explaining the resulting changes. In January 
1990, HCFA mailed all Medicare beneficiaries a notice containing similar 
information on the repeal. 

State Educational 
Efforts 

All states we visited had programs to educate the elderly about Medigap 
insurance. The educational programs varied depending on the funding 
and resources provided the insurance department, but the state pro- 
grams generally included disseminating literature, making public service 
announcements, holding seminars, or training volunteer counselors. 

For example, Arizona insurance department personnel have counseled 
elderly persons over the telephone, provided seminars, and publicized 
information about Medigap insurance in a newspaper directed toward 
Arizona’s senior citizens. 

Texas gives seminars for the elderly, uses radio and television public 
service announcements, supplies HCFA'S Guide to Medicare to about 700 
libraries throughout the state, provides speakers on request, and makes 
available an informational video on Medicare and Medigap insurance. 
Texas also operates toll-free telephone lines the elderly can use to ask 
questions or voice complaints. 

In the District of Columbia, the insurance department provides the NAIC/ 
HCFA guide and other guides upon request. The office on aging does not 
directly provide educational services or materials, but it refers incoming 
calls and letters to the appropriate agency for resolution. 

Florida disseminates literature, operates a toll-free consumer hotline, 
and conducts seminars followed by “help sessions,” in which insurance 
department representatives meet with consumers to answer questions. 
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All state insurance departments we visited, except the District of 
Columbia’s, have recently conducted presentations or seminars on insur- 
ance sold to the elderly.’ Like other educational efforts, the programs 
vary widely among the states. For example, Texas and Pennsylvania 
conduct seminars in response to requests, whereas California has a 
15-person speakers’ bureau and sponsors presentations on the depart- 
ment’s initiative. North Dakota has hired a consultant to solicit and con- 
duct seminars. 

Volunteer Counseling Washington, California, New Jersey, and Illinois employ many of the 

Program educational techniques discussed above and have additional programs, 
including volunteers to counsel and advise the elderly about insurance. 
Most volunteer programs are carried out jointly by the state insurance 
department and other state agencies. These counseling programs pro- 
vide the elderly with knowledgeable, independent sources of informa- 
tion about Medicare and Medigap insurance. Counselors help consumers 
compare insurance options; understand policy terminology, conditions, 
and limita0ons; and assess their need for Medigap insurance.2 

Another educational service provided by some states is Medigap shop- 
pers’ guides. Of the 12 states we visited, 8-Arizona, California, Florida, 
Maryland, New Jersey, New York, Texas, and Washington-publish 
shoppers’ guides, The guides varied in the level of detail provided. Some 
contain rates and summaries of policy coverages for all approved 
Medigap policies sold in the state, while others give examples of repre- 
sentative premiums. Many guides explain Medicare and other types of 
health insurance, suggest factors to consider when deciding whether to 
buy Medigap insurance, suggest alternative sources for bridging Medi- 
care’s gaps, and include tips on how to shop for health insurance. In 
conjunction with its guide, New Jersey produces a chart comparing the 
premiums and benefits of all individual Medigap policies marketed in 
the state. The Maryland guide contains examples of premiums and bene- 
fits for Medigap and long-term care policies available in the state. Much 
of the information in these guides is not otherwise generally available to 
the elderly. 

‘The District’s consumer education division has not received any requests for presentations on 
Medigap insurance in the last 2 years, but an insurance department official said the division would 
provide a speaker if so requested. 

‘In the Washington state program-called Senior Health Insurance Renefits Advisors-volunteers 
provide information to the elderly at the community level. California has a similar program called the 
Health Insurance Consumer Advocacy Program. In New Jersey and Illinois, similar volunteer coun- 
seling programs are called the Senior Health Insurance Program. 
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Toll-Free Telephone Several states and HCFA operate toll-free telephone services for persons 

ServiCes for Consumer 
seeking information or wishing to register complaints about their 
Medigap insurance. The HCFA/NAIC Guide to Health Insurance for People 

Information and with Medicare describes prohibited sales practices for Medigap insur- 

Complaints ante and encourages people who believe they have been victimized to 
report the incident to the appropriate authority. The guide also encour- 
ages people to call HCFA, their state insurance department, or their state 
office on aging if they have questions about Medicare or their Medigap 
insurance coverage. 

In addition to HCFA'S toll-free telephone number, the 1990 version of the 
IICFA/NAIC guide also contains the toll-free number of 6 state insurance 
departments and 12 state offices on aging. 

Effectiveness of State The effectiveness of educational programs is difficult to measure, and 

Education Efforts Is 
D ifficult to Measure 

none of the state insurance departments we visited quantitatively mea- 
sured the effectiveness of their programs. Officials in several states 
cited various approaches that they thought were effective, but they also 
noted that many elderly persons are not being reached. 

Several state insurance department officials said they believe that coun- 
seling the elderly one-on-one is the most effective way to educate them. 
Also, because Medicare and Medigap insurance are complicated, state 
insurance department officials told us that it is important to give the 
consumer easily understandable written materials that they can refer to 
after the counseling session. 

California and Washington insurance department officials told us that 
after some seminars and counseling sessions, they receive more inquiries 
and complaints about insurance. These officials believed that the 
increases were an indication that their education efforts are successful. 

Despite the efforts of some state insurance departments to disseminate 
information on Medigap insurance, officials in those states believe that 
many of the elderly still are not reached. Washington state insurance 
department officials believe they are just “scratching the surface” 
regarding the number of the elderly who receive Medigap consumer 
information. New Jersey insurance department officials told us that 
their volunteers have counseled about 15,000 out of an estimated 
994,000 elderly persons in the state. An Illinois official estimated that 
volunteers held about 220 counseling sessions during 1988 and had 
almost doubled that rate of seminars through the first 7 months of 1989. 
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OBRA 1990 required the Secretary of HHS to establish a beneficiary assis- 
tance program to assist Medicare beneficiaries in obtaining information 
on Medicare, Medicaid, and other health insurance programs. The Secre- 
tary was also authorized to make grants for state-operated health 
insurance information, counseling, and assistance services for Medicare- 
eligible individuals. 
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State Regulation of Medigap Prkiums 

State insurance commissioners have varying authority to regulate 
Medigap premiums. In the states we visited, the degree to which state 
insurance department officials review premium adjustments and the 
resources devoted to that review also varied. Rate reviewers used a 
variety of techniques to assess rate filings, including loss-ratio data,’ 
actuarial memoranda that explain the rationale for the rate adjustment 
request, and individual rate reviewer judgment and experience. 

State Review of 
Medigap Rate 
Requests Varies 

Most states require insurers selling Medigap insurance to file premium 
adjustments with the state insurance commissioner. State rate review 
authority falls into three categories: 

l Prior approval. I.Jnder this authority, insurers must submit rate requests 
for approval before implementing them. An NAIC representative told us 
that 14 states require prior approval by the state insurance department 
before Medigap rate revisions can be implemented. In some states, rates 
may be deemed approved if they are not denied within a specified 
number of days. 

. File and use. Under this authority, insurers may implement rate changes 
(1) as soon& they are filed or (2) if the rate is not disapproved within a 
specified period of time, typically 30 days. Twenty-nine states 
(including the District of Columbia) are file-and-use jurisdictions. 

. IJse and file. This authority allows insurers to use new rates as long as 
the rate change is filed within a specified amount of time. The insurer 
may continue to use the new rates unless the state insurance department 
disapproves them. In two states the insurance commissioner has use- 
and-file authority over rate requests. 

Six states have filing requirements that do not fit into the above catego- 
ries. For example, according to an NAIC summary, Alabama requires only 
an informational filing. Utah requires prior approval for filings related 
to individual policies but has no filing requirement for group policies. 
Alaska, Missouri, Montana, and South Carolina have no rate-filing 
requirement. 

The number and type of personnel devoted to rate reviews also vary 
from state to statee2 In Florida, for example, one actuary within the 

’ A policy loss ratio is the percentage of premiums returned to policyholders in the form of benefits. 
IAM ratios are discussed in more detail in chapter 5. 

‘According to the 1990 yearbook of the American Society of Actuaries, 20 state insurance depart- 
ments have actuaries on staff. 
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department of insurance was responsible for reviewing all Medigap rate 
requests for policies sold in the state. Florida’s department of insurance 
reviewed 107 Medigap submissions from January 1 through June 30, 
1989. 

North Dakota did not have an actuary to review rate requests at the 
time of our visit. Rate requests were reviewed by a market conduct 
examiner and a forms and rate analyst. At the time of our visit, North 
Dakota planned to hire an actuary to assist with Medigap rate-filing 
review, 

The degree of rate-filing review and the tools used to review filings also 
vary from state to state. In Washington, for example, the state insurance 
department requires insurers to submit their rates for approval before 
adjusting them. Insurers must submit data showing the policy’s 
projected loss ratio over a period of future years and must submit sup- 
porting documentation of the policy’s claims experience. Insurance 
department personnel make their own estimates of the policy’s future 
loss ratio. If the department’s independent estimates demonstrate that 
the insurer will not meet the loss-ratio target, the rate filing is disap- 
proved. California, on the other hand, relies more on reviewer judgment. 
A  California insurance department attorney told us that he performs an 
initial screening on all rate filings and, from his years of experience with 
rate-filing review, decides which filings need further review. The 
attorney told us that he will forward those rate requests that he deter- 
mines need closer review to an insurance department actuary for 
detailed review. 

States require insurers to submit an annual Medicare Supplement Expe- 
rience Exhibit to the state insurance department. This exhibit summa- 
rizes the companies’ earned premiums and incurred claims for both 
statewide and nationwide Medigap business. Reviewers use these loss- 
ratio data to assess the historical percentage of earned premiums paid 
as benefits for each company submitting a Medigap rate filing. Insurers 
also submit actuarial memoranda to support their rate filings. These 
documents explain a company’s rationale and assumptions justifying the 
requested premium adjustment and include a projection of the policy’s 
future loss ratio. Actuarial memoranda must be signed by an actuary, 
who certifies that the information in them is complete and accurate. 
Finally, rate-filing reviewers rely on the knowledge they developed from 
past reviews to assist them in determining which filings require more 
intense scrutiny. 
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Chapter 4 
State Regulation of Medigap Premiums 

Insurance department personnel in several states told us that the rate 
review process involves some give and take between the insurance 
department and the insurance companies over rate requests; however, 
these discussions were not always documented. The personnel added 
that if the state questions a rate request, a company will sometimes 
withdraw the request and resubmit a lower one. From the data avail- 
able, we summarized state regulatory actions on 370 rate requests in 
seven states. In those 370 cases, documentation in the state’s files indi- 
cated that the state approved requested increases in 236 cases (63.8 per- 
cent), approved a requested decrease in 7 cases (1.9 percent), approved 
a requested increase after some negotiation in 91 cases (24.6 percent), 
and disapproved a requested increase in 36 cases (9.7 percent). 

Page 30 GAO/HRD-9149 Medigap Insurance 



+ Chapter 6 

Monitoring and Enforcement of Medigap 
Loss-Ratio Standards 

Despite the expectations established in the Baucus amendment and the 
NAIC model regulation, many company loss ratios do not comply with the 
minimum standards. NAIC revised its loss-ratio reporting form for 1988 
and later, which should help states monitor and enforce the loss-ratio 
standards. Additional requirements included in OBRA 1990, effective for 
policies sold or issued after November 199 1, will require companies to 
issue refunds or credits against future premiums to bring their loss 
ratios into compliance with the federal requirements. 

Explanation of Loss 
Ratios 

An insurance policy loss ratio, usually expressed as a percentage, is the 
portion of premiums returned to policyholders in the form of benefits. 
While the loss-ratio definition appears simple, several variables make up 
the computation. 

Benefits are the policy’s incurred claims, which include claims paid 
during the period for which the loss ratio is computed plus a reserve for 
claims incurred but not yet reported or paid. Before 1988, incurred 
claims included an estimate for active life reserves for future claims.’ 
Beginning with loss-ratio reports for 1988, NAIC instructed companies to 
delete the active life reserves from the computation so that the loss ratio 
for 1988 and later years more nearly reflects current experience. 

Earned premiums include premiums collected in the period for which 
the loss ratio is computed minus an allowance for premiums received for 
time not in the loss-ratio period.2 Earned premiums also are adjusted for 
premiums due but unpaid in the current period. 

Some caution is needed in interpreting and using loss ratios because of 
several factors that may affect the computations. For example, early 
policy experience may result in a relatively low loss ratio because poli- 
cies do not cover costs related to preexisting conditions during the 
policy’s waiting period. Also, new policyholders may be fairly healthy 
and file few claims, so a policy with substantial amounts of new busi- 
ness may experience a relatively low loss ratio. Thus, loss ratios should 
be viewed over the time that represents “mature” experience. Although 

‘An actuary from one state told us that the intended effect of including active life reserves in the 
computation was to inflate the loss ratio in the early years of a policy and to suppress it in later 
years, giving a more stable ratio from year to year. 

2For example, if a policyholder paid an annual premium on April 1, only 9 months of that premium 
would be earned premium in that year’s loss-ratio computation. 
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Chapter 6 
Monitoring and Enforcement of Medigap 
Loss-Ratio Standards 

there are different opinions on what constitutes a mature policy, NAIC 
believes that a mature Medigap policy is one that is 3 or more years old. 

Another factor affecting the interpretation of loss ratios is the “credi- 
bility” of the earned premium experience. The credibility of a loss ratio 
increases as the amount of earned premiums increases. Actuaries from 
two state insurance departments we visited are preparing for NAIC a 
manual to assist state regulators in reviewing Medicare supplement loss- 
ratio exhibits. The draft manual states that a loss ratio is credible if it is 
based on statewide earned premiums greater than $150,000. One of the 
authors of the manual told us that, on a national basis, he would con- 
sider earned premiums greater than $250,000 to be credible experience. 

M inimum Loss-Ratio The Baucus amendment set federal targets for loss ratios for Medigap 

Standards policies. The amendment required as a condition of approval that 
Medigap policies be expected to have loss ratios of at least 75 percent 
for group policies and at least 60 percent for individual policies. If an 
insurer demonstrates that a policy can reasonably be expected to meet 
the standard, it has complied with the requirement whether or not its 
actual loss ratio ever meets the standard. MCCA revised the amendment 
to require states to collect data on actual Medigap loss ratios, 

In December 1987, NAIC amended its model regulation to require that 
policies in effect for 3 years or more actually meet loss-ratio standards. 
Also, the revised regulations eliminated the preferential treatment that 
had been applied to direct mail groups, such as policies sold through the 
American Association of Retired Persons. Those policies used to be 
treated as individual policies, subject to the 60-percent standard, but are 
now subject to the 75-percent standard for group policies. 

The Baucus amendment and the NAIC model require states to adopt a 
loss-ratio standard of at least 60 percent for individual policies, and 
most states have set their standard at that level. Twelve states (Con- 
necticut, Delaware, Maine, Massachusetts, Michigan, Minnesota, New 
Jersey, New Mexico, New York, Rhode Island, Washington, and Wyo- 
ming) have opted for a higher, 65-percent minimum standard for indi- 
vidual Medigap policies. 
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Loss-Ratio Standards 

Many 1988 Loss We obtained 1988 loss-ratio data (the latest available) for Medigap 

Ratios Do Not Comply insurance from NAIC and the Blue Cross and Blue Shield Association. The 
data are reported in aggregate for all policies sold by a company and are 

W ith M inimum presented in appendixes II-V. These aggregate data measure a com- 

Standards pany’s overall performance because they average experience across all 
policies. This means that a company whose aggregate loss ratio is below 
the standards has one or more policies that fail to meet the minimum 
standards but may have other policies that meet or exceed the stan- 
dards. Conversely, a company can have an aggregate loss ratio above 
the standards but offer some policies that fall below them. 

As we have reported in our earlier report3 and testimonies,4 many com- 
pany loss ratios have not met the minimum standards. For 1988, earned 
premiums totaled about $3.7 billion for all policies in force 3 years or 
more with nationwide earned premiums of over $250,000. For policies 
sold to individuals (see app. II): 

l By commercial insurers, 34 percent of the loss ratios were below the 60- 
percent minimum standard. The average loss ratios for companies 
exceeding the standard was 68.5 percent, while the average for compa- 
nies below the standard was 50 percent. About 87 percent of total 
earned premiums were with companies whose average loss ratio 
exceeded the minimum standard. 

. By Blue Cross and Blue Shield plans, 98 percent met or exceeded the 
target loss-ratio percentage. The average loss ratio for these plans was 
93.4 percent; the loss ratio of the single plan that fell below the standard 
was 53.9 percent. Over 99 percent of total earned premiums were with 
plans whose average loss ratio exceeded the minimum standard. 

nsurance: Law Has Increased Protection Against Substandard and Overpriced Policies 
-87-8, Oct. 17, 1986). 

4See Medigap Insurance: Effects of the Catastrophic Coverage Act of 1988 on Future Benefits, State- 
ment of Mr. Michael Zimmerman before the Senate Committee on Finance (GAO/T-HRD-89-22, June 
1, 1989); Medigap Insurance: Effects of the Catastrophic Coverage Act of 1988 on Benefits and Pre- 
miums, Statement of Mr. Michael Zimmerman before the Subcommittee on Commerce, Consumer Pro- 
tection, and Competitiveness, House Committee on Energy and Commerce (GAO/T-HRD-89-13, Apr. 
6, 1989); Medigap Insurance: Premiums and Regulatory Changes After Repeal of the Medicare Cata- 
strophic Cc 
mittee on Health, House Committee on Ways and Means (GAO/T-HRD-90-16, March 13,lOOO); and 
Medigap Insurance: Proposals for Regulatory Changes and 1988 Loss Ratio Data, Statement of Ms. 
Janet Shikles before the Subcommittee on Commerce, Consumer Protection, and Competit iveness and 
the Subcommittee on Health and the Environment, House Committee on Energy and Commerce 
(GAO/T-HRD-90-36, June 7, 1990). 
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For group coverage (see app. III): . 

l By commercial insurers, about 66 percent of the loss ratios were below 
the 7bpercent minimum standard. The average loss ratio for companies 
that were at or above the target was 101.5 percent, and the average for 
those below the target was 62.6 percent. About 93 percent of total 
earned premiums were with plans whose average loss ratio exceeded the 
minimum standard. 

l By Blue Cross and Blue Shield plans, 24 percent had loss ratios that fell 
below the minimum target. The average loss ratio for plans that met or 
exceeded the target was 94.1 percent, and the average for those below 
the target was 71.5 percent. About 88 percent of total earned premiums 
were with plans whose average loss ratio exceeded the minimum 
standard. 

Earned premiums totaled about $3.5 billion in 1988 for all policies in 
force less than 3 years with nationwide earned premiums of over 
$260,000. For policies sold to individuals (see app. IV): 

l By commercial insurers, 60 percent of the company loss ratios were 
below the 60-percent minimum standard. 

l Among the Blue Cross and Blue Shield plans, all met or exceeded the 
standard. 

For group coverage, about 71 percent of the commercial companies and 
16 percent of the Blue Cross and Blue Shield plans did not meet the 75 
percent target. Additional details are in appendix V. 

OBRA 1990 made several changes to the loss-ratio standards. The min- 
imum loss-ratio requirement for policies sold to individuals was 
increased to 65 percent. In addition, the act requires insurers to issue 
refunds or premium credits for any policy whose loss ratio does not 
comply with the minimum standard so that a new loss ratio computed 
on the premium collected less any refund or credit meets the standard. 
This refund or credit would be required after a policy has been in force 
for 2 years. These changes are effective for policies sold or issued after 
November 199 1. 
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Loss Ratios as a 
Regulatory Tool 

Under the Baucus amendment, states are responsible for (1) monitoring 
whether Medigap policies meet the loss-ratio standards and (2) taking 
action as allowed under state law (such as seeking reductions in pre- 
miums or denying requests for rate increases) when they do not. State 
regulatory personnel told us that they use loss ratios to assist them in 
reviewing rate filings6 The majority of insurers and state regulators we 
talked to said that loss ratios, while not ideal, are the best regulatory 
tool available. 

In the past, states did little to assure that the loss-ratio standards were 
actually met. This was because the standards were expressed as targets, 
and the manner in which loss-ratio data were reported by insurers did 
not facilitate monitoring. 

Under NAIC'S current loss-ratio standards, ratios for policies that have 
been in force for 3 years must meet the standards, and the way in which 
ratios are reported will make such determinations easier than in the 
past. NAIC adopted its tougher standards in 1987, and those standards 
were adopted by the states” after MCCA was enacted. Thus, the states 
should be better able to enforce the standards than was the case 
previously. 

As noted above, after November 1991, OBRA 1990 will require insurers to 
make proportional refunds or issue credits if their loss ratios do not 
meet the standards after policies have been in force for 2 years. OBRA 
1990 also involves HHS in monitoring loss ratios, requiring the Secretary 
to report (1) what policies do not meet the standards and (2) what 
actions, including refunds or credits or denial of premium increases, 
were taken to bring the ratios into compliance. 

“As discussed in chapter 4, loss ratios are one of the tools used to evaluate the appropriateness of 
rates. Other tools include actuarial memoranda and reviewer experience. 

“Massachusetts did not adopt the NAV.2 model. An official in that state’s insurance department told us 
that the Massachusetts regulation regarding loss ratios requires Medigap policies issued to persons 
aged 65 and over to have an anticipated loss ratio of 65 percent. 
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Medigap Premium Changes, 1988-89 
I -- 

The Chairman, Subcommittee on Health, House Committee on Ways and 
Means, asked us to monitor Medigap insurance premiums and loss ratios 
for the years 1988-94. 

Premium Changes When MCCA was enacted, many people thought that Medigap premiums 

After MCCA Passage would decrease because the expansion of Medicare benefits that were to 
be phased in under MU.24 would leave fewer costs for Medigap policies to 

Are Mixed cover. We summarized 506 Medigap rate changes from commercial and 
Blue Cross/Blue Shield plans, representing rates in 25 states. This sum- 
mary compares the rate for a policy before MCCA became effective with 
the rate under the first year of MEA'S expanded benefits. Those rate 
comparisons are summarized in table I. 1. 

Table 1.1: Comparison of Medigap Policy 
Premiums in 25 States Before and After 
the Effective Date of MCCA Premiums before MCCA compared with Policies reviewed 

Average 

premiums after MCCA Number 
percentage 

Percent change 
Increased - 

..-- .____I__- _-__ __..._ -_.---- 
228 45.1 + 18 

Decriised 
__..__-.- 

114 22.5 - IO 
No change 164 32.4 
Total 506 100.0 

The insurers gave one or more of the following justifications for raising 
premiums: the increase in the part A hospital deductible (30.4 percent), 
poor underwriting or utilization experience in prior years (27.3 percent), 
inflation (26.5 percent), additional part B benefits or other new benefits 
(10.6 percent), and other reasons (5.2 percent). Insurers gave one or 
more of the following reasons for decreasing premiums: elimination of 
duplicate coverage (57.8 percent), elimination of certain coinsurance 
(16.8 percent), elimination of coverage of deductibles (13.9 percent), 
prior years’ experience not meeting minimum loss-ratio standards (8.7 
percent), and other reasons (2.8 percent). In some cases, insurers cited 
one or more of the above reasons for increasing premiums that were 
partially or wholly offset by one or more of the reasons for decreasing 
premiums. The changes summarized in table I. 1 show the net effect of 
those increases and decreases. 
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Prem ium  Changes 
Resulting From  MCCA 
and Its Repeal 

Shortly before the Congress repealed MCCA, we compiled information on 
the possible effects repeal would have on Medigap premiums.’ During 
October and November 1989, we contacted 29 commercial insurers with 
over $10 million in earned premiums on Medigap policies during 1987 
(the latest year for which we had reasonably complete data) and asked 
those insurers to estimate (1) their 1990 Medigap insurance monthly 
premium for their largest selling policy, assuming MU.24 was not 
repealed, and (2) the effect repeal would have on their 1990 premiums. 

Twenty companies provided data covering over 2.5 million Medigap 
insurance subscribers. These insurers reported that repeal of MCCA 
would result in an average increase of 15.4 percent in monthly pre- 
miums. The reported increases ranged from 6.3 to 41.3 percent. The 
insurers reported that repeal would cost the 2.5 million policyholders 
covered by our survey over $250 million in 1990. 

After the Congress repealed MCCA in November 1989, we again contacted 
the same 29 insurers. Twenty insurers responded and told us at that 
time that repeal of MCCA would result in an average increase of 19.5 per- 
cent in monthly premiums. The reported increases ranged from 5.0 to 
5 1.6 percent for 19 companies,’ and one company did not expect its 1990 
premium to change. The average increase was $11.44 per month and 
would cost the 2.6 million policyholders covered by these policies over 
$230 million in 1990. The insurers attributed about half of the average 
premium increase to increased benefits and administrative costs necessi- 
tated by repeal of MCCA and about half to other factors, such as inflation, 
increased use of medical services, and prior years’ claims experience. 

‘See Medicare Catastrophic Act: Estimated Effects of Repeal on Medigap Premiums and Medicaid 
Costs (GAO/IIRD-90-48FS, Nov. 6, 1989) and Medigap Insurance: Expected 1990 Premiums After 
-aI of the Medicare Catastrophic Coverage Act, Statement of Ms. Janet Shikles before the Senate 
Spccialanon 8, 1990). 
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- Distribution of 1988 Medigap Loss Ratios for 
Policies in Force for 3 Yeam or More-Policies 
Sold to Individuak 

Dollars in thousands 
Number of Earned 

Loss ratios companies premiums 
Average loss 

ratio (%) __ -~-.- 
Commercial plans: - _______. 
Under 40% 4 $7,666 31.8 

40 49% 12 40,786 46.5 
50.59% 28 52,179 55.4 
Subtotal 44 100,631 50.0 

60 - 69% 38 520,946 64.3 
~-___ 70.79% 22 76,570 74.8 .--___- 

80 - 89% 16 61,326 83.2 
90 _ 99% 9 29,332 91.9 
100% or more ..____- 
Subtotal 
Total 
Blue Cross/Blue Shield plans: 
Under 40% 
40 - 49% 

50 _ 59% 
Subtotal 
60.69% 
70 - 79% 

2 1,617 116.7 
___- 87 689,791 68.5 

131 $790,422 66.1 

. . . 

. 

1 -----_______ 
1 527 53.9 

3 68,904 65.7 
7 111.726 75.9 

80 - 89% 15 510,690 84.3 
90 - 99% 
i 00% or m&L 
s&total ~.~ 
Total 

13 754,340 95.2 __.____ ~ ._- __._ -~-.. _--.- 
12 441,326 109.8 

-___.. 50 1,886,986 93.4 
51 $1,887,513 93.4 

Note: For policies with more than $250,000 in earned premiums. 
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Y  A p p e n d i x  III 

D istrib u tio n  o f 1 9 8 8  M e d igap  L o ss R a tios  fo r 
P o licies  in  F o rce  fo r 3  Y e a rs o r M o re-P o licies  
S o ld to  G roups  

Dol lars  in  t h o u s a n d s  
N u m b e r  of E a r n e d  

Loss  rat ios compan ies  p remiums  
A v e r a g e  loss 

rat io (% ) 
Commerc ia l  p lans:  
U n d e r 4 5 %  4  $ 6 , 7 2 5  3 8 . 0  
4 5  -  5 4 %  3  1 , 3 1 7  4 8 .4  -- ._---__- -- 
5 5 . 6 4 %  5  5 , 7 7 3  5 8 . 5  

6 5  -  7 4 %  7  3 4 , 7 7 8  6 8 . 5  
S u b total 1 9  4 8 , 5 9 3  6 2 . 6  

7 5 . 8 4 %  3  2 5 , 7 6 9  7 8 . 2  

a 5 - 9 4 %  3  4 , 4 7 4  9 2 . 4  
9 5 - 1 0 4 %  1  5 6 8 , 1 9 9  1 0 2 . 4  

1 0 5 % o r  m o r e  3  1 , 4 9 3  1 6 1 . 3  
S u b total 1 0  5 9 9 , 9 3 5  101 .5  
Total  2 9  $ 6 4 6 , 5 2 6  9 6 . 5  

B l u e  Cross/B lue Sh ie ld  p lans:  
U n d e r 4 5 %  . . 

_ _ _ -  
4 5  5 4 %  2  $2 ,496 '  4 7 . 8  _  _  -  .._... . . . -- .--_-- 
5 5 . 6 4 %  2  1 , 5 3 4  5 8 . 1  .- . .__---  - - -  
6 5 . 7 4 %  4  4 3 , 5 9 8  7 3 . 3  
S u b total 6  4 7 , 6 2 6  7 1 . 5  

7 5 8 4 %  5  3 0 , 9 3 9  7 9 . 3  
-  8 5 . 9 4 %  1 1  1 3 4 , 1 2 5  9 1 . 3  

9 5 . 1 0 4 %  4  1 7 3 , 0 2 4  9 6 . 3  
1 0 5 %  o r  m o r e  6  2 2 , 6 8 8  1 1 2 . 8  

S u b total 2 6  3 6 0 , 7 7 6  9 4 . 1  

Total  3 4  $ 4 0 6 , 4 0 4  9 1 . 4  

Note:  For  po l ic ies wi th m o r e  t h a n  $ 2 5 0 , 0 0 0  in  e a r n e d  p remiums.  
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llppendix IV 

Distribution of 1988 Medigap I&s Ratios for 
Policies in Force for Less Than 3 Years- 
Policies Sold to Individuals 

Dollars in thousands 

Loss ratios 
Number of 

companies 
Earned 

premiums 
Average loss 

ratio (%I 
Commercial plans: __-... -.--- 
Under 40% --.-~-.-..--~-- 
40 - 49% 

-- 
17 $50,387 32.6 
23 88.986 44.1 

50 .59% 
Subtotal 

43 
63 

476,239 
615,612 

54.8 
51.4 

60 - 69% _--~~-___ __ 
70 - 79% 
a0 _ 89% _-- _______ --_.-.._--.__-.__ 
90 _ 99% 

33 447,597 62.4 
12 160,302 -71.4 
5 13,573 85.9 
3 20,0a2Pw-- 93.4 

100% or more - -----.__- 
Subtotal ______- 

2 8,000 114.7 -___ 
55 649,554 66.7 

Total 
Blue Cross/Blue Shield plans: 
Under 40% 

136 $1,265,166 59.3 

-____ 
. . . 

40 - 49% 
50 - 59% 
Subtotal 
60 - 69% 
70 - 79% 

-. 

. . . __-___ -- __..- 

. . . - 

7 $89,699 68.5 
6 127.254 73.9 

80 - 89% IO 479,385 85.6 
90 - 99% 
100% or more 
Subtotal 
Total 

10 452,326 ~--- 
3 66,606 

-36 1,215,270 
36 $1,215,270 

94.0 
108.1 -__- 
67.5 
67.5 

Note: For policies with more than $250,000 in earned premiums 
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Distribution of 1988 Medigap L&s Ratios for 
Policies in Effect for Less Than 3 Years- 
Policies Sold to Groups 

., Appendix V 

Dollars in thousands 
Average 

Number of Earned loss ratio 
Loss ratios companies premiums w . -.. - .---~ .-_--. - ..-_-.~-_---._---.-I__ __--- -- 
Commercial plans: 
Under 45% 1 $3,246 34.0 
45.54% 4 21,213 48.0 -- 
55.64% 4 11,309 -53 
65.74% 6 11,956 72.2 
Subtotal 15 47,724 55.8 
75-84% 1 521 77.7 
85.94% 1 60,265 92.8 _________-.__- 
95.104% 3 553,092 100.6 ____I_ __--- 
105% or more 1 1.828 117.6 
Subtotal 6 615,706 99.9 

Total 21 $663,430 96.7 

Blue Cross/Blue Shield plans: 
Under 45% .~ ---. 
45.54% 
5i-64% -~ 

___-__~-.-. --_ 
1 $561 42.8 ______ .- --.--_-- 
. . . 
. . . 

65.74% 2 12,406 60.4 
Sub&al 3 12,967 67.3 

75.84% 6 87,947 81.9 
E-94% 5 217,078 93.0 
95104% ~- 

_____--__- 
__- -- 1 24,136 95.9 -- 

105% or more 4 34,394 115.2 -__-~~.- 
Subtotal 16 363,555 92.6 
Total 19 $376.522 91.7 

Note: For policies with more than $250,000 in earned premiums 
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Major Contributors to This Report 

Human Resources 
Division, 
Washington, D.C. 

Jane Ross, Senior Assistant Director, (202) 275-6195 
Thomas Dowdal, Assistant Director 
Roger Hultgren, Assignment Manager 
Anita Roth, Evaluator 

Philadelphia Regiona1 
Michael Stepek, Evaluator-in-Charge Linda Schmeer Evaluator 

Office Victoria Snyde;, Evaluator 
Stephen Ballard, Evaluator 
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